
FOUNTAIN VALLEY MEASURE HH – ADVISORY OVERSIGHT COMMITTEE AGENDA 
 

CITY HALL MAIN CONFERENCE ROOM 
10200 SLATER AVENUE 

 
THURSDAY, AUGUST 3, 2017 

REGULAR MEETING    ̶  5:00 PM 
 
 
 
 
 
 

REGULAR MEETING 
 
CALL TO ORDER 

 
SALUTE TO THE FLAG 
  
ROLL CALL:  Briscoe, Drilling, Jensen, Stone, Taylor, White (alternate) 
 
APPROVAL OF MINUTES 

• None  
 

ANNOUNCEMENT OF SUPPLEMENTAL COMMUNICATIONS 
Anyone wishing to speak during Public Comments must fill out and submit a blue speaker card.  
The Measure HH Oversight Committee can take no action on this date, unless the item is agendized. 
Anyone wishing to speak on items not on tonight’s agenda, may do so during Public Comments.  
Speakers on items scheduled for non-public hearing items will be invited to speak when those items are 
heard. (Three minutes per speaker) 

NEW BUSINESS 

1. WELCOME AND INTRODUCTION OF COMMITTEE MEMBERS AND STAFF  

This is the first meeting of the newly formed Measure HH Advisory Oversight Committee and it 
would be appropriate to have each member and staff introduce themselves and provide 
information about their background and roles related to the Committee.  

Recommended Action:  Staff recommends that the Measure HH – Advisory Oversight 
Committee members and City staff introduce themselves.  

2. SELECTION OF COMMITTEE CHAIR AND VICE CHAIR  

The election of a committee Chair and Vice Chair is the first order of business for the committee.  
The election of the Chair and Vice Chair maybe selected at the pleasure of the voting committee 
members.   

Recommended Action:  Staff recommends the voting committee members select a Chair and 
Vice Chair. 

In compliance with the Americans with Disabilities Act, if you need special assistance to participate in 
Measure HH Advisory Oversight Committee meetings, please contact the Finance Department at 714-
593-4418.  Notification 72 hours prior to the meeting will enable the City to make reasonable arrangements 
to ensure accessibility to the meeting. 
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3. STAFF / ATTORNEY FOR THE CITY PRESENTATION OF COMMITTEE RESPONSIBILITIES 

AND OVERVIEW OF COMMITTEE ORIENTATION BINDER  

 Staff has compiled a comprehensive Committee binder which includes Committee 
Responsibilities; overview of Community and City organization; Rules of Order; legal 
responsibilities; finance 101 materials; financial data; and supporting documents.   

Recommended Action:  Staff recommends that City staff and the Attorney for the City review 
the committee responsibilities and orientation binder and the Oversight Committee receive and 
file.  

4. STAFF PRESENTATION OF 2017-18 ADOPTED BUDGET, CAFR FOR PERIOD ENDING 
JUNE 30, 2016 AND TEN-YEAR LONG RANGE FINANCIAL PLAN  

 Staff will provide an overview of the 2017 adopted Budget, CAFR and Long Range Financial 
Plan.   

Recommended Action:  Staff recommends that City staff review the financial documents and 
the Oversight Committee receive and file. 
 

5. DETERMINE DATE OF NEXT COMMITTEE MEETINGS 
 
The Committee does not have a set meeting schedule and normally will meet on as needed basis 
during the annual budget process period (Jan. to June) of each year.   
 
Recommended Action:  Staff recommends that the Committee determine the dates of the next 
committee meetings for 2017-18.   

UNFINISHED BUSINESS 

None 
 
PUBLIC COMMENTS 
Anyone wishing to speak on non-agendized items may do so at this time. 
 
COMMENTS FROM STAFF 
 
COMMENTS FROM COMMITTEE MEMBERS 
 
ADJOURNMENT 
Adjournment to the next Measure HH Advisory Oversight Committee meeting. Date to be determined. 
 
 

MATERIAL(S) RELATED TO AN ITEM ON THIS AGENDA SUBMITTED TO THE MEASURE HH 
OVERSIGHT COMMITTEE AFTER DISTRIBUTION OF THE AGENDA PACKET IS/ARE AVAILABLE 
FOR PUBLIC INSPECTION IN THE FINANCE DEPARTMENT AT 10200 SLATER AVENUE, 
FOUNTAIN VALLEY DURING NORMAL BUSINESS HOURS. 



 Committee Handbook Table of Contents 

Index Description Page

Overview Information
Board Policy Handbook 1
Community Profile 15
Organization Charts & Department Narrative 21
Strategic Plan - City Mission, Values, Goals 63
City Financial & Budget Policies 69
Debt Policies 95
How Local Agencies Make Things Happen 113
General Law City / Form of Government 117

Measure HH Committee Policy and Guidelines
Committee Members 119

 Oversight Committee Adopted Policies 121
FV Responsible Spending Pledge 127
Oversight Committee Essential Questions 128

Committee Rules of Order
Rules of Order 129
Simple Parliamentary Procedures Cheat Sheet 139
The ABCs of Open Government 141

 Understanding the Role of the Chair 151
 

Legal Requirements
Brown Act - Open Meetings 159
Maddy Act 223
Municipal Code - Boards 2.78 & 2.79 225
Municipal Code - Transaction Tax 3.05 231

Finance 101
Description of Funds / R&E Overview 235
Revenue and Expenditure Overview 243
Financial Literacy - Volume 1 - Connecting Money, Policy 261
Financial Literacy - Volume 2 - Financial Health 297
Primer on California Revenues 327
Basics of Municipal Revenues 337
Long Term Financial Planning 361
City Finances: What you need to know (Michael Coleman) 363



 Committee Handbook Table of Contents 

Index Description Page

Financial Support Data
2017-18 Budget Workshop PowerPoint 431
2017-18 Budget Adoption PowerPoint 445
Ten Year Strategic Financial Plan 457

Supplemental Documents
Transaction Tax BOE 465
Acronyms 493
Glossary of Terms 499

External Data - Not a Part of Handbook 
2017-18 Adopted Budget
CAFR Period Ending 6/30/2016



HANDBOOK FOR FOUNTAIN VALLEY  
MEASURE HH – ESSENTIAL CITY 

SERVICES 
OVERSIGHT COMMITTEE MEMBERS 

 

 

Prepared by: 
City of Fountain Valley 
Finance Department 

2017 
 

 

Page 1



DISCLAIMER 
 
THIS HANDBOOK IS OFFERED AS A GUIDE FOR PUBLIC OFFICIALS. 

HOWEVER, IT IS NOT ALL INCLUSIVE. IT IS NOT INTENDED TO 
SUPERSEDE ANY FEDERAL, STATE OR LOCAL LAWS. IT IS THE 

INDIVIDUAL’S RESPONSIBILITY TO ENSURE COMPLIANCE WITH ALL 
APPLICABLE LAWS IN REGARD TO CARRYING OUT THEIR DUTIES 

AS A PUBLIC OFFICIAL. 
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Welcome and Orientation 
 

Welcome and thank you for your willingness to serve 
as a member of a City of Fountain Valley Measure HH - 
Advisory Oversight Committee. The City’s Oversight 
committee is an advisory body to the City Council which play 

an important role in City governance by assisting the Council in addressing 
specific issues in detail, lending professional expertise, facilitating community 
decision-making, and serving as a primary conduit between citizens, City staff 
and departments, and the City Council.  As an appointed citizen member of a 
City established advisory body, you are considered a public official serving in an 
advisory capacity to the City Council performing a valuable service by addressing 
community issues and needs.  City Councilmembers look forward to your 
contribution as we all work together to provide efficient municipal services that 
are responsive to local needs and expectations. 
 

The City of Fountain Valley has a number of advisory bodies, each with 
distinct responsibilities.  As an Oversight member, you should familiarize yourself 
with the documents governing your particular body.  These may include sections 
of the Fountain Valley Municipal Code, City Council resolutions, advisory body 
work-plans, relevant element(s) of the General Plan, and other documents, all 
available from your Staff Liaison.  Review of these documents will help you get a 
sense of your responsibilities.  
 

This Handbook is designed to serve as a reference for the basic protocols 
that apply generally to all City advisory bodies.  Orientation is necessarily an 
active process.  You will want to meet with the Staff Liaison and Chair of your 
advisory body to get a sense of your role and the business of the body.  Along 
with familiarizing yourself with your advisory body’s fundamental documents, you 
may want to review agendas and minutes from recent meetings to see what 
current issues have been under consideration, as well as the Board or 
Commission’s Work Plan to familiarize yourself with current goals.  
 

Learning your role and developing an effective voice takes time and 
familiarity.  We hope this Handbook will assist you towards a satisfying and 
productive experience.  Your participation is deeply appreciated by the City 
Council, by the City department staff, and by your community.  The vitality and 
strength of our community is found in the willingness of people like you who 
volunteer to serve.  
 

Citizen volunteers with questions regarding any information in this 
handbook are encouraged to contact the City Clerk’s office, the City Attorney’s 
office or the Staff Liaison assigned to your particular Board, Commission or 
Committee. 
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Introduction 
 

Guiding Documents  
 
 Fountain Valley Municipal Code Sec. 2.76 covers Board and Commissions 
procedures, while Sec. 2.78 covers Parliamentary Procedures for Boards, 
Commission and Committees.  The City Council has adopted policies and 
guidelines for the Measure HH Committee.  
 
Purpose for Advisory Bodies 
 

Advisory bodies play an important role in City government by assisting 
and advising the City Council in formulating and implementing policy.  Advisory 
bodies also develop recommendations and present supporting information to the 
City Council.  Certain advisory bodies have the authority to make final decisions; 
some decisions may be appealed to the City Council. 
 

Boards and Commissions are established by ordinance, while committees 
and task forces are usually established by a motion or resolution to address 
particular projects or specific areas of concern.  Task forces generally are given a 
defined period of time to accomplish their tasks.  
 

The City values the effort and time commitment that its citizen volunteers 
give to the people of Fountain Valley.  Working on a committee, board, 
commission and other citizen organizations can be time consuming and 
challenging.   

 
How Appointments Are Made 

 
Applications 
 

Any citizen interested in serving on an advisory body is invited to complete an 
application form and submit it to the City Clerk’s office.  Application forms can be 
obtained from the City Clerk’s office or on the City’s website. When term expirations 
or a vacancy occurs, the City Council publicly announces the openings.  A Press 
Release is publicized in the local newspaper, posted at City Hall and the Fountain 
Valley Senior Center.  Copies of the applications received during a recruitment period 
are forwarded to all members of the City Council.  
 
Appointments  
 

Appointments to an advisory body are made at a regular City Council 
meeting.  Interviews are conducted by the City Council prior to making the 
appointment at a City Council Meeting.  The notification process and appointment are 
governed by City Council Policy.  
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Terms of Office  
 

Oversight advisory board members are appointed to three-year terms 
commencing January 1 of a term period.  Member terms on each advisory body are 
staggered to retain continuity of the body.  Members may be appointed to a shorter 
term if appointed to fill an unscheduled vacancy, or if appointed as an alternate.  
 
Appointment of Alternates 

The City Council shall appoint one alternate to the Measure HH Oversight 
committee per the oversight committee policy.  Any appointed alternates shall be 
listed consecutively as first alternate, second alternate, and so forth, if more than 
one alternate is chosen. An alternate's term expires when the next annual 
recruitment for members of his/her respective board, commission, or committee 
is completed. 

 An alternate to a Board, Commission, or Committee serves in much the 
same capacity as an alternate on a jury.  They are appointed to fulfill the term of 
a vacating voting member, should such a vacancy occur.  An alternate member 
may monitor the proceedings of advisory meetings, but is not required to do so.  
The member has no voting power, and is not included in roll calls per Fountain 
Valley Municipal Code section 2.78.150.  The member may serve as a member 
of a subcommittee which is chaired by a voting member of the body, and which is 
formed to include other public members.   
 
Resignations 
 

In those instances when an appointed member is not able to complete his 
or her term of office, the member is requested to submit a letter to the Staff 
Liaison or City Clerk stating their resignation and the effective date.    
 
Vacancies 
 

Only in the event of an unscheduled vacancy on any city board, 
commission, or committee is an alternate to fill the position of the vacating 
member, serving only until the expiration of the vacating member's term of office.  
Upon receipt of the written notification of the vacancy, the City Clerk will initiate 
the designation of the appointment of an alternate with the City Council.   
Alternates fill unscheduled vacancies of their respective board, commission, or 
committee in the order in which they were appointed alternate. 
 

If no alternates were appointed to the affected advisory board, a 30-60 day 
recruitment may be announced and an appointment made by the responsible 
Council Committee to fill the term for the period of time remaining on the unexpired 
term. 
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Responsibilities 
 

The primary role of an advisory body is to 
provide judicious advice to the City Council, the 
elected policy-making body of the City.  The advisory 
body’s role can include hearing public testimony on the 
Council’s behalf, building community consensus for 
proposals or projects, reviewing written material, 
facilitating study of issues, guiding implementation of 
new or regulating established programs, assessing the 

alternatives regarding issues of community concern and ultimately forwarding 
recommendations through the Staff Liaison to the City Council for its consideration.  
There may be times when the advisory body’s recommendations will not be 
sustained or will be modified by the City Council.  It is important for the advisory body 
members to recognize that this is not a rejection of the integrity of the 
recommendation but an inevitable part of the process of community decision-making. 

Staff—Advisory Body Relationship 
The relationship of the advisory body and staff is an active, continuous, 

and nuanced one. Both advisory body and staff are motivated by the shared goal 
of furthering the City’s best interests. Yet while the goal is shared, there are times 
when the approach and responsibility toward implementing the goal are 
significantly different. Some things that one body can do, the other cannot. 
Sometimes staff may wish to accomplish a specific goal, but due to the 
constraints of their employment, they may not readily be able to advance their 
ideas. Likewise, the advisory body recognizes obligations to fulfill larger 
objectives that staff, in their demanding workloads, may sometimes overlook. 
Because the distinctions in responsibility are not always explicit, cultivating a 
balanced understanding of your role and working closely with your Staff Liaison 
is essential. The interaction need never be adversarial, but rather can promote 
respect for different perspectives, and appreciation for each other’s strengths. 

Staff Responsibilities include: 
♦ Being informed about the latest developments in their field. 

♦ Providing background and expressing views to the advisory body on 
important issues. 

♦ Providing administrative support, including agenda preparation and taking 
of minutes at meetings. 

♦ Maintaining a professional position on all topics. 

♦ Assisting the advisory body to stay on track and focused. 

♦ Interpreting City Council, City department, and relevant state, federal, and 
international actions and policies. 
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♦ Making sure the intent of the advisory body is carried forward after a 
decision. 

♦ Developing a rapport with the Chair and advisory body members. 

♦ Alerting advisory body members of possible detrimental actions. 

♦ Presenting advisory body recommendations to the City Council. 

Attendance 
 

For advisory bodies to function effectively and accomplish their goals, all 
members must be active participants.  This means all members must be present at 
all meetings.  Commissioners should inform the staff liaison prior to the meeting if 
they will be unable to attend.  Three unexcused absences in one calendar year may 
be grounds for removal from the advisory board.  City Council reviews an attendance 
report for all advisory bodies in January and July of each year and may make 
recommendations for removal of an advisory board member for excessive absences. 

 
Scope of Authority 
 

Advisory bodies are not involved in administration or operation of City 
departments.  Advisory body members may not direct administrative staff to initiate 
programs and may not conduct major studies or establish policy without the approval 
of the City Council.  City staff members are available to provide general staff 
assistance to the advisory body.   
 
Conflicts of Interest 
 

All members of City advisory bodies should avoid the appearance of bias in 
pending City matters at all times.  Government Code §1090 provides that “members 
of the Legislature, state, county, district, judicial district, and city officers or 
employees, which includes City advisory board members, shall not be financially 
interested in any contract made by them in their official capacity, or by any body or 
board of which they are members. Nor shall state, county, district, judicial district, and 
city officers or employees be purchasers at any sale or vendors at any purchase 
made by them in their official capacity.”  There are certain exceptions to this rule; 
when in doubt the staff liaison should consult the City Attorney. 

Members of the Planning Commission, Advisory committee for the disabled, 
Housing, Community Development advisory board, and Measure HH oversight 
committee are required, pursuant to the Political Reform Act, to file Statements of 
Economic Interests (Form 700) upon assuming office, annually, and upon leaving 
office.  The City Clerk will provide the necessary information to complete the filing 
obligation. 
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Meetings 
 

Authorizing Documents 
 

The City Council approved the formation, composition, and responsibilities 
of all advisory bodies by Ordinance or Resolution approval.  Ordinances become 
Fountain Valley Municipal Code (FVMC), and copies of the FVMC for each Board 
and Commission are included in the committee binder, along with the Resolution 
supporting the Measure HH Oversight Advisory Committee.  Some advisory 
bodies, such as the Planning Commission, have responsibilities under State law.  
All advisory bodies operate under Council auspices and are responsible to the 
Council for compliance with the City’s Municipal Code, Council Policy, and the 
Brown Act.  It is expected that all members of all advisory bodies adhere to the 
City’s Mission, Vision and Values, and Organizational Goals. 
 
Meetings 
 

City of Fountain Valley advisory bodies are subject to State law governing 
open meetings.  The California law governing open meetings is found in the 
California Government Code, Sections 54950-54962 and is popularly referred to 
as the “Brown Act.”  Generally speaking, the intent of the Act is that meetings of 
legislative bodies, including advisory bodies, shall be open to the public, properly 
noticed and recorded.  

 
Quorum 
 

At any meeting of an advisory body, a majority of those members currently 
appointed shall constitute a quorum for purposes of conducting business, and unless 
otherwise posted, a majority vote of those present and voting shall be sufficient to 
adopt motions. 

 
Agendas 
 

State law requires that an agenda for each advisory meeting be posted at 
least 72 hours prior to the meeting.  The agenda is to state the time and place of the 
meeting and a brief description of matters to be heard.  The agenda is also to provide 
an opportunity for members of the public to be heard at the meeting regarding 
matters within the jurisdiction of the advisory body, referred to as Public Comment.  
The staff liaison assigned to each advisory body is responsible for preparation of the 
meeting agenda.  A copy of the agenda is mailed to each member of the advisory 
body as well as posted in the display cabinet at the Civic Center for public review.   
Members of the City Council also receive copies of agendas. 
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Meeting Types 
 

City advisory bodies may hold two types of meetings:  regular and special 
meetings.  The staff liaison to the advisory body is responsible to prepare the 
meeting agenda and to post a copy of the agenda prior to the 72-hour posting 
deadline for a regular meeting.  The staff liaison is also responsible for noticing the 
advisory members and the City Clerk’s office of meeting cancellations, adjournments, 
and/or change of locations. 

Regular Meetings 
 

Regular meetings are held at the time and place specified as the regular 
meeting time and location, and may be “adjourned to” another date and time and are 
considered “regular adjourned meetings.”  Regular meeting must be posted at least 
72 hours in advance of the meeting.  

The Brown Act generally requires advisory bodies to conduct public meetings.  
A “meeting” is considered to take place any time that a quorum of the advisory body 
gathers to discuss that body’s business.  The Brown Act prohibits a quorum from 
meeting privately.  The Brown Act specifically prohibits “any use of direct 
communication, personal intermediaries or technological device employed by a 
majority of the members of the legislative body to develop a collective concurrence 
as to action to be taken on any item by the members of the legislative body.”  
Therefore, the prohibition extends not only to personal contacts of the advisory body 
members among themselves outside the public meeting, but it also prohibits “serial” 
meetings whereby information is ultimately exchanged among a quorum of advisory 
body members whether or not simultaneously in one another’s presence. 
 
Special Meetings 
 

Special meetings may be held at a different time or place to discuss specific 
issues as noted on the meeting agenda, as long as the meeting has been properly 
noticed.  Special meetings must be posted at least 24 hours in advance of the 
meeting.  

Adjournment or Continuance 
 

A legislative body may adjourn or continue any regular, adjourned regular, 
special or adjourned special meeting to a time and place specified in the order of 
adjournment or continuance.   

E-Mail Communications between Advisory Body Members 
(Potential Serial Meetings) 
 

Because e-mail communication can ultimately lead to the exchange of 
information intended to, or which may, create collective concurrence among a 
quorum of advisory body members, e-mail communications between advisory body 
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members relative to advisory body business, should be avoided.  While two 
members of a five-member body, for example, may appropriately communicate with 
one another by way of e-mail, the “forwarding” of such an e-mail message on to a 
third or subsequent member would result in a Brown Act violation. 

 
Meeting Protocol 
  

It is the Chair’s role to facilitate meeting protocol.  Staff liaisons 
may assist the Chair in starting the meeting on time, and also provide 
guidance in meeting protocol.  Staff may also facilitate and promote 
effective communication.   
 

Proceedings 
 
 Start meetings on time.  Keep the agenda in mind in order to give each item 

the appropriate time. 

 Announce at the start of the meeting if the order of agenda items is to be 
rearranged either for convenience, response to those attending only for 
certain items, or for better pacing of the agenda. 

 Let the Chair run the meeting. 

 Be fair, impartial, and respectful of the public, staff and each other.  Give your 
full attention when others speak. 

 Trust your own good judgment on decisions. 

 Keep in mind that people may be attending a meeting for the fist time and 
may be unfamiliar with the advisory body procedures.  In your discussion, 
either avoid or explain technical terms or verbal shorthand. 

 Listen to audience concerns.   

 Don’t engage in side conversations or otherwise be distracted. 

 Don’t engage the public in debate. 

 Remember that your advisory body exists to take actions.  It is not simply a 
discussion group or debating society. 

 End meetings at a reasonable hour.   
 
Preparing Motions 
 

Advisory body meetings are usually conducted according to parliamentary 
procedure.  The Chair directs the meeting, and his/her rulings must be followed 
unless they are overruled by the body. 
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When a member wishes to propose an action on a particular item on the posted 
agenda for the advisory body to consider, the member makes a motion.  A motion 
goes through the following steps. 

1. The member asks to be recognized by the Chair. 

2. After being recognized, the member makes the motion:  “I move that we…” 

3. Another member seconds the motion:  “I second the motion.” 

4.   The Chair restates the motion and asks for discussion on the motion.  It is 
best to avoid including more than one proposal in the same motion. This is 
especially important when advisory body members are likely to disagree. 

5. When the Chair determines that there has been enough discussion, the 
debate may be closed with:  “Is there any further discussion?” 

6. If no one asks for permission to speak, the Chair then puts the question to a 
vote: “All those in favor say aye.”  “All those opposed say nay.”  The Chair 
should restate the motion prior to the vote to ensure the motion is clearly 
understood by all.  Any member may request a roll call vote on a motion. 

7. After the vote, the Chair announces the decision. 

NOTE:   Properly phrasing a motion can be difficult and corrections may be 
necessary before it is acted upon.  Until the Chair states the motion, the member 
making the motion may rephrase or withdraw it.  Only motions that are voted on 
will appear in the minutes.   
  

Meeting Minutes 
 

The staff liaison assigned to the advisory body is responsible for preparation 
of the minutes of each meeting.  Meeting minutes shall be a brief record of matters 
discussed and actions taken by the advisory body.  The minutes shall also list the 
names of those persons speaking during the public comment period.  Minutes should 
not reflect personal opinions and/or comments that do not directly relate to actions 
taken by the advisory body.  Minutes of the meeting shall be submitted to the 
advisory body for approval at its next meeting and shall be signed by the staff liaison 
when approved.   
 

Additional Meeting information 
 
Un-agendized Items 
 

Discussion or action on items that are not included in the posted agenda 
may only occur in very limited circumstances.  To discuss or act on an item not 
included in the posted agenda, an advisory body must: 
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♦ Determine that “the need to take action” arose after the agenda was 
posted, and that the action is required prior to the next meeting. 

 
♦ Approve the determination by a vote of at least two-thirds of the members 

of the body or by a unanimous vote if less than two-thirds of the members 
are present. 

 
♦ Move, second, and vote on the item once the determination is approved. 
 
♦ Include that action in the meeting’s minutes along with a brief explanation 

of the circumstances stating the need for action and the reason the need 
arose after posting the agenda. 

 
♦ In general, if members or staff knew of the need to act before posting the 

agenda and if the item was not included for reasons of scheduling 
convenience or oversight, members may not determine that the need 
arose after the agenda was posted. 

 
Information items placed on an agenda may not be acted upon at the 

meeting. Any member may, however, request that the informational item be 
placed on a future agenda for action. 
 
Preparation for Meetings 
 

Be prepared. Thoroughly review the agenda packet, including agenda 
reports, and any other materials before the meeting.  The issues that come 
before advisory bodies are important to the community as a whole and demand 
your consistent attention. In agreeing to serve on an advisory body, you make a 
commitment to put in the time required to prepare fully for each meeting. 
 

♦ Understand what action you are being called on to take regarding each 
particular agenda item. 

 
♦ If you have questions regarding the agenda or agenda report, contact the 

Chair or your Staff Liaison before the meeting to clarify questions or 
request further information. 

 
♦ Know the responsibilities of your advisory body, as well as the limitations 

of your individual authority.  As a member of an advisory body you will be 
asked to provide recommendations to the City Council about specific 
issues. Keep in mind that your appointment does not empower you to 
supervise City staff. 

 
♦ Keep an open mind.  An objective, balanced, and receptive approach will 

help you assess the facets of a given issue, and evaluate new ideas. 
When receiving written and oral public testimony it will be necessary to 
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discern between fact and opinion, as well as between those concerns 
which are relevant and those which are secondary to the issue at hand. 
Keeping an open mind will make it easier for you to understand all sides of 
an issue before you make a judgment or take a position. 

 
♦ Strive to appreciate differences in approach and point of view.  Diversity of 

ideas sustains a thoughtful dialogue and a vibrant community.  Likewise, 
take care to articulate your own ideas: remember that your individual voice 
is a critical part of the whole dialogue.  Again, furthering common goals 
takes cooperation, flexibility, and a broad-based view of the public interest. 
If in doubt, return to the foundational documents to guide your 
understanding of the complexities of an issue. 

 
♦ If you are unsure about something during the meeting, ask for clarification. 

On behalf of the public, your understanding of issues is important.  Each 
advisory body has a City staff liaison to provide information to assist the 
members throughout the decision-making process. 

 
Rules of Debate 
 

Chair - The Chair may debate and may second motions, but may not 
make a motion. The Chair is subject to the limitations of debate that are imposed 
on all members and, except for making motions, shall not be deprived of any of 
the rights and privileges of a member. 
 

Advisory Body Members - Every advisory body member desiring to 
speak shall address the Chair, and upon recognition by the Chair, shall confine 
comments to the question under debate, avoiding all indecorous language and 
references to personalities and abiding by the following rules of civil debate. A 
member, once recognized, shall not be interrupted except according to rules of 
parliamentary procedure (e.g., for a point of order, parliamentary inquiry, 
question of privilege, or appeal of Chair’s procedural ruling).  Reference “Robert’s 
Rules of Order.”  The entire text can be found on-line at 
http://www.robertsrules.org. 
 

Public meetings will proceed smoothly if all participants keep the following 
tenets in mind: 

 
(1) We may disagree, but we will be respectful of one another. 
 
(2) All comments will be directed to the issue at hand. 
 
(3) Personal attacks should be avoided. 
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Role and Responsibilities of the Chair 
 

The Chair shall preserve order and decorum at all meetings of the 
advisory body, announce the advisory body’s decisions, and decide questions of 
order.  The Chair is responsible for ensuring the effectiveness of the group 
process.  A good Chair balances moving the discussion forward with involving all 
members of the advisory body and allowing for adequate public participation.   
 
The Chair should: 
 

♦  Ensure that the public understands the nature of the issue being 
discussed. 

 
♦ Keep discussion focused on the issue at hand. 
 
♦ Solicit opinions from advisory body members. Discourage overly dominant 

advisory body members from having disproportionate control over the 
discussion. 

 
♦ Protect advisory body members, staff, and the public from personal 

attacks. 
 
♦ Provide structure for addressing complicated issues. 
 
♦ Attempt to reach decisions expeditiously on action items.  

 
In the absence of the Chair, the Vice Chair shall act as the presiding officer. 

 
Conclusion 
 

It is our sincere desire to make your experience serving on one of the 
City’s advisory bodies an enjoyable one.   Please feel free to ask questions, or 
offer comments which will enhance the information we have provided for you in 
this Handbook.   For your ready reference we have included listings of the 
current members of our Boards and Commissions and the Staff Liaisons.  
 

Once again, thank you for serving your community as a member of one of 
the City advisory bodies.   
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About the City of Fountain Valley 
 
The City of Fountain Valley is a well-planned, 
urban community, which includes a balance of 
land use and City services. It is located in the 
heart of Orange County just minutes from points 
of interest such as Disneyland, Knott’s Berry 
Farm, the beach and world class shopping. The 
City is geographically located just north of 
Huntington Beach, Costa Mesa and Newport 
Beach, and is just south of Santa Ana and 
Anaheim.  Fountain Valley is served by the San 
Diego (405) freeway and offers convenient 
access to three major airports.  
 
The City of Fountain Valley was incorporated June 13, 1957, and became the 21st City in 
the County of Orange.  Since its incorporation in 1957 and throughout its rich history, the 
City of Fountain Valley has been known as “A Nice Place to Live”.  Residents of the City 
have adopted this motto thanks to the well maintained streets and parkways, 18 parks, 
wide range of recreation programs for all ages, great weather and overall quality of life. 
Business also consider Fountain Valley to be a “Nice Place to do Business” as well.  
 
The City is comprised of 9.8 square miles with vibrant commercial areas, neighboring 
residential communities, recreational facilities, beaches, high profile corporate 
headquarters and small entrepreneurial and retail businesses.  
 
Governance 
The City Council consists of five members elected by the community at large.  Council 
terms are for four years.  Elections are held every two years, at which time either two or 
three members are elected.  Every year, from the current Council Members, elect a Mayor 
and Mayor Pro Tempore who serve for one year. The City Council also serves as the 
governing bodies for the Successor Agency, Public Finance Authority and the Housing 
Authority.  The community imposed term limits on council members who may not serve 
more than three consecutive full terms.  The City Council chooses a City Manager who is 
responsible for managing the day-to-day operations of the City and implementing the 
policies set by the City Council.  
 
History 
Long before the Santa Ana River banks were lined with concrete, the land that is now 
Fountain Valley was saturated with peat bogs and willow thickets. Early settlers dug deep 
wells at a distance from the banks of the unpredictable river to reach the water that was 
draining down from the higher ground above.  The pressure of the water created an 
upward flow in these wells (known as Artesian Wells) and fountains of water spurted from 
the openings. Today a beautiful fountain in front of City Hall reminds us how Fountain 
Valley got its name.   
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The Tongva (“People of the 
Earth”) were the first 
inhabitants of the land and it 
was Tongva Native Americans 
who paddled out from the shore 
of what is now San Pedro to 
greet explorer, Cabrillo, in 
1542.  
 
From the time of Cabrillo’s 
arrival until 1822 California 
remained under Spanish rule. 
In 1797 Governor Pedro Fages 
gave an ex-soldier named 
Manuel Nietos a 29,000 acre 
land grant that encompassed today’s cities of Fountain Valley, Westminster, Garden 
Grove, and northern Huntington Beach. The land became known as Las Bolsas (“The 
Pockets”) because it was primarily marshland with just pockets of solid ground.  
 
In 1834, after Mexico gained independence from Spain, Alta California governor, Jose 
Figueroa, gave the land to Nieto’s heirs and a number of other groups and individuals. At 
the end of the Mexican-American War in 1848, Mexico ceded all of Alta California to the 
United States and Rancho Las Bolsas was sold at a public auction soon after California 
became the 31st U.S. state in 1850. Abel Stearns bought the entire parcel of land for 
$15,000 and renamed it The Stearns Ranch Company. Stearns was a cattle rancher and 
as he bought more and more land, he became the largest land owner in California. His 
fortune soon changed, however, when the Santa Ana River flood of 1861 wiped out his 
cattle industry. The great flood was followed by severe drought and in 1862 Stearns sold 
the Rancho to The Los Angeles and San Bernardino Land Company.  Families moved in 
one by one which necessitated business and services.  The first school house was near 
Garfield and Florida streets in the City of Huntington Beach and a large building named 

Sycamore Hall was built and utilized 
as a meeting place.  Soon more and 
more buildings were erected as 
settlers migrated to what was often 
referred to as the “Gospel Swamps” 
because of the lively spirituals held 
there. 
 
With this pivotal series of events, the 
rapid development of the Santa Ana 
Valley began.  
 
The fantastic growth rate which 
Fountain Valley experienced in the 
1960's, which could easily have 
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wreaked havoc with the planning of most cities, took place within the framework of a 
Master Plan adopted before any development had begun.  Unlike many communities, 
Fountain Valley's Master Plan did not have to play "catch up" with existing developments.  
It is for this reason that Fountain Valley has often been referred to as Orange County's 
best-planned community. 
 

The City of Fountain Valley is excited to be celebrating it’s 60th 
Anniversary in 2017 and the community will join in the 
celebration of community activities.  As Fountain Valley 
marches into the next millennium, we can point to our many 
successes over the past 60 years and build on this foundation 
to not only provide stability in the lives of our citizens but create 

the vision for the 21st century. 
 
Climate 
Fountain Valley, CA climate is warm during summer when temperatures tend to be in the 
70's and cool during winter when temperatures tend to be in the 50's. The warmest month 
of the year is August with an average maximum temperature of 84.20 degrees Fahrenheit, 
while the coldest month of the year is December with an average minimum temperature 
of 46.00 degrees Fahrenheit.  

The annual average precipitation at Fountain Valley is 13.84 Inches. Rainfall in is fairly 
evenly distributed throughout the year. The wettest month of the year is January with an 
average rainfall of 3.18 Inches.  

Population & Education 
According to the 2014 Census at the benchmark, and updated in 2015 through the 
California Department of Finance, Fountain Valley’s population is 57,021.    

Fountain Valley is also a well educated population. According to the 2014 Census, and 
updated in 2015 through the American Community Survey Department of the US Census 
bureau, of those over 25 years, 90% graduated from high school and 38% have a 
Bachelor’s degree or higher with the median household income of $82,532.  

Community Services  

On the Westside of Mile Square Park the City owns and operates a fifty-five 
acre Recreation Center and Sports Park.  This facility, newly expanded and renovated in 
2008, contains a Recreation Center building with an indoor gym and community rooms. 
Outdoors are racket ball and tennis courts, 15 ball/soccer fields, 3 dedicated softball 
fields. There is a walking trail, playground for children, and great lawn for community 
events such as the Annual Egg Hunt, Concerts in the Park, Summerfest, Classic Car 
Show, and the annual Christmas Tree Lighting Ceremony.  The City also has a dedicated 
Senior Center called “The Center at Founders Village” located on Bushard Street.  The 
center offer an array of programs, services and classes focused on the community’s 
senior population. 

Page 17

http://www.fountainvalley.org/visitors/maps/documents/FVRCFieldMap.pdf
http://www.fountainvalley.org/community/communityservices/specialevents.php
http://www.fountainvalley.org/community/communityservices/specialevents.php


 
COMMUNITY PROFILE 

The City of Fountain Valley has partnered with “The Fountain Valley Community 
Foundation”, a separate non-profit group, to help support many 
of the special events that are held by the City throughout the 
year.  The Foundation also holds several events that are 
funded fully by the donations that are raised throughout the 
year from residents and business community members.  

Housing and Families 

There were a total of 19,281 households in 
Fountain Valley according to the 2010-2016 
American Community Survey 5-year survey 
through the US Census Bureau.  Over 
69.9% of the city’s housing units are owner 
occupied and 38.1% were renters.  Vacancy 
rates are very low at less than 2.5% of the 
total households. More than three quarters 
of these households are family households.  
 
The median sale price of a home in Fountain Valley is $673,000. This represents a 2% 
increase over the prior year based on 481 single family residential sales.  
  

FOUNTAIN VALLEY ORANGE COUNTY 
Type 2015 Percent 2015 Percent 
Single Family Detached 12,737 65.% 539,326 51% 
Single Family Attached 1,874 10% 128,593 12% 
Multi-Family (2-4 units) 792 4% 92,877 9% 
Multi-Family (5 + units) 3,736 19% 267,243 25% 
Mobile Homes 342 2% 29,846 3% 
Total 19,481 100% 857,885 100% 

 Sources: U.S. Census Bureau 
 
 
Education 
Fountain Valley has excellent public and private schools. This is one of 
the reasons why families and businesses choose to live in the city.  The 
Fountain Valley School District was founded around 1898 with the first 
school being Fountain Valley School on Bushard and Talbert. There are 
nine elementary schools, two middle schools (6-8), and one K-8 
alternative school.  Coastline Community College and three major 
universities are within 20 minutes of Fountain Valley. 
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Health Care 
Fountain Valley is fortunate to have two fully accredited and 
respected health facilities within its city boundaries.  Fountain 
Valley Regional Hospital with 400 beds and Orange Coast 
Memorial Hospital with 230 beds to provide the quality health 
care citizens need. 
 

 
Places of Interest 
Fountain Valley is located in Orange County and is 30 miles southeast of Los Angeles, 
400 miles south of San Francisco and 90 miles northeast of San Diego.   
 
Within our City limits there are many places of interest to visit. The City boasts of 20 
neighborhood/community parks, a fifty-five acre recreation center with tennis, basketball 
and racquetball courts, a gymnasium, the Kingston Boys & Girls club, a public library, a 
bowling alley, miniature golf course, roller skating and a performing arts center. Fountain 
Valley also has beautiful Miles Square Park, with hiking trails, picnic areas and fishing 
along with three 18-hole golf courses. 
 
One of the City’s greatest amenities is Mile Square Regional Park. Miles Square is an 
urban park with a total of 640 acres of beautiful land. Within the park’s boundaries are 
three regulation golf courses, two regulation soccer fields, baseball & softball diamonds, 
an archery range and a wilderness area. There are also two fishing lakes; concession 
operated bike and paddle boat operations, and a wide expanse of picnic areas as well as 
numerous picnic shelters.  Within a driving distance of 30 minutes there are also many 
activities to enjoy.  
 

Places of Interest Approximate Drive Time 
Disneyland 20 minutes 

Knott’s Berry Farm 30 minutes 
John Wayne Airport 15 minutes 

Long Beach Municipal Airport 20 minutes 
Huntington Beach 10 minutes 
Newport Beach 15 minutes 

Anaheim Convention Center / Honda Center / Angel 
Stadium / Artic Transportation Hub 

20 minutes 
 

 
Major Employers 
Fountain Valley’s strong economic climate is reflected in the fact that many companies 
have chosen to locate their business or headquarters here including Hyundai Motor 
America.  Over 5,000 service, retail, and industrial businesses call the City “A Nice Place 
to do Business”.   
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In partnership with the Fountain Valley Chamber of Commerce and the Agency for 
Community Development, the City values a strong and varied business community.  The 
City offers free Business Resources and Services to assist our businesses in realizing 
their highest potential in the good times and to assist them in the tough times.  
 

  
 
 

Employer Number of Employees 
Fountain Valley Regional Hospital 1734 

Memorial Health Services 1122 
Hyundai Motor America 1304 

Orange Coast Memorial Medical  997 
Kingston Technology 685 

Surefire LLC 393 
Antech Diagnostics, Inc. 325 
Costco Wholesale #411 318 

Sam’s Club # 6615 264 
Ceridian Tax Service, Inc. 251 

Spec Services, Inc. 228 
Manor Care of Fountain Valley 204 

Home Depot #647 175 
 
 
Major Property Tax Payers 
The City of Fountain Valley has a diverse property tax base with the 10 largest taxpayers 
constituting less than 11% of the total property tax revenues.  Significant investments in 
the City have recently been made by Hyundai Motor America and Yakult USA.  
 
RANK              TOP 10 TAX PAYERS BASED ON NET VALUES 2016-17         

1 HYUNDAI MOTOR COMPANY  
2 FOUNTAIN VALLEY REGIONAL HOSPITAL  
3 ORANGE COST MEMORIAL MEDICAL CENTER  
4 JKS-CMFV LLC  
5 MEMORIAL HEALTH SERVICES  
6 SHEA CENTER CRYSTAL SPRINGS LLC  
7 FOUNTAIN VALLEY SENIOR HOUSING LLC  
8 US MILLENNIUM LP  
9 FOUNTAIN VALLEY MHP ASSOCIATES  
10 MTSC-LAKE ELSINORE PARTNERS  

Source: HDL Coren & Cone 
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ADMINISTRATION 

 
Description / Purpose 
 
The City of Fountain Valley’s Administration Department is comprised of the 
legislative, legal and administrative branches of City government.  
 
Elected at large by the citizens of Fountain Valley to act as their representatives, the 
City Council functions as the legislative branch of the City. This five member body 
exercises the legal powers designated to them by the State government code 
pertaining to general law cites. It is the City Council’s responsibility to develop public 
policies, approve programs, and allocate revenues to meet the needs of the City. 
 
The City Council also functions as the Board for the Successor Agency to the 
Fountain Valley Agency for Community Development, Fountain Valley Housing 
Authority and Fountain Valley Public Financing Authority. 
 
Appointed by the City Council, the City Attorney is responsible for the disposition of 
civil matters related to land use, contracts, agreements and ordinances, as well as 
the prosecution of misdemeanor criminal offenses committed within the City. 
 
The City Manager is the chief administrative officer of the City and is responsible for 
the day-to-day activities of all City departments. He interacts with the City Council on 
matters of policy and procedure, and responds to local issues concerning public 
safety, community service, transportation, economic development, and other issues 
that affect quality of life for the citizens of Fountain Valley. The City Manager is also 
the appointed Executive Director of the Successor Agency to the Fountain Valley 
Agency for Community Development. As director, he administers the housing and 
economic development policies set forth by the Agency’s Board. 
 
The Council and City Manager are supported by the Administrative Services staff 
and Information Services staff. Administrative Services is responsible for: 
Intergovernmental Relations, which involves the tracking of legislation impacting 
Fountain Valley at the Federal, State and County levels; Public Information, which 
includes communication of City policies and programs to the media and various other 
audiences; and Risk Management, which targets minimization of loss of City assets 
due to accidents, employee injuries, and third-party injuries. Information Services is 
responsible for serving all of the city’s technological needs and support. 
 
Mission Statement 
 
The mission of the City Manager’s Office is to support and enhance the high quality 
of living in Fountain Valley.  This is accomplished through the implementation of City 
Council policies, investing in the appropriate level of cost effective services and 
exercising innovation while respecting the community’s traditional values of our 
businesses and residents. 
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ADMINISTRATION 

Status of Major Department Goals From the Prior 2016-17 Fiscal Year 
 

• Completed the City Mobile App for the community 
 

• Completed approximately 50 community outreach meetings to inform and 
engage the community on the City’s services and financial challenges  

 
• New businesses opened up in the City (i.e. California Fish Grill, Pango, 

Dunkin Donuts, Café N Te, Recess Room, B Nutritious, Tropical Smoothie, 
and Project Poke). 

 
• Work continues for the Fountain Valley Crossings Specific Action Plan with 

community and stakeholders outreach meetings, EIR review and approval 
from Planning Commission and City Council 

 
Other Key Projects Completed During the Fiscal Year Include:  
 

• Completed Draft Environmental Impact Report for the Fountain Valley 
Crossings Specific Plan  
 

• Educated the community on the City’s financial challenges and worked with 
the community on options to maintain essential services and created a fiscal 
sustainability plan 

 
• Created Communications Team and Fountain Valley Newsletter to enhance 

community outreach and engagement 
 

• Met with commercial property owners, property management services, real 
estate brokers serving the community, and business prospects  

 
• Created marketing materials and video to promote the City as a business 

destination  
 

• Voters approved Measure HH – Essential Services (1% sales and use tax 
increase of 20 year-term) on November 8, 2016. 
 

• Completed Economic Development Strategic Plan to include the Hotel 
Incentive and Commercial Property and Business Improvement Programs. 

 
2017-18 Department Goals 
 

• Continue to focus on transparent governance to build trust, gain new ideas, 
increase community engagement, understand community’s needs better, 
empower citizens, showcase reform, attract citizens to government, boost 
economy, foster a local government with professionalism, and educate 
citizens 
 

• Continue to build on existing Strategic Plan to guide the organization to 
support community goals 
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• Focus on community outreach and engagement as part of the City’s fiscal 
sustainability plan 

 
• Implement a Shop, Dine and Play Mobile App  

 
• Build stronger working relationships with commercial property owners, 

commercial property management, real estate brokers, and developers to 
support and attract new businesses to the community 

 
• Build stronger working relationships with the Fountain Valley Chamber of 

Commerce and Fountain Valley School District 
 

• Continue to market under-utilized commercial centers to enhance economic 
development 
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INFORMATION SERVICES 

Description / Purpose 
 
The Information Services Division manages the Computer, Telephone and Website 
systems of the City.  The Division’s primary functions include hardware and software 
selection, procurement, installation, operation, maintenance and eventually e-waste 
disposal of the computer based elements of the Cities infrastructure.  The Division is 
also responsible for the management and operation of the cities telephone 
infrastructure, which encompasses over 250 handsets and 3 system servers located 
in 7 different city buildings.  The city website and new city Mobile App, is viewed by 
approximately 30,000 visitors monthly and provides information on all aspects of the 
City.  Information Services staff ensures that both these essential services are 
available to everyone 24 hours a day 7 days a week, 365 days a year.       
 
Mission Statement 
 
To provide high quality service 24/7, to all users of the City’s computer network, 
telephone system and Website, while exercising responsible fiscal management of 
the resources. 
 
Status of Major Goals from the Prior 2016-17 Fiscal Year 
 

• Completed a 2016 City Strategic Objective; to provide a televised 
presentation on Channel 3 to inform the Public about the new City and Police 
Websites and new capabilities 

 
• Completed a 2016 City Strategic Objective; to provide the public with a 

Community Feedback forum on the FV Website, City Mobile App., & City Hall 
Facebook page, to enable the public to easily share feedback with the City 
about topics of interest to them 

 
• Replaced the Mobile Computer systems in all FVPD Police Vehicles 

 
• Worked with all City departments to develop organizational strategic plans 

with an emphasis on interoperability and automation between all departments 
and city provided services 

 
 
Other Key Projects Completed During Fiscal Year Include: 
 

• Information Services Division was awarded the peer reviewed Quality in IT 
Practices by the Municipal Information Managers Association of California 

 
• Installed new WiFi systems in City Hall & PD buildings for Staff and Public use 

 
• Installed new WiFi system, with Device Management for City Yard & Water 

Department 
 

• Setup and monitor the new City Mobile App (MYFV) for increased Public 
Outreach & communication 
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• Migrated all stored data files to a new, larger and more robust storage 
platform.  Enabling faster data retrieval and more reliable file services 

 
• Continued management and expansion of the Incode based, online utility bill 

payment portal, now with over 5,000 users registered.  This results in a cost 
savings to the City as it reduces the number of manual transactions that city 
staff have to process in every billing cycle 

 
• Assisted FVPD with the implementation of the Command Data Public 

Dashboard application on the FVPD website.  This application allows website 
visitors view and map crime information 

 
 
2017-18 Department Goals 
 

• Continue to provide the highest quality technology services to the City, 
striving to maintain 100% availability of all critical network resources 
 

• Adoption and Completion of the City Strategic Goals with other Departments  
 

• Continue IS strategies & employee training that enhance our Cybersecurity 
 

• Continue Community & Business Outreach efforts of the City Strategic 
Objectives, via the City Website, Mobile App & Social Media  

 
• Replacement of the City’s security video system – current Strategic 

Objective 
 

• Updating the City’s E-mail system, serving over 350 mail accounts 
 

• Updating the City’s digital document storage system 
 

• Continue IS strategies that maintain or reduce overall capital and operating 
costs 
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FINANCE DEPARTMENT 

Description / Purpose 
 
The Finance Department manages the fiscal operations of the City and maintains 
financial records in conformance with generally accepted accounting principles and 
in compliance with State and Federal laws. The Department’s primary functions 
include maintaining effective systems for financial planning, disbursement control, 
revenue administration, accounting and reporting, cash management, long-term 
debt administration, successor agency accounting, purchasing, investing and utility 
billing.  
 
The Finance Department is divided into the Fiscal & Accounting Services Division, 
whose purpose it is to develop, enhance, and manage a sound financial structure, 
enabling the City and Successor Agency to provide quality services to the community 
while effectively controlling and monitoring the receipt and disbursement of public 
funds. Processes include annual Budget and Capital Improvement Plan; 
Comprehensive Annual Financial Report (CAFR); payroll; accounts payable; regular 
financial reports and accounting functions.  The Purchasing/Warehouse Division 
procures equipment, supplies, and services at the most competitive prices, for all 
City departments, while remaining within State and municipal procurement 
regulations and guidelines. The Customer Service Division collects funds to support 
the operations of the City’s water, sewer, and storm drain systems along with 
collecting funds for contracted refuse collection via a lock box process.  Processes 
business licenses and false alarm permits; invoices for damages to City property and 
collects required City fees. 
 
Mission Statement 
 
The Finance Department is dedicated to sustaining financial strength & viability 
through fiscally sound financial management; insuring the highest level of customer 
service while providing efficient, value added services that maximize the City’s 
financial resources and public trust. 
 
Status of Major Department Goals From the Prior 2016-17 Fiscal Year 
 

• Completed outsourcing of utility billing printing and mailing and payment 
collection, through lock-box services. This outsourcing will allow finance staff 
resources to be redirected to critical day-to-day financial and accounting 
services. (Strategic Issue: Fiscal Stability)  

 
• Development of the City’s CAFR which received the GFOA Certificate of 

Achievement for Excellence in Financial Reporting for the second year. 
(Strategic Issue: Fiscal Stability / Transparency) 

 
• Completed working with City Manager on the development of a 

comprehensive Fiscal Sustainability Plan which was presented to City 
Council.  (Strategic Issue: Fiscal Stability)   

 
• Updated 20-year long-term financial plan to reflect Measure HH funds and 

responsible spending pledge components. (Strategic Issue: Fiscal Stability)  
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FINANCE DEPARTMENT 

• Updated City-wide user fee schedule. (Strategic Issue: Fiscal Stability) 
 

• Worked with other City departments and City Manager to help facilitate the 
successful accomplishment of organizational strategic plan issues that were 
identified during the 2016-17 fiscal year (Organizational Value: Teamwork) 

 
• Updated City Purchasing Manual based on updated Fountain Valley 

Municipal Code Title 2 and posted to City website.  (Strategic Issue: Fiscal 
Stability / Teamwork) 

 
2017-18 Department Goals 
 

• Evaluate finance staff resources and redirect job assignments to critical day-
to-day financial and accounting services which will allow the department to 
meet the changing needs of the organization. (Strategic Issues: Fiscal 
Stability / Teamwork)  

 
• Development a City budget document that would eligible for the CSMFO 

and/or GFOA Budget Awards Program. (Strategic Issue: Fiscal Stability / 
Transparency) 

 
• Continue to work with City Manager to implement the Measure HH plan into 

the day-to-day operation and continued update of the comprehensive Long 
Term Fiscal Sustainability Plan  (Strategic Issue: Fiscal Stability)   

 
• Continue to develop and refine the City’s CAFR document to meet the 

requirement of the GFOA Certificate of Achievement for Excellence in 
Financial Reporting. (Strategic Issue: Fiscal Stability / Transparency) 

 
• Update and implement citywide user fee schedule. (Strategic Issue: Fiscal 

Stability) 
 

• Complete Measure HH Oversight Committee binder and hold regular 
committee meetings. (Strategic Issue: Fiscal Stability) 

 
• Work with other City departments and City Manager to help facilitate the 

successful accomplishment of organizational strategic plan issues that will 
be identified during the 2017-18 fiscal year (Organizational Value: Teamwork) 

 

Page 31



Page 32



 

Fi
re

 
Fi

re
 C

hi
ef

Fi
re

 O
pe

ra
tio

ns

Fi
re

 S
up

pr
es

si
on

Em
er

ge
nc

y 
M

ed
ic

al
 

Se
rv

ic
es

Tr
ai

ni
ng

 (A
ll 

R
is

k)

Su
pp

re
ss

io
n 

R
es

er
ve

s

Fi
re

 A
dm

in
is

tr
at

io
n

Su
pp

or
t S

er
vi

ce
s

EM
S

Su
bs

cr
ip

tio
n 

Pr
og

ra
m

Fi
na

nc
e 

Ad
m

in
is

tra
tio

n

Pl
an

ni
ng

 &
 P

ol
ic

y

Fi
re

 P
re

ve
nt

io
n

D
is

as
te

r P
re

pa
rd

ne
ss

(E
O

C
)

H
az

ar
do

us
 M

at
er

ia
ls

F.
I.R

.S
.T

Pu
bl

ic
 E

du
ca

tio
n

F
ir

e 
D

ep
a
rt

m
en

t 

Page 33



FIRE DEPARTMENT 
 

Description / Purpose 

The fire department provides the citizens and visitors of Fountain Valley with 
outstanding service aimed to safeguard both their wellbeing and property.  The 43 full-
time men and women and approximately 20 part-time and volunteer employees of the 
Fountain Valley Fire Department strives to deliver high quality emergency medical 
services, fire suppression, fire prevention, disaster preparedness and public safety 
education services.  The fire department operates from two fire stations that 
collectively respond annually to approximately 7000 all-risk emergency responses.   

To maintain a constant state of readiness, the fire department staffs two advanced life 
support engine companies, one advanced life support truck company, and one 
battalion commander 24 hours a day. These assets ensure that the fire department 
delivers fast and effective emergency response, as well as responsive and beneficial 
services to our customers in all non-emergency settings. Additionally, the department 
maintains automatic and mutual aid agreement’s with our surrounding agencies, which 
both provides additional resources and maintains fiscal responsibility.   

Fire suppression, emergency medical services, and fire prevention make up the core 
functions of the fire department. Fire suppression resources provide an all-risk 
response to structure fires, emergency medical services, traffic collisions, wildland 
mutual aid, hazardous material calls, technical rescue operations, swift water rescue 
operations, and public service responses. To provide the community with the highest 
level of emergency medical services, all department personnel are trained to the level 
of basic life support providers, with two personnel on each apparatus trained to the 
level of advanced life support (paramedic). Additionally, the department’s paramedic 
program is supported by an emergency medical services manager that ensures all 
department personnel receive the required training and oversight needed to provide 
the highest level pre-hospital care to the community. Under the direction of the fire 
chief, the fire marshal manages all fire prevention activities. The fire prevention bureau 
is responsible for plan review and inspection of all new development in the City, and 
coordinates both annual fire inspections of local businesses and the Hazardous 
Materials Disclosure/Business Emergency Plan Program.  The bureau also manages 
citywide disaster preparedness, fire prevention education, the hazardous materials 
program, and the Fire Inspection Reserve Senior Taskforce (FIRST).      

Mission Statement 

The Fountain Valley Fire Department is committed to providing the highest quality all 
risk emergency response, fire prevention, education, and emergency medical services 
to the residents and visitors within the community.  

Status of Major Department Goals from the Prior 2016-17 Fiscal Year 
 

• The Community Paramedic Pilot Study continues to collect and evaluate data 
for alternative patient care destinations.   

 
 

• Fire crews responded throughout the State of California on six mutual aid 
wildland fires. Page 34



FIRE DEPARTMENT 
 

 
• To meet the County-wide coordinated Communication Systems 2018 P25 

compliance requirements, the fire department initiated a comprehensive plan to 
replace all non-compliant 800 MHz radio equipment.  

 
• The fire department purchased, planned and integrated a new Pierce Arrow fire 

engine and command vehicle into our apparatus fleet. 
 
 
Other Key Projects Completed for the Fiscal Year Include: 
 

• Completed a fire department feasibility study to evaluate staffing levels within fire 
administration, fire prevention, and fire suppression.  

 
 
2017/18 Department Goals: 
 

• Continue to digitize fire department personnel, fire prevention, maintenance, and 
other paper records by interviewing RMS vendors and working with information 
services to find a solution that is compatible with current city services and that is 
cost effective. 

 
• Recruit, retain, and promote both fire department administrative staff and line 

personnel by maintaining a high standard during the screening process, offering a 
competitive wage and benefit package, and maintaining a desirable work 
environment. 

 
• Provide excellent emergency and non-emergency services to the community, the 

visitors, and people outside of Fountain Valley during automatic/mutual aid 
responses by ensuring our staff has the knowledge and equipment required to 
complete their mission.  Furthermore, staff is dedicated to promoting excellence by 
embracing challenges of the future and progressing the people and the standard 
operating procedures within the fire department to adapt to future demands. 

 
• Increase the fire departments non-emergency community relations by partnering 

with other community organizations to develop programs that provide home safety 
and fire prevention services, such as home smoke detector installation programs. 

 
• Further develop the disaster preparedness program by implementing a mix of 

volunteers, such as CERT, and fire department employees to share the disaster 
preparedness responsibilities.   

 
• Progress the community paramedic statewide pilot study by participating in local 

training, developing standard operating procedures, and analyzing participating 
patient outcome data. 
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HUMAN RESOURCES DEPARTMENT 
 

Description / Purpose 
 
The Human Resources Department’s primary role is to provide responsive 
professional human resources management assistance to City departments.  
Through the labor and employee relations functions, the Department oversees the 
City’s labor relations with its 7 recognized bargaining units and non-represented 
employees.  The Human Resources Department also administers the employee 
relations process including grievance resolution and discipline and ensures the City 
is in compliance with applicable Federal, State and local laws. 
 
In the area of Employee Services, the Human Resources Department provides a 
variety of employee services including maintenance of the City’s classification and 
compensation plan, administration of the employee benefit programs providing 
health, life insurance and long-term disability benefits.  Administers the Workers’ 
Compensation program providing injured employees with timely and quality 
medical care and treatment facilitating an early recovery and return to work.  The 
Department provides an extensive employee training program tailored to meet the 
needs of the employees and administers the employee performance evaluation 
program.  Also provided is the employee safety program ensuring the safety and 
well-being of City employees and the employee recognition program including 
service milestones and exceptional performance. 
 
The Human Resources Department takes the lead in the recruitment process to 
administer the application, testing, and pre-employment processes.  Working in 
conjunction with other departments, we strive to attract, hire and retain qualified 
individuals and place them in positions with responsibilities that allow them to 
maximize their skills, knowledge and talents.  
 
Mission Statement 
 
To provide excellent and highly responsive professional services to all customers; 
sustain cooperative working relationships; provide accurate and timely information; 
deliver innovative and timely services and to provide leadership in all personnel 
and employment matters; attract and retain a highly talented and qualified 
workforce to meet the needs of the organization and help to provide a safe work 
environment. 
 
Status of Major Department Goals From the Prior 2016-17 Fiscal Year 
 

• Provided on-going support and resources to City Departments on personnel 
issues including employee discipline, conflict, injuries, etc. 
 

• Developed and distributed an employee handbook and supervisor handbook  
 

• Successfully completed the reporting requirements under the Affordable 
Care Act  

 
• Successfully coordinated 17 safety trainings, 10 supervisory trainings and 

several other courses to help promote employee development and increase 
individual and organizational productivity and enrichment Page 38



HUMAN RESOURCES DEPARTMENT 
 

 
Other Key Projects Completed During the Fiscal Year Include: 

 
• Created and updated several safety policies to ensure the City’s compliance 

with OSHA regulations. 
 

• Continued update and maintenance of the City’s classification and 
compensation system, including reclassification studies, creation of new 
positions, etc. 

 
• Implemented a number of employee morale building programs  

 
2017-18 Department Goals 
 

• Continue to deliver Human Resources services and programs that add value 
for our prospective employees, active employees and retirees 
 

• Develop a new recruitment strategy to include the creation of an 
employment brand and expand social media presence in order to attract 
qualified, diverse and talented individuals to the organization 

 
• Improve employee retention by leading efforts to create a great work 

climate, improve morale, and support the talent development of employees  
 

• Prepare for and complete the meet and confer process with the City’s 7 
recognized bargaining units 
 

• Prepare and administer the Memorandums of Understanding following 
negotiations with the aforementioned 7 bargaining groups 
 

• Continue implementation and administration of the Affordable Care Act 
 

• Assess and evaluate the City’s safety needs and begin drafting policies and 
procedures to ensure compliance with applicable laws 

 
• Integrate technology by providing an increased number of basic Human 

Resources forms online to streamline services and increase efficiency  
 

• Continue to assess and provide a variety of training programs to continue to 
develop employees to be more effective in their current position but also to 
develop employees for future opportunities. 

 
• Maintain the City’s health benefits program and ensure that benefits are 

meeting employee needs and providing quality and value.  
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PLANNING /BUILDING & SAFETY 

Description/Purpose 

The purpose of the Planning/ Building Department is to proactively enhance and protect 
the public’s health, safety, and welfare through the built environment of the City, while 
also providing for fair housing, public service funding, neighborhood enhancement and 
affordable housing opportunities for the residents. The Department is comprised of 
Current Planning, Advanced Planning, Building & Safety, Code Enforcement, and 
Housing and Community Development. 

Current Planning provides professional staff support to the City Council and Planning 
Commission.  In this role Planning Staff processes applications through compiling 
background data, providing municipal code and policy review, documenting 
environmental compliance, providing staff recommendations, and preparing conditions of 
approval for proposed projects.  This function is also responsible for zoning code 
administration and ensuring that all proposed projects comply with local, state and federal 
laws and are consistent with the goals and objectives of the General Plan.   Finally, the 
Current Planning function of the Department provides development project coordination 
between City departments and assists project applicants with navigating the permit and 
entitlement processes of the City. 

The Advanced Planning function of the Department coordinates the long-range planning 
and development of the City through the maintenance of the General Plan, specific plans, 
annexations, and environmental documentation.  This function also includes the 
monitoring of local and regional growth/air quality programs and ensures the City is in 
compliance with Federal, State, and local legislation. 

Under the direction of the Planning/ Building Director, the Building & Safety Division 
ensures that the construction of all buildings and structures within the City are built in 
compliance with applicable codes and standards. This division is responsible for permit 
issuance, plan review, and inspections. 

Code Enforcement ensures compliance with municipal and other related codes, including 
property maintenance, housing, zoning, public nuisances, and business license. This 
function of the Department achieves compliance through identifying code violations, 
working with violators to correct infractions, issuing citations and assisting the City 
Attorney in prosecutions when necessary.   

The Housing and Community Development function of the City includes the 
administration of the City’s Community Development Block Grant (CDBG) Program and 
Housing Authority functions.  Responsibilities of the CDBG Program include administering 
a contract for Fair Housing Services, oversight of Public Service Agency Grant recipients, 
code enforcement in low/moderate income census tracts of the City, the Neighborhood 
Revitalization Program, a Lead Based Paint Hazard abatement program, and preparing 
the City’s Five-Year Consolidated Plan and annual Action Plans.  The Housing Authority 
programs of the Department include the maintenance of the City’s Housing Element, 
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PLANNING /BUILDING & SAFETY 

affordable housing loan administration, affordable housing development and 
administration of the City’s affordable housing monies.   

Mission Statement 

The Planning/Building Department promotes high quality development, economic vitality, 
neighborhood preservation and the protection of the public health, safety and welfare.  To 
fulfill this mission, department staff provides professional guidance and technical 
assistance to the residential, business and development community. 

Status of Major Department Goals From the Prior 2016-17 Fiscal Year 

• Enhance the aesthetic characteristics of the City: 
o Awarded a Fountain Valley Business Beautification Recognition Award 
o Continued to work with existing commercial centers and other businesses 

to improve aesthetics and achieve high quality projects 
o Prosecuted public nuisance cases to gain compliance  
o Abated 1,732 property maintenance violations through code enforcement  
o Provided 4 single family residential loans, 6 single family residential grants, 

4 single family residential rebates, 5 mobile home grants, 1 emergency 
grant, and 12 lead based paint hazard testing grants through the Home 
Improvement Program  

o Held 3 Neighborhood Clean-Up events 
• Increase advanced planning efforts: 

o Continued to seek additional funding sources for a new comprehensive 
General Plan Update 

o Present a final draft Fountain Valley Crossings Specific Plan to the Planning 
Commission and City Council 

o Completed 4 updates to modernize the City’s zoning code 
• Prepare for future affordable housing opportunities: 

o Develop a plan to effectively use Housing Authority monies 
o Completed the sale of the Mt. Hope property 

• Increase community engagement: 
o Held 6 community meetings regarding topics such as the Fountain Valley 

Crossings Specific Plan project 
o Continued to enhance the Department’s webpages and utilize interactive 

features of the new City website 
o Attended community events to distribute information on Planning 

Department Projects 
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PLANNING /BUILDING & SAFETY 

2017-18 Department Goals 

• Enhance the aesthetic characteristics of the City: 
o Award a Fountain Valley Business Beautification Recognition Award 
o Continue to work with existing commercial centers and other businesses to 

improve aesthetics and achieve high quality projects 
o Prosecute public nuisance cases to gain compliance  
o Abate property maintenance violations through code enforcement efforts 
o Continue to market the City’s Home Improvement Program 
o Hold Neighborhood Clean-Up events 

• Increase advanced planning efforts: 
o Develop a multi-year plan to bring the City’s General Plan and Zoning Code 

up to date 
o Continue to seek funding sources for a new comprehensive General Plan 

Update 
o Identify and address opportunities for the modernization of the zoning code 

• Prepare for future affordable housing opportunities: 
o Seek partnerships with affordable housing developers and providers and 

Identify potential affordable housing projects  
• Increase community engagement: 

o Hold community meetings to educate residents and businesses on topics 
of interest 

o Continue to enhance the Department’s webpages and utilize interactive 
features of the new City website 

o Attend community events to distribute information on Planning Department 
Projects 
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HOUSING AUTHORITY 
 

Description / Purpose 
 
The Fountain Valley Housing Authority (FVHA) was named the “Housing 
Successor” to the dissolved Fountain Valley Agency for Community Development. 
 
The FVHA is restricted on the affordable housing programs that can be offered to 
the City’s residents.  At this time the FVHA monitors the current asset portfolio and 
administers all the statutory requirements. The FVHA is continuously seeking 
affordable housing opportunities for the City’s residents. 
 
Mission Statement 
 
To provide timely and quality service to customers that need assistance with 
housing needs utilizing internal and external sources to accomplish the goal. 
 
Status of Major Goals from the Prior 2016-17 Fiscal Year 
 

• Monitored all “Successor Agency” housing assets to ensure compliance with 
State Law 

 
• Provided loan administration tasks such as loan payoffs or loan 

subordination agreement to current affordable housing loan customers 
 

• Educated staff regarding ongoing changes in State Law regarding the 
dissolution of redevelopment agencies as it refers to affordable housing 

 
• Worked with other City Departments to make sure all accounting and 

reporting is compliant under new State Regulation 
 

• Worked on the disposition of the Authority owned 3.9 acre parcel at 11360 
Warner Avenue 

 
Other Key Projects Completed During Fiscal Year Include: 
 

• Timely completion of the Housing Authority Annual Plan 
 

• Timely completion of the newly required Housing Successor Annual Plan 
 
2017-18 Department Goals 
 

• Continue to monitor all Housing Authority assets 
 

• Provide loan administration assistance to customers 
 

• Determine the best utilization of the funds of the FVHA to provide additional 
affordable housing. 
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POLICE DEPARTMENT    

Description/Purpose 

The Fountain Valley Police Department partners with the community to promote public 
safety to the residents, businesses and visitors of the City. Headed by the Police Chief, 
the Department is organized into two divisions: the Patrol Division and the Support 
Services Division. Both Divisions share the responsibility for the prevention, detection 
and investigations of crime. 

The Patrol Division includes uniformed Patrol Officers, Traffic Officers, Police Services 
Officers, K-9 Officers, S.W.A.T. Team Members, Field Training Program and Senior 
Officer Program. 

The Patrol Division consists of 30 uniformed Police Officers, 6 Sergeants and 2 
Lieutenants who provide service to the community 24 hours a day, 365 days a year. 
Uniformed Patrol Officers are first responders and as such are the City's first line of 
defense against the criminal element. Using a data-driven approach to crime and traffic 
safety, or COMPSTAT, Patrol personnel focus on locations and times where crime is 
likely to occur. By analyzing crime data and identifying emerging crime and traffic safety 
trends, Officers are better positioned to focus our crime-fighting and safety-promoting 
efforts. 

The Traffic Bureau consists of one Sergeant and three Motor Officers who are 
committed to promoting the safest and most efficient traffic flow throughout our City. 
Traffic Officers regularly conduct DUI checkpoints and saturation patrols throughout the 
year to keep our streets safe. 

The Police Services Officers (PSOs) are non-sworn employees who assist Patrol and 
Traffic Officers in the field. PSO's duties include taking crime and traffic collision reports, 
traffic control, conducting CSI and issuing parking citations. This way, PSOs free up 
sworn personnel to concentrate on crime fighting and traffic safety. 

Two K-9 Officers and their partners undergo extensive training prior to being assigned 
to Patrol. K-9 Officers and their partners are used to track and locate hidden suspects, 
apprehend fleeing felons or locate hidden firearms and narcotics. 

We are members of the West County Special Weapons and Tactics (SWAT) Team, a 
regional effort serving the cities of Cypress, Los Alamitos, Westminster, Seal Beach and 
Fountain Valley. West County SWAT consists of Tactical Officers, Crisis Negotiators 
and Tactical Dispatchers. The Tactical Officers Unit is comprised of tactical paramedics, 
containment, react/entry and long range marksmen. This group of specially trained and 
highly skilled personnel are utilized where needed to deal with high-risk incidents, such 
as barricaded suspects, active shooters, hostage situations and to serve high-risk 
search and/or arrest warrants. The goal of the Team is to resolve these incidents 
peacefully. 
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POLICE DEPARTMENT    

Field Training Officers provide the primary training for newly hired Officers. This 
intensive four-month process prepares the individual to work as a solo beat Officer. 

Our Senior Officer Program is designed to develop more experienced Officers for future 
leadership positions and to serve as supervisors in the absence of a Sergeant. 

The Support Services Division includes the Records Bureau, Dispatch Center, Detective 
Bureau, Crime Suppression Unit, CSI Unit, Crime Analyst, Property and Evidence Unit, 
Personnel and Training and Crime Prevention. 

The Records Bureau consists of five Records Specialists, five Cadets and one 
Community Services Officer. These personnel are responsible for maintaining arrest 
records, crime reports, traffic citations and collision reports, electronically filing arrest 
reports for court, complying with Public Records Act requests, transmitting required 
crime reporting to the Department of Justice and assisting the public. 

Our Dispatch Center consists of 10 Dispatchers and is staffed 24 hours a day, 365 days 
per year. Police Dispatchers are the first person one speaks to when dialing 911. We 
annually process approximately 128,185 phone calls and approximately 43,000 
incidents. These incidents include Officer-initiated activities, responding to public 
requests for assistance and other activities entered into our Computer Aided Dispatch 
system. Dispatchers frequently provide referrals, offer solutions or educate the caller, 
which alleviates the need for Police response. 

The Detective Bureau is led by a Lieutenant and consists of General Investigations, 
Crime Suppression Unit, Crime Analysis, Court Liaison, Crime Scene Investigations and 
Property and Evidence. 

General Investigations is staffed by one Sergeant, a Court Liaison and five Detectives 
assigned to conduct secondary investigations involving crimes against people, property 
crimes, fraud or sex crimes. The Detectives solve crimes through crime analysis, the 
use of crime databases, follow-up interviews and the results of CSI. The Court Liaison 
assists as the communication link between the Department and Courts. 

The Crime Suppression Unit (CSU) is staffed by one Sergeant and four Detectives. 
CSU's responsibilities include surveillance and tracking repeat offenders, impacting 
emerging crime trends such as narcotics violations, vice and gang and graffiti crimes. 

The Crime Analyst identifies emerging crime patterns and trends, conducting in-depth 
crime trend analysis and tracking repeat offenders that live in or frequent the City. The 
Crime Analyst develops intelligence information to assist Detectives in identifying crime 
suspects and helps Police supervision identify where Police resources should be 
focused to apprehend or thwart criminals. 
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POLICE DEPARTMENT    

The Crime Scene Investigations Technician responds to crime scenes and documents, 
collects and conducts forensic analysis of evidence needed to solve crimes. 

The Property and Evidence Clerk maintains the integrity of approximately 5,000 pieces 
of new evidence each year. This evidence is used to assist in the prosecution of 
criminal cases. 

The Personnel and Training Sergeant is responsible for the recruitment and hiring of 
Department personnel, and managing the extensive background investigation, 
polygraph, psychological and medical screening processes. The Personnel and Training 
Sergeant is responsible for ensuring our personnel maintain State-mandated training 
and supervises Crime Prevention, which includes our volunteer programs, 
Neighborhood Watch and Retired Senior Volunteers. 

Other volunteer programs include Police Chaplains, Radio Amateur Civil Emergency 
Service (R.A.C.E.S.) and Police Explorers. Together all of these volunteers play a vital 
role, providing a way for the Department to connect with the community. 

The different attributes of these Divisions are designed to complement and strengthen 
the capabilities of the entire Department team, as they work together to fulfill the Police 
Department Mission of protecting life and safeguarding property. 

Mission Statement 

Members of the Fountain Valley Police Department will demonstrate the Courage to 
protect life and property in our community. Our Duty is to provide the highest quality of 
service in a fair, impartial and ethical manner. Our Commitment is to take a leadership 
role in providing for public safety and quality of life in a manner that will preserve the 
public trust. 

Status of Major Department Goals From the Prior 2016-17 Fiscal Year 

 
• Promoted crime prevention and traffic safety through improved community 

awareness (ongoing) 
 

• Data driven approach to Crime and Traffic Enforcement (ongoing) 
 

• Partnered with City Departments to Solve Quality of Life Issues (ongoing) 
 

• Improved City campus security by selecting a modern surveillance camera 
security system (in-progress)  
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• Increased Our Interaction with the Public 
o Improved our effectiveness through social media and increased our 

partnership with Recreation/Community Services to promote public safety 
events (ongoing). 

 
• Improved Our Recruitment of Non-Sworn Positions 

o Focused on Explorer Post enhancements; increased relationships with 
local high schools. 

  
• Enhanced Our Response to Mental Health Issues 

o Enhanced training of personnel and research feasibility of partnering with 
a mental health professional for field operations (in-progress). 

 

2017-18 Department Goals 

• Select and install new surveillance system at City hall and the Police Department 

• Upgrade Dispatch 9-1-1 radio and audio log system by utilizing State 9-1-1 funds 

• Remodel Dispatch radio consoles and furniture using a combination of State  

9-1-1 and City Capital Replacement funds 

• Select and purchase a new Department duty handgun 

• Enter into an MOU with Orange County Health for a mental health clinician to 

ride along and provide services to our transient community 

• Celebrate the Police Department 50th Anniversary 
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PUBLIC WORKS 
 

Roads Parks Trees

Playgrounds Landscape Sidewalks

Water Trails Bikeways

Traffic Signals Drainage Sewer

Trash Streetscapes Public Buildings

Description / Purpose 
 
PUBLIC WORKS FUNCTION 
 
The Public Works Department provides a wide range of services essential to the 
community including the funding, planning, design, construction, operation and 
maintenance of: 

Public Works also provides support to many internal City Departments and plays 
an integral part in a variety of community activities. 
 
The Public Works Department employs 58 dedicated professionals in four (4) 
Department Divisions under the general supervision of the Director of Public 
Works/City Engineer, including Engineering Services, Utilities, General Services 
and Environmental Services. 
 
Engineering Division:  
 
The Public Works Engineering Division is comprised of a dedicated staff of six 
engineering and inspection professionals which manage operate and facilitate the 
City’s multi-million dollar Capital Improvement Program (CIP), Traffic Engineering 
Program, Development Review, permitting and Plan Check, ADA Coordination and 
Grant Fund Management.  The Engineering Division is responsible for the 
planning, grant funding, design and construction of the City’s CIP which includes 
arterial roadway rehabilitation, residential roadway rehabilitation, collector streets 
and industrial streets rehabilitation, sewer rehabilitation, sidewalk improvements, 
intersection and roadway capacity improvements, landscape/hardscape 
beautification, park and playground equipment improvements and traffic 
engineering. Engineering also manages development review and transportation 
planning efforts to ensure compliance with local, State and Federal engineering 
standards.  This year, projects included Costco Gas Station Expansion, Dunk’n 
Donuts and the Fish Gril.  Engineering also functions as the central point of contact 
for ADA compliance for public facilities and leads the State Disadvantage Business 
Enterprise (DBE) Program compliance.  
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PUBLIC WORKS 
 

 
The Engineering Division manages the City’s state-of-the-art Traffic Management 
Center (TMC) and maintains the City’s traffic signal network of 54 traffic signals, 18 
miles of traffic signal fiber optics, inter-agency cooperative efforts with OCTA, 
OCSD, OCWD and neighboring cities.  
 
The Engineering Division aggressively pursues and secures competitive Federal, 
State and County grant funding for City CIP projects including Measure “M”, 
Federal ARRA, TEA, SSARP, ATP, CDBG, Prop 1B, and other State and Federal 
grant opportunities. 
 
Utilities Division:  
 
The Utilities Division is comprised of a dedicated staff of twenty-two water and 
sewer/storm drain professionals which manage and facilitate the City’s multi-million 
dollar Water Fund, Water Capital Improvement Program, Sewer Fund and Storm 
Drain Maintenance Program.   
 
The Water Division is responsible for maintaining the City’s potable water system to 
ensure the safe and effective delivery of water to the City’s residential and 
commercial customers.  The division’s programs include Water Distribution System 
Maintenance & Construction, Water Meter Maintenance & Repair, Water Meter 
Reading, Customer Service, Water Conservation, Cross Connection Control 
Program, Water Quality & Treatment, and Water Production Operations. 
 
The Water Division also maintains a reclaimed water distribution system as part of 
the Green Acres Project (GAP) from OCWD. 
 
The Sewer/Storm Drain Division is responsible for providing sewer collection 
service to all areas within the City boundaries.  The division’s programs include 
Sewer Maintenance & Construction, CCTV Inspections and Storm Drain 
Maintenance & Construction.  The proper maintenance of these important City 
infrastructure components is a significant part of the City’s public safety 
responsibility.  The division is also responsible for providing services to maintain 
compliance with State required NPDES storm water regulations. 
 
General Services Division:  
 
The General Services Division consists of a staff of twenty-six dedicated 
maintenance professionals that provide street, parks, public landscape, facilities 
and fleet maintenance services to the City of Fountain Valley.  General Services 
consists of two work groups, Internal Services and Public Services.   
 
The Internal Service Division is responsible for Fleet and Equipment Maintenance 
& Repair, Vehicle, Fuel & Oil Procurement, Government Building Maintenance & 
Repair, Playground Inspection, Maintenance & Repair, Indoor & Outdoor Lighting 
Maintenance & Repair, and Custodial Maintenance. 
 
The Public Services Division is responsible for Asphalt & Concrete Maintenance & 
Repair, Street Sweeping, Sign Maintenance & Repair, Graffiti Removal Program, Page 55
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Parks and Civic.  
 
Facilities Landscape Maintenance, Fountain Valley Sports Park Landscape 
Maintenance, Median & Open Space Landscape Maintenance, Arterial Sidewalk 
Sweeping and Weed Removal, and Tree Trimming & Urban Forest Management. 
 
Environmental Services Division: 
 
The Environmental Services Division safeguards the community’s environmental 
resources and ensures compliance with state and federal regulatory mandates for 
controlling water pollution, resource management, and energy efficiency.  
 
Programs administered include: 
 
• The Federal Clean Water Act for water pollution prevention and protection of 

local water resources (National Pollutant Discharge Elimination System – 
NPDES) 

• The California Global Warming Solutions Act (AB 32) for reduction of 
greenhouse gas emissions 

• Resource management (AB 939, AB 341, AB 1826, and AB 1521) for material 
reuse, recycling, and disposal 

• State General Waste Discharge Requirements (GWDR) for sewer maintenance, 
overflow response, and reporting; and 

• Administration of Air Quality Management District (AQMD) requirements for 
airborne pollutant regulations/clean air mandates, public education and 
regulatory compliance 

 
The Environmental Services Division also manages special contracts and 
programs including the City’s waste disposal and recycling contract, bus shelter 
maintenance, used oil collection program, beverage container recycling grant, and 
Neighborhood Cleanup events. 
 
Mission Statement 
 
Enriching Quality of Life and Building a Stronger Community through Clean Water, 
Safe Roads, Beautiful Parks and Accessible Public Facilities. 
 
Status of Major Department Goals From the Prior 2016-17 Fiscal Year 
 

• Provided quality drinking water to the community 
• Maintained safe roads for the community and motoring public 
• Provided and maintain beautiful parks for the community 
• Maintained all City sidewalks, pathways and trails for the community 
• Maintained and operated the City’s vast sewer network 
• Maintained and operated the City’s vast drainage network 
• Maintained the City’s fleet of vehicles including Public Works, Fire, Police, 

Administration, Community Services, Planning and Pool vehicles 
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• Managed and operated all 54 traffic signals citywide via the Traffic 
Management Center 

• Maintained all City Buildings 
• Communications 800MHZ Upgrades 
• Completed the Citywide Arterial Median Landscape Masterplan Project 
• Completed the Design of the Exterior Improvements for Recreation Center 

Building. 
• Completed Sports Park Field Renovation 
• Completed Residential Roadway Rehabilitation in the area of G3 
• Completed Pavement Rehabilitation Harbor- SCL to NCL 
• Completed Pavement Rehabilitation Edinger- NCL to SAR 
• Completed Installation of Electric Vehicle Charging Stations Project 
• Begin Rehabilitation of Sandalwood Pump Station 
• Sewer Manhole Rehabilitation in various locations 
• Sewer Structural Improvements in various locations 
• Completed Design and Bid Reservoir No. 2 Rehabilitation 
• Completed Phase I of Pipeline Condition Assessments 
• Completed Ellis Avenue Siphon Replacement 
• Completed the City’s Water Rate Study Project 
• Completed the Water System Fiber Optic Network (SCADA) 
• Completed Installation of Calsense Irrigation Timers 

 

2017-18 Department Goals 

• Complete 800MHZ Upgrades 
• Complete School Area ADA Pedestrian Ramps 
• Complete Residential Roadway Rehabilitation in the area of G2 
• Complete the City’s Pavement Management Yearly Planning 
• Complete restriping in various locations  
• Installation of one Audible Pedestrian Signal 
• Complete the Regional Traffic Signal Synchronization along Edinger Avenue 
• Complete the Regional Traffic Signal Synchronization along Warner Avenue 
• Complete the Regional Traffic Signal Synchronization along Talbert Avenue 
• Complete the Regional Traffic Signal Synchronization along Euclid Street 
• Complete the Regional Traffic Signal Synchronization along Harbor Blvd 
• Complete the Regional Traffic Signal Synchronization along Magnolia Street 
• Complete the Regional Traffic Signal Synchronization along Brookhurst 
• Complete the Citywide Protected Permissive Left Turn traffic signal Study 
• Complete the Design of the Talbert-Mt. Washington Traffic Signal 
• Complete the city’s Local Circulator Study 
• Construction of the Sandalwood Pump Station 
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• Complete the design and construction of the Pavement Rehabilitation 
Improvements on Euclid Street from Slater Avenue to Warner Avenue 

• Drainage GIS mapping 
• Complete the Construction Improvements for the City’s Recreation Center 

Exterior Rehab Project 
• Complete the City’s Sewer Structural Improvement Project in Various areas 
• Complete the City’s Electric Vehicle Charging Station Improvement Project 
• Complete the City’s Reservoir No. 2 Rehabilitation Improvement Project 
• Complete the City’s Reservoir No. 1 Exterior Painting Improvement Project 
• Complete the City’s Well No. 10 Rehabilitation Improvement Project 
• Complete the City’s Well No. 12 Rehabilitation Improvement Project 
• Complete the City’s Water SCADA Fiber Management Program 
• Complete the City’s Residential Median Turf Conversion Project 
• Complete the City’s Arterial Median Landscape Project No. 1 
• Complete the City’s Annual Fire Hydrant Replacement Project 
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RECREATION AND COMMUNITY SERVICES 
 

 
Description / Purpose 
 
The Recreation & Community Services Division facilitates community enrichment 
by providing quality programs, services and recreation opportunities that create 
positive and memorable experiences. The Division strengthens community image 
and sense of place for Fountain Valley residents by organizing and implementing 
over 18 major community events while also promoting health and wellness through 
a variety of athletic leagues and programs. In addition to physical benefits, the 
Recreation and Community Services Division fosters human development with its 
summer aquatics programs and camps, Human and Senior Services, and 
recreational opportunities. 
 
The Recreation and Community Services Division operates the City of Fountain 
Valley Recreation Center and Sports Park and The Center at Founders Village 
Senior and Community Center. These facilities service over 425,000 patrons 
annually and support economic and community development by hosting large scale 
community events and athletic tournaments.  
 
The Recreation and Community Services Division engages the community through 
progressive collaborations with local businesses, service organizations, educational 
and athletic school groups, and nonprofit organizations.  Through these 
collaborations, programs, and services the Recreation and Community Services 
Division is truly a catalyst for creating community in Fountain Valley! 
 
Parks Make Life Better in Fountain Valley! 
 
Mission Statement 
 
The Fountain Valley Recreation and Community Services Division, in collaboration 
with our community partners, enriches lives by providing quality programs, human 
services and recreational opportunities that create positive and memorable 
experiences. 
 
Status of Major Department Goals From the Prior 2016-17 Fiscal Year 
 

• City of Fountain Valley 60th Anniversary Celebration 1957 – 2017 
o In Process – The City Council approved the creation of an Ad Hoc 

committee, 60th anniversary logo, and provided specific direction on 
celebrations and community engagement tools to highlight the City’s 
60th anniversary 

 
• Provided the community a comprehensive sponsorship packet in 

collaboration with the Fountain Valley Community Foundation promoting 
progressive collaborations between public, private and nonprofit 
organizations  

o Completed (Annually) – In conjunction with the Fountain Valley 
Community Foundation, the Recreation and  Community Services 
Division offered sponsorship opportunities to over 18 community 
events 
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RECREATION AND COMMUNITY SERVICES 
 

 
• Provide the community an annual anniversary celebration (Summerfest) to 

promote community togetherness and sense of place 
o Completed (Annually) – The City in conjunction with a volunteer 

committee board provide the community with a 4 day anniversary 
celebration 

 
• Maximize field use in conjunction with established maintenance needs 

creating a safe playing environment 
o Completed – Established a yearly field closure schedule for 

maintenance and renovation, and assisted  Public Works in 
selecting a professional field consultant and facilitation of a turf/soil 
study 
 

• Redesign of the Fountain Valley Community Services Recreational Guide to 
include community sponsorships increasing the quality, community 
information and readability (Strategic Issue: Enhance Community Outreach 
and Engagement) - Completed 

 
 
Other Key Projects Completed During Fiscal Year Include: 
 

• Facilitated over 500 recreational classes and programs for over 4,200 
community participants 
 

• Provided meals two days per week to serve over 9,000 meals to the senior 
community 

 
• Generated over $55,000 to offset the cost of special events at the Senior 

Center 
 

• Maintained professional collaborations with Huntington Beach Adult School 
and Coastline Community College to provide educational programs to the 
senior community 

 
• Maintained professional collaborations with Fountain Valley Regional 

Hospital, Orange Coast Memorial Medical Center, and other local health 
care agencies  to provide educational and health related programs to the 
senior community 

 
• Provided affordable transportation to over 400 seniors living in Fountain 

Valley who are no longer able to provide their own transportation 
 

• Facilitate sponsorship funding of over $40,000 to successfully implement 
over 18 major community events including the Easter Egg Hunt, Concerts in 
the Park, Senior Expo, and the Annual Tree Lighting ceremony 

 
• Provided to the community a complete American Red Cross water safety 

swim program at Fountain Valley High School.  
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RECREATION AND COMMUNITY SERVICES 
 

 
• Provided field space for youth and adult user groups ranging from AYSO, 

Little League, Pony, and Girls Fastpitch to local and national adult and youth 
tournaments. 

 
2017-18 Department Goals 
 

• Collaborate with the community partners to provide over 18 major 
community events annually - Annually (Strategic Issue: Enhance Community 
Outreach and Engagement)  
 

• Continue to facilitate a professional relationship with the Fountain Valley 
Community Foundation through collaboration on select special events, class 
scholarships and as a Board of Directors representative - Annually (Strategic 
Issue: Achieve financial stability/Outreach and Engagement) 

 
• Provide to the community a wide variety of Recreational and Human Service 

programs/classes for all ages - Annually (Strategic Issue: Enhance 
Community Outreach and Engagement) 

 
• Continue to collaborate with local hospitals and medical centers to provide 

educational and health related programs to our senior community - Annually 
(Strategic Issue: Enhance Community Outreach and Engagement) 
 

• Develop a funding strategy to address the annual increases to California’s  
Minimum Wage through revenue enhancements -  Annually (Strategic Issue: 
Achieve financial stability) 

 
• Further develop ridership for the Senior “Hop On” Transportation program  - 

Annually (Strategic Issue: Enhance Community Outreach and Engagement) 
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STRATEGIC PLAN 

The City of Fountain Valley is committed to continuing to be successful in our service 
delivery to our residents, businesses and visitors. To continue our commitment to moving 
forward in a cohesive, productive and well 
organized way, The City Council and 
management staff adopted a Strategic 
Plan along with identifying a Mission 
Statement, Core Organizational Values 
and Three Year Goals in 2014.  

The Strategic Plan is a living document: 
one that is never really in final form as it is 
designed to reflect times, challenges, and opportunities, which frame the environment in 
which our organization operates.  Certain elements of the Strategic Plan, such as its 
Mission Statement and Core Values, are constant, as they reflect the greatness to which 
our organization aspires, the reason the organization exists, and the manner in which the 
organization conducts business, e.g. the organization’s principals.  But the Three-Year 
goals that face our organization and the specific objectives, which are developed to 
address those issues, may change due to such things as shifts in the economy, 
organization or community priorities.  Undertaking the strategic planning process, and 
committing to its ongoing use in the organization, will ensure that we are meeting our 
fundamental mission, the provision of cost-effective public service to our community.    

The City Council and management staff hold semi-annual Strategic Planning Retreats, 
which are open to the public to develop planning objectives that support the Three Year 
Goals. The purpose of each retreat is to review and document the City’s progress toward 
the fulfilling of the City’s Strategic Planning efforts, along with updating or adding new 
specific Strategic Objectives. A Strengths Weakness Opportunities and Threats (SWOT) 
analysis is also discussed, along with developing a list of six month accomplishments.  
The last Strategic Planning session was held on May 11, 2017 which identified the 
objections to be completed between May and October 2017.   

 

 

 

 

The City of Fountain Valley delivers cost-effective quality public services to 
provide a safe and desirable community that enriches its residents and 

businesses. 
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STRATEGIC PLAN 

 

 

The City of Fountain Valley values . . .

 

Enhance 
Economic 

Development

Achieve 
Financial 
Stability

Attract, 
Develop & 

Retain Quality 
Staff

Maintain & 
Enhance 

Infrastructure 
& Facilities

Enhance 
Community 
Outreach & 
Engagement

Core 
Values

Financial 
Stability

Teamwork

Excellent 
Customer 

Service

Honesty, 
Integrity, & 

Ethical 
Behavior

Innovation
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STRATEGIC PLAN 

Prior 2016-17 Year City of Fountain Valley Strategic Planning Accomplishments 

• Passage of the Sales Tax Measure (HH) 
• Made a recruitment video 
• Started a restaurant association 
• Created an Internal Communication Team 
• Presented approximately 60 community engagement meetings 
• Easter Egg Hunt 
• Presented a draft Specific Plan 
• Hosted the Special Olympics 
• Confiscated weapons from dangerous people 
• Held a Town Hall meeting for the community and the Police department on the use 

of force 
• Created a Fountain Valley Community newsletter for residents 
• 675 people participated in the Fountain Valley Camp Out 
• Implemented lock box processing for utility billing 
• Got the GFOA award for our financial CAFR 
• Information Services was awarded the Quality in Information Services award from 

MISAC 
• Good street maintenance 
• Recognized as one of the “Best Cities to Live In” (#2) by the Orange County 

Register Newspaper 
• Office of Traffic Safety grant awarded to the Police department for $111,000 
• We are a Tree City, USA 
• Obtained a consultant for water line assessment 
• Adopted changes to the City’s parking ordinance 
• Study session was held on short term rentals 
• Secured a grant for $225,000 for a Protected Permissive Left Turn (i.e. green 

arrow) Traffic Signal Study 
• Averaged 350 Senior Transportation rides per month (SMP Program) 
• Completed recommendations for street light purchase and presented to the City 

Council for direction 
• Developed our strategic plan and we maintained our work on the objectives on a 

regular basis 
• Police Department held a community meeting on the dangers of marijuana 
• Had one of the largest Fire department open houses (close to 1000 attendees) in 

the past 20 years 
• Increased social media communication 
• Began construction process for the Sandalwood Pump Station 
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• Provided information on how to act and react to coyote sightings 
• Hosted Nation Night Out with the Recreation Department and Police Department 
• Provided twice-weekly low or no cost meals to senior citizens 
• Community appreciates the outreach efforts we’ve done, including parks 
• Released a community mobile app 
• Relocated our oldest building in town 
• Paved Residential Quadrant G3 
• Instituted an automated external defibrillator (AED) device program in police cars 
• Began bicycle safety program in local schools 
• Presented two Mayor’s Awards 
• Presented to Council an incentive plan to attract hotels and large revenue-

producing businesses 
• Updated the development service fee schedule 
• Produced economic development materials, including making a video 
• Updated information on the website 
• We hosted our annual Summer-Fest event-a kickoff to summer in Fountain Valley 
• Team effort in educating the community on the tax measure 
• Created an Employee Handbook 
• We designed and ordered a new fire engine 
• Completed the Employee Information Intranet 
• Developed a Senior Community Outreach Plan 
• Completed upgrade of the Ward Street Sewer Lift Station 
• Presented to the City Council a Fiscal Sustainability Plan-staff went out and 

solicited suggestions from the public before developing the plan 
• Completed a solar energy deal 
• Offered over 1,250 Red Cross swim lessons 
• Migrated the Police department to a mobile data computer (MDC) 
• Created a commercial space locator for business 
• We had a Summer Movie Series at four parks 
• Converted all City meters to an automated meter reading system 
• Fire Department was awarded an Emergency Management Performance Grant for 

approximately $8,000 
• Hired a consultant to conduct community meetings and design Reservoir #2 
• Public re-elected two Council Members 
• Implemented new Affordable Care Act requirements and recording 
• Fire Department restricted workers’ comp and the Return to Work Program 
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Strategic Plan Updated covering November 2016-May 2017 

• Financial stability 
• Measure HH passed by 60% 
• 20 year Stability Plan 
• Created a 60th Anniversary Committee 
• Formation of a Measure HH Oversight Committee 
• $225,000 grand for ADA accessibility near schools 
• Protected our ambulance franchise 
• Marketing materials to attract businesses 
• Updated the City’s network infrastructure 
• Upgraded e-mail security 
• Developed a plan to improve Internet connectivity at fire stations 
• Crossings Project was passed by the Planning Commission 
• Sold a Housing Authority asset for $7.25million 
• Held a sales and use tax workshop 
• Secured building permits for HVAC in the gym and Recreation Center 
• Held two community workshops on City services and programs 
• Renewed the EMPG grant for approximately $10,000 
• Awarded three Mayor’s Awards to Tom Eynon, Scott Baker and Fire Marshall 

Rudaitis 
• Fire Department entered into a Regional Peer Support Program 
• Continued collaboration with the Fountain Valley Community Foundation 
• Presented to Council a plan for adequate police staffing 
• Initiated a study of traffic signal safety operations Citywide using $225,000 in grant 

funds 
• Entered into a food and waste program with our waste hauler 
• Working on a community app that focuses on shop, dine and play in Fountain 

Valley 
• Adopted economic development strategy 
• Formed 50th Anniversary Committee for the Police Department 
• Met our drought mandates 
• Began construction of Sandalwood Stormwater Pump Station 
• Developed a citywide Median Landscape and Monumentation Master Plan 
• Received the MISAC Award for excellence in information services 
• Solar panels and LED light energy saving retrofits citywide 
• Hosted the annual Easter Egg Hunt with 5000 in attendance 
• Fully trained a Police Department Peer Support Team 
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• Held the Annual Real Estate Broker Summit 
• Adopted a City Employment and Retention Policy 
• Preserved the City’s oldest building (a farm water tank house) 
• We’ve had more public engagement since the November election 
• Built and received a fire engine on schedule 
• Developed a plan to restore services in the Fire Department 
• Mental health clinician is working in patrol in the Police Department 
• Collaboration with the County on homelessness and transient issues 
• We hosted an annual Tree Lighting Ceremony 
• Received the GFOA (Government Finance Officers Association) Award for the 

City’s financial statement 
• Raised over $25,000 to support the City’s 60th Anniversary 
• Re-Carpeted and re-painted City Hall 
• Reestablished turf in neighborhood parks 
• Received a Southern California Municipal Athletic Federation (SCMAF) Agency 

Award for 2016 
• Repaved a lot of streets, much of which was funded with outside funds-streets look 

great 
• Completed Citywide communications to all City utility facilities 
• Returned the City’s Farmer’s Market 
• Hosted a 5K with the Fountain Valley Community Foundation-$15,000 was raised 

for community groups and nonprofits 
• Community appreciates the monthly Fountain Valley newsletter 
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One of the chief responsibilities of the 
City of Fountain Valley to its residents is 
the care of public funds. These budget 
and financial management policies are 
designed to ensure the fiscal stability of 
the City of Fountain Valley and guide 
the development and administration of 
the annual operating and capital 
improvement budgets through wise and 
prudent management of municipal 
finances, while providing for the 
adequate funding of the services desired by the public and the maintenance of public 
facilities.  

Objectives  
The City’s financial objectives address revenues, cash management, expenditures, debt 
and risk management, capital needs, and budgeting and management. Specific objectives 
are:  

• To protect the policy-making ability of the City Council by ensuring important policy 
decisions are not dictated by financial problems or emergencies  
 

• To assist City management by providing accurate and timely information on 
financial conditions 
 

• To provide sound principles to guide the fiscal decisions of the City Council and 
City management 
 

• To provide essential public and capital facilities and prevent their deterioration 
 

• To set forth operational principles that minimize the cost of government and 
financial risk, to the extent consistent with services desired by the public 
 

• To enhance the policy-making ability of the City Council by providing accurate 
information on program costs 
 

• To employ revenue policies that seek to prevent undue or unbalanced reliance on 
one or a relatively few revenue sources; and,  
 

• To implement a system of internal controls that ensures the legal and appropriate 
use of all City funds 
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ACCOUNTING AND REPORTING POLICIES 
 

Accounting and Annual Reporting Policies 

The City’s Comprehensive Annual Financial Report (CAFR) presents the government and 
its component units (entities for which the government is considered to be financially 
accountable) financial and operating activities. The City's blended component units, 
although legally separate entities, are, in substance, part of the City's operations and 
financial data from these units are combined with data of the City. The City’s financial 
statements and accounting records are maintained in accordance with the 
recommendations of the Governmental Accounting Standards Board (GASB). 

The government-wide financial statements report information on all of the non-fiduciary 
activities of the primary government and its component units. For the most part, the effect 
of inter-fund activity has been removed from these statements. Governmental activities, 
normally supported by taxes and inter-governmental revenues, are reported separately 
from business-type activities that rely, to a significant extent, on fees and charges for 
support. All City activities are governmental; no business-type activities are reported in the 
statements.  

Separate financial statements are provided for governmental funds, proprietary funds, and 
fiduciary funds, even though the latter are excluded from the government-wide financial 
statements. Major individual governmental funds are reported as separate columns in the 
fund financial statements. The government-wide financial statements are reported using 
the economic resources measurement focus and the accrual basis of accounting, as are 
the proprietary fund and fiduciary fund financial statements. Revenues are recorded when 
earned and expenses are recorded when a liability is incurred, regardless of the timing of 
related cash flows. Property taxes are recognized as revenues in the year for which they 
are levied. Grants and similar items are recognized as revenue as soon as all eligibility 
requirements imposed by the providers have been met. As a general rule, the effect of 
inter-fund activity has been eliminated from the government-wide financial statements. 
Direct expenses have not been eliminated from the functional categories; indirect 
expenses and internal payments have been eliminated.  

Amounts reported as program revenues include: 1) charges to customers or applicants for 
goods, services or privileges provided; 2) operating grants and contributions; and 3) capital 
grants and contributions, including special assessments. Internally dedicated resources 
are reported as general revenues rather than as program revenues. Likewise, general 
revenues include all taxes.  

Governmental fund financial statements are reported using the current financial resources 
measurement focus and the modified accrual basis of accounting. Revenues are 
recognized as soon as they are both measurable and available. Revenues are considered 
available when they are collected within the current period or soon enough thereafter to 
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pay liabilities of the current period. For this purpose, the City considers revenues available 
if they are collected within 60 days of the end of the current fiscal period. Expenditures 
generally are recorded when a liability is incurred, as under accrual accounting. However, 
debt service expenditures, as well as expenditures related to compensated absences are 
recorded only when payment is due.  

Taxes, licenses and interest associated with the current fiscal period are all considered to 
be susceptible to accrual and are therefore recognized as revenues of the current fiscal 
period. Only the portion of special assessments receivable due within the current fiscal 
period is considered to be susceptible to accrual as revenue of the current period. All other 
revenue items are considered measurable and available only when the City receives cash. 

The City reports major governmental funds and the following fund types:  

• Special Revenue Funds account for proceeds of specific revenue sources that are 
legally restricted or otherwise designated for specific purposes 
 

• Debt Service Funds account for the accumulation of resources for and the payment 
of principal and interest on general long-term debt  
 

• Capital Projects Funds account for financial resources used for the acquisition or 
construction of infrastructure and major capital facilities  
 

• Permanent Funds account for resources that are legally restricted, to the extent that 
only earnings and not principal, may be used for purposes that support City 
programs  
 

• Internal Service Funds account for operations that provide services to other 
departments of the City on a cost reimbursement basis. These services include self-
insurance (liability/workers compensation); acquisition, replacement and 
maintenance of the City’s vehicle fleet & equipment; mail, telephone, duplicating & 
strategic IT technology equipment; government building maintenance and 
operations; and employee benefits  
 

• Pension and Employee Benefit Trust Funds account for the activities of the Defined 
Contribution Pension Plan (PERS/OPEB) for sworn and non-sworn employees 
 

• Agency Funds are used to account for various activities in which the City acts as 
an agent, not as a principal. Agency funds are custodial in nature (assets equal 
liabilities) and do not involve measurement of results of operations 

Audit and Financial Reporting  

Each year an audit will be conducted by an independent Certified Public Accountant Firm 
(CPA Firm).  The selection of the independent CPA Firm shall be in conformance with the 
City’s professional services bidding procedures. The City shall request bids for audit 
services no less frequently than every five years. The CPA Firm shall provide the City 

Page 71



 

FINANCIAL & BUDGET POLICIES 

Council with an Audit Communication Letter addressing significant findings of the auditors 
in conjunction with their opinion on the City’s Comprehensive Annual Financial Report. 
These reports shall be submitted to the City Council within 60 days of receipt of the report.  

During the annual budget process, the City will make available a preliminary year end, 
unaudited, General Fund fund balance.  It should be recognized, however, that the balance 
provided is subject to both unforeseen financial transactions of a material nature and 
subject to findings of the independent audit.  An audit verified year-end balance will be 
available by the end of December and will be included within the year-end financial 
analysis report. 

The City will use generally accepted accounting principles in preparing its annual financial 
statements, and will strive to meet the requirements of the GFOA’s Award for Excellence 
in Financial Reporting program.  

Budget and Ten-year Strategic Financial Plan Administration & Reporting  

Each year the City will use an annual budget and ten-year strategic financial plan which 
emphasizes both short and long-range planning and effective program management.   The 
Council will formally review the City’s financial condition, and amend appropriations or 
revenues if necessary, after six months of operations are completed each fiscal year.  

 

LONG RANGE FINANCIAL PLANNING POLICIES 
 

Measure HH was approved by City voters in November 2016 to preserve and restore 
essential City services for the community, including public safety.  Measure HH 
established a 1-cent City transaction sales tax that keeps all revenues local. This general 
purpose revenue measure will generate transaction sales tax revenues, which will be used 
for important public safety, infrastructure maintenance, and paying down debt and 
unfunded liabilities.  Measure HH includes accountability and citizen oversight provisions, 
including a 20-year sunset and annual reporting requirements.   

In addition, the City Council adopted a Responsible Spending Pledge which clearly 
identifies the spending priorities.  It is important to know that Measure HH is a general 
purpose measure, and the proceeds are not restricted to specific purposes.  The estimated 
revenues and proposed use of funds generated by Measure HH shall be an integral part 
of the City's budget and strategic planning process, and significant opportunities will be 
provided for meaningful participation by citizens in determining priority uses of these funds 
based on the spending pledge. 

 As part of the Measure HH analysis the City put together a 20-year Long Range Financial 
Plan which outlines how the transaction sales tax will be utilized.  This plan will be updated 
on a regular basis to reflect the most recent activities which could have an impact on either 
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the revenues or expenditures of the General Fund.  This 20-year long term plan will be 
utilized and integrated into the City’s annual budget and semi-annual strategic planning 
process.     

 

BUDGET POLICIES 
 

Budget Policy Summary 

The City develops an annual Operating Budget according to legal and policy direction and 
includes the following:  

• Prepare budgets for all funds of the City  

• Adopt budgets that are balanced as to resources and appropriations 

• Adopt budgets that do not exceed state constitutional limits 

• Adopt budgets prior to the beginning of the fiscal year in which they are to take 

effect  

• Allow adjustments to the budget with proper approvals  

• Maintain a general fund operating reserve equivalent to 22% of the current fiscal 

years adopted General Fund operations budget 

• Utilize encumbrances of appropriations as a budgetary control technique 

• Adopt budgets by City resolution 

• Exercise budget controls at the department level  

Balanced Budget 

The City will maintain a balanced budget prior to the beginning of each fiscal year.  This 
means that: 

• Operating revenues should fully cover operating expenditures, including debt 
service and debt service coverage requirements  
 

• Ending fund balance (or working capital in enterprise funds) should meet minimum 
policy levels.  Under this policy, it is allowable for total expenditures to exceed 
revenues in a given year; however, in this situation, beginning fund balanced can 
only be used to fund capital improvement plan projects, or other “one-time” non-
recurring expenditures  
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Budget Process 

The City of Fountain Valley operates on a fiscal year basis, starting July 1 and ending June 
30.  The budget is prepared by the Finance Department with the support of each operating 
department under the direct supervision of the City Manager.  

The Finance Department is responsible for coordinating all revenue estimates contained 
in the budget.  Estimates are reached by analyzing revenue history; national and local 
economic trends and indices; and development patterns in our local economy. Revenue 
projections used in the context of the annual budget are based on conservative 
assumptions to assure the City has adequate financial resources to meet its obligations 
and complete all programs approved by the City Council within the course of the fiscal 
year.  When appropriate, these assumptions and specific program allocations are adjusted 
during the fiscal year.  

The Finance Department coordinates the development of the expenditure and internal 
service budgets with the support of each operating department and the City Manager.  

Budget Adoption 

The proposed budget is presented to the City Council and community in public workshop 
meetings in May and June for review, public input, and deliberation. After providing 
opportunities for public review and discussion at City Council workshops and City Council 
meetings, the budget is adopted by the City Council prior to June 30 at either a regular or 
special City Council meeting.  After adoption, the budget may be amended by the City 
Council.   

Budget Structure: 

Operations Budget: The Operations Budget, or General Fund budget, is the City’s annual 
fiscal blueprint. The Operations Budget is a guide for the receipt and disbursement of funds 
used to provide daily, routine public services to the community. The Operations Budget 
outlines the many municipal services, programs and projects provided by the City during 
the fiscal year. It also identifies specific General Fund revenue estimates and expenditures 
necessary to implement services to the community.  

Special Funds Budget: Special Funds are used to account for revenues and 
expenditures that are restricted by law or set aside for a special purpose. Each fund can 
be classified into one of six categories: Committed or Assigned General Fund Reserve, 
Special (Restricted), Capital Project, Debt Service, Enterprise, Internal Service, or Trust 
and Agency Funds. 

Capital Improvement Program Budget: The CIP budget details the acquisition, 
construction or rehabilitation of major capital facilities and infrastructure within the current 
fiscal year. The CIP budget is used to account for the receipt and disbursement of funds 
for specific CIP projects. For many projects, revenue resources and expenditures may 
extend over several years and continuing appropriations will be a part of the annual budget 
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to track multi-year capital projects.  In addition, the City will update the ten-year Capital 
Improvement Plan each budget year.  However, the adoption of the plan does not 
authorize the funding for projects beyond the current fiscal year.   

Budget Administration 

The Council may amend or supplement the budget at any time after its adoption by 
majority vote of the Council members. The City Manager has the authority to make 
administrative adjustments to the budget as long as those changes will not have a 
significant policy impact nor affect authorized year-end fund balances. 

Each operating department will be responsible for the bottom-line budget within each fund.  
In addition, each department will insure that adequate funds are available within each 
expenditure line item before a purchase is made.  Departments are required to complete 
a budget transfer form and get approval to move budgeted money from one operating line 
item to another within the same fund.  Only the City manager is authorized to transfer 
budgeted money from/to salaries, internal service or capital line items within the same 
fund.    

Financial Reporting 

On a regular basis, the Finance Department will evaluate financial performance relative to 
the adopted and adjusted budget, and prepare and present reports to the City Manager, 
City Department Directors and Managers. The purpose of these reports is as follows: 

• Provide an early warning of potential concerns and problems 

• Identify, investigate and correct accounting errors 

• Evaluate and explain significance of on-going variances 

• Give  decision  makers  time  to  consider  actions  that  may  be  needed  if  major 
deviations in budget-to-actual expenditures or revenues become evident 

 

General Fund Budgeting 

The basic format of the budget shall identify programs within organizational structures. 
Programs are defined as specific services provided to the public, other departments, or 
other organizations. All assumptions, transfers and other relevant budget data shall be 
clearly stated. 

The City will avoid budgetary procedures that balance current expenditures at the expense 
of meeting future years’ expenses, such as postponing expenditures, accruing future 
years’ revenues, or rolling over short-term debt. Where possible, the budget and 
subsequent status reports will integrate performance measurement and productivity 
indicators. 
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In instances where specific activities/purchases are authorized by the City Council in a 
certain fiscal year and remain incomplete and/or unexpended, revenues and/or fund 
balance may be carried forward, at City Council’s discretion, into the next fiscal year to 
support such activities/purchases through the continuing appropriation authorization. 

Provisions will be made for adequate maintenance of the capital plant and equipment and 
for orderly rehabilitation and replacement within available revenue and budgetary limits. 
To show true cost of services, revenues and expenditures will be budgeted and accounted 
for directly in the appropriate fund. Costs for services provided by Special Funds to 
General Fund activities will be budgeted as an expense in the General Fund and as 
revenue to the Special Fund. 

Budgetary and accounting procedures will conform to Generally Accepted Accounting 
Principles (GAAP) for governmental agencies. 

Special Fund Budgeting 

The term “Special Funds” shall be used to identify all funds other than the General Fund 
(011), inclusive of the following fund types: General Reserve, Special Revenue, Capital 
Projects, Debt Service, Enterprise, and Internal Service Funds. Special Funds shall be 
created when legally required, requested by the City Council, or to facilitate internal 
accounting and financial reporting procedures. 

The annual budget for each Special Fund shall be prepared in conjunction with the General 
Fund budget and shall be submitted to the City Council for adoption prior to the beginning 
of the fiscal year. Special Funds budgetary and accounting procedures will conform to 
GAAP. 

Activities of the Special Funds shall be reported to the City Council on a regular basis 
consistent with General Fund reporting responsibilities. To show true cost of services,  
revenues  and  expenditures  will  be  budgeted  and  accounted  for  directly  in  the 
appropriate fund. Costs for services provided between funds will be budgeted as an 
expense in the fund receiving the services and as revenue to the fund providing the 
services. 

Contract Budgeting 

Staff will enter into the budget system specific line item detail describing the nature of the 
contract services requested, the dollar value and, when known, the contractor’s name. The 
City Council retains the authority to specifically identify any contract during the fiscal year 
budget process for further review and approval prior to contract implementation. 

From time to time, unanticipated circumstances may arise during the fiscal year that 
require the City to enter into a contractual agreement for services not identified in the 
adopted budget. This includes new contract requirements, as well as contract 
amendments for additional scope of work and/or costs when the additional scope and/or 
costs are not consistent with items in the adopted budget. When scope of work and/or 
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increased costs are inconsistent with the adopted budget, approval for the amendment 
and/or increased costs must be obtained according to the following guidelines: 

• Up to $5,000 – No formal approval required 

• $5,001 to $15,000 – Department Director’s review and approval 

• $15,001 to $25,000 – City Manager review and approval 

• Greater than $25,001 – City Council review and approval 

To request approval to enter into an unanticipated contract or contract amendment, a 
“Request for Budgetary Approval for Contract Services (Non-CIP) and New or Change to 
Job Ledger Key Form” must be prepared explaining the justification for the new contract 
or contract amendment and the funding source. The form must be approved in accordance 
with the limits set forth above and submitted to the Purchasing Agent. Funding for an 
unanticipated contract requirement must be secured in accordance with the Budget 
Adjustment Policy, if needed. 

 

REVENUE MANAGEMENT POLICIES 
Introduction 

The City utilizes the following policies to govern its operations and methods regarding 
revenues that are used for operations. 

Sources of Revenue 

The City will strive to maintain a diversified and stable revenue system to provide 
protection from short-run fluctuations in any single revenue source to promote consistent 
service levels. 

Intergovernmental assistance shall be used to finance only those capital improvements 
that are consistent with the capital improvement plan and local government priorities, and 
whose operation and maintenance costs have been included in Operating Budget 
forecasts. 

Programs and services funded by restricted revenue will be clearly designated as such. 
Restricted revenue shall only be used for the purposes legally permissible and in a fiscally 
responsible manner. Restricted revenues shall be used prior to unrestricted revenue as 
legally permissible. 

The City shall develop and maintain methods of forecasting future revenues and 
expenditures. These methods shall project the City’s future revenues and expenditures 
through a variety of methods including, but not limited to, forecasts of the economy and 
future development of the City. 
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The portion of revenue from development fees that supports citywide overhead costs shall 
be classified as a General Purpose Revenue and identified as General Fund Revenue 
Transfers-In and be used to offset General Fund overhead costs. 

Revenue Collection 

The City shall strive to improve its tax collection rate through legislative initiative and 
advocacy at the state level and cooperative effort at the county level. 

Revenue Projection 

The City will estimate General Fund revenues using an objective and analytical process, 
as well as documenting and maintaining specific assumptions. In instances where there is 
uncertainty as to assumptions, conservative revenue projections shall be provided. 

Fees and Cost Recovery 

User fees and charges shall be established at a level related to the direct and indirect cost 
of providing the service, wherever possible. The City will recalculate the full cost of 
activities supported by user fees to identify the impact of inflation and other cost increases. 
Fees shall be adjusted where appropriate to reflect these increases. 

Development process costs and related administrative expense shall be totally offset by 
development fees, wherever possible. 

In setting user fees and cost recovery levels, the following factors will be considered: 

Community-Wide versus Special Benefit: The level of user fee cost recovery should 
consider the community-wide versus special service nature of the program or activity. The 
use of general-purpose revenues is appropriate for community-wide services, while user 
fees are appropriate for services that are of special benefit to easily identified individuals 
or groups. 

Service Recipient versus Service Driver: After considering community-wide versus 
special benefit of the service, the concept of service recipient versus service driver should 
also be considered. For example, it could be argued that the applicant is not the beneficiary 
of the City's development review efforts: the community is the primary beneficiary; 
however, the applicant is the driver of development review costs, and as such, cost 
recovery from the applicant is appropriate. 

Effect of Pricing on the Demand for Services: The level of cost recovery and related 
pricing of services can significantly affect the demand and subsequent level of services 
provided. At full cost recovery, this has the specific advantage of ensuring that the City is 
providing services for which there is genuinely a market that is not overly-stimulated by 
artificially low prices. 
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Conversely, high levels of cost recovery will negatively impact the delivery of services to 
lower income groups. This negative feature is especially pronounced, and works against 
public policy, if the services are specifically targeted to low income groups. 

Feasibility of Collection and Recovery: Although it may be determined that a high level 
of cost recovery may be appropriate for specific services, it may be impractical or too costly 
to establish a system to identify and charge the user. Accordingly, the feasibility of 
assessing and collecting charges should also be considered in developing user fees, 
especially if significant program costs are intended to be financed from that source. 

Grants and Federal Funds 
The City shall aggressively pursue all grant opportunities; however, before accepting 
grants, the City will consider the current and future implications of both accepting and 
rejecting the monies, including: 

• The amount of matching funds required 
• In-kind services to be provided 
• Requirements for reporting, earmarking and level of effort requirements 
• The related operating expenses; and 
• Length of grant and consequential disposition of service (i.e. is the City obliged to 

continue the services after the grant has ended) 
 

Gifts, Bequests and Donations to the City 

• Gifts and donations will be evaluated to determine what, if any, obligations are to 
be placed upon the City. Gifts and bequests will be considered as “over and above” 
basic City appropriations. 
 

• Gifts, donations and/or bequests given to the City for the use of any of its 
departments or divisions and accepted shall be solely for the purpose intended by 
the donor. Unrestricted gifts will be expended on the recommendation of the related 
commission or other advisory board. 
 

• Gifts, donations and bequests shall be recorded in accordance with the Generally 
Accepted Accounting Principles. 
 

Development Fee Deferrals 

Recognizing some fees are collected in advance of the work being performed and revenue 
collected in the prior year funds current expenses, a budget and accounting methodology 
for the recognition and deferral of Development Fees is necessary. By recognizing and 
deferring Development Fees on an established basis, the revenue activity will be more 
accurate relative to the revenue budget. 
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The Development Fee deferred revenues from the prior fiscal year will be recognized and 
posted to the appropriate current year revenue accounts during the new fiscal year. 
Beginning in April of each fiscal year, Community Development and Public Works staff will 
provide an estimate by the tenth of the month to Fiscal Services for the fee amount and 
accounts collected during the month that should be deferred to the next fiscal year. 

Fiscal Services will process journal entries recognizing prior year deferred revenues and 
deferring appropriate current year revenues as appropriate. At the end of each fiscal year, 
the total amount deferred will be reallocated to the next fiscal year based on this procedure. 

The development revenue and deferral policies are recognized in the City’s budget model. 

 

EXPENDITURE POLICIES 
The City will maintain a level of expenditures which will provide for the public well-being 
and safety of the residents of the community.   

Council approval is required before expending General Fund or contingency reserves. 

Unexpended expenditures budgeted in one fiscal year are not automatically carried over 
into the next budget year.  In some specific instances were the purpose for which the 
expenditure was budgeted has not been completed it may be reauthorized through the 
continuing appropriations process.  Multi-year CIP projects that are under construction will 
be carried into the next fiscal year utilizing the continuing appropriations process.  

Staffing 

The budget will fully appropriate the resources needed for authorized regular staffing and 
will limit programs to the regular staffing authorized.  The City Council will annually approve 
an Authorized Position Control Schedule.  Operating expenditure budgets which have 
been changed solely as the result of Council approved labor agreements need not be re-
approved by the Council. 

Staffing and contract service cost ceilings will limit total expenditures for regular 
employees, temporary, part-time employees, and independent contractors hired to provide 
operating and maintenance services. 

Overtime Management 

Overtime should be used only when necessary and when other alternatives are not 
feasible or cost effective. 

All overtime must be pre-authorized by a department head or delegate unless it is 
assumed pre-approved by its nature. For example, overtime that results when an 
employee is assigned to standby and/or must respond to an emergency or complete an 
emergency response. 

Page 80



 

FINANCIAL & BUDGET POLICIES 

Departmental Operating Budgets should reflect anticipated annual overtime costs and 
departments will regularly monitor overtime use and expenditures and will be held 
accountable for such expenditures. 

When considering the addition of regular or temporary staffing, the use of overtime as an 
alternative will be considered. The department will take into account: 

• The duration that additional staff resources may be needed 

• The cost of overtime versus the cost of additional staff 

• The skills and abilities of current staff 

• Training costs associated with hiring additional staff 

Overtime which is the result of emergency response such as Fire Strike Teams or mutual 
aide which is reimbursable from another government agency is not subject to the above 
requirements.  However, such expenses and the resulting reimbursements require City 
Council approval.  

Measure HH – Essential City Services – Responsible Spending Pledge 

The City Council adopted the following spending pledge on October 16, 2016. 

The City of Fountain Valley is committed to sound financial policies that maximize the 
highest level of City services for the people of Fountain Valley.  The City Council 
recognizes the need to protect the City’s assets and to ensure long-term financial 
sustainability.   

The City of Fountain Valley, like many cities in California, is experiencing significant 
financial challenges.  This is due to the continued state revenue take-away; dissolution of 
redevelopment and increased costs which are out of the City’s control.  The City has taken 
significant steps to cut costs including permanent staff reductions, reduced benefits, 
employee pickup of costs, and contracting out services.  The City of Fountain Valley is a 
built out bedroom community, which has limited ability to generate significant new 
revenues, to cover the cost of a growing structural budget deficit. This has impacted City 
services. 

Therefore, in the event there are any significant increases in the City of Fountain Valley’s 
revenues, we believe that the majority of this money should be used to maintain: 

• Essential City services including public safety & 911 emergency response;  
• Keep Fire Station 2 open and maintain firefighter & paramedics;  
• Police Station and Police officers; restore anti-gang & drug programs;  
• Senior and youth programs;  
• Streets, sidewalks, & roadways and repair storm water systems;  
• Parks and play equipment; and 
• Provide other essential City services.  
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We also believe, that whenever additional revenue gains are realized, City leadership 
should seek opportunities to: 

• Pay off, pay down, consolidate or refinance the City’s outstanding debt;  
• Pay down unfunded liabilities; and  
• Rebuild and maintain the City’s established reserves levels. (Such reserve policies 

have been adopted to protect the residents of Fountain Valley in the event of a 
natural disaster or severe economic downturn and for working cash flow and to fund 
“pay-go” capital projects.) 
 

Finally, the City Council believes this pledge is a clear guide to helping keep Fountain 
Valley a “Nice Place to Live”. 

 

INVESTMENT POLICIES 
The City has adopted a formal Investment Policy that is reviewed annually and approved 
by City Council.  Below is an overview of some of the policies related to investing City 
funds. 

Goals 

• The City of Fountain Valley’s Investment Policy is intended to provide specific 
criteria for the prudent investment of City funds. The goal is to enhance the 
economic status of the City while protecting pooled funds and meeting daily cash 
flow demands. 

• The Investment Policy is in conformance with all federal, state and local laws 
governing the investment of monies under the control of the City Treasurer. 
 

• The Investment Policy applies to the City’s Pooled Investment Portfolio, Bond 
Proceeds Portfolio and Special District Portfolio. These portfolios encompass all 
monies under the direct oversight of the treasurer and include the following funds: 

o General Fund  
o Capital Project 
o Debt Service Trust & Agency 
o Proprietary (Enterprise / Internal Service) 
o Special Revenue 
o Other Funds (which may be created) 
o Reserve Funds 

Delegation of Authority 

• The Fountain Valley Municipal Code and the authority granted by City Council 
assign the responsibility of investing unexpended cash to the City Treasurer which 
is usually the Director of Finance. 
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• The City Treasurer may delegate daily investment activity, such as carrying out the 

treasurer’s investment instructions, confirming treasury transactions and other 
routine activities. 
 

• Investments with a maturity of greater than five years must be approved by the City 
Council. 
 
 

Prudence 

• The treasurer operates the City’s pooled cash investment program under § 53600.3 
of the California Government Code, applicable state laws, and a Prudent Investor 
Rule. This affords a broad spectrum of investment opportunities so long as the 
investment is deemed prudent and permissible by the State of California, various 
bond indentures and the City’s Annual Investment Policy. The treasurer strives to 
invest 100% of idle funds. 

Treasury Objectives 

• The City will diversify use of investment instruments to avoid incurring unreasonable 
risks inherent in over-investing in specific instruments, individual financial 
institutions or maturities. 
 

• The Treasurer maintains a diversified portfolio to accomplish the primary objectives 
in the following order of priority: safety, liquidity and yield. 

Maximum Maturities 

• Maturities of investments will be selected based on liquidity requirements to 
minimize interest rate risk and maximize earnings. Current and expected yield curve 
analysis will be monitored and the portfolio will be invested accordingly. 
 

• In no event will securities with maximum maturities beyond four years exceed 40% 
of the portfolio’s total carrying cost at the time of purchase. 

Portfolio Reporting 

On a quarterly basis, or as otherwise requested by the City Manager, the City Treasurer 
shall provide to the City Council a report indicating each of the City’s investments. The 
report shall include a statement certifying the ability of the City to meet its expenditure 
requirements for the next six months, or provide an explanation as to why sufficient money 
shall, or may not, be available. The investment portfolio report shall include market 
information for all investments. 
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Authorized Investments 

The City is governed by the California Government Code, §§ 53600 et seq. Within the 
context of these limitations, and based on the cost at time of purchase. A more detailed 
list of authorized investments are in the adopted Investment Policy. 

 

FUND BALANCE POLICY 
To maintain the City’s credit rating and meet seasonal cash flow shortfalls, economic 
downturns or a local disaster, the budget shall provide for an anticipated fund balance 
for general government and enterprise fund types. Fund balance shall be exclusive 
of all restrictions, commitments, and assignments not available for use in emergencies 
and contingencies. 

There are almost always important limitations on the purpose for which all or a portion of 
the resources of a governmental fund can be used.  The forces of these limitations can 
vary significantly, depending upon their source. Therefore, the various components of fund 
balance are designed to indicate, “…the extent to which the City is bound to honor 
constraints on the specific purposes for which amounts in the fund can be spent.”  Fund 
balance is categorized in five classifications, depicting the relative strength of the spending 
constraints placed on the purposes for which the resources can be used. The five 
classifications are: 

Non-spendable: amounts not in spendable form or are required to be 
maintained intact (inventories, prepaid items, endowment) 

Restricted: portions of fund balance that reflect resources subject to 
externally enforceable legal restrictions. Amounts constrained to specific 
purposes by their providers, through constitutional provisions, or by enabling 
legislation (Measure M, creditors, grantors, restricted donations or 
contributions) 

Committed: amounts constrained to specific purposes by a government 
itself, using its highest level of decision-making authority (City Council), and 
remains binding unless removed in the same manner 

Assigned: amounts a government intends to use for a specific purpose; 
intent can be expressed by the governing body, or by an official or body to 
which the governing body delegates the authority (year-end encumbrances, 
infrastructure and rehabilitation funding) 

Unassigned: amounts available for any purpose; reported only in the 
General Fund 
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During 2014, the City Council adopted a policy goal for various Reserve Funds including 
a minimum contingency reserve of 22%.  The contingency reserve may be used at the 
discretion of the City Council to: 

• Provide  resources  to  make  up  for  temporarily  decreased  revenues,  such  as  
state subventions 
 

• Provide temporary resources in the event of an economic downturn while 
expenditure reductions are implemented 
 

• Provide  resources  to  meet  emergency  expenditures  in  the  case  of  flood,  fire, 
earthquake, landslides, or other disasters 

Committed Budget Stabilization – $4,500,000 

These funds will be used as a risk management tool as it will provide a buffer against 
revenue fluctuations inherent in economic cycles.  Historically 6%-8% would be adequate 
for economic fluctuations, however, we are still recovering from the great recession and 
recovery is extremely slow so staff recommends a higher level.  These committed funds 
will help to ensure that if another significant economic event occurs, the City will not have 
to go into our “Working Capital Funds” immediately and will allow time for adjustments to 
the annual expenditure budget without jeopardizing the amount of cash on hand required 
for operational purposes.  There will be no appropriations authorized from this reserve 
without Council approval.   

Committed Disaster Funds - $1,000,000 

If a significant event such as an earthquake, flood or other acts of God or man should take 
place, we would quickly exceed our annual expenditure appropriation in responding to 
such an event.  Committed funds under this category shall be used to mitigate the cost 
associated with unforeseen emergencies.  Should unforeseen and unavoidable events 
occur that require expenditures of City resources beyond those provided for in the annual 
budget, the City Manager shall have the authority to approve an appropriation of the 
Disaster Reserve Funds.  The City Manager shall then present to the City Council; no later 
than its first regularly scheduled meeting, a report confirming the nature of the emergency 
and Council can formally authorize the appropriation. 

Assigned Capital Improvement Plan 

The City has significant capital improvement expenditures that can be funded on a pay-go 
basis and can be completed without the issuance of debt.  In 2014 the City Council adopted 
a Reserve Policy that set this fund, based on a specific list of projects, at $9,600,000. 
Since that time several projects have been funded through bond proceeds.  The revised 
desired reserve fund balance is $5,000,000.  Specific projects will continue to be identified 
by staff and will be presented to City Council during the budget process. As other projects 
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are identified they will be brought to Council as an individual item as needs arise for capital 
funding. 

Assigned Economic Development Fund 

When City adopted an updated strategic plan and one of the most important goals listed 
in the plan is to enhance economic development.  There are several things that need to 
take place in order to achieve this goal.  Some of these items can be started relatively 
soon but will require expenditures that are not currently allocated in our budget. Some 
examples in this category include demographic updates of the Concord Group report, 
marketing and other business outreach activities.  Others are a bit longer in nature and 
will require a significant cash outlay to accomplish such as a General Plan Update.  It is 
anticipated that this fund will be depleted over time and will not be replenished unless 
directed by Council policy.  

Appropriations from this reserve shall be made a follows: 

• Appropriations up to $25,000 can be authorized by the City Manager; the City 
Manager shall inform the Council of any such appropriations with the strategic plan 
update that is presented to Council monthly and Council can formally authorize the 
appropriation.  Any appropriation above $25,000 must be approved by the City 
Council through the agenda or budget process. 

Working Capital (Cash Flow) 

GASB 54 does not allow for working capital (cash flow) to be “Assigned” or “Committed”.  
However, it is the City’s policy that an average of 22% of the annual expenditure budget 
must be maintained at all times to ensure adequate cash flow funds are available to cover 
expenditures for the first 6 months of the fiscal year.  These funds are strictly used to cover 
cash needs at any given time.  This level of reserves will change with the annual budget 
to ensure that enough reserves are set-aside each fiscal year.  Any change in this reserve 
amount would be reported to Council, typically with the annual budget process. There will 
be no appropriations authorized from this reserve without Council approval, however, due 
to critical cash flow needs during the year, this fund should not be eliminated or the reserve 
amount decreased.  

Internal Service Funds  

Fleet Replacement: The City has established and maintains a Fleet Replacement Fund 
to provide for the timely replacement of vehicles and related equipment with an individual 
replacement cost of $15,000 or more.  The amount retained in this fund, coupled with the 
annual contributions received by it from any source, shall be adequate to fully fund the 
equipment replacements approved in the ten-year Financial Plan on any given year. 
Currently, the desired reserve fund balance is $2,000,000.   

Information Technology (IT) Replacement Fund: The City has established an IT 
Replacement Fund to provide for the timely replacement of information technology, both 
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hardware and software. The amount retained in this fund, coupled with annual 
contributions received by it from any source, shall be adequate to fully fund the 
improvements included in the ten-year Financial Plan for the Information Technology 
replacement fund.  The City has a long term objective of maintaining a minimum reserve 
fund balance in the IT Replacement Fund of at least $800,000. 

Major Facility Replacement Fund: The City has established a Major Facilities fund for 
the purpose of financing the cost of improvements city-owned, general government 
building and structures.  The amount retained in this fund, coupled with annual 
contributions received by it from any source, shall be adequate to fully fund the 
improvements included in the ten-year Major Facility replacement fund.  The City has a 
long term objective of maintaining a minimum reserve balance in the Facility Replacement 
Fund of $1,750,000. 

Major Equipment Replacement Fund: The City has established a Major Equipment   
fund for the purpose of financing the replacement cost of equipment and furniture utilized 
by city departments.  The amount retained in this fund, coupled with annual contributions 
received by it from any source, shall be adequate to fully fund the improvements included 
in the ten-year Major Facility replacement fund.  The City has a healthy fund balance 
derived with the long term objective of maintaining a minimum fund balance in the 
Equipment Replacement Fund of at least $800,000. 

Employee Benefits: Reserves will be maintained at a level to cover the cost of ongoing 
employee benefits during each fiscal year.  The City policy is to maintain $2,000,000 
reserve to cover long-term obligations.     

Self-insurance: Reserves will be maintained at a level which, together with purchased 
insurance policies, adequately protect the City. The City will strive to maintain a reserve of 
$3,000,000 to cover future obligations.   

Excess Fund Balance Future Years 

If revenues exceed expenditures in any given fiscal year, first priority of the use of the 
excess funds will be given to Working Cash Flow and Budget Stabilization Funds.  This is 
to ensure that they are adequately funded to serve their intended purpose.  For any funds 
remaining staff shall make a recommendation to Council as to the best use of the fund 
balance in excess of established policy.  

 

CAPITAL IMPROVEMENT POLICIES 
The City utilizes the following policies to govern its Capital Improvement Program and the 
use of special funds that address community capital project needs. 
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Ten-Year Capital Improvement Program 

The City Manager shall develop and maintain a ten-year projection of capital improvement 
projects based on the General Plan, Specific Plans, and on City Council approved projects. 
The ten-year projection shall be presented as part of the annual update to the City’s Ten-
year Strategic Financial Plan.  The Capital Improvement Program (CIP) should be tied to 
projected revenue and expenditure constraints.  Future planning should consider periods 
of revenue surplus and shortfall, and adjust projects and programs accordingly. The ten-
year projection shall include new capital projects, rehabilitation needs and long-term 
maintenance. 

Capital Improvement Program -- Current Fiscal Year Appropriation 

The current fiscal year CIP budget details the projected costs of acquisition, construction 
or rehabilitation of major capital facilities and infrastructure.  The CIP Project Fund is used 
to track the receipt and disbursement of funds for specific CIP projects.  For many projects, 
revenue resources and expenditures may extend over several years and continuing 
appropriations will be a part of the annual budget to track multi-year capital projects.   

Accordingly, project appropriations are generally made when contracts are awarded.  If 
project costs at the time of bid award are less than the budgeted amount, the balance will 
be unappropriated and returned to fund balance or allocated to another project.  If project 
costs at the time of bid award are greater than budget amounts, five basic options are 
available: 

• Eliminate the project 
• Defer the project for consideration to the next Financial Plan period 
• Re-scope or change the phasing of the project to meet the existing budget 
• Transfer funding from another specified, lower priority project 
• Appropriate additional resources as necessary from fund balance 

The City’s CIP projects are budgeted on an annual basis.  As a result, monies are allocated 
to projects in the fiscal year the funding sources are identified, available and approved by 
Council. Annual appropriations for capital projects are contained in the appropriate special 
funds budget. 

Ten-Year Capital Improvement Plan  

The City will update the ten-year Capital Improvement Plan each budget year.  However, 
the adoption of the ten-year plan does not authorize the funding of projects identified within 
the ten-year plan beyond the current fiscal year.   

The City’s capital improvement plan will recognize the borrowing limitation of not only the 
City but also the debt tolerance (direct and overlapping debt) of the City as a whole.  The 
adopted annual budget shall contain a ten-year summary projection of revenues and 
expenditures, which specifies the revenue sources and anticipated allocation schedule for 
the ten-year CIP.  This multi-year plan shall be updated on an annual basis.  Individual 

Page 88



 

FINANCIAL & BUDGET POLICIES 

capital improvement projects shall include a projected cost amount for City administration, 
whereby project estimates reflect the total cost of the project. 

The City also has a long-term ten-year Strategic Financing Plan which identifies CIP 
projects and related rehabilitation items for a total of ten years. The goal of the long-term 
plan is to allow for the identification of potential funding including grants, state and federal 
funds, rate review of enterprise funds and other financing opportunities.   

Capital Improvement Funding 

Within the limitation of existing law, various funding sources may be utilized for capital 
improvements.  Capital projects shall not be dictated by the nature of funding available 
except to the extent that the projects meet an initial test required to achieve City goals and 
to the extent that projects must be placed in priority in order to utilize outside funding.  The 
City shall actively pursue outside funding sources for all capital improvement projects. 

CIP Budget Carryover 

Unexpended project balances shall be carried forward to future fiscal years to complete 
the intent of the original budget, contingent upon approval by the City Council.  The annual 
budget shall identify the “Continuing Appropriation” balance that will be carried over to 
complete each specific multi-year project.   

Upon completion of each capital project, unspent funds shall be reported to the City 
Council through the year-end budget report.  The City Manager shall provide 
recommendations to redirect the use of unspent capital project funds in the year-end report 
and the annual budget. 

CIP Funding Criteria 

The City will use the following criteria to evaluate pay-as-you-go versus long-term 
financing (pay-as-you-use) in funding capital improvements: 

Factors Favoring - Pay-As-You-Go Financing 

• Current revenues and adequate fund balances are available or project phasing can 
be accomplished 
 

• Existing debt levels adversely affect the City's credit rating 
 

• Market conditions are unstable or present difficulties in marketing 

Factors Favoring - Long Term Financing (Pay-As-You-Use) 

• Revenues available for debt service are deemed sufficient and reliable so that long-
term financings can be marketed with investment grade credit ratings 
 

• The project securing the financing is of the type, which will support an investment 
grade credit rating 
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• Market conditions present favorable interest rates and demand for City financings 
 

• A project is mandated by state or federal requirements, and resources are 
insufficient or unavailable 
 

• The project is immediately required to meet or relieve capacity needs and current 
resources are insufficient or unavailable 
 

• The life of the project or asset to be financed is 10 years or longer 
 

• Vehicle   leasing   when   market   conditions   and   operational   circumstances   
present   favorable opportunities 

In no case shall projects incur a funding deficit without the approval of the City Council. 

 

ENTERPRISE FUND FEES AND RATE STRUCTURE 
Water, Solid Waste and Sewer: The City will set fees and rates at levels which fully cover 
the total direct and indirect costs—including operations, capital outlay, and debt service—
of the following enterprise programs: water, solid waste, and sewer. 

Ongoing Rate Review: The City will review and adjust enterprise fees and rate structures 
as required to ensure that they remain appropriate and equitable. 

City Services: In accordance with long-standing practices, the City will treat the water, 
solid waste and sewer funds in the same manner as if they were privately owned and 
operated. This means assessing reasonable charges that are reimbursed to the City for 
the use of City owned facilities, equipment, vehicles and other related services to fully 
recover these costs. 

Enterprise Fund Debt Capacity:  The City will set enterprise fund rates at levels needed 
to fully cover debt service requirements as well as operations, maintenance, administration 
and capital improvement costs. The ability to afford new debt for enterprise operations will 
be evaluated as an integral part of the City’s rate review and setting process. 

 

APPROPRIATIONS LIMIT 
The Council will annually adopt a resolution establishing the City's appropriations limit 
calculated in accordance with Article XIII-B of the Constitution of the State of California, 
§7900 of the State of California Government Code, and any other voter approved 
amendments or state legislation that affect the City's appropriations limit. 

The supporting documentation used in calculating the City's appropriations limit and 
projected appropriations subject to the limit will be available for public and Council review 
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at least 10 days before Council consideration of a resolution to adopt an appropriations 
limit. The Council will generally consider this resolution in connection with final approval of 
the budget. 

The City will strive to develop revenue sources, both new and existing, which are 
considered non-tax proceeds in calculating its appropriations subject to limitation. 

The City will annually review user fees and charges and report to the Council the amount 
of program subsidy, if any, that is being provided by the General or Enterprise Funds. 

The City will actively support legislation or initiatives sponsored or approved by League of 
California Cities which would modify Article XIII-B of the Constitution in a manner which 
would allow the City to retain projected tax revenues resulting from growth in the local 
economy for use as determined by the Council. 

The City will seek voter approval to amend its appropriation limit at such time that tax 
proceeds are in excess of allowable limits. 

 

DEBT POLICIES 
Debt Financing 

Debt financing shall generally be limited to one-time capital improvement projects and only 
under the following circumstances: 

• When the project’s useful life will exceed the term of the financing; 

• When project revenue or resources will be sufficient to service the debt; and 

• When the project will benefit the residents of Fountain Valley. 

Debt financing shall not be considered appropriate for: 

• Investment leveraging purposes, 

• Current operating and maintenance expenses except for issuing short-term 
instruments such as revenue anticipation notes or tax anticipation notes; and 
 

• Any recurring purpose (except as indicated above). 

Debt Management 

• The City will not obligate the General Fund to secure long-term financings except 
when marketability can be significantly enhanced. 
 

• An internal feasibility analysis will be prepared for each long-term financing which 
analyzes the impact on current and future budgets for debt service and operations 
this analysis will also address the reliability of revenues to support debt service. 
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• The City will generally conduct financings on a competitive basis. However, 
negotiated financings may be used due to market volatility or the use of an unusual 
or complex financing or security structure. 
 

• The City will seek an investment grade rating (Baa/BBB or greater) on any direct 
debt and will seek credit enhancements such as letters of credit or insurance when 
necessary for marketing purposes, availability and cost-effectiveness. 
 

• The City will monitor all forms of debt annually coincident with the City's Financial 
Plan preparation and review process and report concerns and remedies, if needed, 
to the Council. 
 

• The City will diligently monitor its compliance with bond covenants and ensure its 
adherence to federal arbitrage regulations. 
 

• The City will maintain good, ongoing communications with bond rating agencies 
about its financial condition. The City will follow a policy of full disclosure on every 
financial report and bond prospectus (Official Statement). 

Debt Refinancing 

General Guidelines: Periodic reviews of all outstanding debt will be undertaken to 
determine refinancing opportunities. Refinancing will be considered (within federal tax law 
constraints) under the following conditions: 

• There is a net economic benefit; 
 

• It is needed to modernize covenants that are adversely affecting the City’s financial 
position or operations; and 
 

• The City wants to reduce the principal outstanding in order to achieve future debt 
service savings, and it has available working capital to do so from other sources. 

Standards for Economic Savings: In general, refinancing for economic savings will be 
undertaken whenever net present value savings of at least five percent (5%) of the 
refunded debt can be achieved. 

• Refinancing that produce net present value savings of less than five percent will be 
considered on a case-by-case basis, provided that the present value savings are at 
least three percent (3%) of the refunded debt. 
 

• Refinancing with savings of less than three percent (3%), or with negative savings, 
will not be considered unless there is a compelling public policy objective. 
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Legal Debt Margin 

Under state law, the City has a legal debt limitation not to exceed 15% of the total adjusted 
assessed valuation of taxable property within City boundaries. In accordance with 
California Government Code § 43605, only the City’s general obligation bonds are subject 
to that legal debt limit. The City has no outstanding general obligation bonds. 

 

CONTRACTING FOR SERVICES 
General Policy Guidelines 

Contracting with the private sector for the delivery of services provides the City with a 
significant opportunity for cost containment and productivity enhancements. As such, the 
City is committed to using private sector resources in delivering municipal services as a 
key element in our continuing efforts to provide cost-effective programs. 

Private  sector  contracting  approaches  under  this  policy  include  construction  projects,  
professional services, outside employment agencies and ongoing operating and 
maintenance services. 

In evaluating the costs of private sector contracts compared with in-house performance of 
the service, indirect, direct, and contract administration costs of the City will be identified 
and considered. 

Whenever private sector providers are available and can meet established service levels, 
they will be seriously considered as viable service delivery alternatives using the 
evaluation criteria outlined below. 

For programs and activities currently provided by City employees, conversions to contract 
services will generally be made through attrition, reassignment or absorption by the 
contractor. 

Evaluation Criteria 

Within the general policy guidelines stated above, the cost-effectiveness of contract 
services in meeting established service levels will be determined on a case-by-case 
basis using the following criteria: 

• Is a sufficient private sector market available to competitively deliver this service 
and assure a reasonable range of alternative service providers? 
 

• Can the contract be effectively and efficiently administered? 
 

• What are the consequences if the contractor fails to perform, and can the contract 
reasonably be written to compensate the City for any such damages? 
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• Can a private sector contractor better respond to expansions, contractions or 
special requirements of the service? 
 

• Can the work scope be sufficiently defined to ensure that competing proposals 
can be fairly and fully evaluated, as well as the contractor's performance after bid 
award? 
 

• Does the use of contract services provide us with an opportunity to redefine 
service levels? 
 

• Will the contract limit our ability to deliver emergency or other high priority 
services?  
 

• Overall, can the City successfully delegate the performance of the service but still 
retain accountability and responsibility for its delivery? 
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SECTION 1 – POLICY 

 
This Debt Policy sets forth debt management objectives for the City and establishes general parameters 
for issuing and administering the City’s debt. It primarily addresses debt securities issued by the City in 
public or private bonds markets. 

 
While this policy provides guidelines for general use, it allows for exceptions in extraordinary conditions. 
In the event there are proposed exceptions to Debt Policy guidelines when a bond issue is structured, 
those exceptions will be discussed in the applicable staff reports at the time the bond issue is docketed 
for City Council consideration. 

 
The policy should be submitted periodically for peer review and certification to confirm compliance with 
best practices and industry standards. While a certification does not serve as a substitute for adoption 
by City Council, it does demonstrate staff’s due diligence in the preparation and updating of the policy. 

 
1.1. Objectives 

The purpose of the policy is to assist the City in the pursuit of the following equally important 
objectives, while providing full and complete financial disclosure and ensuring compliance with 
applicable state and federal laws: 

• Minimize debt service and issuance costs; 

• Maintain access to cost-effective borrowing; 

• Achieve the highest possible credit rating; 

• Achieve full and timely repayment of debt. 
 

1.2. Budget Integration 
A bond issue can be utilized to finance a capital project. Bond proceeds are not to be used to fund 
operating expenses. The decision to incur new indebtedness should be integrated with the City 
Council adopted annual Operating Budget and Capital Improvement Program Budget. The annual 
debt service payments shall be included in the Operating Budget. 

 
1.3. Financing Priorities 

The Finance Director shall be responsible for analyzing a financing proposal to determine if it is 
beneficial to the City and conforms to the City’s long-term financial planning objectives. 

 
An analysis of proposed debt may include: 

• Confirmation that the capital project is eligible for bond financing; 

• Review of all available financing instruments for the project and determination of the most 
cost effective option; 

• Total cost of the capital project including its design, construction cost, cost of furnishings, 
fixtures and equipment; 

• Source of revenue to fund the annual debt service; 

• Analysis of the municipal bond market, including economic and interest rate trends; 

• Alternative bond structures; 

• Cost analysis of bond insurance; 

• Timing of when the City should enter the bond market. 
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1.4. Former Redevelopment Agency Debt Obligations 

Due to changes in the law affecting California redevelopment agencies with the passage of AB X1 
26 (as subsequently amended by Assembly Bill 1484), the Fountain Valley Redevelopment Agency 
was dissolved as of February 1, 2012, and its operations substantially eliminated except for the 
continuation of certain enforceable obligations to be administered by the City of Fountain Valley as 
successor agency.  The terms of AB X1 26 and subsequent legislation require successor agencies 
to administer the outstanding bond obligations including debt service, reserve set-asides, and any 
other obligations required under the bond indentures, and provide limited opportunities to refinance 
outstanding bonds. 

 
1.5. Annual Review 

Recognizing that cost-effective access to the capital market depends on prudent management of 
the City’s debt program, an annual review of the debt policy should be performed. The debt policy 
will be included in the fiscal policy section of the annual Operating Budget adopted by City Council. 
Any substantive changes to the policy shall be brought to City Council for consideration and 
approval. 

 
SECTION 2 – METHODS OF FINANCING 

 
The Finance Director will investigate all possible project financing alternatives including, but not limited to, 
bonds, loans, state bond pools, and grants. The City has a limited impact fee program whereby new 
development pays its fair share for the increased capital and operating costs that results from new 
construction. Although impact fee payments may be restricted to specific projects or types of projects, 
the use of these payments can be an important source of financing for certain capital projects. 

 
2.1. Cash Funding 

The City funds a significant portion of capital improvements on a “pay-as-you-go” basis.  As part of 
a “pay as you go” strategy, the City will first look for grant funding for capital projects. 

 
2.2. Interfund Borrowing 

The City may borrow internally from other funds with surplus cash in lieu of issuing bonded debt. 
Purposes, warranting the use of this type of borrowing could include short-term cash flow 
imbalances due to grant terms, interim financing pending the issuance of bonds, or long-term 
financing in lieu of bonds for principal amounts of under $10 million. The City funds from which the 
money is borrowed shall be repaid with interest based upon the earning rate of the City’s investment 
pool. The Finance Director shall also exercise due diligence to ensure that it is financially prudent 
for the Fund making the loan. 

 
Interfund loans will be evaluated on a case by case basis. Any borrowing between two City funds 
which exceeds 24 months requires a repayment schedule approved by City Council.  The purpose 
of interfund borrowing is to finance high priority needs and to reduce costs of interest, debt 
issuance and/or administration. 

 
2.3. Bank Loans/Lines of Credit 

Although the City does not typically utilize lines of credit for the financing of capital projects, 
financial institution credit is an option for municipal issuers and may be evaluated as a financing 
option. 

 
2.4. Other Loans 

The City will evaluate other loan programs, including but not limited to State loans such as the 
Water Resources Control Board’s revolving fund loans for the construction of water and wastewater 
infrastructure projects. 

 
2.5. Bond Financing 

The City may issue any bonds which are allowed under federal and state law including but not 
limited to general obligation bonds, certificates of participation, revenue bonds, assessment district 
bonds, and special tax bonds. 
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While conduit financings do not constitute a general obligation of the issuer, the same level of due 
diligence prior to bond issuance is required. The City will consider requests for special district 
formation on a case by case basis. Special tax bonds issued on behalf of Community Facilities 
Districts are subject to additional policy provisions.  Since the City is build out there is no current need 
to establish such policies. 

 
Although short-term borrowing has not been part of the City’s past practice, notes are common in 
the municipal market and may be issued by the City. 

 
2.6. Joint Powers Authority (JPA) 

In addition to some of the long and short term financing instruments described in Sections 2.1 
through 2.5, the City may also consider joint arrangements with other governmental agencies when 
a project serves the public interest beyond City boundaries including the use of the current Fountain 
Valley Public Financing Authority. 

 
SECTION 3 - FINANCING TEAM – ROLES AND SELECTION PROCESS 

 
3.1. Financing Team Definitions and Roles 

The Financing Team is the working group of City staff and outside consultants necessary to 
complete a debt issuance including but not limited to bond counsel, disclosure counsel, underwriter, 
financial advisor, trustee, pricing consultant and/or arbitrage analyst. 

 
Typically, the Finance Director, Accounting Manager, the Attorney for the City, the City Manager, 
and appropriate Department Head(s) form the City staff portion of the Financing Team. Other staff 
members or designees may be appointed to the Financing Team. 

 
3.2. Consultant Selection 

The City will consider the professional qualifications and experience of consultants as it relates to 
the particular bond issue or other financing under consideration. In certain instances, the City will 
conduct a request for proposal/qualification process to select such consultants. Other professionals 
may be selected by the Finance Director on an as-needed basis. 

 
If the City determines from the initial analysis phase that a negotiated sale (Section 5.1) is the best 
method of sale for an issue, the Finance Director shall select an underwriter and a separate 
financial advisor. 

 
SECTION 4 –STRUCTURE AND TERM 

 
4.1. Term of Debt 

Debt will be structured for the shortest period possible, consistent with a fair allocation of costs to 
current and future users. The standard term of long-term debt borrowing is typically 15-30 years. 

 
Consistent with its philosophy of keeping its capital facilities and infrastructure systems in good 
condition and maximizing a capital asset’s useful life, the City will make every effort to set aside 
sufficient current revenues to finance ongoing maintenance needs and to provide reserves for 
periodic replacement and renewal. Generally, no debt will be issued for periods exceeding the 
useful life or average useful lives of projects to be financed. 

 
4.2. Debt Repayment Structure 

In structuring a bond issue, the City will manage the amortization of the debt and, to the extent 
possible, match its cash flow to the anticipated debt service payments. In addition, the City will 
seek to structure debt with aggregate level debt service payments over the life of the debt. 
Structures with unlevel debt service will be considered when one or more of the following exist: 

 
• Natural disasters or extraordinary unanticipated external factors make payments on the debt 

in the early years prohibitive; 
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• Such structuring is beneficial to the City’s aggregate overall debt payment schedule; 
• Such structuring will allow debt service to more closely match project revenues during the 

early years of the project’s operation. 
 

4.3. Bond Maturity Options 
For each issuance, the City will select serial bonds or term bonds, or both. On the occasions where 
circumstances warrant, capital appreciation bonds (“CABs”) may be used. The decision to use 
term, serial or CABs is typically driven by market conditions. 

 
4.4. Interest Rate Structure 

The City currently issues securities on a fixed interest rate basis only. Fixed rate securities ensure 
budget certainty through the life of the issue and avoid the volatility of variable rates. 

 
4.5. Credit Enhancement 

Credit enhancement may be used to improve or establish a credit rating on a City debt obligation. 
Types of credit enhancement include letters of credit, bond insurance and surety policies. The 
Finance Director will recommend the use of a credit enhancement if it reduces the overall cost of 
the proposed financing or if the use of such credit enhancement furthers the City’s overall financial 
objectives. 

 
4.6. Debt Service Reserve Fund 

Debt service reserve funds are held by the Trustee to make principal and interest payments to 
bondholders in the event that pledged revenues are insufficient to do so. The City will fund debt 
service reserve funds when it is in the City’s overall best financial interest. 

 
The size of the reserve fund is generally the lesser of 1) 10% of par, 2) 125% of average annual 
debt service and 3) 100% of maximum annual debt service. 

 
In lieu of holding a cash funded reserve, the City may substitute a surety bond or other credit 
instrument in its place.  The decision to cash fund a reserve fund rather than to use a credit facility 
is dependent upon the cost of the credit instrument and the investment opportunities. Additionally, 
the City may decide not to utilize a reserve fund if the Finance Director, in consultation with the 
underwriter and financial advisor, determines there would be no adverse impact to the City’s credit 
rating or interest rates. 

 
4.7. Call Options/Redemption Provisions 

A call option or optional redemption provision gives the City the right to prepay or retire debt prior to 
its stated maturity date. This option may permit the City to achieve interest savings in the future 
through the refunding of the bonds.   Often the City will pay a higher interest rate as compensation 
to the buyer for the risk of having the bond called in the future. In addition, if a bond is called, the 
holder may be entitled to a premium payment (“call premium”). Because the cost of call options 
can vary depending on market conditions, an evaluation of factors will be conducted in connection 
with each issuance. The Finance Director shall evaluate and recommend the use of a call option 
on a case by case basis. 

 
4.8. Debt Limits 

California Government Code Section 43605 states the City shall not incur bonded indebtedness 
payable from the proceeds of property tax which exceeds 15 percent of the assessed value of all 
real and personal property of the City. This provision, however, was enacted when assessed 
valuation was based upon 25 percent of market value. Effective with the 1981-82 fiscal year, each 
parcel is now assessed at 100 percent of market value (as of the most recent change in ownership 
for that parcel). In order to reflect the intent of the debt limit stipulation in Section 43605, the 15 
percent has been adjusted to one-fourth of that level, or 3.75 percent, of the assessed value of all 
real and personal property of the City. 

 
The cumulative annual debt service of all bond issues supported by the General Fund is restricted 
to no more than five percent of annual General Fund Revenue. 
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Bond issues supported by Enterprise Funds should maintain a minimum ratio of net operating 
income to annual debt service that the Finance Director concludes is beneficial to the City. 
Typically, the higher the ratio the better the rating and the lower the interest rate paid by the City. 

 
4.9. Derivatives 

Derivative products may have application to certain City borrowing programs. In certain 
circumstances these products can reduce borrowing costs and assist in managing interest rate risk. 
However, these products carry with them certain risks not faced in standard debt instruments. The 
Finance Director shall evaluate the use of derivative products on a case-by-case basis to determine 
whether the potential benefits are sufficient to offset any potential costs. 

 
4.10. Refundings 

The City shall refinance debt to achieve savings as market opportunities arise. The Finance 
Director shall remain cognizant of fluctuations in interest rates for the purpose of identifying 
refunding opportunities and prepare a present value analysis identifying the economic effects of a 
refunding to determine the value of refunding. 

 
Refundings may be undertaken in order to: 

 
• Take advantage of lower interest rates and achieve debt service costs savings; 

• Eliminate restrictive or burdensome bond covenants; 

• Restructure debt to either lengthen the duration of debt or free up reserve funds. 
 

Generally, the City shall strive to achieve a minimum of three percent net present value savings for 
a current refunding and a minimum of five percent net present value savings for an advance 
refunding. Upon the advice of the Finance Director and with the assistance of the financial advisor 
and bond counsel, the City will consider undertaking refundings for other than economic purposes 
upon a finding that such a restructuring is in the City’s overall best financial interest. 

 
SECTION 5 – METHOD OF ISSUANCE AND SALE 

 
5.1. Method of Sale 

Debt issues are sold to a single underwriter or to an underwriting syndicate, either through a 
competitive sale or a negotiated sale. A negotiated sale may involve the sale of securities to 
investors through an underwriter or the private placement of the securities with a financial institution 
or other sophisticated investor. The selected method of sale will be that which is most beneficial to 
the City in terms of lowest net interest rate, most favorable terms in financial structure, and market 
conditions. 

 
The City will use competitive sales as the primary means of selling bonds. The City, however, 
reserves the option of pursuing a negotiated sale if there is evidence of volatile market conditions, 
complex security features, or other overriding factors. If the negotiated sale option is utilized, the 
Finance Director, with the approval of City Council, will negotiate the best possible interest rates for 
the City. The overall objective is to obtain the lowest possible interest cost and provide pricing 
transparency. 

 
5.2. Initial Disclosure Requirements 

The City acknowledges its disclosure responsibilities. Under the guidance of Disclosure Counsel, 
the City will distribute or cause an underwriter to distribute its Preliminary Official Statement and 
final Official Statement (neither is typically required in a private placement, although in some cases 
a “private placement memorandum” may be required by the investor). 

 
The Financing Team shall be responsible for soliciting “material” information (as defined in Securities 
and Exchange Commission Rule 10b-5) from City departments and identifying contributors who 
may have information necessary to prepare portions of the Official Statement or who should review 
portions of the Official Statement. In doing so, the Financing Team shall confirm that the Official  

Page 101



City of Fountain Valley 2016 Debt Policy   

Page 8 

 

 

 
Statement accurately states all “material” information relating to the decision to buy or sell the 
subject bonds and that all information in the Official Statement has been critically reviewed by 
an appropriate person. 

 
In connection with an initial offering of securities, the City and other members of the Financing 
Team will: 

 
• Identify material information that should be disclosed in the Official Statement; 

• Identify other persons that may have material information (contributors); 

• Review and approve the Official Statement; 

• Ensure  the  City’s  compliance,  and  that  of  its  related  entities,  with  federal  and  state 
securities laws. 

 
The City’s Finance Director or designee shall contact the individuals and departments identified as 
contributors as soon as possible in order to provide adequate time for them to perform their 
assigned tasks. Contributors shall assist in reviewing and preparing the Official Statement using 
his or her knowledge of the City and, if appropriate, by discussing the Official Statement with other 
members of the contributor’s department to ensure accuracy. 

 
The Finance Director shall review the Official Statement, identify any material differences in the 
presentation of financial information from the financial statements and ensure there are no 
misstatements or omissions of material information in any sections that contain information prepared 
by the Finance Department or of relevance to the finances of the City. 

 
The Attorney for the City (or designee) shall review the Official Statement descriptions of (i) any 
material current, pending or threatened litigation, (ii) any material settlements or court orders and 
(iii) any other legal issues that are material information for purposes of the Official Statement. 

 
Following receipt of the Official Statement from the Financing Team, the Disclosure Review Group 
(described in Section 7.5) shall critically evaluate the Official Statement for accuracy and 
compliance with federal and state securities laws, and shall, if appropriate, ask questions of the 
Financing Team and of any contributor or other person who reviewed or drafted any section of the 
Official Statement. The Disclosure Review Group may instruct the Financing Team to solicit 
information or review from additional contributors before approving the Official Statement. Once 
the Disclosure Review Group has completed its evaluation and the Financing Team has responded 
appropriately, the Official Statement must be presented to the City Council for approval. 

 
The approval of an Official Statement shall be placed on the Administrative portion of the City Council 
agenda and shall not be considered as a Consent Calendar item. The staff report will summarize 
the City Council’s responsibilities with respect to the Official Statement and provide the City Council 
the opportunity to review a substantially final Official Statement. The City Council shall undertake 
such review as deemed necessary by the City Council to fulfill the City Council’s securities 
law responsibilities.1 

 
 
 

 

1 The Securities and Exchange Commission (the “SEC”), the agency with regulatory authority over the City’s 
compliance with the federal securities laws, has issued guidance as to the duties of the City Council with respect to 
its approval of the POS. In it’s “Report of Investigation in the Matter of County of Orange, California as it Relates to 
the Conduct of the Members of the Board of Supervisors” (Release No. 36761 / January 24, 1996) (the “Release”), 
the SEC stated that, if a member of the City Council has knowledge of any facts or circumstances that an investor 
would want to know about prior to investing in the bonds, whether relating to their repayment, tax-exempt status, 
undisclosed conflicts of interest with interested parties, or otherwise, he or she should endeavor to discover whether 
such facts are adequately disclosed in the Official Statement. In the Release, the SEC stated that the steps that a 
member of the City Council could take include becoming familiar with the POS and questioning staff and consultants 
about the disclosure of such facts. 

Page 102



City of Fountain Valley 2016 Debt Policy   

Page 9 

 

 

 
For any privately placed debt with no Official Statement, the Disclosure Review Group must be 
provided with the final staff report describing the issue and such other documents the Disclosure 
Review Group may request before the transaction is approved by the City Council. 

 
SECTION 6 – CREDITWORTHINESS OBJECTIVES 

 
Ratings are a reflection of the general fiscal soundness of the City and the capabilities of its management. 
Typically, the higher the credit ratings are, the lower the interest cost is on the City’s debt issues. To 
enhance creditworthiness, the City is committed to prudent financial management, systematic capital 
planning, and long-term financial planning. The City recognizes that external economic, natural, or other 
events may, from time to time, affect the creditworthiness of its debt. 

 
The most familiar nationally recognized bond rating agencies are Standard and Poor’s, Moody’s Investors 
Service, and Fitch Ratings. When issuing a credit rating, rating agencies consider various factors 
including but not limited to: 

 
• City’s fiscal status; 

• City’s general management capabilities; 

• Economic conditions that may impact the stability and reliability of debt repayment sources; 

• City’s general reserve levels; 

• City’s debt history and current debt structure; 

• Project being financed; 

• Covenants and conditions in the governing legal documents. 
 

6.1. Bond Ratings 
The Financing Team will assess whether a credit rating should be obtained for an issuance. The 
City typically seeks a rating from at least one nationally recognized rating agency on new and 
refunded issues being sold in the public market. The Finance Director, working with the Financing 
Team, shall be responsible for determining which of the major rating agencies the City shall request 
provide a rating. When applying for a rating on an issue, the City shall prepare a formal presentation 
of the City’s finances and developments within the City which will be reviewed by the Disclosure 
Review Group (Section 5.2) before its presentation to a rating agency. 

 
6.2. Rating Agency Communications 

The Finance Director is responsible for maintaining relationships with the rating agencies that 
assign ratings to the City’s various debt obligations. This effort shall include providing the rating 
agencies with the City’s financial statements, if applicable, as well as any additional information 
requested. 

 
SECTION 7 - POST ISSUANCE ADMINISTRATION 

 
7.1. Investment of Proceeds 

The Finance Director shall invest bond proceeds and reserve funds in accordance with each issue’s 
indenture or trust agreement, utilizing competitive bidding when possible. All investments will be 
made in compliance with the City’s Investment Policy objectives of safety, liquidity and then yield. 

 
Unexpended bond proceeds shall be held by the bank trustee. The trustee will be responsible for 
recording all investments and transactions relating to the proceeds and providing monthly 
statements regarding the investments and transactions. 

 
7.2. Use of Bond Proceeds 

The Finance Director is responsible for ensuring bond proceeds are spent for the intended purposes 
identified in the bond documents and that the proceeds are spent in the time frames identified 
in the tax certificate prepared by the City’s bond counsel. 
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7.3. Arbitrage Compliance 
The City shall follow a policy of full compliance with all the arbitrage and rebate requirements of the 
federal tax code and Internal Revenue Service regulations. The City shall engage qualified third 
parties for the preparation of arbitrage and rebate calculations. All necessary rebates will be filed 
and paid when due. 

 
7.4. Ongoing Disclosure 

The City shall comply with the requirements of the Continuing Disclosure Certificate(s) entered into 
at the time of each bond issue. The Finance Director shall be responsible for providing ongoing 
disclosure information to the Municipal Securities Rulemaking Board’s (MSRB’s) Electronic 
Municipal Market Access (EMMA) system, the central depository designated by the Securities and 
Exchange Commission for ongoing disclosure by municipal issuers. 

 
The Finance Director or designee will prepare the annual disclosure reports in accordance with the 
Continuing Disclosure Certificates. The Finance Director or designee will identify material 
information that should be disclosed and identify other persons that may have knowledge of 
material information. Once the annual disclosure reports are in final draft form, the Finance 
Director or designee will submit them for review by the Disclosure Review Group described in 
Section 7.5 of this policy. 

 
In addition to annual reports, Securities and Exchange Commission Rule 15c2-12(b)(5)(i)(C) 
obligates the City to disclose, in a timely manner to the MSRB, notice of certain specified events 
with respect to the City’s securities, including the following: 

 
A. Principal and interest payment delinquencies; 

B. Non-payment related defaults; 

C. Unscheduled draws on debt service reserves reflecting financial difficulties; 

D. Unscheduled draws on credit enhancements reflecting financial difficulties; 

E. Substitution of credit or liquidity providers, or their failure to perform; 

F. Adverse tax opinions or event affecting tax-exempt status of security; 

G. Modifications to rights of securities holders, if material; 

H. Bond calls, if material, or tender offers; 

I. Defeasances; 

J. Release, substitution, or sale of property securing repayment of the securities, if material; 

K. Rating changes; 

L. Bankruptcy, insolvency, receivership of an obligated person; 

M. Consummation of a merger, consolidation, or acquisition or sale of substantially all of the 
assets of an obligated party (other than in the ordinary course of business), the entry into a 
definitive agreement to undertake such an action, or the termination of a definitive agreement 
relating to any such actions, other than pursuant to its terms, if material; 

N. Change of fiscal agent or trustee; 

O. Failure to provide annual financial information or event notification as required. 
 

The Finance Director or designee, may file notice with the MSRB of specified events listed in the 
Continuing Disclosure Certificates without prior review and approval of the Disclosure Review Group 
if the City is contractually obligated to file and the Disclosure Document contains no discretionary 
content. 
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If any member of the Disclosure Review Group concludes that an event may have occurred, the 
Finance Director shall be contacted and the Finance Director or designee shall notify the Disclosure 
Review Group to discuss the potential event. 

 
7.5. Disclosure Review Group 

The City has established a Disclosure Review Group to ensure the accuracy of its disclosure 
information and the City’s compliance with all applicable federal and state securities laws. The 
Disclosure Review Group shall review and approve, to the best of its ability, the City’s disclosure 
documents listed below. 

 
Members - The members of the group shall include the following: 

• Finance Director/Treasurer; 

• Attorney for the City or designee; 

• City Manager or designee; 

• Department Heads (applicable to specific issue); 

• Accounting Manager / Senior Accountants; 
 

The Disclosure Review Group is an internal working group of City staff and not a decision-making 
or advisory body subject to the provisions of the Ralph M. Brown Act (Government Code Sections 
54950 et seq.). 

 
Meetings - The Disclosure Review Group shall meet as often as necessary to fulfill its obligations, 

but not less than once per calendar year. The Finance Director or designee shall be responsible 
for convening meetings of the Disclosure Review Group, although any member of the Disclosure 
Review Group may instruct the Finance Director or designee to convene a meeting. 

 
Review and Approval - The Disclosure Review Group shall critically evaluate a disclosure 

document for accuracy and compliance with federal and state securities laws, and shall, if 
appropriate, ask questions. The Disclosure Review Group may send the Disclosure Document 
back for revisions. 

 
Disclosure  Documents  -  Disclosure  documents  shall  include,  but  are  not  limited  to,  the 

following: 
 

A. Preliminary and final official statements; 

B. Private placement memoranda and remarketing memoranda; 

C. Any filing made by the City with the MSRB, whether made pursuant to a continuing 
disclosure undertaking to which the City is a party or made voluntarily; 

D. Rating  agency  presentations,  and  other  communications,  reasonably  likely,  in  the 
determination of the Disclosure Review Group to reach investors or the securities market; 

E. Offering documents prepared by related entities if such documents are subject to the 
approval of the City Council; 

F. Management’s discussion and analysis and transmittal letter portions of the City’s audited 
financial statement; 

G. Press releases to the extent that such releases are intended as communication to the 
financial markets. 
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Any person preparing a document for release to the public that may be considered a Disclosure 
Document shall notify the Finance Director of such information and its proposed or mandatory 
dissemination date. If the document is not on the list of Disclosure Documents and the Finance 
Director determines it is intended as communication to the financial markets, the Finance Director or 
designee shall inform the Disclosure Review Group. Disclosure Counsel may be consulted for advice. 

 
Training - The Finance Director or designee shall arrange for periodic disclosure training sessions 

for the Disclosure Review Group. Such training sessions shall include the City’s disclosure 
obligations under applicable federal and state laws and the disclosure responsibilities and potential 
liabilities of members of City staff and members of the City Council. Such training sessions may 
be conducted using a recorded presentation. City Councilmembers, at a minimum, will be informed 
of the disclosure responsibilities at his or her new member orientation and prior to approving a bond 
issue. 

 
7.6. Compliance with Other Bond Covenants 

In addition to financial disclosure and arbitrage, the City is also responsible for verifying compliance 
with all undertakings, covenants, and agreements of each bond issuance on an ongoing basis. 
This typically includes ensuring: 

 
• Annual appropriation of revenues to meet debt service payments; 

• Taxes/fees are levied and collected where applicable; 

• Timely transfer of debt service payments to the trustee; 

• Compliance with insurance requirements; 

• Compliance with rate covenants. 
 

The City shall comply with all covenants and conditions contained in governing law and any legal 
documents entered into at the time of the bond offering.  The Finance Director or designee will 
coordinate verification and monitoring of covenant compliance. 

 
7.7. Retention 

A copy of all relevant documents and records will be maintained by the Finance Department for the 
term of the bonds (including refunding bonds, if any) plus ten years. Relevant documents and 
records will include sufficient documentation to support the requirements relating to the tax- 
exempt status, including the following: 

 
• Bond transcripts, official statement and other offering documents. 
• All documents relating to capital expenditures financed by bond proceeds. Such documents 

will include construction contracts, purchase orders, invoices and payment records. Such 
documents will include documents relating to costs reimbursed with bond proceeds. 

• Records will be maintained identifying the assets or portion of assets that are financed with 
bond proceeds. 

• All contracts and arrangements involving private use of the bond financed assets. 
• All reports relating to the allocation of bond proceeds and private use of bond financed 

assets. 
• All records of investments, investment agreements, arbitrage reports, return filings with the 

IRS and underlying documents, trustee statements, rating correspondence, and continuing 
disclosure. 
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7.8. Investor Relations 

While the City shall post its annual financial report as well as other financial reports on the City’s 
website, this information is intended for the citizens of Fountain Valley. Information with the 
intention of reaching the investing public, including bondholders, rating analysts, investment 
advisors, or any other members of the investment community shall be filed on the EMMA system. 

 
7.9. Additional Requirements for Financial Statements 

It is the City’s policy to hire an auditing firm that has the technical skills and resources to properly 
perform an annual audit of the City’s financial statements. More specifically, the firm shall be a 
recognized expert in the accounting rules applicable to the City and shall have the resources 
necessary to review the City’s financial statements on a timely basis. 
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APPENDIX A – GLOSSARY AND MUNICIPAL SECURITIES TERMINOLOGY 

 
Ad Valorem Tax: A tax calculated “according to the value” of property. Such a tax is based on the 
assessed valuation of real property and a valuation of tangible personal property. 

 
Advance Refunding: Refunding bonds that are issued more than 90 days prior to the date upon which 
the refunded bonds will be redeemed. Proceeds of the advance refunding bonds are placed into an 
escrow account with a fiduciary and used to pay interest and principal on the refunded bonds and then 
used to redeem the refunded bonds at their maturity or call date. 

 
Arbitrage: The gain that may be obtained by borrowing funds at a lower (often tax-exempt) rate and 
investing the proceeds at higher (often taxable) rates. The ability to earn arbitrage by issuing tax-exempt 
securities has been severely curtailed by the Tax Reform Act of 1986, as amended. 

 
Assessed Valuation: The appraised worth of property as set by a taxing authority through assessments 
for purposes of ad valorem taxation. 

 
Assessment District Bonds: Bonds issued for public improvements benefiting property within 
assessment districts created pursuant to the Improvement Act of 1911 and the Municipal Improvement 
Act of 1913. 

 
Bond: A security that represents an obligation to pay a specified amount of money on a specific date in 
the future, typically with periodic interest payments. 

 
Bond Anticipation Notes (BANS): Short-term notes issued usually for capital projects and paid from 
the proceeds of the issuance of long-term bonds. Provide interim financing in anticipation of bond 
issuance. 

 
Bond Counsel: An attorney retained by the issuer to give a legal opinion concerning the validity of 
securities. The bond counsel’s opinion usually addresses the subject of tax exemption. Bond counsel 
may prepare or review and advise the issuer regarding authorizing resolutions, trust indentures and 
litigation. 

 
Bond Insurance: A type of credit enhancement whereby an insurance company indemnifies an investor 
against default by the issuer. In the event of failure by the issuer to pay principal and interest in full and 
on time, investors may call upon the insurance company to do so. Once issued, the municipal bond 
insurance policy is generally irrevocable. The insurance company receives its premium when the policy is 
issued. 

 
Bond Resolution: Resolution adopted by the City Council authorizing the issuance of bonds, approving 
the Notice of Sale and the Official Statement. 

 
Book-Entry: Bonds that are issued in fully registered form but without certificates of ownership. 

 

Call Option: The right to redeem a bond prior to  its stated maturity, either on a given date or 
continuously. The call option is also referred to as the optional redemption provision. Often a “call 
premium” is added to the call option as compensation to the holders of the earliest bonds called. 

 
Capital Appreciation Bond: A municipal security on which the investment return on an initial principal 
amount is reinvested at a stated compounded rate until maturity, at which time the investor receives a 
single payment representing both the initial principal amount and the total investment return. 

 
CAFR: The City’s Comprehensive Annual Financial Report. 

 

Certificates of Participation:  A financial instrument representing a proportionate interest in payments 
such as lease payments by one party (such as a city acting as a lessee) to another party (often a trustee). 
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Commercial Paper: Short-term debt instrument. The debt is usually issued at a discount, reflecting 
prevailing market interest rates. 

 
Competitive Sale: A sale of bonds in which an underwriter or syndicate of underwriters submit sealed 
bids to purchase the bonds. Bids are awarded on a true interest cost basis (“TIC”), providing that other 
bidding requirements are satisfied. Competitive sales are recommended for simple financings with a 
strong underlying credit rating. This type of sale is in contrast to a Negotiated Sale. 

 
Conduit Financing: The issuance of securities by a governmental entity to finance a project that will 
primarily benefit a third party. The security for this type of financing is the credit of the third party. Usually 
such securities do not constitute general obligations of the issuer since the private entity is liable for 
generating the pledged revenues for repayment. Industrial development bonds are a common type of 
conduit refinancing. 

 
Continuing Disclosure:  The requirement by the Securities and Exchange Commission for most issuers 
of municipal debt to provide current financial information to the Municipal Securities Rulemaking Board for 
access by the general marketplace. 

 
Coupon Rate: The interest rate on specific maturities of a bond issue. While the term “coupon” is 
derived from the days when virtually all municipal bonds were in bearer form with coupons attached, the 
term is still frequently used to refer to the interest rate on different maturities of bonds in registered form. 

 
Credit Rating Agency: A company that rates the relative credit quality of a bond issue and assigns a 
letter rating. These rating agencies include Moody’s Investors Service, Standard & Poor’s, and Fitch 
Ratings. 

 
Current Refunding: Refunding bonds are issued 90 days or less before the date upon which the 
refunded bonds will be redeemed. 

 
CUSIP Number: The term CUSIP is an acronym for the Committee on Uniform Securities Identification 
Procedures. An identification number is assigned to each maturity of an issue. The CUSIP numbers are 
intended to help facilitate the identification and clearance of municipal securities. 

 
Debt Limit: The maximum amount of debt that is legally permitted by a jurisdiction’s charter, constitution, 
or statutes. 

 
Debt Service: The amount necessary to pay principal and interest requirements on outstanding bonds 
for a given year or series of years. 

 
Default: The failure to pay principal or interest in full or on time and, in some cases, the failure to comply 
with non-payment obligations after notice and the opportunity to cure. 

 
Defeasance: Providing for the payment of principal, premium (if any) and interest on debt through the 
call date or scheduled principal maturity in accordance with the terms of the debt. A legal defeasance 
usually involves establishing an irrevocable escrow funded with only cash and U.S. Government 
obligations. 

 
Depository Trust Company (DTC): A limited purpose trust company organized under the New York 
Banking Law. The DTC facilitates the settlement of transactions in municipal securities. 

 
Derivative: A financial instrument which derives its own value from the value of another instrument, 
usually an underlying asset such as a stock, bond, or an underlying reference such as an interest rate 
index. 

 
Disclosure Counsel: An attorney retained to provide advice on issuer disclosure obligations, to prepare 
the official statement and to prepare the continuing disclosure undertaking. 
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Discount: The difference between a bond’s par value and the price for which it is sold when the latter is 
less than par. 

 
Enterprise Activity: A revenue generating project or business. The project often provides funds 
necessary to pay debt service on securities issued to finance the facility. Common examples include 
water and sewer treatment facilities and utility facilities. 

 
Financial Advisor: A consultant who provides the issuer with advice on the structure of the bond issue, 
timing, terms and related matters for a new bond issue. 

 
Financing Team: The working group of City staff and outside consultants necessary to complete a debt 
issuance. 

 
General Obligation Bond: A bond secured by an unlimited property tax pledge. Requires a two-thirds 
vote by the electorate.  GO bonds usually achieve lower rates of interest than other financing instruments 
since they are considered to be a lower risk. 

 
Indenture: A contract between the issuer and the trustee stipulating the characteristics of the financial 
instrument, the issuer’s obligation to pay debt service, and the remedies available to the trustee in the 
event of default. 

 
Industrial Development Bonds: Securities issued to finance the construction or purchase of industrial, 
commercial or manufacturing facilities to be purchased by or leased to a private user. These securities 
are backed by the credit of the private user and generally are not considered liabilities of the governmental 
issuer. 

 
Issuance Costs: The costs incurred by the bond issuer during the planning and sale of securities. 
These costs include but are not limited to financial advisory, bond counsel, disclosure counsel, printing, 
advertising costs, rating agencies fees, and other expenses incurred in the marketing of an issue. 

 
Lease: An obligation wherein a lessee agrees to make payments to a lesser in exchange for the use of 
certain property. The term may refer to a capital lease or to an operating lease. 

 
Lease Revenue Bonds: Bonds that are secured by an obligation of one party to make annual lease 
payments to another. 

 
Letter of Credit: An unconditional pledge of the bank’s credit which is used to guarantee payment of 
principal and interest on debt in the event insufficient funds are available to meet a debt service 
obligation. Letters of credit are most often employed when the stated interest on the City’s securities is 
variable. 

 
Line of Credit: A contract with a financial institution, usually a bank, that establishes a maximum loan 
balance that the bank will permit the borrower to maintain. The borrower can draw down on the line at any 
time, as long as the maximum set in the agreement is not exceeded. 

 
Mortgage Revenue Bonds: Bonds issued for the purpose of providing single-family mortgage financing 
or acquisition and construction funds for multi-family housing projects. The bonds are secured by the 
mortgage repayments and project revenue. See Conduit Financing. 

 
Municipal Securities Rulemaking Board (MSRB): A self-regulating organization established on 
September 5, 1975 upon the appointment of a 15-member board by the Securities and Exchange 
Agreement. The MSRB, comprised of representatives from investment banking firms, dealer bank 
representatives, and public representatives, is entrusted with the responsibility of writing rules of conduct 
for the municipal securities market. 

 
Negotiated Sale: A sale of securities in which the terms of the sale are determined through negotiation 
between the issuer and the purchaser, typically an underwriter, without competitive bidding. The negotiated 
sales process provides control over the financing structure and issuance timing.  Negotiated sales are  
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recommended for unusual financing terms, periods of market volatility and weaker credit quality. A thorough 
evaluation of market conditions will be performed to ensure reasonable final pricing and underwriting 
spread. 

 
Net Interest Cost (NIC): A method of computing the interest expense to the issuer of bonds, which may 
serve as the basis of award in a competitive sale of a new issue of municipal securities. NIC takes into 
account any premium or discount applicable to the issue, as well as the dollar amount of coupon interest 
payable over the life of the issue. NIC does not take into account the time value of money (as would be 
done in other calculation methods, such as the “true interest cost” (TIC) method). The term “net interest 
cost” refers to the overall rate of interest to be paid by the issuer over the life of the bonds. 

 
Official Statement (Prospectus): A document published by the issuer in connection with a primary 
offering of securities that discloses material information on a new security issue including the purposes of 
the issue, how the securities will be repaid, and the financial, economic and social characteristics of the 
security for the bonds. Investors may use this information to evaluate the credit quality of the securities. 

 
Original Issue Discount Bonds: Bonds sold at a substantial discount from their par value at the time of 
the original sale. 

 
Par Value: The face value or principal amount of a security. 

 

Pension Obligation Bonds (POBs): Financing instruments used to pay some or all of the unfunded 
pension liability of a pension plan. POBs are issued as taxable instruments over a 30-40 year term or by 
matching the term with the amortization period of the outstanding unfunded actuarial accrued liability. 

 
Preliminary Official Statement: A version of the Official Statement prepared by or for an issuer of 
municipal securities for potential customers prior to the availability of the final Official Statement. Under 
SEC Rule 15c2-12, the difference between a Preliminary Official Statement and a final Official Statement 
is that the final Official Statement includes “pricing information,” i.e., offering price(s), interest rate(s), 
selling compensation, aggregate principal amount, principal amount per maturity, delivery dates, any 
other terms or provisions required by an issuer of such securities to be specified in a competitive bid, 
ratings, other terms of the securities depending on such matters, and the identity of the underwriter(s). 

 
Premium: The excess of the price at which a bond is sold over its face value. 

 

Present Value: The value of a future amount or stream of revenues or expenditures. 
 

Pricing Consultant: The Pricing Consultant provides a fairness letter to the City or its agent regarding 
the pricing of a new issue of municipal securities. 

 
Private Activity Bonds: A bond where bond proceeds are used for private purposes. If deemed a 
private activity bond, the interest is not tax exempt unless the use of the proceeds meets certain 
requirements of the Internal Revenue Code. 

 
Private Placement: A bond issue that is structured specifically for one purchaser. Private placements 
are typically carried out when extraneous circumstances preclude public offerings. A private placement is 
considered to be a negotiated sale. 

 
Refunding: A procedure whereby an issuer refinances an outstanding debt issue by issuing a new debt 
issue. 

 
Related Entities: Those independent agencies, joint power authorities, special districts, component 
units, or other entities created by the City Council or by State law for which the City Council serves as the 
governing or legislative body in his or her official capacity, or for which the City has agreed to provide 
initial or continuing disclosure in connections with the issuance of securities. 

 
Rule 10b5: Rule adopted by the Securities and Exchange Commission that requires the disclosure of all 
material facts and prohibits the omission of facts necessary to make statements not misleading. 
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Rule 15c2-12: Rule adopted by the Securities and Exchange Commission setting forth certain obligations 
of (i) underwriters to receive, review and disseminate official statements prepared by issuers of most 
primary offerings of municipal securities, (ii) underwriters to obtain continuing disclosure agreements from 
issuers and other obligated persons to provide ongoing annual financial information on a continuing basis, 
and (iii) broker-dealers to have access to such continuing disclosure in order to make recommendations 
of municipal securities in the secondary market. 

 
Reserve Fund: A fund established by the indenture of a bond issue into which money is deposited for 
payment of debt service in case of a shortfall in current revenues. 

 
Revenue Bond: A bond which is payable from a specific source of revenue and to which the full faith 
and credit of an issuer is not pledged. Revenue bonds are payable from identified sources of revenue, 
and do not permit the bondholders to compel a jurisdiction to pay debt service from any other source. 
Pledged revenues often are derived from the operation of an enterprise. 

 
Secondary Market: The market in which bonds are sold after their initial sale in the new issue market. 

 

Serial Bonds:  Bonds of an issue that mature in consecutive years or other intervals and are not subject 
to mandatory sinking fund provisions. 

 
Special Tax Bonds: Bonds issued to fund eligible public improvements and paid with special taxes 
levied in a community facilities district formed under the Mello-Roos Community Facilities Act of 1982, as 
amended. The City’s policy on Community Facilities Districts and Special Tax Bonds is further outlined in 
City Council Resolution 2009-103. 

 
State Revolving Funds: The State Revolving Fund (“SRF”) loan is a low interest loan program for the 
construction of water and wastewater infrastructure projects. 

 
Tax Allocation Bonds (TABs): Bonds issued to fund eligible capital facilities located within a 
Redevelopment Project Area. Bonds are secured by a portion of the property taxes collected within the 
project area. The Fountain Valley Redevelopment Agency was dissolved as of February 1, 2012, due to 
the passage of AB X1 26. Its operations were substantially eliminated but for the continuation of certain 
enforceable obligations to be administered by the City of Fountain Valley as successor agency. 

 
Tax and Revenue Anticipation Notes (TRANS): Short-term notes issued in anticipation of receiving tax 
receipts and revenues at a future date. Proceeds allow the municipality to manage the periods of cash 
shortfalls resulting from a mismatch between timing of revenues and timing of expenditures. 

 
Term Bonds: Bonds that come due in a single maturity whereby the issuer may agree to make periodic 
payments into a sinking fund for mandatory redemption of term bonds before maturity or for payment at 
maturity. 

 
True Interest Cost (TIC): Under this method of computing the interest expense to the issuer of bonds, 
true interest cost is defined as the rate necessary to discount the amounts payable on the respective 
principal and interest payment dates to the purchase price received for the new issue of bonds. Interest is 
assumed to be compounded semi-annually. TIC computations produce a figure slightly different from the 
“net interest cost” (NIC) method because TIC considers the time value of money while NIC does not. 

 
Trustee: A bank retained by the issuer as custodian of bond proceeds and official representative of 
bondholders. The trustee ensures compliance with the indenture.  In many cases, the trustee also acts 
as paying agent and is responsible for transmitting payments of interest and principal to the bondholders. 

 
Underwriter: A broker-dealer that purchases a new issue of municipal securities from the issuer for 
resale in a primary offering. The bonds may be purchased either through a negotiated sale with the 
issuer or through a competitive sale. 
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Other Kinds of Action:  
Quasi-Judicial  

 

Local agency officials also, from time to time, 

act in a quasi-judicial capacity. This is when 

decision-makers apply existing policies to 

specific situation (much as a judge applies 

legal standards in court cases). 

 

Some of the procedural standards that apply in 

quasi-judicial decision-making are explored in 

www.ca-ilg.org/bias.  

 

 

 
Local agency governing bodies make policy and 

spending (fiscal) decisions. This is a collective decision-

making process in which a majority of decision-makers 

concur on a given course of action.   

 

The policy tools local agencies have to take collective 

action include:  

 Ordinances, 

 Resolutions, and 

 Motions and Minute orders. 

 

In addition, the voters can play a role in decision-making 

through the referendum and initiative process. 

 

The concepts and processes to understand on the fiscal side of local agencies’ responsibilities include 

budget, expenditures and warrants.  

 

Ordinances 
 
Local agencies make local laws through ordinances. Ordinances typically require or prohibit certain 

actions under certain circumstances. A local agency’s ordinances are frequently indexed and recorded 

into a “code.” These codes become part of the city or county’s legislative history and may prove useful 

even many years after adopted. As access to technology improves, many local agencies publish and/or 

make their codes available online.  

 

Drafting. Typically, an agency’s staff, along with the help or oversight of the agency’s attorney, will 

prepare a preliminary ordinance for review by the decision-making body and the public. This also enables 

staff to be aware of and help the agency comply with any special notice requirements that may apply to 

that particular kind of ordinance.  

 

Timing Issues. There is usually a waiting period between the time the ordinance is first considered by 

that body (known as the “introduction” of the ordinance) and second or final presentation of the ordinance  

 

How Local Agencies 
Make Things Happen 
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during which it is considered by the governing body for adoption. This introduction process is also known 

as the first “reading” of the proposed ordinance, because it is the first opportunity decision-makers have 

to consider the merits of the proposed ordinance. In some limited circumstances, urgency and certain 

other types of ordinances can be adopted at the time of their introduction without going through a later 

waiting period. 

 

Making Revisions during the Adoption Process. Sometimes decision-makers will ask staff to revise 

the proposed ordinance. Such changes may respond to ideas or concerns expressed by decision-makers 

or the public; changes may also result in language that a majority of the decision-making body can 

support. If substantive changes are made to a proposed ordinance after it is first introduced, it generally 

will need to be re-introduced and another waiting period must pass before the modified ordinance can be 

adopted. These steps ensure that laws are drafted as carefully as possible and to ensure that a full and 

open review of the ordinance occurs that permits the public to review and comment on the proposed law 

prior to its approval.  

 

Adoption. After the initial “reading” and waiting period have occurred, the ordinance is then presented at 

a subsequent meeting for second reading. A member of the decision-making body moves for approval of 

the ordinance. If the motion receives a second, the body votes on whether to adopt the ordinance. 

 

Effective Date. Most ordinances are effective 30 days after the date of adoption. Staff will typically take 

care of any requirements for publicizing the ordinance’s adoption during this period (for example, by 

publishing the ordinance in a newspaper and adding the ordinance to the agency’s code). 

 
Resolutions  
 
A resolution is a legal action by a decision-making body, such as setting fees and adopting policies. It can 

also be a vehicle through which the body expresses its opinion on a matter.   

 

Resolutions are formal actions by the decision-making body and are retained as part of the agency’s 

record. Compared to ordinances, though, resolutions involve fewer procedural requirements. For example, 

they do not have to be “introduced” and “adopted” over the space of two meetings but may be adopted at 

one meeting. Furthermore, with limited exceptions (for example, setting tax rates), resolutions do not 

have to be published in a newspaper.
1
   

 
Motions and Minute Orders  
 
Local agencies do not always have to adopt an ordinance or resolution to take action. For less important 

actions, local agencies also may act by motion, which may be summarized in a minute order. Typically, 

the agenda materials will describe the action that is proposed to be taken.   

 

These actions, along with others at the meeting, are memorialized in the record of the meeting (the 

minutes). Once approved by the body, the minutes become the official record of the meeting. The 

agency’s secretary or clerk maintains the official records of the agency, including the minutes. 
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Initiative and Referendum  
 
In California, the public also plays a role in the decision-making process by voting on ballot measures. 

The rules relating to placing matters on the ballot are both complex and technical. Ballot measure 

proponents are well advised to seek advice from experienced attorneys and political consultants on these 

matters to avoid missteps.  

 

Referendum. If members of the community disagree with a legislative act approved by elected officials, 

then they can circulate a petition to put the matter on the ballot for the voters to decide whether the law 

should be repealed. This is called a “referendum” because the petition requires the matter to be referred 

to the voters for approval. The petition process must occur within a short window of time before the law 

goes into effect.  

 

When a successful referendum petition occurs, a governing body has two choices. It can repeal the law 

that is the subject of the referendum petition. If the repeal occurs, it becomes unnecessary for the matter 

to go to a community vote. Otherwise the body must put the matter on a ballot for a vote. 

 

Initiative. The public may also propose a new law (or an amendment to an existing law). To do that, they 

circulate petitions that must include a copy of the proposed law. If enough people sign the petition, then 

the governing body must either adopt the proposed law without change or put the matter on the ballot for 

a community vote. This process is known as the “initiative” process, because members of the community 

are initiating the legislative proposal.   

 
Decisions to Spend Money 
 

Perhaps one of the most important roles elected officials play is deciding how to allocate public funds to 

pay for necessary services and facilities. There are a number of steps in this process. 

 

Budget. A budget is a device that enables decision-makers to project what revenues will be available to 

fund services and facilities and how those revenues should be allocated and spent. The decision to spend 

money for particular purposes is an “appropriation,” which is an authorization to spend money consistent 

with the budget. 

 

Typically the budgeting process involves:  

 The administrative head of the agency (county executive officer, city manager or general 

manager of a special district) prepares and transmits a set of instructions to department heads for 

submitting budget information and requests; 

 Department heads prepare and submit their budget information and requests; 

 The administrative head reviews the requests and assembles them into a comprehensive budget 

document; 

 The decision-making body holds budget hearings at which elected officials and the public receive 

information about the proposed budget; 

 Elected officials receive public input/reactions to the proposed budget; 
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 Elected officials evaluate all the information received and revise (as necessary) and adopt the 

final budget; and 

 The administrative head of the agency (typically the city manager, county executive officer, 

general manager) is responsible for implementing and executing the budget.  

(Note that the budget includes decisions about money that don’t involve “spending “ per se, such as 

saving for capital projects, and allocated and unallocated reserves.) 

 
Expenditures. The agency then spends money throughout the year in a manner consistent with the 

adopted budget, which may include expenditures to satisfy contractual obligations (for example, labor 

agreements, and contracts for goods or services). Some expenditures, such as election costs related to 

an initiative, referendum or recall may not be budgeted for, but may be a required expenditure directed by 

the public through the signature gathering process. 

 

Warrants. These are specific authorizations to spend money from a local agency’s bank account. To 

avoid having to take every minor payment to the decision-making body for approval, some agencies have 

policies delegating authority to staff to authorize payment for budgeted expenditures up to certain 

amounts. 

 

 

                                                      
 

 

References 
 
1
 The rates of taxes to be levied or the amount of revenue required to be raised by taxation must be fixed either by 

ordinance or resolution. Government Code Sections 36936.1, 53724. If such tax rate or amount of revenue is fixed by 
resolution, the resolution must be published in the same manner and within the same time as ordinances are required 
to be published. Government Code Section 36936.1. Tax levies are subject to voter approval. Government Code 
Sections 53722, 53723. Some taxes (for example a documentary transfer tax) must be approved by ordinance. See 

Revenue and Taxation Code Section 11911. 

 

 

 

This tip sheet is a service of the Institute for Local Government (ILG) whose mission is to promote 

good government at the local level with practical, impartial and easy-to-use resources for California 

communities. ILG is the nonprofit 501(c)(3) research and education affiliate of the League of 

California Cities, the California State Association of Counties and the California Special Districts 

Association.  

 

© 2015 Institute for Local Government. All rights reserved. 
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GENERAL LAW CITY 
 
The City of Fountain Valley is a general law city.  In California, there are two kinds of 
cities: charter cities and general law cities. As of October 2014, of the 478 cities in the 
State of California, 108 are chartered cities and 370 are general law cities. Both type of 
cities have broad powers and enjoy considerable freedom in the form of government 
which may be established. 
 
Although general law cities now have nearly equal powers, charters are adopted by 
cities where special conditions create needs that cannot be adequately met by the 
general laws. Charter cities are established by vote of the citizens. 
 
A general law city operates within the parameters and guidelines of California municipal 
law. The advantage of a general law city is that general state laws have been subjected 
to judicial scrutiny and tested over the years, so there is relatively little confusion about 
their application. City charters, by contrast, can be much more complicated and can 
raise many more questions about what can and cannot be done under state law. 
 

MUNICIPAL CODE 
 
The Fountain Valley Municipal Code is a compilation of all ordinances of the City of 
Fountain Valley. It is published and adopted as the official code of the City. The 
Fountain Valley Municipal Code is made available to the public through the City Clerk’s 
office, the City’s official website at www.fountainvalley.org, and online through Lexis-
Nexis at http://qcode.us/codes/fountainvalley/. 
 

COUNCIL/MANAGER FORM OF GOVERNMENT 
 
The Council-Manager form of government is the most commonly used form of 
government by local municipalities. It is a system of local government that combines the 
strong political leadership of elected officials in the form of a governing body, with the 
strong managerial experience of an appointed local government manager. 
 

COUNCIL MEETINGS – AGENDAS AND MINUTES 
 
Regular Council meetings are held on the first and third Tuesday of every month at 6:00 
p.m., in the Council Chambers at City Hall, located at 10200 Slater Avenue, Fountain 
Valley. 
 
All matters to be submitted to the Council at its regular meetings are delivered to the 
City Clerk. Upon receiving the appropriate approvals, the City Clerk prepares the 
agenda of all such matters and causes a copy of the completed agenda to be delivered 
to each Council Member and each department head as prescribed in the corresponding 
City Council Policy. The agenda is made available to the public as soon as it has been 
prepared, but in no event later than seventy-two hours before the day of the meeting. 
Only those matters on the agenda are acted upon by the City Council. Under certain 
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circumstances, the City Council also acts upon matters deemed to be emergencies or 
when the need to take action arises after the agenda has been prepared.  
 
The minutes of the Council meetings are prepared and kept by the City Clerk with the 
official records of the City. The City Clerk prepares action minutes whereby a record is 
made of business that was actually passed upon by a vote of the Council. There is no 
requirement for recordation of Council remarks except upon special request. Speaker 
information recorded includes the name of the speaker, the subject matter and whether 
the comments were in support or opposition of the subject matter.  
 
A copy of the minutes of the previous meeting is forwarded to each Council Member 
prior to adoption at the next regular meeting. 
 

LEGISLATIVE ACTIONS – 
ORDINANCES, RESOLUTIONS, PROCLAMATIONS 

Ordinances are the laws of a municipality. An ordinance is required in various 
situations including, but not limited to, an amendment or the repeal of an already 
existing ordinance, imposition of a penalty by fine, imprisonment or forfeiture and upon 
express requirement of the State. Ordinances typically contain a title, which describes 
the content of the ordinance, recitals, which outline the background and purpose for the 
ordinance, and sections that set forth the legislation being enacted. Ordinances are 
approved by the City Attorney, signed by the Mayor and attested to by the City Clerk. 
Ordinances include the date of passage, the effective date and are published as 
prescribed by law.   

Resolutions are an expression of the opinion of the City Council concerning a 
particular item of business or matter of administration. A resolution may be a statement 
of policy or a way of taking administrative action. Resolutions have no publication 
requirement and take effect immediately upon adoption. A resolution is signed by the 
Mayor and attested to by the City Clerk. 
 
A proclamation is a ceremonial act generally commemorating a special event. 
Proclamations are signed by the Mayor and may be presented to the recipient at a City 
Council meeting.  
   

CITY COUNCIL POLICY MANUAL 
 
The City Council Policy Manual is a compilation of the various policies adopted by the 
City Council regarding different subject matters. Said matters include, but are not limited 
too, appointments, agenda packet delivery, use of Council Chambers, grants, travel 
reimbursement, Conflict of Interest Code, workplace activities, information demands and 
subpoenas, etc. The City Council Policy Manual is an invaluable reference tool at the 
City and is updated regularly.  
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City of Fountain Valley 
Measure HH – Essential City Services 

 Oversight Committee 
 

 
1. Purpose: The purpose of the oversight committee is to review, at a policy level, the 

City’s annual audited financial statement; mid-year budget report and proposed annual 
general fund operating budget in regards to the receipt and expenditure of the fiscal 
year’s one-cent (1%) transactions and use (sales) tax (Measure HH – Essential City 
Services) revenue in relation to the City’s adopted “Responsible Spending Pledge”.  
The committee will communicate its findings to the public and the City Council 
annually.   

 
2. Committee Responsibilities: The oversight committee responsibilities for each of 

the years that the Measure HH one-cent (1%) transactions & use (sales) tax is 
collected is: 
2.1. Review at a policy level the audited annual financial report which will include 

Measure HH – Essential City Services tax revenue and expenditures. 
2.2. Review at a policy level the mid-year financial report of general fund revenues and 

expenditures. 
2.3. Review at a policy level the proposed annual general fund operating budget prior 

to adoption by City Council. 
2.4. Review the above reports at a policy level based on the City “Responsible 

Spending Pledge” and Measure HH – Essential City Services goals of maintaining 
essential city services including public safety. 

 
The Committee shall produce a report that records the results of its review at a policy 
level of the City’s audited financial statement, mid-year financial report and proposed 
annual general fund budget for expenditures of the revenue generated from the 
Measure HH – Essential City Services tax. The report shall be presented to the 
Council at a public meeting and shall be a public record.  The Committee shall confine 
itself specifically to a high level review of revenues generated under Measure HH – 
Essential City Services and related expenditures that support the policies of the 
adopted Responsible Spending Pledge.   
 
The Oversight Committee responsibilities do not include the following: 

 
• Enterprise and other funds generated independent of Measure HH;  
• Enterprise and other fund expenditures independent of Measure HH;  
• Decision-making on spending priorities; 
• No authority to direct, nor shall it direct City staff or other officials.   
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3. Committee Lifespan: The Measure HH Oversight Committee shall sunset (cease to 
exist) once it has reviewed and reported on all audit reports Measure HH revenue 
collection, which is anticipated to be completed by June 2038. No council action is 
required to terminate the Committee. 

 
4. Committee Composition: The Committee shall consist of five members, at least one 

member must actively represent the business community representing a business 
located within Fountain Valley; at least one member must be an active senior resident 
(age 65 or older); at least one member must have voted for Measure HH; at least one 
member must have voted against Measure HH; the fifth member will be a community 
member at-large; and one alternate. 
The following rules apply to all members: 
4.1. All members shall be at least 18-years of age and reside within the State of 

California and be residents of the City of Fountain Valley.  All members shall be a 
registered voter. (Confirmation can be made by the voter through the OC Registrar 
of Voters website.) 

4.2. Committee members may not be current Fountain Valley employees, Fountain 
Valley City Council members, or any vendor, contractor, or consultant with active 
contracts or agreements with the City of Fountain Valley. 

4.3. In making its appointment to the Oversight Committee, the Council may, at its 
discretion, consider various factors applicable to each candidate including, but not 
limited to, (i) residency in the City, (ii) whether the candidate is a registered voter 
within the City, and (iii) the candidate’s professional (including financial or 
accounting experience) and educational background which supports or 
complements the purposes of the Oversight Committee. 

4.4. The alternate member of the committee shall be selected based on their overall 
ranking and can be from any of the five member categories.  The alternate shall 
be chosen after the five member categories have been selected.  

 
5. Committee is Advisory:  Advisory bodies play an important role in City government 

by assisting and advising the City Council.  The primary role of an advisory body is to 
provide judicious advice to the City Council, the elected policy making body of the 
City. The advisory body’s role can include the review of written and financial 
information, facilitating the study of issues, assessing the alternatives regarding 
issues of community concern and ultimately forwarding recommendations through 
Staff Liaison to the City Council for its consideration.  
   

6. Committee Member Terms of Office: The Committee shall hold staggered terms of 
three years.  The initial set of terms will be shorter than a full three year term in order 
to get the full three year rotation in place.  All subsequent terms will be for three years 
until the Committee disbands in June 2038. 
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 First Term Future Terms – 3 yrs 
Member 
Slots* 

Appointment Expiration Appointment Expiration 

A, 
Alternate 

April 2017 December 2017 January 2018 December 2020 

B, & C April 2017 December 2018 January 2019 December 2021 
D, & E April 2017 December 2019 January 2020 December 2022 

 *The initial member slots will be determined by random drawing at the time the Council 
selects the committee members. 

7. Committee Organization & Use of Existing City Practices: The Committee shall 
follow all relevant existing City practices in terms of organization and conduct. 
Specifically: 
7.1. Elect the Chair and Vice Chair; 
7.2. Operate in accordance with the Ralph M. Brown Public Meetings Act and shall 

conduct its meetings in accordance with the provisions thereof; 
7.3. A quorum shall consist of at least three (3) of the five (5) members of the 

committee.  A copy of the approved minutes shall be forwarded to the City Clerk 
in accordance with the Public Records Act; 

7.4. Operate in accordance with City of Fountain Valley - City Council Policy, 
Commission/Committee Appointments, except where the Measure HH 
Oversight Committee Resolution (Policies) specifically addresses a topic; 

7.5. Operate in accordance with City of Fountain Valley Administrative Directives or 
Policies related to Ethics Training for Elected Officials; Appointees to Certain 
Boards, Commissions, and Committees; and Designated Employees; 

7.6. Comply with all State and local mandated conflict of interest/economic interest 
disclosure requirements; 

7.7. Receive no compensation for service on the Committee. 
 
8. Committee Appointments / Attendance / Removal / Vacancy:  The Committee 

shall be appointed through the normal Commission / Committee Appointments City 
Council Policy process.  There will be a supplemental questionnaire for Measure HH 
Committee applicants.  The power to make determinations as to appointments, 
attendance, removal and vacancies on the Oversight Committee is expressly 
reserved by the City Council. 
 
8.1. For committee’s to function effectively and accomplish their goals, all members 

must be active participants.  This means all members must be present at all 
meetings.  Committee members must inform the staff liaison prior to the meeting 
it they are unable to attend.  Two unexcused absences in one calendar year may 
be grounds for removal from the committee. 
 

8.2. The Council may remove any Committee member for any reason or for failure to 
comply with the City’s Ethics Polices and Conflict of Interest requirements. 
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8.3. If a Committee member resigns or is removed by the Council, his or her seat shall 
be declared vacant.  The Council in accordance with established appointment 
processes shall fill any vacancies on the Committee.  First the vacancy shall be 
filled by immediately appointing the current alternate Committee Member.  If no 
alternate is available, the vacancy shall be filled within 90 days from the initial 
date of each such vacancy based on the established procedures for committee 
appointments. 

 
8.4. A Committee member may be removed as may otherwise be prescribed or 

required by law.    
 

9. Staff Support/Authority of Committee:  Staff from the Finance Department will 
have primary responsibility for providing administrative support to the Measure HH 
Committee as shall be consistent with the Committee’s purposes.  The City Manager 
or his/her designee may also act as staff liaison to the Committee.  Oversight 
Committee members do not have the authority to direct staff of the City or other 
officials.  

 
10. Committee Meeting Schedule:  The City’s budgeting occurs from January through 

June; the audited financial statement is complete by the end of December; and the 
mid-year financial report is normally completed in March.  Consequently, the 
Committee shall be active from January through June each year. The exact meeting 
schedule (days/times/locations) will be dependent upon the budget preparation 
schedule, which changes slightly from year to year.  All Oversight Committee meetings 
will be public and will be agendized in accordance with the Brown Act.  

 
11. Committee Reports: The Committee shall present to the Council, in public session, 

bi-annual written reports (first 3 years) which shall include the following: 
 

11.1. A summary of the Committee’s proceeding and actives during the most recent 
review period. 
 

11.2. A response to the following questions will be addressed in the annual report: 
 

11.2.1. Does the current audited financial statement reflect that the Measure HH 
– Essential City Services tax was collected and appropriately spent based 
on the City’s adopted Responsible Spending Pledge? 
 

11.2.2. Does the City’s proposed General Fund annual budget and CIP plan 
protect and maintain the City’s core services including public safety based 
on the City’s adopted Responsible Spending Pledge? 
 

11.2.3. Does the City’s proposed General Fund budget rebuild the City’s 
reserves, set-aside funds for OPEB and pension unfunded liability, and 
put funds aside for early payoff of existing debt to the extent that Measure 
HH – Essential City Services funds are available based on the City’s 
adopted Responsible Spending Pledge? 
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11.2.4. Does the City’s proposed General Fund budget make progress toward 

resolving the City’s structural budget deficit that could exist when 
Measure HH – Essential City Services tax expires based on the City’s 
strategic goals and plans? 

 
The reports prepared by the Committee documenting their findings will be presented 
to the City Council at a public meeting, usually after the completion of the annual audit 
and prior to final adoption of the annual budget in June. These reports will be a part of 
the public record.  The bi-annual reports will only be required during the first three 
years of the Measure HH tax period.  Starting in 2020 will go to an annual report to 
City Council.  

 
12. Amendment of Policy and Regulations: The policies and regulations of the 

Oversight Committee may be subject to later and further amendments by the City 
Council at its discretion. 
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CITY OF FOUNTAIN VALLEY  

RESPONSIBLE SPENDING PLEDGE 

The City of Fountain Valley’s mission is to deliver cost-effective quality public services to 
provide a safe and desirable community that enriches its residents and businesses. 

The City goals are to: 

• Enhance economic development 
• Achieve financial stability 

• Attract, develop and retain quality staff within financial constraints 
• Maintain and enhance infrastructure and facilities 
• Enhance community outreach and engagement 

The Pledge: The City of Fountain Valley is committed to sound financial policies that maximize the 
highest level of City services for the people of Fountain Valley.  The City Council recognizes the need to 
protect the City’s assets and to ensure long-term financial sustainability.   

The City of Fountain Valley, like many cities in California, is experiencing significant financial challenges.  
This is due to the continued state revenue take-away; dissolution of redevelopment and increased costs 
which are out of the City’s control.  The City has taken significant steps to cut costs including permanent 
staff reductions, reduced benefits, employee pickup of costs, and contracting out services.  The City of 
Fountain Valley is a built out bedroom community, which has limited ability to generate significant new 
revenues, to cover the cost of a growing structural budget deficit. This has impacted City services. 

Therefore, in the event there are any significant increases in the City of Fountain Valley’s revenues, we 
believe that the majority of this money should be used to maintain: 

• Essential City services including public safety / 911 emergency response;  
• Keep Fire Station 2 open and maintain firefighter / paramedics;  
• Police Station and Police officers; restore anti-gang / drug programs;  
• Senior and youth programs;  
• Streets / sidewalks / roadways and repair storm water systems  
• Parks and play equipment; and 
• Provide other essential City services.  

We also believe, that whenever additional revenue gains are realized, City leadership should seek 
opportunities to: 

• Pay off, pay down, consolidate or refinance the City’s outstanding debt;  
• Pay down unfunded liabilities; and  
• Rebuild and maintain the City’s established reserves levels. (Such reserve policies have been 

adopted to protect the residents of Fountain Valley in the event of a natural disaster or severe 
economic downturn and for working cash flow and to fund “pay-go” capital projects.) 
 

Finally, the City Council believes this pledge is a clear guide to helping keep Fountain Valley a “Nice 
Place to Live”. 
 
Adopted by the City Council on October 18, 2016.  Ayes: Nagel, Vo, Collins, Brothers Noes: McCurdy 
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Does the current audited financial statement reflect that 
the Measure HH – Essential City Services tax was 
collected and appropriately spent based on the City’s 
adopted Responsible Spending Pledge? 

 

Does the City’s proposed General Fund annual budget 
and CIP plan protect and maintain the City’s core ser-
vices including public safety based on the City’s 
adopted Responsible Spending Pledge? 

 

Does the City’s proposed General Fund budget rebuild the 
City’s reserves, set-aside funds for OPEB and pen-
sion unfunded liability, and put funds aside for early 
payoff of existing debt to the extent that Measure HH 
– Essential City Services funds are available based on 
the City’s adopted Responsible Spending Pledge? 

 

Does the City’s proposed General Fund budget make pro-
gress toward resolving the City’s structural budget 
deficit that could exist when Measure HH – Essential 
City Services tax expires based on the City’s strategic 
goals and plans? 
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MISSION and CORE BELIEFS
To expand and protect local control for cities through education and advocacy to enhance the quality of life for all Californians.

VISION
To be recognized and respected as the leading advocate for the common interests of California’s cities.

About the League of California Cities
Established in 1898, the League of California Cities is a member organization that represents California’s incorporated cities. 

The League strives to protect the local authority and automony of city government and help California’s cities effectively 

serve their residents. In addition to advocating on cities’ behalf at the state capitol, the League provides its members with 

professional development programs and information resources, conducts education conferences and research, and publishes 

Western City magazine.

© 2011 League of California Cities. All rights reserved.

About the Author
Dave Rosenberg is a Superior Court Judge in Yolo County. He has served as presiding judge of his court, and as 

presiding judge of the Superior Court Appellate Division. He also has served as chair of the Trial Court Presiding Judges 

Advisory Committee (the committee composed of all 58 California presiding judges) and as an advisory member of the 

California Judicial Council. Prior to his appointment to the bench, Rosenberg was member of the Yolo County Board of 

Supervisors, where he served two terms as chair. Rosenberg also served on the Davis City Council, including two terms 

as mayor. He has served on the senior staff of two governors, and worked for 19 years in private law practice. Rosenberg 

has served as a member and chair of numerous state, regional and local boards. Rosenberg chaired the California State 

Lottery Commission, the California Victim Compensation and Government Claims Board, the Yolo-Solano Air Quality 

Management District, the Yolo County Economic Development Commission, and the Yolo County Criminal Justice 

Cabinet. For many years, he has taught classes on parliamentary procedure and has served as parliamentarian for large 

and small bodies.
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Establishing a Quorum
The starting point for a meeting is the establishment of a quorum. 
A quorum is defined as the minimum number of members of the 
body who must be present at a meeting for business to be legally 
transacted. The default rule is that a quorum is one more than half 
the body. For example, in a five-member body a quorum is three. 
When the body has three members present, it can legally transact 
business. If the body has less than a quorum of members present, it 
cannot legally transact business. And even if the body has a quorum 
to begin the meeting, the body can lose the quorum during the 
meeting when a member departs (or even when a member leaves the 
dais). When that occurs the body loses its ability to transact business 
until and unless a quorum is reestablished. 

The default rule, identified above, however, gives way to a specific 
rule of the body that establishes a quorum. For example, the rules of 
a particular five-member body may indicate that a quorum is four 
members for that particular body. The body must follow the rules it 
has established for its quorum. In the absence of such a specific rule, 
the quorum is one more than half the members of the body.

The Role of the Chair
While all members of the body should know and understand the 
rules of parliamentary procedure, it is the chair of the body who is 
charged with applying the rules of conduct of the meeting. The chair 
should be well versed in those rules. For all intents and purposes, the 
chair makes the final ruling on the rules every time the chair states an 
action. In fact, all decisions by the chair are final unless overruled by 
the body itself. 

Since the chair runs the conduct of the meeting, it is usual courtesy 
for the chair to play a less active role in the debate and discussion 
than other members of the body. This does not mean that the chair 
should not participate in the debate or discussion. To the contrary, as 
a member of the body, the chair has the full right to participate in the 
debate, discussion and decision-making of the body. What the chair 
should do, however, is strive to be the last to speak at the discussion 
and debate stage. The chair should not make or second a motion 
unless the chair is convinced that no other member of the body will 
do so at that point in time.

The Basic Format for an Agenda Item Discussion
Formal meetings normally have a written, often published agenda. 
Informal meetings may have only an oral or understood agenda. In 
either case, the meeting is governed by the agenda and the agenda 
constitutes the body’s agreed-upon roadmap for the meeting. Each 
agenda item can be handled by the chair in the following basic 
format:

Introduction

The rules of procedure at meetings should be simple enough for 
most people to understand. Unfortunately, that has not always been 
the case. Virtually all clubs, associations, boards, councils and bodies 
follow a set of rules — Robert’s Rules of Order — which are embodied 
in a small, but complex, book. Virtually no one I know has actually 
read this book cover to cover. Worse yet, the book was written for 
another time and for another purpose. If one is chairing or running 
a parliament, then Robert’s Rules of Order is a dandy and quite useful 
handbook for procedure in that complex setting. On the other hand, 
if one is running a meeting of say, a five-member body with a few 
members of the public in attendance, a simplified version of the rules 
of parliamentary procedure is in order.

Hence, the birth of Rosenberg’s Rules of Order.

What follows is my version of the rules of parliamentary procedure, 
based on my decades of experience chairing meetings in state and 
local government. These rules have been simplified for the smaller 
bodies we chair or in which we participate, slimmed down for the 
21st Century, yet retaining the basic tenets of order to which we have 
grown accustomed. Interestingly enough, Rosenberg’s Rules has found 
a welcoming audience. Hundreds of cities, counties, special districts, 
committees, boards, commissions, neighborhood associations and 
private corporations and companies have adopted Rosenberg’s Rules 
in lieu of Robert’s Rules because they have found them practical, 
logical, simple, easy to learn and user friendly. 

This treatise on modern parliamentary procedure is built on a 
foundation supported by the following four pillars: 

1. Rules should establish order. The first purpose of rules of 
parliamentary procedure is to establish a framework for the 
orderly conduct of meetings.

2. Rules should be clear. Simple rules lead to wider understanding 
and participation. Complex rules create two classes: those 
who understand and participate; and those who do not fully 
understand and do not fully participate.

3. Rules should be user friendly. That is, the rules must be simple 
enough that the public is invited into the body and feels that it 
has participated in the process.

4. Rules should enforce the will of the majority while protecting 
the rights of the minority. The ultimate purpose of rules of 
procedure is to encourage discussion and to facilitate decision 
making by the body. In a democracy, majority rules. The rules 
must enable the majority to express itself and fashion a result, 
while permitting the minority to also express itself, but not 
dominate, while fully participating in the process.
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Ninth, the chair takes a vote. Simply asking for the “ayes” and then 
asking for the “nays” normally does this. If members of the body do 
not vote, then they “abstain.” Unless the rules of the body provide 
otherwise (or unless a super majority is required as delineated later 
in these rules), then a simple majority (as defined in law or the rules 
of the body as delineated later in these rules) determines whether the 
motion passes or is defeated. 

Tenth, the chair should announce the result of the vote and what 
action (if any) the body has taken. In announcing the result, the chair 
should indicate the names of the members of the body, if any, who 
voted in the minority on the motion. This announcement might take 
the following form: “The motion passes by a vote of 3-2, with Smith 
and Jones dissenting. We have passed the motion requiring a 10-day 
notice for all future meetings of this body.”

Motions in General
Motions are the vehicles for decision making by a body. It is usually 
best to have a motion before the body prior to commencing 
discussion of an agenda item. This helps the body focus.

Motions are made in a simple two-step process. First, the chair 
should recognize the member of the body. Second, the member 
of the body makes a motion by preceding the member’s desired 
approach with the words “I move … ”

A typical motion might be: “I move that we give a 10-day notice in 
the future for all our meetings.”

The chair usually initiates the motion in one of three ways:

1. Inviting the members of the body to make a motion, for 
example, “A motion at this time would be in order.” 

2. Suggesting a motion to the members of the body, “A motion 
would be in order that we give a 10-day notice in the future for all 
our meetings.” 

3. Making the motion. As noted, the chair has every right as a 
member of the body to make a motion, but should normally do 
so only if the chair wishes to make a motion on an item but is 
convinced that no other member of the body is willing to step 
forward to do so at a particular time.

The Three Basic Motions
There are three motions that are the most common and recur often 
at meetings:

The basic motion. The basic motion is the one that puts forward a 
decision for the body’s consideration. A basic motion might be: “I 
move that we create a five-member committee to plan and put on 
our annual fundraiser.” 

First, the chair should clearly announce the agenda item number and 
should clearly state what the agenda item subject is. The chair should 
then announce the format (which follows) that will be followed in 
considering the agenda item.

Second, following that agenda format, the chair should invite the 
appropriate person or persons to report on the item, including any 
recommendation that they might have. The appropriate person or 
persons may be the chair, a member of the body, a staff person, or a 
committee chair charged with providing input on the agenda item.

Third, the chair should ask members of the body if they have any 
technical questions of clarification. At this point, members of the 
body may ask clarifying questions to the person or persons who 
reported on the item, and that person or persons should be given 
time to respond.

Fourth, the chair should invite public comments, or if appropriate at 
a formal meeting, should open the public meeting for public input. 
If numerous members of the public indicate a desire to speak to 
the subject, the chair may limit the time of public speakers. At the 
conclusion of the public comments, the chair should announce that 
public input has concluded (or the public hearing, as the case may be, 
is closed).

Fifth, the chair should invite a motion. The chair should announce 
the name of the member of the body who makes the motion.

Sixth, the chair should determine if any member of the body wishes 
to second the motion. The chair should announce the name of the 
member of the body who seconds the motion. It is normally good 
practice for a motion to require a second before proceeding to 
ensure that it is not just one member of the body who is interested 
in a particular approach. However, a second is not an absolute 
requirement, and the chair can proceed with consideration and vote 
on a motion even when there is no second. This is a matter left to the 
discretion of the chair.

Seventh, if the motion is made and seconded, the chair should make 
sure everyone understands the motion. 

This is done in one of three ways:

1. The chair can ask the maker of the motion to repeat it;

2. The chair can repeat the motion; or

3. The chair can ask the secretary or the clerk of the body to repeat 
the motion.

Eighth, the chair should now invite discussion of the motion by the 
body. If there is no desired discussion, or after the discussion has 
ended, the chair should announce that the body will vote on the 
motion. If there has been no discussion or very brief discussion, then 
the vote on the motion should proceed immediately and there is no 
need to repeat the motion. If there has been substantial discussion, 
then it is normally best to make sure everyone understands the 
motion by repeating it.
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First, the chair would deal with the third (the last) motion on the 
floor, the substitute motion. After discussion and debate, a vote 
would be taken first on the third motion. If the substitute motion 
passed, it would be a substitute for the basic motion and would 
eliminate it. The first motion would be moot, as would the second 
motion (which sought to amend the first motion), and the action on 
the agenda item would be completed on the passage by the body of 
the third motion (the substitute motion). No vote would be taken on 
the first or second motions. 

Second, if the substitute motion failed, the chair would then deal 
with the second (now the last) motion on the floor, the motion 
to amend. The discussion and debate would focus strictly on the 
amendment (should the committee be five or 10 members). If the 
motion to amend passed, the chair would then move to consider the 
main motion (the first motion) as amended. If the motion to amend 
failed, the chair would then move to consider the main motion (the 
first motion) in its original format, not amended.

Third, the chair would now deal with the first motion that was placed 
on the floor. The original motion would either be in its original 
format (five-member committee), or if amended, would be in its 
amended format (10-member committee). The question on the floor 
for discussion and decision would be whether a committee should 
plan and put on the annual fundraiser.

To Debate or Not to Debate
The basic rule of motions is that they are subject to discussion and 
debate. Accordingly, basic motions, motions to amend, and substitute 
motions are all eligible, each in their turn, for full discussion before 
and by the body. The debate can continue as long as members of the 
body wish to discuss an item, subject to the decision of the chair that 
it is time to move on and take action.

There are exceptions to the general rule of free and open debate 
on motions. The exceptions all apply when there is a desire of the 
body to move on. The following motions are not debatable (that 
is, when the following motions are made and seconded, the chair 
must immediately call for a vote of the body without debate on the 
motion): 

Motion to adjourn. This motion, if passed, requires the body to 
immediately adjourn to its next regularly scheduled meeting. It 
requires a simple majority vote.

Motion to recess. This motion, if passed, requires the body to 
immediately take a recess. Normally, the chair determines the length 
of the recess which may be a few minutes or an hour. It requires a 
simple majority vote.

Motion to fix the time to adjourn. This motion, if passed, requires 
the body to adjourn the meeting at the specific time set in the 
motion. For example, the motion might be: “I move we adjourn this 
meeting at midnight.” It requires a simple majority vote.

The motion to amend. If a member wants to change a basic motion 
that is before the body, they would move to amend it. A motion 
to amend might be: “I move that we amend the motion to have a 
10-member committee.” A motion to amend takes the basic motion 
that is before the body and seeks to change it in some way.

The substitute motion. If a member wants to completely do away 
with the basic motion that is before the body, and put a new motion 
before the body, they would move a substitute motion. A substitute 
motion might be: “I move a substitute motion that we cancel the 
annual fundraiser this year.” 

“Motions to amend” and “substitute motions” are often confused, but 
they are quite different, and their effect (if passed) is quite different. 
A motion to amend seeks to retain the basic motion on the floor, but 
modify it in some way. A substitute motion seeks to throw out the 
basic motion on the floor, and substitute a new and different motion 
for it. The decision as to whether a motion is really a “motion to 
amend” or a “substitute motion” is left to the chair. So if a member 
makes what that member calls a “motion to amend,” but the chair 
determines that it is really a “substitute motion,” then the chair’s 
designation governs.

A “friendly amendment” is a practical parliamentary tool that is 
simple, informal, saves time and avoids bogging a meeting down 
with numerous formal motions. It works in the following way: In the 
discussion on a pending motion, it may appear that a change to the 
motion is desirable or may win support for the motion from some 
members. When that happens, a member who has the floor may 
simply say, “I want to suggest a friendly amendment to the motion.” 
The member suggests the friendly amendment, and if the maker and 
the person who seconded the motion pending on the floor accepts 
the friendly amendment, that now becomes the pending motion on 
the floor. If either the maker or the person who seconded rejects the 
proposed friendly amendment, then the proposer can formally move 
to amend.

Multiple Motions Before the Body
There can be up to three motions on the floor at the same time. 
The chair can reject a fourth motion until the chair has dealt 
with the three that are on the floor and has resolved them. This 
rule has practical value. More than three motions on the floor at 
any given time is confusing and unwieldy for almost everyone, 
including the chair. 

When there are two or three motions on the floor (after motions and 
seconds) at the same time, the vote should proceed first on the last 
motion that is made. For example, assume the first motion is a basic 
“motion to have a five-member committee to plan and put on our 
annual fundraiser.” During the discussion of this motion, a member 
might make a second motion to “amend the main motion to have a 
10-member committee, not a five-member committee to plan and 
put on our annual fundraiser.” And perhaps, during that discussion, a 
member makes yet a third motion as a “substitute motion that we not 
have an annual fundraiser this year.” The proper procedure would be 
as follows:
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Motion to close nominations. When choosing officers of the 
body (such as the chair), nominations are in order either from a 
nominating committee or from the floor of the body. A motion to 
close nominations effectively cuts off the right of the minority to 
nominate officers and it requires a two-thirds vote to pass.

Motion to object to the consideration of a question. Normally, such 
a motion is unnecessary since the objectionable item can be tabled or 
defeated straight up. However, when members of a body do not even 
want an item on the agenda to be considered, then such a motion is 
in order. It is not debatable, and it requires a two-thirds vote to pass.

Motion to suspend the rules. This motion is debatable, but requires 
a two-thirds vote to pass. If the body has its own rules of order, 
conduct or procedure, this motion allows the body to suspend the 
rules for a particular purpose. For example, the body (a private club) 
might have a rule prohibiting the attendance at meetings by non-club 
members. A motion to suspend the rules would be in order to allow 
a non-club member to attend a meeting of the club on a particular 
date or on a particular agenda item.

Counting Votes
The matter of counting votes starts simple, but can become 
complicated.

Usually, it’s pretty easy to determine whether a particular motion 
passed or whether it was defeated. If a simple majority vote is needed 
to pass a motion, then one vote more than 50 percent of the body is 
required. For example, in a five-member body, if the vote is three in 
favor and two opposed, the motion passes. If it is two in favor and 
three opposed, the motion is defeated.

If a two-thirds majority vote is needed to pass a motion, then how 
many affirmative votes are required? The simple rule of thumb is to 
count the “no” votes and double that count to determine how many 
“yes” votes are needed to pass a particular motion. For example, in 
a seven-member body, if two members vote “no” then the “yes” vote 
of at least four members is required to achieve a two-thirds majority 
vote to pass the motion. 

What about tie votes? In the event of a tie, the motion always fails since 
an affirmative vote is required to pass any motion. For example, in a 
five-member body, if the vote is two in favor and two opposed, with 
one member absent, the motion is defeated.

Vote counting starts to become complicated when members 
vote “abstain” or in the case of a written ballot, cast a blank (or 
unreadable) ballot. Do these votes count, and if so, how does one 
count them? The starting point is always to check the statutes.

In California, for example, for an action of a board of supervisors to 
be valid and binding, the action must be approved by a majority of the 
board. (California Government Code Section 25005.) Typically, this 
means three of the five members of the board must vote affirmatively 
in favor of the action. A vote of 2-1 would not be sufficient. A vote of 
3-0 with two abstentions would be sufficient. In general law cities in 

Motion to table. This motion, if passed, requires discussion of the 
agenda item to be halted and the agenda item to be placed on “hold.” 
The motion can contain a specific time in which the item can come 
back to the body. “I move we table this item until our regular meeting 
in October.” Or the motion can contain no specific time for the 
return of the item, in which case a motion to take the item off the 
table and bring it back to the body will have to be taken at a future 
meeting. A motion to table an item (or to bring it back to the body) 
requires a simple majority vote.

Motion to limit debate. The most common form of this motion is to 
say, “I move the previous question” or “I move the question” or “I call 
the question” or sometimes someone simply shouts out “question.” 
As a practical matter, when a member calls out one of these phrases, 
the chair can expedite matters by treating it as a “request” rather 
than as a formal motion. The chair can simply inquire of the body, 
“any further discussion?” If no one wishes to have further discussion, 
then the chair can go right to the pending motion that is on the floor. 
However, if even one person wishes to discuss the pending motion 
further, then at that point, the chair should treat the call for the 
“question” as a formal motion, and proceed to it. 

When a member of the body makes such a motion (“I move the 
previous question”), the member is really saying: “I’ve had enough 
debate. Let’s get on with the vote.” When such a motion is made, the 
chair should ask for a second, stop debate, and vote on the motion to 
limit debate. The motion to limit debate requires a two-thirds vote of 
the body. 

Note:  A motion to limit debate could include a time limit. For 
example: “I move we limit debate on this agenda item to 15 minutes.” 
Even in this format, the motion to limit debate requires a two-
thirds vote of the body. A similar motion is a motion to object to 
consideration of an item. This motion is not debatable, and if passed, 
precludes the body from even considering an item on the agenda. It 
also requires a two-thirds vote.

Majority and Super Majority Votes
In a democracy, a simple majority vote determines a question. A tie 
vote means the motion fails. So in a seven-member body, a vote of 
4-3 passes the motion. A vote of 3-3 with one abstention means the 
motion fails. If one member is absent and the vote is 3-3, the motion 
still fails.

All motions require a simple majority, but there are a few exceptions. 
The exceptions come up when the body is taking an action which 
effectively cuts off the ability of a minority of the body to take an 
action or discuss an item. These extraordinary motions require a 
two-thirds majority (a super majority) to pass:

Motion to limit debate. Whether a member says, “I move the 
previous question,” or “I move the question,” or “I call the question,” 
or “I move to limit debate,” it all amounts to an attempt to cut off the 
ability of the minority to discuss an item, and it requires a two-thirds 
vote to pass.
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Now, exactly how does a member cast an “abstention” vote? 
Any time a member votes “abstain” or says, “I abstain,” that is an 
abstention. However, if a member votes “present” that is also treated 
as an abstention (the member is essentially saying, “Count me for 
purposes of a quorum, but my vote on the issue is abstain.”) In fact, 
any manifestation of intention not to vote either “yes” or “no” on 
the pending motion may be treated by the chair as an abstention. If 
written ballots are cast, a blank or unreadable ballot is counted as an 
abstention as well. 

Can a member vote “absent” or “count me as absent?” Interesting 
question. The ruling on this is up to the chair. The better approach is 
for the chair to count this as if the member had left his/her chair and 
is actually “absent.” That, of course, affects the quorum. However, the 
chair may also treat this as a vote to abstain, particularly if the person 
does not actually leave the dais. 

The Motion to Reconsider
There is a special and unique motion that requires a bit of 
explanation all by itself; the motion to reconsider. A tenet of 
parliamentary procedure is finality. After vigorous discussion, debate 
and a vote, there must be some closure to the issue. And so, after a 
vote is taken, the matter is deemed closed, subject only to reopening 
if a proper motion to consider is made and passed.

A motion to reconsider requires a majority vote to pass like other 
garden-variety motions, but there are two special rules that apply 
only to the motion to reconsider. 

First, is the matter of timing. A motion to reconsider must be made 
at the meeting where the item was first voted upon. A motion to 
reconsider made at a later time is untimely. (The body, however, can 
always vote to suspend the rules and, by a two-thirds majority, allow 
a motion to reconsider to be made at another time.)

Second, a motion to reconsider may be made only by certain 
members of the body. Accordingly, a motion to reconsider may be 
made only by a member who voted in the majority on the original 
motion. If such a member has a change of heart, he or she may 
make the motion to reconsider (any other member of the body 
— including a member who voted in the minority on the original 
motion — may second the motion). If a member who voted in the 
minority seeks to make the motion to reconsider, it must be ruled 
out of order. The purpose of this rule is finality. If a member of 
minority could make a motion to reconsider, then the item could be 
brought back to the body again and again, which would defeat the 
purpose of finality. 

If the motion to reconsider passes, then the original matter is back 
before the body, and a new original motion is in order. The matter may 
be discussed and debated as if it were on the floor for the first time. 

California, as another example, resolutions or orders for the payment of 
money and all ordinances require a recorded vote of the total members 
of the city council. (California Government Code Section 36936.) Cities 
with charters may prescribe their own vote requirements. Local elected 
officials are always well-advised to consult with their local agency 
counsel on how state law may affect the vote count.

After consulting state statutes, step number two is to check the rules 
of the body. If the rules of the body say that you count votes of “those 
present” then you treat abstentions one way. However, if the rules of 
the body say that you count the votes of those “present and voting,” 
then you treat abstentions a different way. And if the rules of the 
body are silent on the subject, then the general rule of thumb (and 
default rule) is that you count all votes that are “present and voting.” 

Accordingly, under the “present and voting” system, you would NOT 
count abstention votes on the motion. Members who abstain are 
counted for purposes of determining quorum (they are “present”), 
but you treat the abstention votes on the motion as if they did not 
exist (they are not “voting”). On the other hand, if the rules of the 
body specifically say that you count votes of those “present” then you 
DO count abstention votes both in establishing the quorum and on 
the motion. In this event, the abstention votes act just like “no” votes.

How does this work in practice?  
Here are a few examples.

Assume that a five-member city council is voting on a motion that 
requires a simple majority vote to pass, and assume further that the 
body has no specific rule on counting votes. Accordingly, the default 
rule kicks in and we count all votes of members that are “present and 
voting.” If the vote on the motion is 3-2, the motion passes. If the 
motion is 2-2 with one abstention, the motion fails. 

Assume a five-member city council voting on a motion that requires 
a two-thirds majority vote to pass, and further assume that the body 
has no specific rule on counting votes. Again, the default rule applies. 
If the vote is 3-2, the motion fails for lack of a two-thirds majority. If 
the vote is 4-1, the motion passes with a clear two-thirds majority. A 
vote of three “yes,” one “no” and one “abstain” also results in passage 
of the motion. Once again, the abstention is counted only for the 
purpose of determining quorum, but on the actual vote on the 
motion, it is as if the abstention vote never existed — so an effective 
3-1 vote is clearly a two-thirds majority vote. 

Now, change the scenario slightly. Assume the same five-member 
city council voting on a motion that requires a two-thirds majority 
vote to pass, but now assume that the body DOES have a specific rule 
requiring a two-thirds vote of members “present.” Under this specific 
rule, we must count the members present not only for quorum but 
also for the motion. In this scenario, any abstention has the same 
force and effect as if it were a “no” vote. Accordingly, if the votes were 
three “yes,” one “no” and one “abstain,” then the motion fails. The 
abstention in this case is treated like a “no” vote and effective vote of 
3-2 is not enough to pass two-thirds majority muster. 
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Appeal. If the chair makes a ruling that a member of the body 
disagrees with, that member may appeal the ruling of the chair. If the 
motion is seconded, and after debate, if it passes by a simple majority 
vote, then the ruling of the chair is deemed reversed.

Call for orders of the day. This is simply another way of saying, 
“return to the agenda.” If a member believes that the body has drifted 
from the agreed-upon agenda, such a call may be made. It does not 
require a vote, and when the chair discovers that the agenda has 
not been followed, the chair simply reminds the body to return to 
the agenda item properly before them. If the chair fails to do so, the 
chair’s determination may be appealed.

Withdraw a motion. During debate and discussion of a motion, 
the maker of the motion on the floor, at any time, may interrupt a 
speaker to withdraw his or her motion from the floor. The motion 
is immediately deemed withdrawn, although the chair may ask the 
person who seconded the motion if he or she wishes to make the 
motion, and any other member may make the motion if properly 
recognized.

Special Notes About Public Input
The rules outlined above will help make meetings very public-
friendly. But in addition, and particularly for the chair, it is wise to 
remember three special rules that apply to each agenda item:

Rule One: Tell the public what the body will be doing.

Rule Two: Keep the public informed while the body is doing it.

Rule Three: When the body has acted, tell the public what the 
body did.

Courtesy and Decorum
The rules of order are meant to create an atmosphere where the 
members of the body and the members of the public can attend to 
business efficiently, fairly and with full participation. At the same 
time, it is up to the chair and the members of the body to maintain 
common courtesy and decorum. Unless the setting is very informal, 
it is always best for only one person at a time to have the floor, and 
it is always best for every speaker to be first recognized by the chair 
before proceeding to speak.

The chair should always ensure that debate and discussion of an 
agenda item focuses on the item and the policy in question, not the 
personalities of the members of the body. Debate on policy is healthy, 
debate on personalities is not. The chair has the right to cut off 
discussion that is too personal, is too loud, or is too crude.

Debate and discussion should be focused, but free and open. In the 
interest of time, the chair may, however, limit the time allotted to 
speakers, including members of the body.

Can a member of the body interrupt the speaker? The general rule is 
“no.” There are, however, exceptions. A speaker may be interrupted 
for the following reasons:

Privilege. The proper interruption would be, “point of privilege.” 
The chair would then ask the interrupter to “state your point.” 
Appropriate points of privilege relate to anything that would 
interfere with the normal comfort of the meeting. For example, the 
room may be too hot or too cold, or a blowing fan might interfere 
with a person’s ability to hear.

Order. The proper interruption would be, “point of order.” Again, 
the chair would ask the interrupter to “state your point.” Appropriate 
points of order relate to anything that would not be considered 
appropriate conduct of the meeting. For example, if the chair moved 
on to a vote on a motion that permits debate without allowing that 
discussion or debate.
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The ABCs of  

Open Government Laws 
 

The underlying philosophy of the open government laws is that public agency processes should be 

as transparent as possible. Such transparency is vital in promoting public trust in government.  

 

This concept of governmental transparency is so important to the public that some 83 percent of 

voters supported adding it to California’s constitution by adopting Proposition 59 in 2004.
1
  

 

California’s open government laws
2
 require public officials to:  

 

A. Conduct meetings of public bodies openly, except for limited circumstances under which 

the law allows the public’s business to be conducted privately in closed sessions. 

 

B. Allow the public to participate in meetings of public bodies through a public comment 

process. 

 

C. Allow inspection and copying of public records, except when non-disclosure is 

authorized by law. 

 

This pamphlet summarizes these three requirements in general terms.  

 

For Additional Information 

 

For more information about these requirements and others relating to transparency, please see 

Understanding the Basics of Public Service Ethics: Transparency Laws, available at http://www.ca-

ilg.org/transparency.  Additional resources are also listed on the back of this pamphlet.  

 

Local officials are also encouraged to consult with their agency attorneys for information about how 

these requirements apply in any given situation or more information about this area of the law. 
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Beyond Legal Minimums 

 

It is important to note that the requirements discussed in this pamphlet are legal minimums for local 

government transparency in decision-making.  Local agencies can provide for greater transparency.   

 

In thinking about how an agency might provide for greater transparency, questions local agency 

officials might ponder include the following:   

 

1) How can the agency make public information more readily available and easily 

understandable by the public in order to promote public trust and confidence in the agency 

and demonstrate the agency's commitment to transparency? 

2)  Are there kinds of information that are already publicly available in some form, but could 

be made available more conveniently to the public (for example, through voluntarily posting 

the information on the agency’s website or including links on the agency’s website to where 

information is available on other websites)?
3
 

 

3) What kinds of information might be of interest to a cross-section of the public relating to the 

agency’s operations and decision-making processes?  Are there ways this information can be 

made available without individual members of the public having to ask for it? 

 

Ongoing consideration of these kinds of questions enables a local agency’s officials to engage in 

collective discussion and decision-making about ways in which their agency can set its sights higher 

than the minimum requirements of the law.   

 

A. Conducting the Public’s Business in Public 
 

General Rules 

 

 Elected and most appointed local-agency bodies – which include many advisory committees 

– must conduct their business in open and public meetings.
4
  

 

 A ―meeting‖ is any situation involving a majority of a public body in which agency business 

is transacted or discussed. In other words, a majority of the body cannot talk privately about 

a matter of agency business no matter how the communication occurs, whether by telephone 

or e-mail, or at a local coffee shop.
5
  

 

 The public must be informed of 1) the time and place of and 2) the issues to be addressed at 

each meeting.  In general, public officials may only discuss and act on items included on the 

posted agenda for a meeting.  The agenda must be posted at least 72 hours in advance of a 

regular meeting and written in a way that informs people of what business will be discussed.  

Members of the public may request a copy of the agenda packet be mailed to them at the 

time the agenda is posted or upon distribution to the governing body.  Many local agencies 

also post these materials on their websites and/or maintain e-mail lists to make agendas 

available. 
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Key Things to Know 

 

 Advisory Bodies. Advisory bodies formally created by the governing body are subject to the 

open meeting laws. In some cases, committees of less than a quorum of the public body are also 

subject to these laws.
6
  

 

 Serial Meetings. Avoid unintentionally creating a ―serial‖ meeting—a series of 

communications that result in a majority of the body’s members discussing, deliberating, or 

taking action on a matter of agency business. 

 

 

Example 
 

If two members of a five-member public body consult outside of a public meeting (which is not in 

and of itself a violation) about a matter of agency business and then one of those individuals 

consults with a third member on the same issue, a majority of the body has consulted on that issue. 

Note the communication does not need to be in person and can occur through a third party. For 

example, sending or forwarding e-mail can be sufficient to create a serial meeting, as can a staff 

member’s polling the body’s members in a way that reveals the members’ positions to one 

another.
7 

 

 

 Permissible Gatherings. Not every gathering of members of a public body outside a noticed 

meeting violates the law. For example, a violation would not occur if a majority of the members 

attend the same educational conference or attend a meeting not organized by the local agency as 

long as members do not discuss among themselves agency business except as part of the 

gathering.
8
 Nor is attendance at a social or ceremonial event in itself a violation.

9
 The basic rule 

to keep in mind is a majority of the members cannot gather and discuss agency business except 

at an open and properly noticed meeting. 

 

 Closed Sessions. The open meeting laws include provisions for private discussions under very 

limited circumstances (see ―typical closed session issues‖).
10

 The reasons for holding the closed 

session must be noted on the agenda and different disclosure requirements apply to different 

types of closed sessions.
11

  

 

 Posting and Following the Agenda. In general, public officials may only discuss and act on 

items included on the posted agenda for a meeting.
12

 However, they or staff may briefly respond 

to questions or statements during public comments that are unrelated to the agenda items. 

Officials can also request staff to look into a matter or place a matter on the agenda for a 

subsequent meeting. Only under unexpected circumstances can matters that are not on the 

agenda be discussed or acted upon. 

 

 Taping or Recording of Meetings Is Allowed. Anyone attending a meeting may photograph or 

record it with an audio or video recorder unless the governing body makes a finding that the 

noise, illumination, or obstruction of view will disrupt the meeting.
13

 Any meeting tape or film 

made by the local agency becomes a public record that must be made available to the public for 

at least 30 days.
14
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 Sign-In Must Be Voluntary. Members of the public cannot be required to register their name 

or satisfied any other condition for attendance. If an attendance list is used, it must clearly state 

that signing the list is voluntary.
15

  

 

 

 

Open-Government-Is-Good-Politics Note                     
 
The media are highly vigilant in monitoring compliance with open government requirements—and quick 

to report on perceived violations. 

 

 

 

 

 

 

 T Y P I C A L  C L O S E D  S E S S I O N  I S S U E S  

 

Local agency open meetings laws vary in terms of what kinds of closed sessions are allowed. Consult with 

agency counsel concerning 1) whether a particular type of closed session is available to your agency, 2) under 

what circumstances, and 3) what disclosure requirements apply before and after the closed session.  The 

following list is illustrative of common topics that a public agency may discuss in closed session: 

Personnel. To consider the appointment, employment, evaluation of performance, discipline, or dismissal of a 

public employee, or to hear complaints against an employee.
16

 

Litigation. To confer with or receive advice from an agency’s legal counsel with respect to actual or potential 

litigation.
17

 

Real Estate Negotiations. To provide direction to the agency’s negotiator on the price and terms of payment 

under which the agency will purchase, sell, exchange or lease real property.
18

 

Labor Negotiations.
 
To meet with the agency’s labor negotiator regarding salaries and benefits and other 

matters within the scope of labor negotiations.
19

 

Student Disciplinary Issues. (For school districts and community college districts) To consider discipline of a 

student if a public hearing would result in disclosure of prohibited information, after notifying the student (or 

parents in the case of minor students) and if they do not request a public hearing.
20

 

License Applicants with Criminal Records.
 
To allow an agency to determine whether a would-be licensee 

with a criminal record is sufficiently rehabilitated to obtain the license.
21

 

Public Security. To confer with designated law enforcement officials regarding threats to public facilities and 

services or the public’s right to access those services and facilities.
22

 

Multi-jurisdictional Law Enforcement Agency.
 
To discuss ongoing criminal investigations.

23
  

Hospital Peer Review and Trade Secrets. To discuss issues related to medical quality assurance or trade 

secrets.
24

 

Disclosure of Confidential Information Prohibited. The decision to disclose confidential information 

received in closed session is one that is generally made by the body as a whole, not individual members.  

Among the remedies for unlawful disclosure is referral to the grand jury, which has authority to remove officials 

for willful misconduct in office. 
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B. The Public’s Right to Participate in Meetings 
 

General Rules 

 
 Democracy in Action. The public has a right to address the public body at any meeting. A 

public official’s role is to both hear and evaluate these communications. 
 
 The Public’s Right to be Heard. Generally, every regular meeting agenda must provide an 

opportunity for the public to address the public body on any item within the body’s 
jurisdiction.

25
 If the issue of concern is one pending before the body, the opportunity must be 

provided before or during the body’s consideration of that issue.
26

  
 

Key Things to Know  

 

 Anonymous Speech Must Be Permitted.  Members of the public cannot be required to give 

their name or address as a condition of speaking. The clerk or presiding officer may request 

speakers to complete a speaker card, or identify themselves "for the record," but must respect a 

speaker's desire for anonymity. 

 

 Reasonable Time Limits May Be Imposed. Local agencies may adopt reasonable regulations 

to ensure everyone has an opportunity to be heard in an orderly manner.
27

 For example, some 

agencies impose a uniform time limit on each person providing public comments on an issue.  

 

 Dealing with Dissension. The chair cannot stop speakers from expressing their opinions or their 

criticism of the body.
28

 If an individual or group willfully interrupts a meeting and order cannot 

be restored, the room may be cleared.
29

 Members of the media must be allowed to remain and 

only matters on the agenda can be discussed.
30
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A Note on Civility in Public Discourse       

 
For communities to be able to work through difficult issues, it’s important that people be able to express 

differing opinions about what best serves the public’s interests in a respectful and civil manner.    

 

This includes focusing on the merits of one’s position.  Even if people disagree about what’s best for the 

community in this situation, it doesn’t mean that those holding different views are bad people.  Treat 

others with the same respect as one would like to be treated. Questioning others’ motives or intelligence, 

being hostile, engaging in name-calling or making threats undermines one’s effectiveness.   

 

No matter how passionate one is about an issue, the goal is to conduct oneself in a way that will add to 

one’s credibility and standing as a thoughtful member of the community. 

 

Consequences of Non-Compliance with Open Meeting Requirements 

 

 Nullification of Decision. Many decisions that are not made according to the open meeting laws are 

voidable.
31

 After asking the agency to cure the violation, either the district attorney or any interested 

person may sue to have the action declared invalid.
32

  

 

 Criminal Sanctions. Additionally, members of the body who intentionally violate the open meeting 

laws may be guilty of a misdemeanor.
33

 The penalty for a misdemeanor conviction is imprisonment in 

county jail for up to six months or a fine of up to $1,000 or both.
34

 

 

 Other Measures. Either the district attorney or any interested person may sue to remedy past and 

prevent future violations of the open meeting laws.
35

 Another remedy, under certain circumstances, is for 

a court to order that all closed sessions be tape-recorded.
36

 Regulations of public participation beyond 

those allowed by applicable statutory and constitutional law can be a civil rights violation. 

 

 Attorneys’ Fees and Costs.  Attorneys’ fees and costs may be awarded to those who successfully 

challenge open meeting violations.
37
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C. The Public’s Right To Access Agency  

Documents and Records  
 

General Rule 

 

Public agencies must generally make their records available for inspection by the public.
38

 

Disclosure is the rule; withholding is the exception.  In addition, there are a number of state laws 

that require affirmative disclosure of certain kinds of information (for example, by posting the 

information on the agency’s website).
39

  

 

Key Things to Know  

 

 Agenda and Meeting Materials. Copies of the agenda materials and other documents not 

exempt from disclosure distributed to the body must be available to the public.
40

 Any 

nonexempt materials prepared by the local agency must be available for public inspection at the 

meeting. Materials prepared and distributed by some other person must be made available after 

the meeting. 

 

 Scope of Access. The public has the right to see nonexempt materials that are created as part of 

the conduct of the people’s business.
41

 These materials include any writing that was prepared, 

owned, used, or retained by a public agency.
42

 This can include documents, computer data, e-

mails, facsimiles, and photographs.
43

  

 

 Presumption and Exceptions. Written materials are presumed to be a public record unless an 

exception applies.
44

 There are a number of exceptions. For example, personnel records are 

typically exempt from disclosure because their release may violate an employee’s privacy 

rights.  

 

The public's right of access to public records is broadly construed and applies to many documents 

that public officials might otherwise assume are protected from disclosure.   

 

 

Consequences of Violation  

 
Anyone can sue the agency to enforce his or her right to access public records subject to disclosure.

45
 If the 

agency loses or otherwise produces the records as the result of the lawsuit, it must pay costs and attorneys 

fees.
46
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R E S O U R C E S  F O R  F U R T H E R  I N F O R M A T I O N  

California’s open government laws are complex and extensive. Consult the following resources for more 

information on these laws. 

o Understanding the Basics of Public Service Ethics: Transparency Laws, available at 

http://www.ca-ilg.org/transparency (includes discussions of other kinds of disclosure laws, in 

addition to Open Meeting Law and Public Records Act). 

o Open and Public IV: A User’s Guide to the Ralph M. Brown Act, 2d Edition, 2010. Available on 

the League of California Cities website at www.cacities.org or by calling 916.658.8200. 

o The People’s Business: A Guide to the California Public Records Act, 2008. Available on the 

League of California Cities website at www.cacities.org or by calling 916.658.8200. 

Local officials should also consult their agency counsel with specific questions. 

The Attorney General also offers guides on these laws; they are available from the Attorney General’s 

website: http://ag.ca.gov/publications/2003_Intro_BrownAct.pdf (Brown Act Guide) and 

http://ag.ca.gov/publications/2003_Intro_BrownAct.pdf (Public Records Act).  
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LOCAL GOVERNMENT 101 

 

1400 K Street, Suite 205 ▪ Sacramento, CA 95814 ▪ 916.658.8208 F 916.444.7535 ▪ www.ca-ilg.org 
 

Related Resources from the 
Institute  

 
• Dealing with Emotional 

Audiences, available at 
www.ca-
ilg.org/EmotionalAudiences.  
 

• Codes of Conduct for Elected 
Boards, available at www.ca-
ilg.org/CodesOfConduct.  
 

• ILG’s Meeting Resource Center, 
available at www.ca-
ilg.org/meeting-resource-center.  

Understanding the Role of Chair 
www.ca-ilg.org/ChairMeeting  
October 2011 
 
Meetings are central to the local agency decision-making 
process. Through public meetings, elected and appointed 
officials come together to receive public input, discuss, 
deliberate and decide issues on behalf of the public. Such 
decisions typically require support of a majority of the 
decision-making body. 
 
All members of the decision-making body usually have the 
same voting power. The meeting chair, however, plays a 
special role in helping the group reach wise decisions. The 
following tip sheet offers suggestions for performing that role 
well. 
 
Goal of Meeting Discussions 
 
The usual goal of any discussion at a public agency meeting is for decision-makers to: 
 
• Receive and share information, so everyone can make informed choices. 
 
• Share thoughts and perspectives on what decision best serves the public’s interests and other 

community values. 
 
• Reach a decision on what the best option is. 
 
Another goal is for the group to reach decisions in a way that builds and maintains relationships as 
well as promotes trust in both decision-makers and the decision-making process. 
 
Everyone’s Role 
 
All participants in the decision-making process are responsible for working towards achieving these 
meeting goals. Moreover, everyone has a shared stake in having an opportunity to be heard and being 
treated fairly. Thus, all officials have an interest in supporting the chair’s efforts to conduct the 
meeting effectively and fairly.
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Understanding the Role of Chair October 2011 
 

Institute for Local Government  www.ca-ilg.org  2 
 

The Chair’s Role 
 

The chair’s role includes: 
 

• Helping the group determine whether it has all the information necessary and available to make a 
decision. 

 
• Where there are multiple points of view on what the best decision might be, encouraging decision-

makers to share those views. 
 
• Actively listening to determine potential points of agreement and testing those points for actual 

agreement. 
 
• Managing any conflicts that may arise during the discussions. 
 
• Keeping the discussion on topic. 
 
• Ensuring that clear decisions are made. 
 
• Sticking to the agenda. 
 
• Getting through the agenda items in a timely manner.  
 
As a result, the role of the chair can be understood as: 
 
• A team captain who leads by example and helps the group function as a team; 
  
• A coach who encourages participants to perform at their best, including as it relates to principles of 

fair play and sportsmanship; and  
 
• A referee who has authority to stop the action and apply the rules of play.1

 
For the chair to play the role of referee effectively, the chair needs the group’s trust and respect. To 
earn this trust and respect, the chair needs to conduct the meeting fairly. This means applying the 
group’s agreed upon standards in an impartial manner. If one’s colleagues’ understand that the chair’s 
goal is to be an impartial facilitator to help the group achieve consensus, the group will be more 
inclined to act in ways that support the chair’s efforts and achieve the meeting’s goals.  
 
To achieve both the perception and the reality of impartiality, it can be helpful for the chair to hold off 
expressing his or her views on a matter and not engage in debate.  
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Strategies for Success 
 
At the Beginning of the Meeting 

 
• Welcome and Introductions. It can be helpful for the public (particularly first-timers) to know 

who is sitting at the dais, what opportunities there will be to provide input, and how they can 
understand what is going on (for example, if translation equipment/service is available, where 
people can pick up the equipment). This can communicate decision-makers’ earnest desire to both 
receive public input and have the public understand what is going on. 

 
• Agenda Overview. A brief statement of the major sections of the agenda can remind both 

decision-makers and the public of the scope of what needs to be accomplished during the meeting.  
 
• Aspirational Statement on Decorum. If the body has adopted a guidelines and goals for civility, 

a brief reminder to that effect can help set the tone for both decision-makers’ interactions and 
encouragement for other meeting participants’ conduct. 
 

As the Body Moves to New Agenda Sections/Items 
 
• Agenda Sections. Different agenda sections are sometimes subject to different procedures. For 

example, a consent agenda usually is a group of items that are routine and non-controversial and 
are taken up as a group.  

 
Conversely, other items are taken up one by one. Sometimes certain items are subject to special 
procedures (for example, public hearings). It can be helpful for the chair to briefly note these 
differences, as a reminder to new decision-makers and first time attenders at the meeting.  

 
Example: Chair: “Now we are at the public hearing portion of the agenda. To be respectful of 
the rights and interests of all involved, there will be three stages to our consideration of each 
item: 

 
1. Facts and Evidence:  

a. First staff will summarize their analysis of the issue before us. 
b. Then, the applicant will be given a chance to explain, based on facts and evidence, how 

the applicant has met standards necessary for us to approve the application. 
c. Next the public will be given an opportunity to offer their thoughts and evidence on the 

merits of the application. This can include any suggestions or questions that the public 
thinks we should ask of the applicant. 

d. We will then ask any questions of the applicant. 
2. Law and Analysis: 

a. After listening and considering both the applicant’s and the public’s information, it 
becomes our turn to discuss among ourselves what we have learned based on what has 
been presented. 
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b. Once it appears that a consensus is developing, we may ask questions of staff on what 
kinds of findings need to be made to explain our decision based on the information we 
have received. 

3. Decision: 
a. The chair will entertain a motion to make a decision and adopt findings consistent with 

that decision. 
b. If the motion receives a second, we’ll vote to see if a majority of us can agree.” 

 
• Being Clear on the Issue to Be Resolved. In addition to calling the agenda item, it can be helpful 

to identify the issue to be resolved.  
 

Chair: “The issue before us is whether the application to engage in X enterprise meets the 
standards in our zoning code for such activities.” 

 
This reminds staff, decision-makers, the applicant and the 
public the standard which needs to be focused on.  In 
addition, for complex or divisive items, sometimes 
participants can lose sight of the issue to be decided. A 
helpful role the chair can play in getting the discussion to a 
point of resolution is to remind participants of the issue to be 
resolved (or ask staff to state the issue to be resolved).  

 
• Note about Technical Language. Public agency decisions 

sometimes involve special terminology, jargon and acronyms. 
This can lead to confusion and misunderstanding, which in 
turn, can take the discussion in unproductive directions. 
Another important role of the chair is to make sure the 
conversation occurs at a level that everyone can understand. 
The chair can ask speakers to define unfamiliar terms and explain unfamiliar concepts.  

 
Fostering Discussion and Decision 
 
• Opening Up the Issue for Discussion. Having stated the issue and heard staff and the public’s 

information on it, ask for decision-makers’ thoughts. To enable the chair to be a fair guider of the 
discussion, the chair will typically refrain from offering their thoughts at the beginning.  

 
• Who Speaks When and to Whom. At this point in the meeting, the discussion is among decision-

makers and therefore decision-makers should be speaking to each other in an effort to come to a 
decision, not the public.  

 
An important role of the chair is to make sure only one person speaks at a time, so both the public and 
decision-makers can understand and follow the discussion. A typical approach is for each decision-
maker to offer their thoughts and then listen to other decision-makers’ thoughts in turn.  
 

When Consensus Is Not 
Immediately Forthcoming 

 
If the conversation does not seem to 
be coalescing into a consensus or 
even a majority position, one 
technique for non-time sensitive 
matters is to refer the matter back to 
staff for further work. Staff will then 
have time to craft a decision that 
endeavors to take into account as 
many of the concerns expressed as 
possible.  
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If it appears multiple people want to talk at once, the chair has the option of asking people to raise 
their hands to be recognized before speaking. The chair can keep a list of who has asked to be heard, 
to call on each person to speak in sequence. Everyone who wants to speak should know that they are 
on the list and their turn is coming.  
 
• Keeping Discussion Participation Balanced. Some bodies have a norm that each person will take 

a turn in asking all their questions and sharing their thoughts. Others find that such a restriction 
interferes with dialogue and the deliberative process. If a person seems to be repeating him or 
herself or otherwise dominating the discussion to the exclusion of others, one approach is for the 
chair to acknowledge that the individual’s perspective has been heard.  

 
Example: Chair “We have heard that Supervisor 
Nasirian feels strongly that fixing our roads is an 
urgent priority. What are others’ thoughts?” or “Is 
there anyone who hasn’t spoken yet who would like 
to share their thoughts?” 

 
The chair can also give preference to those who haven’t 
spoken. 
 

Example: Chair “I see your hand up Council 
Member Cooke and we’ll get to you in a moment; I 
am going to recognize Council Member Suarez first 
since she hasn’t yet spoken.” 

 
• Avoiding Interrupting One Another. When people are 

passionate or otherwise convinced of the correctness of 
their position or information, they will sometimes jump in to respond to what a colleague is saying. 
A chair’s role is to intervene to protect the person’s ability to finish their thought. (“Let’s let 
Director Feliciano finish his thought; you’ll have an opportunity to share your perspectives.”) 

 
• Dealing with Conflict. Differing perspectives is inherent in a group decision-making process and 

healthy. However, if the discussion gets particularly heated among two or more decision-makers, a 
helpful device is to have people address their remarks to the chair. Another is to summarize the 
points of disagreement and then move the discussion away from those who are in conflict by 
asking others how they see the issue. If the conversation turns personal, the chair can ask the group 
to keep the discussion focused on the problem at hand, not underlying motivations or personalities. 
If these techniques are unsuccessful, calling a recess can be helpful to enable people to step away 
from the conflict and reflect on how to move the discussion forward. See also Dealing with 
Emotional Audiences. 

  

Staff Can Be A Resource 
 
Depending on the nature of the topic 
under discussion, agency staff and legal 
counsel can sometimes assist the chair in 
listening for consensus or clarifying 
misunderstandings that are impeding the 
effort to reach consensus.  
 
Where staff sits can determine how 
helpful they can be in this role. Being 
able to signal or make eye contact with 
the chair is one issue. Many agencies 
have key staff (attorney and chief 
administrative official) sit at the dais with 
the body.  
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• Actively Listening for Signs of Consensus. The chair’s role is to listen for points of agreement 
and possible consensus and then test the chair’s sense of where people are leaning. Tools the chair 
has to help the group get to a decision point include: 

 
o “It sounds like Supervisor Rodriguez and Supervisor Ifill are both concerned about the impact 

of the proposed use, even with the proposed conditions on the permit, on surrounding 
neighbors. Am I understanding your concerns? Would either of you like to move that the 
application be denied”? 

o Thank you Council Member Chen for sharing that view; would you like to make a motion to 
that effect?” 

o “It sounds that there are two views on the board: [state the two views]. Which strikes people 
as having more advantages for our community? 

o “What’s the group’s pleasure? The question before us is [restate the issue before the group].” 
 
• Motion and Second. Once a motion is made, the chair asks for a second. A second to the motion 

indicates that at least one other person agrees with the maker of the motion. 
 

o If no one seconds the motion, the chair can note that the motion is appearing to die for lack of a 
second. The chair can ask if someone else wants to make a different motion. 

 
o If the group seems ambivalent, the chair can ask if someone wants to second the motion for 

purposes of discussion. Through that discussion, an approach at least a majority can agree on 
may emerge, in which case the chair may want to ask whether there’s a friendly amendment to 
the original motion or a substitute motion. 

 
• Vote. It’s helpful for the chair to re-state the motion on which the group is voting.  
 
At the End of the Meeting 
• End on an Upbeat Note. If at all possible, end the meeting on a positive note and thank everyone 

for their contributions to the meeting and their participation. 
 
• Explain Next Steps. Note that the actions taken at the meeting are being recorded through meeting 

minutes, which will be reviewed at the next meeting. Note when the next meeting will be.  
 

 
 

If at First You Don’t Succeed 
 

People can take awhile to get used to the norms associated with group decision-making. If an approach doesn’t 
work perfectly the first time, don’t give up. Think about what worked and what didn’t and consider whether 
persistence might help get the group to a better place. 
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ilg.org/local-government-101. If you would like to access this resource directly, go to www.ca-
ilg.org/ChairMeeting.  

The Institute welcomes feedback on this resource: 

• Email: info@ca-ilg.org  Subject: Understanding the Role of Chair 

• Mail: 1400 K Street, Suite 205 ▪ Sacramento, CA ▪ 95814  
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CHAPTER 1: IT IS THE PEOPLE’S BUSINESS

The right of access 
Two key parts of the Brown Act have not changed since its adoption  

in 1953. One is the Brown Act’s initial section, declaring the 

Legislature’s intent:

“In enacting this chapter, the Legislature finds and declares that 

the public commissions, boards and councils and the other public 

agencies in this State exist to aid in the conduct of the people’s 

business. It is the intent of the law that their actions be taken 

openly and that their deliberations be conducted openly.”

“The people of this State do not yield their sovereignty to the 

agencies which serve them. The people, in delegating authority, do 

not give their public servants the right to decide what is good for 

the people to know and what is not good for them to know. The 

people insist on remaining informed so that they may retain control 

over the instruments they have created.”1

The people reconfirmed that intent 50 years later in the November 2004 election by adopting 

Proposition 59, amending the California Constitution to include a public right of access to 

government information:

“The people have the right of access to information concerning the conduct of the 

people’s business, and, therefore, the meetings of public bodies and the writings of 

public officials and agencies shall be open to public scrutiny.”2

The Brown Act’s other unchanged provision is a single sentence:

“All meetings of the legislative body of a local agency shall be open and public, and 

all persons shall be permitted to attend any meeting of the legislative body of a local 

agency, except as otherwise provided in this chapter.”3

That one sentence is by far the most important of the entire Brown Act. If the opening is the soul, 

that sentence is the heart of the Brown Act. 

Broad coverage
The Brown Act covers members of virtually every type of local government body, elected or 

appointed, decision-making or advisory. Some types of private organizations are covered, as are 

newly-elected members of a legislative body, even before they take office. 

Similarly, meetings subject to the Brown Act are not limited to face-to-face gatherings. They also 

include any communication medium or device through which a majority of a legislative body 

Chapter 1 
IT IS THE PEOPLE’S BUSINESS

PRACTICE TIP: The key to the 

Brown Act is a single sentence. 

In summary, all meetings shall 

be open and public except 

when the Brown Act authorizes 

otherwise. 
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discusses, deliberates or takes action on an item of business outside of a noticed meeting. They 

include meetings held from remote locations by teleconference. 

New communication technologies present new Brown Act challenges. For example, common email 

practices of forwarding or replying to messages can easily lead to a serial meeting prohibited 

by the Brown Act, as can participation by members of a legislative body in an internet chatroom 

or blog dialogue. Communicating during meetings using electronic technology (such as laptop 

computers, tablets, or smart phones) may create the perception that private communications are 

influencing the outcome of decisions; some state legislatures have banned the practice. On the 

other hand, widespread cablecasting and web streaming of meetings has greatly expanded public 

access to the decision-making process.

Narrow exemptions
The express purpose of the Brown Act is to assure that local government agencies conduct the 

public’s business openly and publicly. Courts and the California Attorney General usually broadly 

construe the Brown Act in favor of greater public access and narrowly construe exemptions to its 

general rules.4

Generally, public officials should think of themselves as living in glass houses, and that they may 

only draw the curtains when it is in the public interest to preserve confidentiality. Closed sessions 

may be held only as specifically authorized by the provisions of the Brown Act itself.

The Brown Act, however, is limited to meetings among a majority of the members of multi-

member government bodies when the subject relates to local agency business. It does not apply 

to independent conduct of individual decision-makers. It does not apply to social, ceremonial, 

educational, and other gatherings as long as a majority of the members of a body do not discuss 

issues related to their local agency’s business. Meetings of temporary advisory committees — as 

distinguished from standing committees — made up solely of less than a quorum of a legislative 

body are not subject to the Brown Act. 

The law does not apply to local agency staff or employees, but they may facilitate a violation by 

acting as a conduit for discussion, deliberation, or action by the legislative body.5 

The law, on the one hand, recognizes the need of individual local officials to meet and discuss 

matters with their constituents. On the other hand, it requires — with certain specific exceptions 

to protect the community and preserve individual rights — that the decision-making process be 

public. Sometimes the boundary between the two is not easy to draw.

Public participation in meetings
In addition to requiring the public’s business to be conducted in open, noticed meetings, the 

Brown Act also extends to the public the right to participate in meetings. Individuals, lobbyists, 

and members of the news media possess the right to attend, record, broadcast, and participate 

in public meetings. The public’s participation is further enhanced by the Brown Act’s requirement 

that a meaningful agenda be posted in advance of meetings, by limiting discussion and action to 

matters listed on the agenda, and by requiring that meeting materials be made available. 

Legislative bodies may, however, adopt reasonable regulations on public testimony and the conduct 

of public meetings, including measures to address disruptive conduct and irrelevant speech. 

PRACTICE TIP: Think of the 

government’s house as being  

made of glass. The curtains may 

be drawn only to further the 

public’s interest. A local policy 

on the use of laptop computers, 

tablets, and smart phones during 

Brown Act meetings may help 

avoid problems.
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CHAPTER 1: IT IS THE PEOPLE’S BUSINESS

Controversy
Not surprisingly, the Brown Act has been a source of confusion and controversy since its inception. 

News media and government watchdogs often argue the law is toothless, pointing out that there 

has never been a single criminal conviction for a violation. They often suspect that closed sessions 

are being misused.

Public officials complain that the Brown Act makes it difficult to respond to constituents and 

requires public discussions of items better discussed privately — such as why a particular person 

should not be appointed to a board or commission. Many elected officials find the Brown Act 

inconsistent with their private business experiences. Closed meetings can be more efficient; they 

eliminate grandstanding and promote candor. The techniques that serve well in business — the 

working lunch, the sharing of information through a series of phone calls or emails, the backroom 

conversations and compromises — are often not possible under the Brown Act. 

As a matter of public policy, California (along with many other states) has concluded that there 

is more to be gained than lost by conducting public business in the open. Government behind 

closed doors may well be efficient and business-like, but it may be perceived as unresponsive and 

untrustworthy.

Beyond the law — good business practices
Violations of the Brown Act can lead to invalidation of an agency’s action, payment of a 

challenger’s attorney fees, public embarrassment, even criminal prosecution. But the Brown Act 

is a floor, not a ceiling for conduct of public officials. This guide is focused not only on the Brown 

Act as a minimum standard, but also on meeting practices or activities that, legal or not, are likely 

to create controversy. Problems may crop up, for example, when 

agenda descriptions are too brief or vague, when an informal get-

together takes on the appearance of a meeting, when an agency 

conducts too much of its business in closed session or discusses 

matters in closed session that are beyond the authorized scope, or 

when controversial issues arise that are not on the agenda.

The Brown Act allows a legislative body to adopt practices and 

requirements for greater access to meetings for itself and its 

subordinate committees and bodies that are more stringent 

than the law itself requires.6 Rather than simply restate the basic 

requirements of the Brown Act, local open meeting policies should 

strive to anticipate and prevent problems in areas where the Brown 

Act does not provide full guidance. As with the adoption of any other 

significant policy, public comment should be solicited.

A local policy could build on these basic Brown Act goals:

�� A legislative body’s need to get its business done smoothly;

�� The public’s right to participate meaningfully in meetings, and to review documents used in 

decision-making at a relevant point in time;

�� A local agency’s right to confidentially address certain negotiations, personnel matters, 

claims and litigation; and

�� The right of the press to fully understand and communicate public agency decision-making.

PRACTICE TIP: Transparency 

is a foundational value for 

ethical government practices. 

The Brown Act is a floor, not a 

ceiling, for conduct.
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An explicit and comprehensive public meeting and information policy, especially if reviewed 

periodically, can be an important element in maintaining or improving public relations. Such 

a policy exceeds the absolute requirements of the law — but if the law were enough, this 

guide would be unnecessary. A narrow legalistic approach will not avoid or resolve potential 

controversies. An agency should consider going beyond the law, and look at its unique 

circumstances and determine if there is a better way to prevent potential problems and promote 

public trust. At the very least, local agencies need to think about how their agendas are structured 

in order to make Brown Act compliance easier. They need to plan carefully to make sure public 

participation fits smoothly into the process.

Achieving balance
The Brown Act should be neither an excuse for hiding the ball nor a mechanism for hindering 

efficient and orderly meetings. The Brown Act represents a balance among the interests of 

constituencies whose interests do not always coincide. It calls for openness in local government, 

yet should allow government to function responsively and productively.

There must be both adequate notice of what discussion and action is to occur during a meeting 

as well as a normal degree of spontaneity in the dialogue between elected officials and their 

constituents.

The ability of an elected official to confer with constituents or colleagues must be balanced against 

the important public policy prohibiting decision-making outside of public meetings.

In the end, implementation of the Brown Act must ensure full participation of the public and 

preserve the integrity of the decision-making process, yet not stifle government officials and 

impede the effective and natural operation of government.

Historical note
In late 1951, San Francisco Chronicle reporter Mike Harris spent six weeks looking into the way 

local agencies conducted meetings. State law had long required that business be done in public, 

but Harris discovered secret meetings or caucuses were common. He wrote a 10-part series on 

“Your Secret Government” that ran in May and June 1952.

Out of the series came a decision to push for a new state open meeting law. Harris and Richard 

(Bud) Carpenter, legal counsel for the League of California Cities, drafted such a bill and Assembly 

Member Ralph M. Brown agreed to carry it. The Legislature passed the bill and Governor Earl 

Warren signed it into law in 1953.

The Ralph M. Brown Act, known as the Brown Act, has evolved under a series of amendments and 

court decisions, and has been the model for other open meeting laws — such as the Bagley-Keene 

Act, enacted in 1967 to cover state agencies.

Assembly Member Brown is best known for the open meeting law that carries his name. He was 

elected to the Assembly in 1942 and served 19 years, including the last three years as Speaker. He 

then became an appellate court justice.

PRACTICE TIP: The Brown Act 

should be viewed as a tool 

to facilitate the business of 

local government agencies. 

Local policies that go beyond 

the minimum requirements 

of law may help instill public 

confidence and avoid problems. 
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CHAPTER 1: IT IS THE PEOPLE’S BUSINESS

ENDNOTES:

1 California Government Code section 54950

2 California Constitution, Art. 1, section 3(b)(1)

3 California Government Code section 54953(a)

4 This principle of broad construction when it furthers public access and narrow construction if a 
provision limits public access is also stated in the amendment to the State’s Constitution adopted by 
Proposition 59 in 2004. California Constitution, Art. 1, section 3(b)(2).

5 California Government Code section 54952.2(b)(2) and (c)(1); Wolfe v. City of Fremont (2006) 144 
Cal.App.4th 533

6 California Government Code section 54953.7

Updates to this publication responding to changes in the Brown Act or new court interpretations 

are available at www.cacities.org/opengovernment. A current version of the Brown Act may be 

found at www.leginfo.ca.gov.
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CHAPTER 2: LEGISLATIVE BODIES

The Brown Act applies to the legislative bodies of local agencies. It defines “legislative body” 

broadly to include just about every type of decision-making body of a local agency.1

What is a “legislative body” of a local agency?
A “legislative body” includes:

�� The “governing body of a local agency” and certain of its subsidiary 

bodies; “or any other local body created by state or federal statute.”2 This 

includes city councils, boards of supervisors, school boards and boards 

of trustees of special districts. A “local agency” is any city, county, city 

and county, school district, municipal corporation, successor agency 

to a redevelopment agency, district, political subdivision or other local 

public agency.3 A housing authority is a local agency under the Brown Act 

even though it is created by and is an agent of the state.4 The California 

Attorney General has opined that air pollution control districts and 

regional open space districts are also covered.5 Entities created pursuant 

to joint powers agreements are also local agencies within the meaning of 

the Brown Act.6

�� Newly-elected members of a legislative body who have not yet assumed office must 

conform to the requirements of the Brown Act as if already in office.7 Thus, meetings 

between incumbents and newly-elected members of a legislative body, such as a meeting 

between two outgoing members and a member-elect of a five-member body, could violate 

the Brown Act.

Q. On the morning following the election to a five-member legislative body of a local 
agency, two successful candidates, neither an incumbent, meet with an incumbent 
member of the legislative body for a celebratory breakfast. Does this violate the 
Brown Act?

A. It might, and absolutely would if the conversation turns to agency business. Even 
though the candidates-elect have not officially been sworn in, the Brown Act applies. 
If purely a social event, there is no violation but it would be preferable if others were 
invited to attend to avoid the appearance of impropriety.

�� Appointed bodies — whether permanent or temporary, decision-making or advisory 

— including planning commissions, civil service commissions and other subsidiary 

committees, boards, and bodies. Volunteer groups, executive search committees, task 

forces, and blue ribbon committees created by formal action of the governing body are 

legislative bodies. When the members of two or more legislative bodies are appointed to 

serve on an entirely separate advisory group, the resulting body may be subject to the 

Chapter 2 
LEGISLATIVE BODIES

PRACTICE TIP: The prudent 

presumption is that an advisory 

committee or task force is 

subject to the Brown Act. Even 

if one clearly is not, it may want 

to comply with the Brown Act. 

Public meetings may reduce the 

possibility of misunderstandings 

and controversy.
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Brown Act. In one reported case, a city council created a committee of two members of 

the city council and two members of the city planning commission to review qualifications 

of prospective planning commissioners and make recommendations to the council. The 

court held that their joint mission made them a legislative body subject to the Brown Act. 

Had the two committees remained separate; and met only to exchange information and 

report back to their respective boards, they would have been exempt from the Brown Act.8 

�� Standing committees of a legislative body, irrespective of their composition, which 

have either: (1) a continuing subject matter jurisdiction; or (2) a meeting schedule fixed by 

charter, ordinance, resolution, or formal action of a legislative body.9 Even if it comprises 

less than a quorum of the governing body, a standing committee is subject to the Brown 

Act. For example, if a governing body creates long-term committees on budget and finance 

or on public safety, those are standing committees subject to the Brown Act. Further, 

according to the California Attorney General, function over form controls. For example, 

a statement by the legislative body that the advisory committee “shall not exercise 

continuing subject matter jurisdiction” or the fact that the committee does not have a fixed 

meeting schedule is not determinative.10 “Formal action” by a legislative body includes 

authorization given to the agency’s executive officer to appoint an advisory committee 

pursuant to agency-adopted policy.11

�� The governing body of any private organization either: (1) created by the legislative 

body in order to exercise authority that may lawfully be delegated by such body to a 

private corporation, limited liability company or other entity; or (2) that receives agency 

funding and whose governing board includes a member of the legislative body of the local 

agency appointed by the legislative body as a full voting member of the private entity’s 

governing board.12 These include some nonprofit corporations created by local agencies.13 

If a local agency contracts with a private firm for a service (for example, payroll, janitorial, 

or food services), the private firm is not covered by the Brown Act.14 When a member of 

a legislative body sits on a board of a private organization as a private person and is not 

appointed by the legislative body, the board will not be subject to the Brown Act. Similarly, 

when the legislative body appoints someone other than one of its own members to such 

boards, the Brown Act does not apply. Nor does it apply when a private organization merely 

receives agency funding.15 

Q: The local chamber of commerce is funded in part by the city. The mayor sits on the 
chamber’s board of directors. Is the chamber board a legislative body subject to 
the Brown Act?

A: Maybe. If the chamber’s governing documents require the mayor to be on the 
board and the city council appoints the mayor to that position, the board is a 
legislative body. If, however, the chamber board independently appoints the mayor 
to its board, or the mayor attends chamber board meetings in a purely advisory 
capacity, it is not.

Q: If a community college district board creates an auxiliary organization to operate a 
campus bookstore or cafeteria, is the board of the organization a legislative body? 

A: Yes. But, if the district instead contracts with a private firm to operate the 
bookstore or cafeteria, the Brown Act would not apply to the private firm.

�� Certain types of hospital operators. A lessee of a hospital (or portion of a hospital) 

PRACTICE TIP: It can be 

difficult to determine whether 

a subcommittee of a body falls 

into the category of a standing 

committee or an exempt 

temporary committee. Suppose a 

committee is created to explore 

the renewal of a franchise or a 

topic of similarly limited scope 

and duration. Is it an exempt 

temporary committee or a non-

exempt standing committee? The 

answer may depend on factors 

such as how meeting schedules 

are determined, the scope of the 

committee’s charge, or whether 

the committee exists long enough 

to have “continuing jurisdiction.”
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first leased under Health and Safety Code subsection 32121(p) after January 1, 1994, which 

exercises “material authority” delegated to it by a local agency, whether or not such lessee 

is organized and operated by the agency or by a delegated authority.16

What is not a “legislative body” for purposes of the Brown Act?
�� A temporary advisory committee composed solely of less than a quorum of the 

legislative body that serves a limited or single purpose, that is not perpetual, and that 

will be dissolved once its specific task is completed is not subject to the Brown Act.17 

Temporary committees are sometimes called ad hoc committees, a term not used in the 

Brown Act. Examples include an advisory committee composed of less than a quorum 

created to interview candidates for a vacant position or to meet with representatives of 

other entities to exchange information on a matter of concern to the agency, such as traffic 

congestion.18

�� Groups advisory to a single decision-maker or appointed by staff are not covered. The 

Brown Act applies only to committees created by formal action of the legislative body and 

not to committees created by others. A committee advising a superintendent of schools 

would not be covered by the Brown Act. However, the same committee, if created by 

formal action of the school board, would be covered.19

Q. A member of the legislative body of a local agency informally establishes an 
advisory committee of five residents to advise her on issues as they arise. Does 
the Brown Act apply to this committee? 

A. No, because the committee has not been established by formal action of the 
legislative body.

Q. During a meeting of the city council, the council directs the city manager to form 
an advisory committee of residents to develop recommendations for a new 
ordinance. The city manager forms the committee and appoints its members; the 
committee is instructed to direct its recommendations to the city manager. Does 
the Brown Act apply to this committee? 

A. Possibly, because the direction from the city council might be regarded as a formal 
action of the body notwithstanding that the city manager controls the committee. 

�� Individual decision makers who are not elected or appointed members of a legislative body 

are not covered by the Brown Act. For example, a disciplinary hearing presided over by a 

department head or a meeting of agency department heads are not subject to the Brown 

Act since such assemblies are not those of a legislative body.20

�� Public employees, each acting individually and not engaging in collective deliberation 

on a specific issue, such as the drafting and review of an agreement, do not constitute 

a legislative body under the Brown Act, even if the drafting and review process was 

established by a legislative body.21

�� County central committees of political parties are also not Brown Act bodies.22

ENDNOTES:

1 Taxpayers for Livable Communities v. City of Malibu (2005) 126 Cal.App.4th 1123, 1127
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2 California Government Code section 54952(a) and (b)

3 California Government Code section 54951; Health and Safety Code section 34173(g) (successor 
agencies to former redevelopment agencies subject to the Brown Act). But see Education Code section 
35147, which exempts certain school councils and school site advisory committees from the Brown 
Act and imposes upon them a separate set of rules.

4 Torres v. Board of Commissioners of Housing Authority of Tulare County (1979) 89 Cal.App.3d 545, 549-
550

5 71 Ops.Cal.Atty.Gen. 96 (1988); 73 Ops.Cal.Atty.Gen. 1 (1990)

6 McKee v. Los Angeles Interagency Metropolitan Police Apprehension Crime Task Force (2005) 134 Cal.
App.4th 354, 362

7 California Government Code section 54952.1

8 Joiner v. City of Sebastopol (1981) 125 Cal.App.3d 799, 804-805

9 California Government Code section 54952(b)

10 79 Ops.Cal.Atty.Gen. 69 (1996)

11 Frazer v. Dixon Unified School District (1993) 18 Cal.App.4th 781, 793

12 California Government Code section 54952(c)(1). Regarding private organizations that receive 
local agency funding, the same rule applies to a full voting member appointed prior to February 9, 
1996 who, after that date, is made a non-voting board member by the legislative body. California 
Government Code section 54952(c)(2)

13 California Government Code section 54952(c)(1)(A); International Longshoremen’s and 
Warehousemen’s Union v. Los Angeles Export Terminal, Inc. (1999) 69 Cal.App.4th 287, 300; Epstein 
v. Hollywood Entertainment Dist. II Business Improvement District (2001) 87 Cal.App.4th 862, 876; 
see also 85 Ops.Cal.Atty.Gen. 55 (2002)

14 International Longshoremen’s and Warehousemen’s Union v. Los Angeles Export Terminal (1999) 69 Cal.
App.4th 287, 300 fn. 5

15 “The Brown Act, Open Meetings for Local Legislative Bodies,” California Attorney General’s Office 
(2003), p. 7

16 California Government Code section 54952(d)

17 California Government Code section 54952(b); see also Freedom Newspapers, Inc. v. Orange County 
Employees Retirement System Board of Directors (1993) 6 Cal.4th 821, 832.

18 Taxpayers for Livable Communities v. City of Malibu (2005) 126 Cal.App.4th 1123, 1129

19 56 Ops.Cal.Atty.Gen. 14, 16-17 (1973)

20 Wilson v. San Francisco Municipal Railway (1973) 29 Cal.App.3d 870, 878-879

21 Golightly v. Molina (2014) 229 Cal.App.4th 1501, 1513

22 59 Ops.Cal.Atty.Gen. 162, 164 (1976)

Updates to this publication responding to changes in the Brown Act or new court interpretations 

are available at www.cacities.org/opengovernment. A current version of the Brown Act may be 

found at www.leginfo.ca.gov.
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CHAPTER 3: MEETINGS

The Brown Act only applies to meetings of local legislative bodies. The 

Brown Act defines a meeting as: “… and any congregation of a majority of 

the members of a legislative body at the same time and location, including 

teleconference location as permitted by Section 54953, to hear, discuss, 

deliberate, or take any action on any item that is within the subject matter 

jurisdiction of the legislative body.”1 The term “meeting” is not limited to 

gatherings at which action is taken but includes deliberative gatherings as 

well. A hearing before an individual hearing officer is not a meeting under 

the Brown Act because it is not a hearing before a legislative body.2 

Brown Act meetings
Brown Act meetings include a legislative body’s regular meetings, special 

meetings, emergency meetings, and adjourned meetings. 

�� “Regular meetings” are meetings occurring at the dates, times, and location set by 

resolution, ordinance, or other formal action by the legislative body and are subject to 72-

hour posting requirements.3 

�� “Special meetings” are meetings called by the presiding officer or majority of the 

legislative body to discuss only discrete items on the agenda under the Brown Act’s notice 

requirements for special meetings and are subject to 24-hour posting requirements.4

�� “Emergency meetings” are a limited class of meetings held when prompt action is needed 

due to actual or threatened disruption of public facilities and are held on little notice.5

�� “Adjourned meetings” are regular or special meetings that have been adjourned or 

re-adjourned to a time and place specified in the order of adjournment, with no agenda 

required for regular meetings adjourned for less than five calendar days as long as no 

additional business is transacted.6

Six exceptions to the meeting definition
The Brown Act creates six exceptions to the meeting definition:7

Individual Contacts

The first exception involves individual contacts between a member of the legislative body and any 

other person. The Brown Act does not limit a legislative body member acting on his or her own. This 

exception recognizes the right to confer with constituents, advocates, consultants, news reporters, 

local agency staff, or a colleague.

Individual contacts, however, cannot be used to do in stages what would be prohibited in one 

step. For example, a series of individual contacts that leads to discussion, deliberation, or action 

among a majority of the members of a legislative body is prohibited. Such serial meetings are 

discussed below.

Chapter 3 
MEETINGS
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Conferences

The second exception allows a legislative body majority to attend a 

conference or similar gathering open to the public that addresses 

issues of general interest to the public or to public agencies of the type 

represented by the legislative body.

Among other things, this exception permits legislative body members to 

attend annual association conferences of city, county, school, community 

college, and other local agency officials, so long as those meetings are 

open to the public. However, a majority of members cannot discuss 

among themselves, other than as part of the scheduled program, 

business of a specific nature that is within their local agency’s subject 

matter jurisdiction.

Community Meetings

The third exception allows a legislative body majority to attend an 

open and publicized meeting held by another organization to address a topic of local community 

concern. A majority cannot discuss among themselves, other than as part of the scheduled 

program, business of a specific nature that is within the legislative body’s subject matter 

jurisdiction. Under this exception, a legislative body majority may attend a local service club 

meeting or a local candidates’ night if the meetings are open to the public.

“I see we have four distinguished members of the city council at our meeting 

tonight,” said the chair of the Environmental Action Coalition.“I wonder if they 

have anything to say about the controversy over enacting a  

slow growth ordinance?”

 The Brown Act permits a majority of a legislative body to attend and speak at an 

open and publicized meeting conducted by another organization. The Brown Act 

may nevertheless be violated if a majority discusses, deliberates, or takes action on 

an item during the meeting of the other organization. There is a fine line between 

what is permitted and what is not; hence, members should exercise caution when 

participating in these types of events.

Q. The local chamber of commerce sponsors an open and public candidate debate 
during an election campaign. Three of the five agency members are up for re-election 
and all three participate. All of the candidates are asked their views of a controversial 
project scheduled for a meeting to occur just after the election. May the three 
incumbents answer the question? 

A. Yes, because the Brown Act does not constrain the incumbents from expressing their 
views regarding important matters facing the local agency as part of the political 
process the same as any other candidates.
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Other Legislative Bodies

The fourth exception allows a majority of a legislative body to attend an 

open and publicized meeting of: (1) another body of the local agency; 

and (2) a legislative body of another local agency.8 Again, the majority 

cannot discuss among themselves, other than as part of the scheduled 

meeting, business of a specific nature that is within their subject matter 

jurisdiction. This exception allows, for example, a city council or a majority 

of a board of supervisors to attend a controversial meeting of the planning 

commission.

Nothing in the Brown Act prevents the majority of a legislative body from 

sitting together at such a meeting. They may choose not to, however, to 

preclude any possibility of improperly discussing local agency business 

and to avoid the appearance of a Brown Act violation. Further, aside 

from the Brown Act, there may be other reasons, such as due process considerations, why the 

members should avoid giving public testimony or trying to influence the outcome of proceedings 

before a subordinate body.

Q. The entire legislative body intends to testify against a bill before the Senate Local 
Government Committee in Sacramento. Must this activity be noticed as a meeting  
of the body? 

A. No, because the members are attending and participating in an open meeting of another 
governmental body which the public may attend.

Q. The members then proceed upstairs to the office of their local Assembly member to 
discuss issues of local interest. Must this session be noticed as a meeting and be open to 
the public? 

A. Yes, because the entire body may not meet behind closed doors except for proper 
closed sessions. The same answer applies to a private lunch or dinner with the Assembly 
member.

Standing Committees

The fifth exception authorizes the attendance of a majority at an open and noticed meeting of 

a standing committee of the legislative body, provided that the legislative body members who 

are not members of the standing committee attend only as observers (meaning that they cannot 

speak or otherwise participate in the meeting).9

Q. The legislative body establishes a standing committee of two of its five members, which 
meets monthly. A third member of the legislative body wants to attend these meetings 
and participate. May she? 

A. She may attend, but only as an observer; she may not participate.
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Social or Ceremonial Events

The final exception permits a majority of a legislative body to attend a purely social or ceremonial 

occasion. Once again, a majority cannot discuss business among themselves of a specific nature 

that is within the subject matter jurisdiction of the legislative body.

Nothing in the Brown Act prevents a majority of members from attending the same football game, 

party, wedding, funeral, reception, or farewell. The test is not whether a majority of a legislative 

body attends the function, but whether business of a specific nature within the subject matter 

jurisdiction of the body is discussed. So long as no such business is discussed, there is no violation 

of the Brown Act.

Grand Jury Testimony

In addition, members of a legislative body, either individually or collectively, may give testimony 

in private before a grand jury.10 This is the equivalent of a seventh exception to the Brown Act’s 

definition of a “meeting.”

Collective briefings
None of these exceptions permits a majority of a legislative body to meet 

together with staff in advance of a meeting for a collective briefing. Any 

such briefings that involve a majority of the body in the same place and 

time must be open to the public and satisfy Brown Act meeting notice and 

agenda requirements.

Retreats or workshops of legislative bodies
Gatherings by a majority of legislative body members at the legislative 

body’s retreats, study sessions, or workshops are covered under the Brown 

Act. This is the case whether the retreat, study session, or workshop 

focuses on long-range agency planning, discussion of critical local issues, 

or team building and group dynamics.11

Q. The legislative body wants to hold a team-building session to improve relations among its 
members. May such a session be conducted behind closed doors? 

A. No, this is not a proper subject for a closed session, and there is no other basis to exclude 
the public. Council relations are a matter of public business.

Serial meetings
One of the most frequently asked questions about the Brown Act involves serial meetings. At 

any one time, such meetings involve only a portion of a legislative body, but eventually involve 

a majority. The Brown Act provides that “[a] majority of the members of a legislative body 

shall not, outside a meeting … use a series of communications of any kind, directly or through 

intermediaries, to discuss, deliberate, or take action on any item of business that is within 

the subject matter jurisdiction of the legislative body.”12 The problem with serial meetings is 

the process, which deprives the public of an opportunity for meaningful observation of and 

participation in legislative body decision-making. 
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The serial meeting may occur by either a “daisy chain” or a “hub and spoke” sequence. In the 

daisy chain scenario, Member A contacts Member B, Member B contacts Member C, Member C 

contacts Member D and so on, until a quorum has discussed, deliberated, or taken action on an 

item within the legislative body’s subject matter jurisdiction. The hub and spoke process involves 

at least two scenarios. In the first scenario, Member A (the hub) sequentially contacts Members B, 

C, and D and so on (the spokes), until a quorum has been contacted. In the second scenario, a staff 

member (the hub), functioning as an intermediary for the legislative body or one of its members, 

communicates with a majority of members (the spokes) 

one-by-one for for discussion, deliberation, or a decision on 

a proposed action.13 Another example of a serial meeting is 

when a chief executive officer (the hub) briefs a majority of 

members (the spokes) prior to a formal meeting and, in the 

process, information about the members’ respective views is 

revealed. Each of these scenarios violates the Brown Act. 

A legislative body member has the right, if not the duty, 

to meet with constituents to address their concerns. That 

member also has the right to confer with a colleague (but 

not with a majority of the body, counting the member) or 

appropriate staff about local agency business. An employee 

or official of a local agency may engage in separate 

conversations or communications outside of an open and 

noticed meeting “with members of a legislative body in 

order to answer questions or provide information regarding 

a matter that is within the subject matter jurisdiction of 

the local agency if that person does not communicate to members of the legislative body the 

comments or position of any other member or members of the legislative body.”14 

The Brown Act has been violated, however, if several one-on-one meetings or conferences leads to 

a discussion, deliberation, or action by a majority. In one case, a violation occurred when a quorum 

of a city council, by a letter that had been circulated among members outside of a formal meeting, 

directed staff to take action in an eminent domain proceeding.15

A unilateral written communication to the legislative body, such as an informational or advisory 

memorandum, does not violate the Brown Act.16 Such a memo, however, may be a public record.17

 The phone call was from a lobbyist. “Say, I need your vote for that project in the 

south area. How about it?”

“Well, I don’t know,” replied Board Member Aletto. “That’s kind of a sticky 

proposition. You sure you need my vote?”

“Well, I’ve got Bradley and Cohen lined up and another vote leaning. With you I’d 

be over the top.”

 Moments later, the phone rings again. “Hey, I’ve been hearing some rumbles 

on that south area project,” said the newspaper reporter. “I’m counting noses. 

How are you voting on it?”

 Neither the lobbyist nor the reporter has violated the Brown Act, but they are facilitating 
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a violation. The board member may have violated the Brown Act by hearing about the 

positions of other board members and indeed coaxing the lobbyist to reveal the other 

board members’ positions by asking “You sure you need my vote?” The prudent course is 

to avoid such leading conversations and to caution lobbyists, staff, and news media against 

revealing such positions of others.

 The mayor sat down across from the city manager. “From now on,” he 

declared, “I want you to provide individual briefings on upcoming agenda 

items. Some of this material is very technical, and the council members don’t 

want to sound like idiots asking about it in public. Besides that, briefings will 

speed up the meeting.”

 Agency employees or officials may have separate conversations or communications 

outside of an open and noticed meeting “with members of a legislative body in order to 

answer questions or provide information regarding a matter that is within the subject 

matter jurisdiction of the local agency if that person does not communicate to members 

of the legislative body the comments or position of any other member or members of 

the legislative body.”18 Members should always be vigilant when discussing local agency 

business with anyone to avoid conversations that could lead to a discussion, deliberation 

or action taken among the majority of the legislative body.

“Thanks for the information,” said Council Member Kim. “These zoning changes 

can be tricky, and now I think I’m better equipped to make the right decision.”

“Glad to be of assistance,” replied the planning director. “I’m sure Council 

Member Jones is OK with these changes. How are you leaning?”

“Well,” said Council Member Kim, “I’m leaning toward approval. I know that two 

of my colleagues definitely favor approval.” 

 The planning director should not disclose Jones’ prospective vote, and Kim should not 

disclose the prospective votes of two of her colleagues. Under these facts, there likely has 

been a serial meeting in violation of the Brown Act. 

Q. The agency’s website includes a chat room where agency employees and officials 
participate anonymously and often discuss issues of local agency business. Members 
of the legislative body participate regularly. Does this scenario present a potential for 
violation of the Brown Act? 

A. Yes, because it is a technological device that may serve to allow for a majority of 
members to discuss, deliberate, or take action on matters of agency business.

Q. A member of a legislative body contacts two other members on a five-member body 
relative to scheduling a special meeting. Is this an illegal serial meeting?

A. No, the Brown Act expressly allows a majority of a body to call a special meeting, 
though the members should avoid discussing the merits of what is to be taken up at 
the meeting.

PRACTICE TIP: When briefing 

legislative body members, 

staff must exercise care not to 

disclose other members’ views 

and positions.
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Particular care should be exercised when staff briefings of legislative body members occur by 

email because of the ease of using the “reply to all” button that may inadvertently result in a 

Brown Act violation.

Informal gatherings
Often members are tempted to mix business with pleasure — for example, by holding a post-

meeting gathering. Informal gatherings at which local agency business is discussed or transacted 

violate the law if they are not conducted in conformance with the Brown Act.19 A luncheon 

gathering in a crowded dining room violates the Brown Act if the public does not have an 

opportunity to attend, hear, or participate in the deliberations of members.

Thursday at 11:30 a.m., as they did every week, the board of directors of the Dry 

Gulch Irrigation District trooped into Pop’s Donut Shoppe for an hour of talk and 

fellowship. They sat at the corner window, fronting on Main and Broadway, to 

show they had nothing to hide. Whenever he could, the managing editor of the 

weekly newspaper down the street hurried over to join the board.

A gathering like this would not violate the Brown Act if board members scrupulously avoided 

talking about irrigation district issues — which might be difficult. This kind of situation should 

be avoided. The public is unlikely to believe the board members could meet regularly without 

discussing public business. A newspaper executive’s presence in no way lessens the potential 

for a violation of the Brown Act.

Q. The agency has won a major victory in the Supreme Court on an issue of importance. 
The presiding officer decides to hold an impromptu press conference in order to make a 
statement to the print and broadcast media. All the other members show up in order to 
make statements of their own and be seen by the media. Is this gathering illegal?

A. Technically there is no exception for this sort of gathering, but as long as members do not 
state their intentions as to future action to be taken and the press conference is open to 
the public, it seems harmless.

Technological conferencing
Except for certain nonsubstantive purposes, such as scheduling a special 

meeting, a conference call including a majority of the members of a legislative 

body is an unlawful meeting. But, in an effort to keep up with information age 

technologies, the Brown Act specifically allows a legislative body to use any type 

of teleconferencing to meet, receive public comment and testimony, deliberate, or 

conduct a closed session.20 While the Brown Act contains specific requirements 

for conducting a teleconference, the decision to use teleconferencing is entirely 

discretionary with the body. No person has a right under the Brown Act to have a 

meeting by teleconference. 

“Teleconference” is defined as “a meeting of a legislative body, the members of 

which are in different locations, connected by electronic means, through either 
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audio or video, or both.”21 In addition to the specific requirements relating to teleconferencing, the 

meeting must comply with all provisions of the Brown Act otherwise applicable. The Brown Act 

contains the following teleconferencing requirements:22

�� Teleconferencing may be used for all purposes during any meeting;

�� At least a quorum of the legislative body must participate from locations within the local 

agency’s jurisdiction;

�� Additional teleconference locations may be made available for the public;

�� Each teleconference location must be specifically identified in the notice and agenda of the 

meeting, including a full address and room number, as may be applicable;

�� Agendas must be posted at each teleconference location, even if a hotel room or a 

residence;

�� Each teleconference location, including a hotel room or residence, must be accessible to the 

public and have technology, such as a speakerphone, to enable the public to participate;

�� The agenda must provide the opportunity for the public to address the legislative body 

directly at each teleconference location; and

�� All votes must be by roll call.

Q. A member on vacation wants to participate in a meeting of the legislative body and vote 
by cellular phone from her car while driving from Washington, D.C. to New York. May she?

A. She may not participate or vote because she is not in a noticed and posted teleconference 
location. 

The use of teleconferencing to conduct a legislative body meeting presents a variety of issues 

beyond the scope of this guide to discuss in detail. Therefore, before teleconferencing a meeting, 

legal counsel for the local agency should be consulted.

Location of meetings
The Brown Act generally requires all regular and special meetings of a legislative body, including 

retreats and workshops, to be held within the boundaries of the territory over which the local agency 

exercises jurisdiction.23

An open and publicized meeting of a legislative body may be held outside of agency boundaries if the 

purpose of the meeting is one of the following:24

�� Comply with state or federal law or a court order, or attend a judicial conference or 

administrative proceeding in which the local agency is a party;

�� Inspect real or personal property that cannot be conveniently brought into the local agency’s 

territory, provided the meeting is limited to items relating to that real or personal property;

Q. The agency is considering approving a major retail mall. The developer has built 
other similar malls, and invites the entire legislative body to visit a mall outside the 
jurisdiction. May the entire body go?

A. Yes, the Brown Act permits meetings outside the boundaries of the agency for 
specified reasons and inspection of property is one such reason. The field trip must 
be treated as a meeting and the public must be allowed to attend.
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�� Participate in multiagency meetings or discussions; however, such meetings must be held 

within the boundaries of one of the participating agencies, and all of those agencies must 

give proper notice;

�� Meet in the closest meeting facility if the local agency has no meeting facility within its 

boundaries, or meet at its principal office if that office is located outside the territory over 

which the agency has jurisdiction;

�� Meet with elected or appointed federal or California officials when a local meeting would 

be impractical, solely to discuss a legislative or regulatory issue affecting the local agency 

and over which the federal or state officials have jurisdiction;

�� Meet in or nearby a facility owned by the agency, provided that the topic of the meeting is 

limited to items directly related to the facility; or

�� Visit the office of its legal counsel for a closed session on pending litigation, when to do so 

would reduce legal fees or costs.25

In addition, the governing board of a school or community college district may hold meetings 

outside of its boundaries to attend a conference on nonadversarial collective bargaining 

techniques, interview candidates for school district superintendent, or interview a potential 

employee from another district.26 A school board may also interview 

members of the public residing in another district if the board is 

considering employing that district’s superintendent.

Similarly, meetings of a joint powers authority can occur within the 

territory of at least one of its member agencies, and a joint powers 

authority with members throughout the state may meet anywhere in the 

state.27

Finally, if a fire, flood, earthquake, or other emergency makes the usual 

meeting place unsafe, the presiding officer can designate another 

meeting place for the duration of the emergency. News media that have 

requested notice of meetings must be notified of the designation by the 

most rapid means of communication available.28
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Updates to this publication responding to changes in the Brown Act or new court interpretations 

are available at www.cacities.org/opengovernment. A current version of the Brown Act may be 

found at www.leginfo.ca.gov.
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Chapter 4 
AGENDAS, NOTICES, AND PUBLIC PARTICIPATION

Effective notice is essential for an open and public meeting. 

Whether a meeting is open or how the public may participate in 

that meeting is academic if nobody knows about the meeting. 

Agendas for regular meetings
Every regular meeting of a legislative body of a local agency — 

including advisory committees, commissions, or boards, as well 

as standing committees of legislative bodies — must be preceded 

by a posted agenda that advises the public of the meeting and the 

matters to be transacted or discussed. 

The agenda must be posted at least 72 hours before the regular 

meeting in a location “freely accessible to members of the public.”1 

The courts have not definitively interpreted the “freely accessible” 

requirement. The California Attorney General has interpreted this 

provision to require posting in a location accessible to the public 24 hours a day during the 72-hour 

period, but any of the 72 hours may fall on a weekend.2 This provision may be satisfied by posting 

on a touch screen electronic kiosk accessible without charge to the public 24 hours a day during 

the 72-hour period.3 While posting an agenda on an agency’s Internet website will not, by itself, 

satisfy the “freely accessible” requirement since there is no universal access to the internet, an 

agency has a supplemental obligation to post the agenda on its website if: (1) the local agency has 

a website; and (2) the legislative body whose meeting is the subject of the agenda is either (a) a 

governing body, or (b) has members that are compensated, with one or more members that are 

also members of a governing body.4

Q. May the meeting of a governing body go forward if its agenda was either inadvertently not 
posted on the city’s website or if the website was not operational during part or all of the 
72-hour period preceding the meeting?

A. At a minimum, the Brown Act calls for “substantial compliance” with all agenda posting 
requirements, including posting to the agency website.5 Should website technical 
difficulties arise, seek a legal opinion from your agency attorney. The California Attorney 
General has opined that technical difficulties which cause the website agenda to become 
inaccessible for a portion of the 72 hours preceding a meeting do not automatically or 
inevitably lead to a Brown Act violation, provided the agency can demonstrate substantial 
compliance.6 This inquiry requires a fact-specific examination of whether the agency or 
its legislative body made “reasonably effective efforts to notify interested persons of a 
public meeting” through online posting and other available means.7 The Attorney General’s 
opinion suggests that this examination would include an evaluation of how long a 
technical problem persisted, the efforts made to correct the problem or otherwise ensure 
that the public was informed, and the actual effect the problem had on public
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 awareness, among other factors.8 The City Attorneys’ Department has taken the position 
that obvious website technical difficulties do not require cancellation of a meeting, 
provided that the agency meets all other Brown Act posting requirements and the agenda 
is available on the website once the technical difficulties are resolved.

The agenda must state the meeting time and place and must contain “a brief general description 

of each item of business to be transacted or discussed at the meeting, including items to be 

discussed in closed session.”9 Special care should be taken to describe on the agenda each 

distinct action to be taken by the legislative body, and avoid overbroad descriptions of a “project” 

if the “project” is actually a set of distinct actions that must each be separately listed on the 

agenda.10 

Q. The agenda for a regular meeting contains the following items of business:

�• Consideration of a report regarding traffic on Eighth Street; and

�• Consideration of contract with ABC Consulting.

 Are these descriptions adequate? 

A. If the first is, it is barely adequate. A better description would provide the reader with 
some idea of what the report is about and what is being recommended. The second is 
not adequate. A better description might read “consideration of a contract with ABC 
Consulting in the amount of $50,000 for traffic engineering services regarding traffic on 
Eighth Street.” 

Q. The agenda includes an item entitled City Manager’s Report, during which time the city 
manager provides a brief report on notable topics of interest, none of which are listed on 
the agenda. 

 Is this permissible? 

A. Yes, so long as it does not result in extended discussion or action by the body.

A brief general description may not be sufficient for closed session agenda 

items. The Brown Act provides safe harbor language for the various types 

of permissible closed sessions. Substantial compliance with the safe harbor 

language is recommended to protect legislative bodies and elected officials 

from legal challenges. 

Mailed agenda upon written request
The legislative body, or its designee, must mail a copy of the agenda or, if 

requested, the entire agenda packet, to any person who has filed a written 

request for such materials. These copies shall be mailed at the time the 

agenda is posted. If requested, these materials must be made available in 

appropriate alternative formats to persons with disabilities. 

A request for notice is valid for one calendar year and renewal requests must 

be filed following January 1 of each year. The legislative body may establish 

a fee to recover the cost of providing the service. Failure of the requesting person to receive the 

agenda does not constitute grounds for invalidation of actions taken at the meeting.11

PRACTICE TIP: Putting together 

a meeting agenda requires 

careful thought. 
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Notice requirements for special meetings
There is no express agenda requirement for special meetings, but the notice of the special meeting 

effectively serves as the agenda and limits the business that may be transacted or discussed. 

Written notice must be sent to each member of the legislative body (unless waived in writing by 

that member) and to each local newspaper of general circulation, and radio or television 

station that has requested such notice in writing. This notice must be delivered by 

personal delivery or any other means that ensures receipt, at least 24 hours before the 

time of the meeting. 

The notice must state the time and place of the meeting, as well as all business to 

be transacted or discussed. It is recommended that the business to be transacted 

or discussed be described in the same manner that an item for a regular meeting 

would be described on the agenda — with a brief general description. As noted above, 

closed session items should be described in accordance with the Brown Act’s safe 

harbor provisions to protect legislative bodies and elected officials from challenges of 

noncompliance with notice requirements. 

The special meeting notice must also be posted at least 24 hours prior to the special 

meeting using the same methods as posting an agenda for a regular meeting: (1) at a 

site that is freely accessible to the public, and (2) on the agency’s website if: (1) the local 

agency has a website; and (2) the legislative body whose meeting is the subject of the 

agenda is either (a) a governing body, or (b) has members that are compensated, with 

one or more members that are also members of a governing body.12

Notices and agendas for adjourned and continued meetings and 
hearings
A regular or special meeting can be adjourned and re-adjourned to a time and place 

specified in the order of adjournment.13 If no time is stated, the meeting is continued 

to the hour for regular meetings. Whoever is present (even if they are less than a 

quorum) may so adjourn a meeting; if no member of the legislative body is present, the clerk or 

secretary may adjourn the meeting. If a meeting is adjourned for less than five calendar days, no 

new agenda need be posted so long as a new item of business is not introduced.14 A copy of the 

order of adjournment must be posted within 24 hours after the adjournment, at or near the door 

of the place where the meeting was held.

A hearing can be continued to a subsequent meeting. The process is the same as for continuing 

adjourned meetings, except that if the hearing is continued to a time less than 24 hours away, a 

copy of the order or notice of continuance must be posted immediately following the meeting.15

Notice requirements for emergency meetings
The special meeting notice provisions apply to emergency meetings, except for the 24-hour 

notice.16 News media that have requested written notice of special meetings must be notified 

by telephone at least one hour in advance of an emergency meeting, and all telephone numbers 

provided in that written request must be tried. If telephones are not working, the notice 

requirements are deemed waived. However, the news media must be notified as soon as possible 

of the meeting and any action taken.
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News media may make a practice of having written requests on file for notification of special or 

emergency meetings. Absent such a request, a local agency has no legal obligation to notify news 

media of special or emergency meetings — although notification may be advisable in any event to 

avoid controversy.

Notice of compensation for simultaneous or serial meetings 
A legislative body that has convened a meeting and whose membership constitutes a quorum of 

another legislative body, may convene a simultaneous or serial meeting of the other legislative 

body only after a clerk or member of the convened legislative body orally announces: (1) the 

amount of compensation or stipend, if any, that each member will be entitled to receive as a result 

of convening the meeting of the other legislative body; and (2) that the compensation or stipend is 

provided as a result of convening the meeting of that body.17 

No oral disclosure of the amount of the compensation is required if the entire amount of such 

compensation is prescribed by statute and no additional compensation has been authorized by 

the local agency. Further, no disclosure is required with respect to reimbursements for actual and 

necessary expenses incurred in the performance of the member’s official duties, such as for travel, 

meals, and lodging.

Educational agency meetings 
The Education Code contains some special agenda and special meeting provisions.18 However, 

they are generally consistent with the Brown Act. An item is probably void if not posted.19 A school 

district board must also adopt regulations to make sure the public can place matters affecting the 

district’s business on meeting agendas and to address the board on those items.20

Notice requirements for tax or assessment meetings and hearings
The Brown Act prescribes specific procedures for adoption by a city, county, special 

district, or joint powers authority of any new or increased tax or assessment 

imposed on businesses.21 Though written broadly, these Brown Act provisions do 

not apply to new or increased real property taxes or assessments as those are 

governed by the California Constitution, Article XIIIC or XIIID, enacted by Proposition 

218. At least one public meeting must be held to allow public testimony on the tax 

or assessment. In addition, there must also be at least 45 days notice of a public 

hearing at which the legislative body proposes to enact or increase the tax or 

assessment. Notice of the public meeting and public hearing must be provided at 

the same time and in the same document. The public notice relating to general taxes 

must be provided by newspaper publication. The public notice relating to new or 

increased business assessments must be provided through a mailing to all business 

owners proposed to be subject to the new or increased assessment. The agency 

may recover the reasonable costs of the public meetings, hearings, and notice.

 The Brown Act exempts certain fees, standby or availability charges, recurring 

assessments, and new or increased assessments that are subject to the notice and hearing 

requirements of the Constitution.22 As a practical matter, the Constitution’s notice requirements 

have preempted this section of the Brown Act. 
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Non-agenda items
The Brown Act generally prohibits any action or discussion of items not on the posted agenda. 

However, there are three specific situations in which a legislative body can act on an item not on 

the agenda:23

�� When a majority decides there is an “emergency situation” (as defined for emergency 

meetings);

�� When two-thirds of the members present (or all members if less than two-thirds are 

present) determine there is a need for immediate action and the need to take action 

“came to the attention of the local agency subsequent to the agenda being posted.” This 

exception requires a degree of urgency. Further, an item cannot be considered under this 

provision if the legislative body or the staff knew about the need to take immediate action 

before the agenda was posted. A new need does not arise because staff forgot to put an 

item on the agenda or because an applicant missed a deadline; or

�� When an item appeared on the agenda of, and was continued from, a meeting held not 

more than five days earlier.

The exceptions are narrow, as indicated by this list. The first two require a specific determination 

by the legislative body. That determination can be challenged in court and, if unsubstantiated, can 

lead to invalidation of an action.

“I’d like a two-thirds vote of the board, so we can go ahead and authorize 

commencement of phase two of the East Area Project,” said Chair Lopez.

“It’s not on the agenda. But we learned two days ago that we finished phase 

one ahead of schedule — believe it or not — and I’d like to keep it that way. Do 

I hear a motion?”

 The desire to stay ahead of schedule generally would not satisfy “a need for immediate 

action.” Too casual an action could invite a court challenge by a disgruntled resident. 

The prudent course is to place an item on the agenda for the next meeting and not risk 

invalidation.

“We learned this morning of an opportunity for a state grant,” said the chief 

engineer at the regular board meeting, “but our application has to be submitted 

in two days. We’d like the board to give us the go ahead tonight, even though 

it’s not on the agenda.”

 A legitimate immediate need can be acted upon even though not on the posted agenda by 

following a two-step process: 

�� First, make two determinations: 1) that there is an immediate need to take action,  

and 2) that the need arose after the posting of the agenda. The matter is then  

placed on the agenda.

�� Second, discuss and act on the added agenda item.

Responding to the public
The public can talk about anything within the jurisdiction of the legislative body, but the legislative 

body generally cannot act on or discuss an item not on the agenda. What happens when a member 

of the public raises a subject not on the agenda?

PRACTICE TIP: Subject to very 

limited exceptions, the Brown 

Act prohibits any action or 

discussion of an item not on the 

posted agenda.
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While the Brown Act does not allow discussion or action on items not on the 

agenda, it does allow members of the legislative body, or its staff, to “briefly 

respond” to comments or questions from members of the public, provide a 

reference to staff or other resources for factual information, or direct staff 

to place the issue on a future agenda. In addition, even without a comment 

from the public, a legislative body member or a staff member may ask for 

information, request a report back, request to place a matter on the agenda 

for a subsequent meeting (subject to the body’s rules or procedures), ask a 

question for clarification, make a brief announcement, or briefly report on 

his or her own activities.24 However, caution should be used to avoid any 

discussion or action on such items.

 Council Member Jefferson: I would like staff to respond to 

Resident Joe’s complaints during public comment about the 

repaving project on Elm Street — are there problems with this 

project?

 City Manager Frank: The public works director has prepared a 45-minute power 

point presentation for you on the status of this project and will give it right 

now.

 Council Member Brown: Take all the time you need; we need to get to the 

bottom of this. Our residents are unhappy.

 It is clear from this dialogue that the Elm Street project was not on the council’s agenda, 

but was raised during the public comment period for items not on the agenda. Council 

Member A properly asked staff to respond; the city manager should have given at most a 

brief response. If a lengthy report from the public works director was warranted, the city 

manager should have stated that it would be placed on the agenda for the next meeting. 

Otherwise, both the long report and the likely discussion afterward will improperly embroil 

the council in a matter that is not listed on the agenda. 

The right to attend and observe meetings
A number of Brown Act provisions protect the public’s right to attend, observe, and participate in 

meetings.

Members of the public cannot be required to register their names, provide other information, 

complete a questionnaire, or otherwise “fulfill any condition precedent” to attending a meeting. 

Any attendance list, questionnaire, or similar document posted at or near the entrance to the 

meeting room or circulated at a meeting must clearly state that its completion is voluntary and 

that all persons may attend whether or not they fill it out.25

No meeting can be held in a facility that prohibits attendance based on race, religion, color, 

national origin, ethnic group identification, age, sex, sexual orientation, or disability, or that is 

inaccessible to the disabled. Nor can a meeting be held where the public must make a payment or 

purchase in order to be present.26 This does not mean, however, that the public is entitled to free 

entry to a conference attended by a majority of the legislative body.27

While a legislative body may use teleconferencing in connection with a meeting, the public must 

be given notice of and access to the teleconference location. Members of the public must be able 

to address the legislative body from the teleconference location.28 
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Action by secret ballot, whether preliminary or final, is flatly prohibited.29

All actions taken by the legislative body in open session, and the vote of each member thereon, 

must be disclosed to the public at the time the action is taken.30 

Q: The agenda calls for election of the legislative body’s officers. Members of the legislative 
body want to cast unsigned written ballots that would be tallied by the clerk, who would 
announce the results. Is this voting process permissible?

A: No. The possibility that a public vote might cause hurt feelings among members of the 
legislative body or might be awkward — or even counterproductive — does not justify a 
secret ballot.

The legislative body may remove persons from a meeting who willfully interrupt proceedings.31 

Ejection is justified only when audience members actually disrupt the proceedings.32 If order 

cannot be restored after ejecting disruptive persons, the meeting room may be cleared. Members 

of the news media who have not participated in the disturbance must be allowed to continue to 

attend the meeting. The legislative body may establish a procedure to re-admit an individual or 

individuals not responsible for the disturbance.33 

Records and recordings
The public has the right to review agendas and other writings distributed by any person to a 

majority of the legislative body in connection with a matter subject to discussion or consideration 

at a meeting. Except for privileged documents, those materials are public records and must be 

made available upon request without delay.34 A fee or deposit as permitted by the California Public 

Records Act may be charged for a copy of a public record.35

Q: In connection with an upcoming hearing on a discretionary use permit, counsel for the 
legislative body transmits a memorandum to all members of the body outlining the 
litigation risks in granting or denying the permit. Must this memorandum be included in 
the packet of agenda materials available to the public?

A: No. The memorandum is a privileged attorney-client communication.

Q: In connection with an agenda item calling for the legislative body to approve a contract, 
staff submits to all members of the body a financial analysis explaining why the terms of 
the contract favor the local agency. Must this memorandum be included in the packet of 
agenda materials available to the public?

A. Yes. The memorandum has been distributed to the majority of the legislative body, relates 
to the subject matter of a meeting, and is not a privileged communication.
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A legislative body may discuss or act on some matters without considering written materials. But if 

writings are distributed to a majority of a legislative body in connection with an agenda item, they 

must also be available to the public. A non-exempt or otherwise privileged writing distributed to a 

majority of the legislative body less than 72 hours before the meeting must be made available for 

inspection at the time of distribution at a public office or location designated for that purpose; and 

the agendas for all meetings of the legislative body must include the address 

of this office or location.36 A writing distributed during a meeting must be 

made public:

�� At the meeting if prepared by the local agency or a member of its 

legislative body; or

�� After the meeting if prepared by some other person.37

Any tape or film record of an open and public meeting made for whatever 

purpose by or at the direction of the local agency is subject to the California 

Public Records Act; however, it may be erased or destroyed 30 days after 

the taping or recording. Any inspection of a video or tape recording is to be 

provided without charge on a video or tape player made available by the 

local agency.38 The agency may impose its ordinary charge for copies that is 

consistent with the California Public Records Act.39

In addition, the public is specifically allowed to use audio or video tape recorders or still or motion 

picture cameras at a meeting to record the proceedings, absent a reasonable finding by the 

legislative body that noise, illumination, or obstruction of view caused by recorders or cameras 

would persistently disrupt the proceedings.40

Similarly, a legislative body cannot prohibit or restrict the public broadcast of its open and public 

meetings without making a reasonable finding that the noise, illumination, or obstruction of view 

would persistently disrupt the proceedings.41

The public’s place on the agenda
Every agenda for a regular meeting must allow members of the public to speak on any item of 

interest, so long as the item is within the subject matter jurisdiction of the legislative body. Further, 

the public must be allowed to speak on a specific item of business before or during the legislative 

body’s consideration of it.42

Q. Must the legislative body allow members of the public to show videos or make a power 
point presentation during the public comment part of the agenda, as long as the subject 
matter is relevant to the agency and is within the established time limit?

A. Probably, although the agency is under no obligation to provide equipment.

Moreover, the legislative body cannot prohibit public criticism of policies, procedures, programs, 

or services of the agency or the acts or omissions of the legislative body itself. But the Brown Act 

provides no immunity for defamatory statements.43

PRACTICE TIP: Public speakers 

cannot be compelled to give 

their name or address as a 

condition of speaking. The clerk 

or presiding officer may request 

speakers to complete a speaker 

card or identify themselves for 

the record, but must respect a 

speaker’s desire for anonymity.
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Q. May the presiding officer prohibit a member of the audience from publicly criticizing an 
agency employee by name during public comments?

A. No, as long as the criticism pertains to job performance.

Q. During the public comment period of a regular meeting of the legislative body, a resident 
urges the public to support and vote for a candidate vying for election to the body. May 
the presiding officer gavel the speaker out of order for engaging in political campaign 
speech?

A. There is no case law on this subject. Some would argue that campaign issues are outside 
the subject matter jurisdiction of the body within the meaning of Section 54954.3(a). 
Others take the view that the speech must be allowed under paragraph (c) of that section 
because it is relevant to the governing of the agency and an implicit criticism of the 
incumbents. 

The legislative body may adopt reasonable regulations, including time limits, 

on public comments. Such regulations should be enforced fairly and without 

regard to speakers’ viewpoints. The legislative body has discretion to modify its 

regulations regarding time limits on public comment if necessary. For example, 

the time limit could be shortened to accommodate a lengthy agenda or 

lengthened to allow additional time for discussion on a complicated matter.44 

The public does not need to be given an opportunity to speak on an item that has 

already been considered by a committee made up exclusively of members of the 

legislative body at a public meeting, if all interested members of the public had the 

opportunity to speak on the item before or during its consideration, and if the item 

has not been substantially changed.45

Notices and agendas for special meetings must also give members of the public 

the opportunity to speak before or during consideration of an item on the agenda 

but need not allow members of the public an opportunity to speak on other matters within the 

jurisdiction of the legislative body.46 

Endnotes:
1 California Government Code section 54954.2(a)(1)

2 78 Ops.Cal.Atty.Gen. 327 (1995)

3 88 Ops.Cal.Atty.Gen. 218 (2005)

4 California Government Code sections 54954.2(a)(1) and 54954.2(d)

5 California Government Code section 54960.1(d)(1)

6 ___ Ops.Cal.Atty.Gen.___, No. 14-1204 (January 19, 2016) 16 Cal. Daily Op. Serv. 937 (Cal.A.G.), 
2016 WL 375262

7 North Pacifica LLC v. California Coastal Commission (2008) 166 Cal.App.4th 1416, 1432

8 ___ Ops.Cal.Atty.Gen.___, No. 14-1204 (January 19, 2016) 16 Cal. Daily Op. Serv. 937 (Cal.A.G.), 
2016 WL 375262, Slip Op. at p. 8

9 California Government Code section 54954.2(a)(1)

10 San Joaquin Raptor Rescue v. County of Merced (2013) 216 Cal.App.4th 1167 (legislative body’s 
approval of CEQA action (mitigated negative declaration) without specifically listing it on the agenda 
violates Brown Act, even if the agenda generally describes the development project that is the subject 
of the CEQA analysis.)
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11 California Government Code section 54954.1

12 California Government Code sections 54956(a) and (c)

13 California Government Code section 54955

14 California Government Code section 54954.2(b)(3)

15 California Government Code section 54955.1

16 California Government Code section 54956.5

17 California Government Code section 54952.3

18 Education Code sections 35144, 35145 and 72129

19 Carlson v. Paradise Unified School District (1971) 18 Cal.App.3d 196

20 California Education Code section 35145.5

21 California Government Code section 54954.6

22 See Cal.Const.Art.XIIIC, XIIID and California Government Code section 54954.6(h)

23 California Government Code section 54954.2(b)

24 California Government Code section 54954.2(a)(2)

25 California Government Code section 54953.3

26 California Government Code section 54961(a); California Government Code section 11135(a)

27 California Government Code section 54952.2(c)(2)

28 California Government Code section 54953(b)

29 California Government Code section 54953(c)

30 California Government Code section 54953(c)(2)

31 California Government Code section 54957.9.

32 Norse v. City of Santa Cruz (9th Cir. 2010) 629 F.3d 966 (silent and momentary Nazi salute directed 
towards mayor is not a disruption); Acosta v. City of Costa Mesa (9th Cir. 2013) 718 F.3d 800 (city 
council may not prohibit “insolent” remarks by members of the public absent actual disruption).

33 California Government Code section 54957.9

34 California Government Code section 54957.5

35 California Government Code section 54957.5(d)

36 California Government Code section 54957.5(b)

37 California Government Code section 54957.5(c)

38 California Government Code section 54953.5(b)

39 California Government Code section 54957.5(d)

40 California Government Code section 54953.5(a)

41 California Government Code section 54953.6

42 California Government Code section 54954.3(a)

43 California Government Code section 54954.3(c)

44 California Government Code section 54954.3(b); Chaffee v. San Francisco Public Library Com. (2005) 
134 Cal.App.4th 109; 75 Ops.Cal.Atty.Gen. 89 (1992)

45 California Government Code section 54954.3(a)

46 California Government Code section 54954.3(a)

Updates to this publication responding to changes in the Brown Act or new court interpretations 

are available at www.cacities.org/opengovernment. A current version of the Brown Act may be 

found at www.leginfo.ca.gov.
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CHAPTER 5: CLOSED SESSIONS

A closed session is a meeting of a legislative body conducted in private without the attendance 

of the public or press. A legislative body is authorized to meet in closed session only to the extent 

expressly authorized by the Brown Act.1 

As summarized in Chapter 1 of this Guide, it is clear that 

the Brown Act must be interpreted liberally in favor of open 

meetings, and exceptions that limit public access (including 

the exceptions for closed session meetings) must be narrowly 

construed.2 The most common purposes of the closed 

session provisions in the Brown Act are to avoid revealing 

confidential information (e.g., prejudicing the city’s position in 

litigation or compromising the privacy interests of employees). 

Closed sessions should be conducted keeping those narrow 

purposes in mind. It is not enough that a subject is sensitive, 

embarrassing, or controversial. Without specific authority in the 

Brown Act for a closed session, a matter to be considered by a 

legislative body must be discussed in public. As an example, a 

board of police commissioners cannot meet in closed session 

to provide general policy guidance to a police chief, even though 

some matters are sensitive and the commission considers their 

disclosure contrary to the public interest.3

In this chapter, the grounds for convening a closed session are called “exceptions” because 

they are exceptions to the general rule that meetings must be conducted openly. In some 

circumstances, none of the closed session exceptions apply to an issue or information the 

legislative body wishes to discuss privately. In these cases, it is not proper to convene a closed 

session, even to protect confidential information. For example, although the Brown Act does 

authorize closed sessions related to specified types of contracts (e.g., specified provisions of real 

property agreements, employee labor agreements, and litigation settlement agreements),4 the 

Brown Act does not authorize closed sessions for other contract negotiations.

Agendas and reports
Closed session items must be briefly described on the posted agenda and the description must 

state the specific statutory exemption.5 An item that appears on the open meeting portion of the 

agenda may not be taken into closed session until it has been properly agendized as a closed 

session item or unless it is properly added as a closed session item by a two-thirds vote of the 

body after making the appropriate urgency findings.6

The Brown Act supplies a series of fill in the blank sample agenda descriptions for various types 

of authorized closed sessions, which provide a “safe harbor” from legal attacks. These sample 

Chapter 5
CLOSED SESSIONS

PRACTICE TIP: Some problems 

over closed sessions arise 

because secrecy itself breeds 

distrust. The Brown Act does 

not require closed sessions and 

legislative bodies may do well 

to resist the tendency to call a 

closed session simply because 

it may be permitted. A better 

practice is to go into closed 

session only when necessary.
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agenda descriptions cover license and permit determinations, real property negotiations, existing 

or anticipated litigation, liability claims, threats to security, public employee appointments, 

evaluations and discipline, labor negotiations, multi-jurisdictional law enforcement cases, hospital 

boards of directors, medical quality assurance committees, joint powers agencies, and audits by 

the California State Auditor’s Office.7 

If the legislative body intends to convene in closed session, it must include the section of the 

Brown Act authorizing the closed session in advance on the agenda and it must make a public 

announcement prior to the closed session discussion. In most cases, the announcement may 

simply be a reference to the agenda item.8

Following a closed session, the legislative body must provide an oral or written report on certain 

actions taken and the vote of every elected member present. The timing and content of the report 

varies according to the reason for the closed session and the action taken.9 The announcements 

may be made at the site of the closed session, so long as the public is allowed to be present to 

hear them.

If there is a standing or written request for documentation, any copies of contracts, settlement 

agreements, or other documents finally approved or adopted in closed session must be provided 

to the requestor(s) after the closed session, if final approval of such documents does not rest 

with any other party to the contract or settlement. If substantive amendments to a contract or 

settlement agreement approved by all parties requires retyping, such documents may be held until 

retyping is completed during normal business hours, but the substance of the changes must be 

summarized for any person inquiring about them.10

The Brown Act does not require minutes, including minutes of closed sessions. However, a 

legislative body may adopt an ordinance or resolution to authorize a confidential “minute book” 

be kept to record actions taken at closed sessions.11 If one is kept, it must be made available 

to members of the legislative body, provided that the member asking to review minutes of a 

particular meeting was not disqualified from attending the meeting due to a conflict of interest.12 A 

court may order the disclosure of minute books for the court’s review if a lawsuit makes sufficient 

claims of an open meeting violation.

Litigation
There is an attorney/client relationship, and legal counsel may use it to protect the confidentiality 

of privileged written and oral communications to members of the legislative body — outside of 

meetings. But protection of the attorney/client privilege cannot by itself be the reason for a closed 

session.13 

The Brown Act expressly authorizes closed sessions to discuss what is considered pending 

litigation. The rules that apply to holding a litigation closed session involve complex, technical 

definitions and procedures. The essential thing to know is that a closed session can be held by 

the body to confer with, or receive advice from, its legal counsel when open discussion would 

prejudice the position of the local agency in litigation in which the agency is, or could become, a 

party.14 The litigation exception under the Brown Act is narrowly construed and does not permit 

activities beyond a legislative body’s conferring with its own legal counsel and required support 

staff.15 For example, it is not permissible to hold a closed session in which settlement negotiations 

take place between a legislative body, a representative of an adverse party, and a mediator.16

PRACTICE TIP: Pay close 

attention to closed session 

agenda descriptions. Using 

the wrong label can lead 

to invalidation of an action 

taken in closed session if not 

substantially compliant.
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CHAPTER 5: CLOSED SESSIONS

The California Attorney General has opined that if the agency’s attorney is not a participant, a 

litigation closed session cannot be held.17 In any event, local agency officials should always consult 

the agency’s attorney before placing this type of closed session on the agenda in order to be 

certain that it is being done properly.

Before holding a closed session under the pending litigation exception, the legislative body must 

publicly state the basis for the closed session by identifying one of the following three types of 

matters: existing litigation, anticipated exposure to litigation, or anticipated initiation of litigation.18

Existing litigation

Q. May the legislative body agree to settle a lawsuit in a properly-noticed closed session, 
without placing the settlement agreement on an open session agenda for public approval?

A. Yes, but the settlement agreement is a public document and must be disclosed on 
request. Furthermore, a settlement agreement cannot commit the agency to matters that 
are required to have public hearings.

Existing litigation includes any adjudicatory proceedings before a court, administrative body 

exercising its adjudicatory authority, hearing officer, or arbitrator. The clearest situation in which 

a closed session is authorized is when the local agency meets with its legal counsel to discuss a 

pending matter that has been filed in a court or with an administrative agency and names the local 

agency as a party. The legislative body may meet under these 

circumstances to receive updates on the case from attorneys, 

participate in developing strategy as the case develops, or 

consider alternatives for resolution of the case. Generally, 

an agreement to settle litigation may be approved in closed 

session. However, an agreement to settle litigation cannot be 

approved in closed session if it commits the city to take an 

action that is required to have a public hearing.19

Anticipated exposure to litigation against the 
local agency

Closed sessions are authorized for legal counsel to inform the 

legislative body of a significant exposure to litigation against 

the local agency, but only if based on “existing facts and 

circumstances” as defined by the Brown Act.20 The legislative 

body may also meet under this exception to determine whether 

a closed session is authorized based on information provided 

by legal counsel or staff. In general, the “existing facts and 

circumstances” must be publicly disclosed unless they are privileged written communications or 

not yet known to a potential plaintiff.

Anticipated initiation of litigation by the local agency

A closed session may be held under the exception for the anticipated initiation of litigation when 

the legislative body seeks legal advice on whether to protect the agency’s rights and interests by 

initiating litigation.

Certain actions must be reported in open session at the same meeting following the closed 
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session. Other actions, as where final approval rests with another 

party or the court, may be announced when they become final and 

upon inquiry of any person.21 Each agency attorney should be aware 

of and make the disclosures that are required by the particular 

circumstances.

Real estate negotiations
A legislative body may meet in closed session with its negotiator 

to discuss the purchase, sale, exchange, or lease of real property 

by or for the local agency. A “lease” includes a lease renewal or 

renegotiation. The purpose is to grant authority to the legislative 

body’s negotiator on price and terms of payment.22 Caution 

should be exercised to limit discussion to price and terms of 

payment without straying to other related issues such as site 

design, architecture, or other aspects of the project for which the 

transaction is contemplated.23

Q. May other terms of a real estate transaction, aside from price and terms of payment, 
be addressed in closed session? 

A. No. However, there are differing opinions over the scope of the phrase “price and terms 
of payment” in connection with real estate closed sessions. Many agency attorneys 
argue that any term that directly affects the economic value of the transaction falls 
within the ambit of “price and terms of payment.” Others take a narrower, more literal 
view of the phrase. 

The agency’s negotiator may be a member of the legislative body itself. Prior to the closed session, 

or on the agenda, the legislative body must identify its negotiators, the real property that the 

negotiations may concern24 and the names of the parties with whom its negotiator may negotiate.25

After real estate negotiations are concluded, the approval and substance of the agreement must 

be publicly reported. If its own approval makes the agreement final, the body must report in open 

session at the public meeting during which the closed session is held. If final approval rests with 

another party, the local agency must report the approval and the substance of the agreement upon 

inquiry by any person, as soon as the agency is informed of it.26 

“Our population is exploding, and we have to think about new school sites,”  

said Board Member Jefferson.

“Not only that,” interjected Board Member Tanaka, “we need to get rid of a 

couple of our older facilities.”

“Well, obviously the place to do that is in a closed session,” said Board Member 

O’Reilly. “Otherwise we’re going to set off land speculation. And if we even 

mention closing a school, parents are going to be in an uproar.”

 A closed session to discuss potential sites is not authorized by the Brown Act. The 

exception is limited to meeting with its negotiator over specific sites — which must be 

identified at an open and public meeting. 
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Public employment
The Brown Act authorizes a closed session “to consider the appointment, employment, evaluation 

of performance, discipline, or dismissal of a public employee or to hear complaints or charges 

brought against the employee.”27 The purpose of this exception — commonly referred to as 

the “personnel exception” — is to avoid undue publicity or embarrassment for an employee or 

applicant for employment and to allow full and candid discussion by the legislative body; thus, 

it is restricted to discussing individuals, not general personnel policies.28 The body must possess 

the power to appoint, evaluate, or dismiss the employee to hold a closed session under this 

exception.29 That authority may be delegated to a subsidiary appointed body.30

An employee must be given at least 24 hours notice of any closed session convened to hear 

specific complaints or charges against him or her. This occurs when the legislative body is 

reviewing evidence, which could include live testimony, and adjudicating conflicting testimony 

offered as evidence. A legislative body may examine (or exclude) witnesses,31 and the California 

Attorney General has opined that, when an affected employee and advocate have an official or 

essential role to play, they may be permitted to participate in the closed session.32 The employee 

has the right to have the specific complaints and charges discussed in a public session rather than 

closed session.33 If the employee is not given the 24-hour prior notice, any disciplinary action is null 

and void.34

However, an employee is not entitled to notice and a hearing where the purpose of the closed 

session is to consider a performance evaluation. The Attorney General and the courts have 

determined that personnel performance evaluations do not constitute complaints and charges, 

which are more akin to accusations made against a person.35 

Q. Must 24 hours notice be given to an employee whose negative performance evaluation is 
to be considered by the legislative body in closed session? 

A. No, the notice is reserved for situations where the body is to hear complaints and charges 
from witnesses.

Correct labeling of the closed session on the agenda is critical. A closed session agenda that 

identified discussion of an employment contract was not sufficient to allow dismissal of an 

employee.36 An incorrect agenda description can result in invalidation of an action and much 

embarrassment.

For purposes of the personnel exception, “employee” specifically includes an officer or an 

independent contractor who functions as an officer or an employee. Examples of the former 

include a city manager, district general manager or superintendent. Examples of the latter Include 

a legal counsel or engineer hired on contract to act as local agency attorney or chief engineer.

Elected officials, appointees to the governing body or subsidiary bodies, and independent 

contractors other than those discussed above are not employees for purposes of the personnel 

exception.37 Action on individuals who are not “employees” must also be public — including 

discussing and voting on appointees to committees, or debating the merits of independent 

contractors, or considering a complaint against a member of the legislative body itself.

PRACTICE TIP: Discussions of 

who to appoint to an advisory 

body and whether or not to 

censure a fellow member of 

the legislative body must be 

held in the open.
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The personnel exception specifically prohibits discussion or action on proposed compensation in 

closed session, except for a disciplinary reduction in pay. Among other things, that means there 

can be no personnel closed sessions on a salary change (other than a disciplinary reduction) 

between any unrepresented individual and the legislative body. However, a legislative body may 

address the compensation of an unrepresented individual, such as a city manager, in a closed 

session as part of a labor negotiation (discussed later in this chapter), yet another example of the 

importance of using correct agenda descriptions.

Reclassification of a job must be public, but an employee’s ability to fill that job may be considered 

in closed session. 

Any closed session action to appoint, employ, dismiss, accept the resignation of, or otherwise 

affect the employment status of a public employee must be reported at the public meeting during 

which the closed session is held. That report must identify the title of the position, but not the 

names of all persons considered for an employment position.38 However, a report on a dismissal or 

non-renewal of an employment contract must be deferred until administrative remedies, if any, are 

exhausted.39

“I have some important news to announce,” said Mayor Garcia. “We’ve 

decided to terminate the contract of the city manager, effective immediately. 

The council has met in closed session and we’ve negotiated six months 

severance pay.”

“Unfortunately, that has some serious budget consequences, so we’ve had to 

delay phase two of the East Area Project.”

 This may be an improper use of the personnel closed session if the council agenda 

described the item as the city manager’s evaluation. In addition, other than labor 

negotiations, any action on individual compensation must be taken in open session. 

Caution should be exercised to not discuss in closed session issues, such as budget 

impacts in this hypothetical, beyond the scope of the posted closed session notice.

Labor negotiations
The Brown Act allows closed sessions for some aspects of labor negotiations. Different provisions 

(discussed below) apply to school and community college districts.

A legislative body may meet in closed session to instruct its bargaining representatives, which may 

be one or more of its members,40 on employee salaries and fringe benefits for both represented 

(“union”) and non-represented employees. For represented employees, it may also consider 

working conditions that by law require negotiation. For the purpose of labor negotiation closed 

sessions, an “employee” includes an officer or an independent contractor who functions as an 

officer or an employee, but independent contractors who do not serve in the capacity of an officer 

or employee are not covered by this closed session exception.41

These closed sessions may take place before or during negotiations with employee 

representatives. Prior to the closed session, the legislative body must hold an open and public 

session in which it identifies its designated representatives. 

PRACTICE TIP: The personnel 

exception specifically prohibits 

discussion or action on 

proposed compensation in 

closed session except for a 

disciplinary reduction in pay.
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CHAPTER 5: CLOSED SESSIONS

During its discussions with representatives on salaries and fringe benefits, the legislative body may 

also discuss available funds and funding priorities, but only to instruct its representative. The body 

may also meet in closed session with a conciliator who has intervened in negotiations.42

The approval of an agreement concluding labor negotiations with represented employees must 

be reported after the agreement is final and has been accepted or ratified by the other party. The 

report must identify the item approved and the other party or parties to the negotiation.43 The 

labor closed sessions specifically cannot include final action on proposed compensation of one or 

more unrepresented employees.

Labor negotiations — school and community college districts
Employee relations for school districts and community college districts are governed by the Rodda 

Act, where different meeting and special notice provisions apply. The entire board, for example, 

may negotiate in closed sessions.

Four types of meetings are exempted from compliance with the Rodda Act: 

1. A negotiating session with a recognized or certified employee organization;

2. A meeting of a mediator with either side;

3. A hearing or meeting held by a fact finder or arbitrator; and

4. A session between the board and its bargaining agent, or the board alone, to discuss its 

position regarding employee working conditions and instruct its agent.44

Public participation under the Rodda Act also takes another form.45 All initial proposals of both 

sides must be presented at public meetings and are public records. The public must be given 

reasonable time to inform itself and to express its views before the district may adopt its initial 

proposal. In addition, new topics of negotiations must be made public within 24 hours. Any 

votes on such a topic must be followed within 24 hours by public disclosure of the vote of each 

member.46 The final vote must be in public.

Other Education Code exceptions
The Education Code governs student disciplinary meetings by boards of school districts and 

community college districts. District boards may hold a closed session to consider the suspension 

or discipline of a student, if a public hearing would reveal personal, disciplinary, or academic 

information about the student contrary to state and federal pupil privacy law. The student’s parent 

or guardian may request an open meeting.47

Community college districts may also hold closed sessions to discuss some student disciplinary 

matters, awarding of honorary degrees, or gifts from donors who prefer to remain anonymous.48 

Kindergarten through 12th grade districts may also meet in closed session to review the contents 

of the statewide assessment instrument.49

Joint Powers Authorities 
The legislative body of a joint powers authority may adopt a policy regarding limitations on 

disclosure of confidential information obtained in closed session, and may meet in closed session 

to discuss information that is subject to the policy.50

PRACTICE TIP: Prior to the 

closed session, the legislative 

body must hold an open 

and public session in which 

it identifies its designated 

representatives.

PRACTICE TIP: Attendance 

by the entire legislative body 

before a grand jury would not 

constitute a closed session 

meeting under the Brown Act.
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License applicants with criminal records
A closed session is permitted when an applicant, who has a criminal record, applies for a license 

or license renewal and the legislative body wishes to discuss whether the applicant is sufficiently 

rehabilitated to receive the license. The applicant and the applicant’s attorney are authorized to 

attend the closed session meeting. If the body decides to deny the license, the applicant may 

withdraw the application. If the applicant does not withdraw, the body must deny the license in 

public, immediately or at its next meeting. No information from the closed session can be revealed 

without consent of the applicant, unless the applicant takes action to challenge the denial.51

Public security
Legislative bodies may meet in closed session to discuss matters posing a threat 

to the security of public buildings, essential public services, including water, sewer, 

gas, or electric service, or to the public’s right of access to public services or 

facilities over which the legislative body has jurisdiction. Closed session meetings 

for these purposes must be held with designated security or law enforcement 

officials including the Governor, Attorney General, district attorney, agency 

attorney, sheriff or chief of police, or their deputies or agency security consultant 

or security operations manager.52 Action taken in closed session with respect to 

such public security issues is not reportable action.

Multijurisdictional law enforcement agency
A joint powers agency formed to provide law enforcement services (involving 

drugs; gangs; sex crimes; firearms trafficking; felony possession of a firearm; high technology, 

computer, or identity theft; human trafficking; or vehicle theft) to multiple jurisdictions may hold 

closed sessions to discuss case records of an on-going criminal investigation, to hear testimony 

from persons involved in the investigation, and to discuss courses of action in particular cases.53

The exception applies to the legislative body of the joint powers agency and to any body advisory 

to it. The purpose is to prevent impairment of investigations, to protect witnesses and informants, 

and to permit discussion of effective courses of action.54

Hospital peer review and trade secrets
Two specific kinds of closed sessions are allowed for district hospitals and municipal hospitals, 

under other provisions of law.55

1. A meeting to hear reports of hospital medical audit or quality assurance committees, or for 

related deliberations. However, an applicant or medical staff member whose staff privileges 

are the direct subject of a hearing may request a public hearing.

2. A meeting to discuss “reports involving trade secrets” — provided no action is taken.

A “trade secret” is defined as information which is not generally known to the public or 

competitors and which: 1) “derives independent economic value, actual or potential” by virtue of 

its restricted knowledge; 2) is necessary to initiate a new hospital service or program or facility; 

and 3) would, if prematurely disclosed, create a substantial probability of depriving the hospital of 

a substantial economic benefit.

The provision prohibits use of closed sessions to discuss transitions in ownership or management, 

or the district’s dissolution.56

Page 209



50 OPEN & PUBLIC V: A GUIDE TO THE RALPH M. BROWN ACT

CHAPTER 5: CLOSED SESSIONS

Other legislative bases for closed session
Since any closed session meeting of a legislative body must be 

authorized by the Legislature, it is important to carefully review the 

Brown Act to determine if there is a provision that authorizes a closed 

session for a particular subject matter. There are some less frequently 

encountered topics that are authorized to be discussed by a legislative 

body in closed session under the Brown Act, including: a response to 

a confidential final draft audit report from the Bureau of State Audits,57 

consideration of the purchase or sale of particular pension fund 

investments by a legislative body of a local agency that invests pension 

funds,58 hearing a charge or complaint from a member enrolled in 

a health plan by a legislative body of a local agency that provides 

Medi-Cal services,59 discussions by a county board of supervisors that 

governs a health plan licensed pursuant to the Knox-Keene Health 

Care Services Plan Act related to trade secrets or contract negotiations 

concerning rates of payment,60 and discussions by an insurance pooling joint powers agency 

related to a claim filed against, or liability of, the agency or a member of the agency.61 

Who may attend closed sessions
Meetings of a legislative body are either fully open or fully closed; there is nothing in between. 

Therefore, local agency officials and employees must pay particular attention to the authorized 

attendees for the particular type of closed session. As summarized above, the authorized 

attendees may differ based on the topic of the closed session. Closed sessions may involve only 

the members of the legislative body and only agency counsel, management and support staff, 

and consultants necessary for consideration of the matter that is the subject of closed session, 

with very limited exceptions for adversaries or witnesses with official roles in particular types of 

hearings (e.g., personnel disciplinary hearings and license hearings). In any case, individuals who 

do not have an official role in the closed session subject matters must be excluded from closed 

sessions.63

Q. May the lawyer for someone suing the agency attend a closed session in order to explain 
to the legislative body why it should accept a settlement offer? 

A. No, attendance in closed sessions is reserved exclusively for the agency’s advisors.

The confidentiality of closed session discussions
The Brown Act explicitly prohibits the unauthorized disclosure of confidential information acquired 

in a closed session by any person present, and offers various remedies to address breaches of 

confidentiality.64 It is incumbent upon all those attending lawful closed sessions to protect the 

confidentiality of those discussions. One court has held that members of a legislative body cannot 

be compelled to divulge the content of closed session discussions through the discovery process.65 

Only the legislative body acting as a body may agree to divulge confidential closed session 

information; regarding attorney/client privileged communications, the entire body is the holder of 

the privilege and only the entire body can decide to waive the privilege.66

PRACTICE TIP: Meetings are 

either open or closed. There is 

nothing “in between.”62
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Before adoption of the Brown Act provision specifically prohibiting disclosure of closed session 

communications, agency attorneys and the Attorney General long opined that officials have a 

fiduciary duty to protect the confidentiality of closed session discussions. The Attorney General 

issued an opinion that it is “improper” for officials to disclose information received during a closed 

session regarding pending litigation,67 though the Attorney General has also concluded that a local 

agency is preempted from adopting an ordinance criminalizing public disclosure of closed session 

discussions.68 In any event, in 2002, the Brown Act was amended to prescribe particular remedies 

for breaches of confidentiality. These remedies include injunctive relief; and, if the breach is a 

willful disclosure of confidential information, the remedies include disciplinary action against an 

employee, and referral of a member of the legislative body to the grand jury.69

The duty of maintaining confidentiality, of course, must give way to the responsibility to disclose 

improper matters or discussions that may come up in closed sessions. In recognition of this 

public policy, under the Brown Act, a local agency may not penalize a disclosure of information 

learned during a closed session if the disclosure: 1) is made in confidence to the district attorney 

or the grand jury due to a perceived violation of law; 2) is an expression of opinion concerning 

the propriety or legality of actions taken in closed session, including disclosure of the nature and 

extent of the illegal action; or 3) is information that is not confidential.70

The interplay between these possible sanctions and an official’s first amendment rights is 

complex and beyond the scope of this guide. Suffice it to say that this is a matter of great 

sensitivity and controversy.

“I want the press to know that I voted in closed session against filing the 

eminent domain action,” said Council Member Chang.

“Don’t settle too soon,” reveals Council Member Watson to the property owner, 

over coffee. “The city’s offer coming your way is not our bottom line.”

 The first comment to the press may be appropriate if it is a part of an action taken 

by the City Council in closed session that must be reported publicly.71 The second 

comment to the property owner is not — disclosure of confidential information 

acquired in closed session is expressly prohibited and harmful to the agency. 

PRACTICE TIP: There is a 

strong interest in protecting the 

confidentiality of proper and 

lawful closed sessions.
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ENDNOTES:

1 California Government Code section 54962

2 California Constitution, Art. 1, section 3

3 61 Ops.Cal.Atty.Gen. 220 (1978); but see California Government Code section 54957.8 
(multijurisdictional law enforcement agencies are authorized to meet in closed session to discuss the 
case records of ongoing criminal investigations, and other related matters).

4 California Government Code section 54957.1

5 California Government Code section 54954.5

6 California Government Code section 54954.2

7 California Government Code section 54954.5

8 California Government Code sections 54956.9 and 54957.7

9 California Government Code section 54957.1(a)

10 California Government Code section 54957.1(b)

11 California Government Code section 54957.2

12 Hamilton v. Town of Los Gatos (1989) 213 Cal.App.3d 1050; 2 Cal.Code Regs. section 18707

13 Roberts v. City of Palmdale (1993) 5 Cal.4th 363

14 California Government Code section 54956.9; Shapiro v. Board of Directors of Center City Development 
Corp. (2005) 134 Cal.App.4th 170 (agency must be a party to the litigation).

15 82 Ops.Cal.Atty.Gen. 29 (1999)

16 Page v. Miracosta Community College District (2009) 180 Cal.App.4th 471

17 “The Brown Act,” California Attorney General (2003), p. 40

18 California Government Code section 54956.9(g)

19 Trancas Property Owners Association v. City of Malibu (2006) 138 Cal.App.4th 172

20 Government Code section 54956.9(e)

21 California Government Code section 54957.1

22 California Government Code section 54956.8

23 Shapiro v. San Diego City Council (2002) 96 Cal.App.4th 904; see also 93 Ops.Cal.Atty.Gen. 51 (2010) 
(redevelopment agency may not convene a closed session to discuss rehabilitation loan for a property 
already subleased to a loan recipient, even if the loan Incorporates some of the sublease terms and 
includes an operating covenant governing the property); 94 Ops.Cal.Atty.Gen. 82 (2011) (real estate 
closed session may address form, manner and timing of consideration and other items that cannot be 
disclosed without revealing price and terms).

24 73 Ops.Cal.Atty.Gen. 1 (1990)

25 California Government Code sections 54956.8 and 54954.5(b)

26 California Government Code section 54957.1(a)(1)

27 California Government Code section 54957(b)

28 63 Ops.Cal.Atty.Gen. 153 (1980); but see Duvall v. Board of Trustees (2000) 93 Cal.App.4th 902 (board 
may discuss personnel evaluation criteria, process and other preliminary matters in closed session but 
only if related to the evaluation of a particular employee).

29 Gillespie v. San Francisco Public Library Commission (1998) 67 Cal.App.4th 1165; 85 Ops.Cal.Atty.Gen. 
77 (2002)

30 Gillespie v. San Francisco Public Library Commission (1998) 67 Cal.App.4th 1165; 80 Ops.Cal.Atty.
Gen. 308 (1997). Interviews of candidates to fill a vacant staff position conducted by a temporary 
committee appointed by the governing body may be done in closed session.
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31 California Government Code section 54957(b)(3)

32 88 Ops.Cal.Atty.Gen. 16 (2005)

33 Morrison v. Housing Authority of the City of Los Angeles (2003) 107 Cal.App.4th 860

34 California Government Code section 54957(b); but see Bollinger v. San Diego Civil Service Commission 
(1999) 71 Cal.App.4th 568 (notice not required for closed session deliberations regarding complaints 
or charges, when there was a public evidentiary hearing prior to closed session).

35 78 Ops.Cal.Atty.Gen. 218 (1995); Bell v. Vista Unified School District (2000) 82 Cal.App.4th 672;  
Furtado v. Sierra Community College (1998) 68 Cal.App.4th 876; Fischer v. Los Angeles Unified School 
District (1999) 70 Cal.App.4th 87

36 Moreno v. City of King (2005) 127 Cal.App.4th 17

37 California Government Code section 54957

38 Gillespie v. San Francisco Public Library Commission (1998) 67 Cal.App.4th 1165

39 California Government Code section 54957.1(a)(5)

40 California Government Code section 54957.6

41 California Government Code section 54957.6(b); see also 98 Ops.Cal.Atty.Gen. 41 (2015) (a 
project labor agreement between a community college district and workers hired by contractors or 
subcontractors is not a proper subject of closed session for labor negotiations because the workers are 
not “employees” of the district).

42 California Government Code section 54957.6; and 51 Ops.Cal.Atty.Gen. 201 (1968)

43 California Government Code section 54957.1(a)(6)

44 California Government Code section 3549.1

45 California Government Code section 3540

46 California Government Code section 3547

47 California Education Code section 48918; but see Rim of the World Unified School District v. Superior 
Court (2003) 104 Cal.App.4th 1393 (Section 48918 preempted by the Federal Family Educational 
Right and Privacy Act in regard to expulsion proceedings).

48 California Education Code section 72122

49 California Education Code section 60617

50 California Government Code section 54956.96

51 California Government Code section 54956.7

52 California Government Code section 54957

53 McKee v. Los Angeles Interagency Metropolitan Police Apprehension Crime Task Force (2005) 134 Cal.
App.4th 354

54 California Government Code section 54957.8

55 California Government Code section 54962

56 California Health and Safety Code section 32106

57 California Government Code section 54956.75

58 California Government Code section 54956.81

59 California Government Code section 54956.86

60 California Government Code section 54956.87

61 California Government Code section 54956.95

62 46 Ops.Cal.Atty.Gen. 34 (1965)

63 82 Ops.Cal.Atty.Gen. 29 (1999)
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64 Government Code section 54963

65 Kleitman v. Superior Court (1999) 74 Cal.App.4th 324, 327; see also California Government Code 
section 54963.

66 Roberts v. City of Palmdale (1993) 5 Cal.4th 363

67 80 Ops.Cal.Atty.Gen. 231 (1997)

68 76 Ops.Cal.Atty.Gen. 289 (1993)

69 California Government Code section 54963

70 California Government Code section 54963

71 California Government Code section 54957.1

Updates to this publication responding to changes in the Brown Act or new court interpretations 

are available at www.cacities.org/opengovernment. A current version of the Brown Act may be 

found at www.leginfo.ca.gov.
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Certain violations of the Brown Act are designated as misdemeanors, although by 

far the most commonly used enforcement provisions are those that authorize civil 

actions to invalidate specified actions taken in violation of the Brown Act and to stop 

or prevent future violations. Still, despite all the safeguards and remedies to enforce 

them, it is ultimately impossible for the public to monitor every aspect of public 

officials’ interactions. Compliance ultimately results from regular training and a good 

measure of self-regulation on the part of public officials. This chapter discusses the 

remedies available to the public when that self-regulation is ineffective.

Invalidation
Any interested person, including the district attorney, may seek to invalidate 

certain actions of a legislative body on the ground that they violate the Brown Act.1 

Violations of the Brown Act, however, cannot be invalidated if they involve the 

following types of actions: 

�� Those taken in substantial compliance with the law. No Brown Act violation is found 

when the given notice substantially complies with the Brown Act, even when the notice 

erroneously cites to the wrong Brown Act section, but adequately advises the public that 

the Board will meet with legal counsel to discuss potential litigation in closed session;2 

�� Those involving the sale or issuance of notes, bonds or other indebtedness, or any related 

contracts or agreements; 

�� Those creating a contractual obligation, including a contract awarded by competitive bid 

for other than compensation for professional services, upon which a party has in good faith 

relied to its detriment; 

�� Those connected with the collection of any tax; or 

�� Those in which the complaining party had actual notice at least 72 hours prior to the 

regular meeting or 24 hours prior to the special meeting, as the case may be, at which the 

action is taken.

Before filing a court action seeking invalidation, a person who believes that a violation has 

occurred must send a written “cure or correct” demand to the legislative body. This demand must 

clearly describe the challenged action and the nature of the claimed violation. This demand must 

be sent within 90 days of the alleged violation or 30 days if the action was taken in open session 

but in violation of Section 54954.2, which requires (subject to specific exceptions) that only 

properly agendized items are acted on by the governing body during a meeting.3 The legislative 

body then has up to 30 days to cure and correct its action. If it does not act, any lawsuit must be 

filed within the next 15 days. The purpose of this requirement is to offer the body an opportunity to 

consider whether a violation has occurred and to weigh its options before litigation is filed. 

Chapter 6
REMEDIES
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Although just about anyone has standing to bring an action for invalidation,4 the challenger must 

show prejudice as a result of the alleged violation.5 An action to invalidate fails to state a cause of 

action against the agency if the body deliberated but did not take an action.6 

Applicability to Past Actions
Any interested person, including the district attorney, may file a civil action to determine whether 

past actions of a legislative body occurring on or after January 1, 2013 constitute violations of the 

Brown Act and are subject to a mandamus, injunction, or declaratory relief action.7 Before filing 

an action, the interested person must, within nine months of the alleged violation of the Brown 

Act, submit a “cease and desist” letter to the legislative body, clearly describing the past action 

and the nature of the alleged violation.8 The legislative body has 30 days after receipt of the letter 

to provide an unconditional commitment to cease and desist from the past action.9 If the body 

fails to take any action within the 30-day period or takes an action other than an unconditional 

commitment, a lawsuit may be filed within 60 days.10 

The legislative body’s unconditional commitment must be approved at a regular or special meeting 

as a separate item of business and not on the consent calendar.11 The unconditional commitment 

must be substantially in the form set forth in the Brown Act.12 No legal action may thereafter be 

commenced regarding the past action.13 However, an action of the legislative body in violation 

of its unconditional commitment constitutes an independent violation of the Brown Act and a 

legal action consequently may be commenced without following the procedural requirements for 

challenging past actions.14 

The legislative body may rescind its prior unconditional commitment by a majority vote of its 

membership at a regular meeting as a separate item of business not on the consent calendar. At 

least 30 days written notice of the intended rescission must be given to each person to whom the 

unconditional commitment was made and to the district attorney. Upon rescission, any interested 

person may commence a legal action regarding the past actions without following the procedural 

requirements for challenging past actions.15

Civil action to prevent future violations
The district attorney or any interested person can file a civil action asking the court to:

�� Stop or prevent violations or threatened violations of the Brown Act by members of the 

legislative body of a local agency;

�� Determine the applicability of the Brown Act to actions or threatened future action of the 

legislative body;

�� Determine whether any rule or action by the legislative body to penalize or otherwise 

discourage the expression of one or more of its members is valid under state or federal 

law; or

�� Compel the legislative body to tape record its closed sessions.

PRACTICE TIP: A lawsuit to 

invalidate must be preceded by 

a demand to cure and correct 

the challenged action in order 

to give the legislative body 

an opportunity to consider its 

options. The Brown Act does not 

specify how to cure or correct 

a violation; the best method 

is to rescind the action being 

complained of and start over, or 

reaffirm the action if the local 

agency relied on the action and 

rescinding the action would 

prejudice the local agency.
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It is not necessary for a challenger to prove a past pattern or practice 

of violations by the local agency in order to obtain injunctive relief. A 

court may presume when issuing an injunction that a single violation 

will continue in the future where the public agency refuses to admit 

to the alleged violation or to renounce or curtail the practice.16 Note, 

however, that a court may not compel elected officials to disclose their 

recollections of what transpired in a closed session.17

Upon finding a violation of the Brown Act pertaining to closed sessions, 

a court may compel the legislative body to tape record its future closed 

sessions. In a subsequent lawsuit to enforce the Brown Act alleging a 

violation occurring in closed session, a court may upon motion of the 

plaintiff review the tapes if there is good cause to think the Brown Act has 

been violated, and make public the relevant portion of the closed session 

recording.

Costs and attorney’s fees
Someone who successfully invalidates an action taken in violation of the Brown Act or who 

successfully enforces one of the Brown Act’s civil remedies may seek court costs and reasonable 

attorney’s fees. Courts have held that attorney’s fees must be awarded to a successful plaintiff 

unless special circumstances exist that would make a fee award against the public agency 

unjust.18 When evaluating how to respond to assertions that the Brown Act has been violated, 

elected officials and their lawyers should assume that attorney’s fees will be awarded against the 

agency if a violation of the Act is proven.

An attorney’s fee award may only be directed against the local agency and not the individual 

members of the legislative body. If the local agency prevails, it may be awarded court costs and 

attorney’s fees if the court finds the lawsuit was clearly frivolous and lacking in merit.19

Criminal complaints
A violation of the Brown Act by a member of the legislative body who acts with the improper 

intent described below is punishable as a misdemeanor.20

A criminal violation has two components. The first is that there must be an overt act — a member 

of a legislative body must attend a meeting at which action is taken in violation of the Brown Act.21

“Action taken” is not only an actual vote, but also a collective decision, commitment or promise by 

a majority of the legislative body to make a positive or negative decision.22 If the meeting involves 

mere deliberation without the taking of action, there can be no misdemeanor penalty.

A violation occurs for a tentative as well as final decision.23 In fact, criminal liability is triggered by a 

member’s participation in a meeting in violation of the Brown Act — not whether that member has 

voted with the majority or minority, or has voted at all. 

The second component of a criminal violation is that action is taken with the intent of a member 

“to deprive the public of information to which the member knows or has reason to know the 

public is entitled” by the Brown Act.24 

PRACTICE TIP: Attorney’s 

fees will likely be awarded if 

a violation of the Brown Act is 

proven.
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As with other misdemeanors, the filing of a complaint is up to the district attorney. Although 

criminal prosecutions of the Brown Act are uncommon, district attorneys in some counties 

aggressively monitor public agencies’ adherence to the requirements of the law. 

Some attorneys and district attorneys take the position that a Brown Act violation may be pursued 

criminally under Government Code section 1222.25 There is no case law to support this view; 

if anything, the existence of an express criminal remedy within the Brown Act would suggest 

otherwise.26 

Voluntary resolution
Arguments over Brown Act issues often become emotional on all sides. Newspapers trumpet 

relatively minor violations, unhappy residents fume over an action, and legislative bodies clam 

up about information better discussed in public. Hard lines are drawn and rational discussion 

breaks down. The district attorney or even the grand jury occasionally becomes involved. Publicity 

surrounding alleged violations of the Brown Act can result in a loss of confidence by constituents 

in the legislative body. There are times when it may be preferable to consider re-noticing and 

rehearing, rather than litigating, an item of significant public interest, particularly when there is any 

doubt about whether the open meeting requirements were satisfied. 

At bottom, agencies that regularly train their officials 

and pay close attention to the requirements of the 

Brown Act will have little reason to worry about 

enforcement.

ENDNOTES:

1 California Government Code section 54960.1. 
Invalidation is limited to actions that violate the 
following sections of the Brown Act: section 54953 (the 
basic open meeting provision); sections 54954.2 and 
54954.5 (notice and agenda requirements for regular 
meetings and closed sessions); 54954.6 (tax hearings); 
54956 (special meetings); and 54596.5 (emergency 
situations). Violations of sections not listed above 
cannot give rise to invalidation actions, but are subject 
to the other remedies listed in section 54960.1.

2 Castaic Lake Water Agency v. Newhall County Water 
District (2015) 238 Cal.App.4th 1196, 1198

3 California Government Code section 54960.1 (b) and 
(c)(1)

4 McKee v. Orange Unified School District (2003) 110 Cal.
App.4th 1310, 1318-1319

5 Cohan v. City of Thousand Oaks (1994) 30 Cal.App.4th 547, 556, 561

6 Boyle v. City of Redondo Beach (1999) 70 Cal.App.4th 1109, 1116-17, 1118

7 Government Code Section 54960.2(a); Senate Bill No. 1003, Section 4 (2011-2012 Session)

8 Government Code Sections 54960.2(a)(1), (2)

9 Government Code Section 54960.2(b)
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10 Government Code Section 54960.2(a)(4)

11 Government Code Section 54960.2(c)(2)

12 Government Code Section 54960.2(c)(1)

13 Government Code Section 54960.2(c)(3)

14 Government Code Section 54960.2(d)

15 Government Code Section 54960.2(e)

16 California Alliance for Utility Safety and Education (CAUSE) v. City of San Diego (1997) 56 Cal.App.4th 
1024; Common Cause v. Stirling (1983) 147 Cal.App.3d 518, 524; Accord Shapiro v. San Diego City 
Council (2002) 96 Cal. App. 4th 904, 916 & fn.6

17 Kleitman v. Superior Court (1999) 74 Cal.App.4th 324, 334-36

18 Los Angeles Times Communications, LLC v. Los Angeles County Board of Supervisors (2003) 112 Cal.
App.4th 1313, 1327-29 and cases cited therein

19 California Government Code section 54960.5

20 California Government Code section 54959. A misdemeanor is punishable by a fine of up to $1,000 
or up to six months in county jail, or both. California Penal Code section 19. Employees of the agency 
who participate in violations of the Brown Act cannot be punished criminally under section 54959. 
However, at least one district attorney instituted criminal action against employees based on the 
theory that they criminally conspired with the members of the legislative body to commit a crime 
under section 54949.

21 California Government Code section 54959

22 California Government Code section 54952.6

23 61 Ops.Cal.Atty.Gen.283 (1978)

24 California Government Code section 54959

25 California Government Code section 1222 provides that “[e]very wilful omission to perform any duty 
enjoined by law upon any public officer, or person holding any public trust or employment, where no 
special provision is made for the punishment of such delinquency, is punishable as a misdemeanor.”

26 The principle of statutory construction known as expressio unius est exclusio alterius supports the view 
that section 54959 is the exclusive basis for criminal liability under the Brown Act.

Updates to this publication responding to changes in the Brown Act or new court interpretations 

are available at www.cacities.org/opengovernment. A current version of the Brown Act may be 

found at www.leginfo.ca.gov.

Page 220



Page 221



1400 K Street, Suite 400, Sacramento, CA 95814

Phone: (916) 658-8200 | Fax: (916) 658-8240

www.cacities.org | www.cacities.org/events | www.westerncity.com

Page 222



Code: Select Code Section: Search  

54970.

54971.

54972.

Up^ Add To My Favorites
GOVERNMENT CODE  GOV

TITLE 5. LOCAL AGENCIES [50001  57550]  ( Title 5 added by Stats. 1949, Ch. 81. )
DIVISION 2. CITIES, COUNTIES, AND OTHER AGENCIES [53000  55821]  ( Division 2 added by Stats. 1949, Ch. 81. )

PART 1. POWERS AND DUTIES COMMON TO CITIES, COUNTIES, AND OTHER AGENCIES [53000  54999.7]  (
Part 1 added by Stats. 1949, Ch. 81. )

CHAPTER 11. Local Appointments List [54970  54974]  ( Heading of Chapter 11 amended by Stats. 1991, Ch. 669, Sec.
5. )

  (a) The Legislature finds and declares that a vast and largely untapped reservoir of talent exists among the
citizenry of the State of California, and that rich and varied segments of this great human resource are, all too
frequently, not aware of the many opportunities which exist to participate in and serve on local regulatory and
advisory boards, commissions, and committees.

(b) The Legislature further finds and declares that the general public of this state has traditionally been denied
access to information regarding vacancies which occur on such boards, commissions, and committees, thereby
denying most citizens and interest groups the opportunity to nominate for consideration by the respective
appointive powers persons whose particular strengths, backgrounds, experience, perspective, and talents might
contribute significantly to efficient and representative policy development and administration in local government.

(c) The Legislature further finds and declares that the respective local appointive powers have been denied access
to a talent resource hitherto untapped.

(d) The Legislature further finds and declares that all citizens of the state, regardless of their place of residence
should have equal access to specific and current information about the many local regulating and advisory boards,
commissions, and committees and equal opportunity to be informed of vacancies which shall occur thereon, so that
they may pursue the opportunity to participate in and contribute to the operations of local government by serving
on such boards, commissions, and committees.

(e) It is therefore the intent of the Legislature that this chapter shall apply to all cities and all counties throughout
California, including charter cities and charter counties.

(Added by Stats. 1976, Ch. 238.)

  As used in this chapter:

(a) “Legislative body” means the board of supervisors or its chairman in the case of the county, or the city council
or the mayor in the case of a city.

(b) “Local agency” means a county or city, whether chartered or general law.

(Added by Stats. 1976, Ch. 238.)

  On or before December 31 of each year, each legislative body shall prepare an appointments list of all
regular and ongoing boards, commissions, and committees which are appointed by the legislative body of the local
agency. This list shall be known as the Local Appointments List. The list shall contain the following information:

(a) A list of all appointive terms which will expire during the next calendar year, with the name of the incumbent
appointee, the date of appointment, the date the term expires, and the necessary qualifications for the position.

(b) A list of all boards, commissions, and committees whose members serve at the pleasure of the legislative body,
and the necessary qualifications for each position.

(Amended by Stats. 1991, Ch. 669, Sec. 6.)
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54973.

54974.

  The Local Appointments List shall be made available to members of the public for a reasonable fee which shall not
exceed actual cost. The legislative body shall designate the public library with the largest service population

within its jurisdiction to receive a copy of the list.

(Amended by Stats. 1991, Ch. 669, Sec. 7.)

  (a) Whenever an unscheduled vacancy occurs in any board, commission, or committee for which the
legislative body has the appointing power, whether due to resignation, death, termination, or other causes, a
special vacancy notice shall be posted in the office of the clerk of the local agency, the library designated pursuant
to Section 54973, and in other places as directed by the legislative body, not earlier than 20 days before or not
later than 20 days after the vacancy occurs. Final appointment to the board, commission, or committee shall not be
made by the legislative body for at least 10 working days after the posting of the notice in the clerk’s office.

(b) Notwithstanding subdivision (a), the legislative body may, if it finds that an emergency exists, fill the
unscheduled vacancy immediately. A person appointed to fill the vacancy shall serve only on an acting basis until
the final appointment is made pursuant to this section.

(Amended by Stats. 1991, Ch. 669, Sec. 8.)
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Title 2 ADMINISTRATION AND PERSONNEL

Chapter 2.76 BOARDS AND COMMISSIONS*

* CodeAlert: This topic has been affected by Ordinance No. 1520. To view amendments and newly added provisions,
please refer to the CodeAlert Amendment List.

2.76.010 General.

    There shall be the following named boards and commissions that shall have the powers and duties herein stated. In
addition, the city council may create by ordinance such additional advisory boards or commissions as in its judgment are
required, and may grant to them such powers and duties as are consistent with the provisions of law. (Ord. 1506 § 2,
2015)
 
2.76.030 Appointment—Terms.

    (a)    The members of each of such boards or commissions shall be appointed by the city council from the residents of
the city, none of whom shall hold any paid office or employment in the city government. They shall be subject to
removal by motion of the city council adopted by at least three affirmative votes. The members thereof shall serve for a
term of a duration prescribed in this chapter for each commission, and until their respective successors are appointed
and qualified.
    (b)    Any vacancies in any board or commission, from whatever cause arising, shall be filled by appointment by the
city council. Upon a vacancy occurring leaving an unexpired portion of a term, any appointment to fill such vacancy
shall be for the unexpired portion of such term. If a member of a board or commission absents him or herself from three
consecutive regular meetings of such board or commission, unless by permission of such board or commission expressed
in its official minutes, or is convicted of a crime involving moral turpitude, or ceases to be a resident of the city, his or
her office shall become vacant and shall be so declared by the city council. (Ord. 1506 § 2, 2015)
 
2.76.040 Meetings.

    Each board or commission shall hold meetings regularly and such special meetings as such board or commission, or
its committees, may require. All proceedings shall be open to the public. The city council shall establish rules and
regulations for its boards and commissions. Each board or commission shall have the same power as the city council to
compel the attendance of witnesses, to examine them under oath, to compel the production of evidence before it and to
administer oaths and affirmations. (Ord. 1506 § 2, 2015)
 
2.76.050 Chairperson of boards and commissions—Selection.

    As soon as practicable following the annual appointment of board and commission members, each of such boards and
commissions shall organize by electing one of its members to serve as chairperson and one of its members to serve as
vicechairperson. No member elected to serve as chairperson or vicechairperson shall serve more than two consecutive
oneyear terms. Any member serving less than six months of an unexpired term of a previously elected chairperson may
be selected to serve two full terms as set forth above, in addition to the balance of the unexpired term. Selection shall be
by open ballot and a minimum of three votes shall be required for election. (Ord. 1506 § 2, 2015)
 
2.76.060 City council and commission membership restricted.

    No person shall serve as a councilmember and a member of an appointive commission at the same time. (Ord. 1506 §
2, 2015)
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2.76.070 Compensation.

    The voting members of boards and commissions shall serve without salary for their services as such, but may receive
reimbursement for necessary traveling and other expenses incurred on official duty when such expenditures have
received authorization by the city council. Such expenses may be set at a fixed amount per meeting by resolution of the
city council. (Ord. 1506 § 2, 2015)
 
2.76.080 Planning commission—Created.

    There shall be a city planning commission that shall consist of five regular members appointed by the city council in
accordance with the provisions of this chapter. The city council may appoint one alternate member who shall attend all
meetings of the commission and who is authorized to serve and vote in place of any regular member of the commission
who is absent or who disqualifies him or herself from participating on any matter before the commission. The secretary
to the planning commission shall be the planning/building director. The planning/building director, the city engineer and
the city attorney or their assistants, may meet with and participate in the discussions of the planning commission, but
shall not have a vote. (Ord. 1506 § 2, 2015)
 
2.76.090 Planning commission members—Terms.

    The three regular members appointed in oddnumbered years shall be appointed at a city council meeting in March of
oddnumbered years or as soon thereafter as convenient, and shall serve until their successor is selected in the next odd
numbered year. The two regular members appointed in evennumbered years shall be appointed by the city council in
March of evennumbered years, or as soon thereafter as is convenient, and shall serve until their successor is selected in
the next evennumbered year. (Ord. 1506 § 2, 2015)
 
2.76.100 Statute compliance.

    The planning commission shall act in accordance with all the ordinances of the city, and all amendments thereto, and
any and all applicable state laws. (Ord. 1506 § 2, 2015)
 
2.76.110 Planning commission—Powers and duties.

    The planning commission shall have the power and be required to:
    (a)    After a public hearing thereon, recommend to the city council for adoption, amendment or repeal of a master
plan, general plan, specific plan, zoning district, or redevelopment plan, survey area or preliminary plan or any part
thereof, for the physical development of the city;
    (b)    Exercise such control over land subdivisions as is granted to it by ordinance not inconsistent with the provisions
of this chapter;
    (c)    Make recommendations to the city council concerning proposed public works capital improvement program as it
relates to consistency with the city’s general plan and for the clearance and rebuilding of blighted or substandard areas
within the city;
    (d)    Exercise such functions with respect to zoning and land use as may be prescribed by ordinance not inconsistent
with the provisions of this chapter or state law;
    (e)    Conduct environmental analyses of such decisions;
    (f)    Provide advice regarding parks and recreation to the city council as requested. (Ord. 1506 § 2, 2015)
 
2.76.120 Advisory committee for the disabled created.

    There shall be an advisory committee for the disabled that shall consist of a number of members at the discretion of
the city council, appointed by the city council. Meetings shall be bimonthly on the first Thursday of the odd month at
seven p.m. in the City Hall conference room No. 1. (Ord. 1506 § 2, 2015)
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2.76.130 Advisory committee for the disabled—Terms.

    Members of the advisory committee for the disabled are appointed in March of each year or as soon thereafter as
possible and shall serve twoyear terms, which may be staggered. (Ord. 1506 § 2, 2015)
 
2.76.140 Advisory committee for the disabled—Powers and duties.

    The advisory committee for the disabled shall review, recommend and develop facilities, plans, policies, programs
and informational and educational literature and presentations pertaining to issues regarding persons with disabilities and
the requirements of the Americans with Disabilities Act and related state laws. (Ord. 1506 § 2, 2015)
 

 2.76.150 Housing and community development advisory board created.

    There shall be a housing and community development advisory board that shall consist of five members.
Appointments shall be made by the city council in March of each year or as soon thereafter as possible. (Ord. 1506 § 2,
2015)
 
2.76.160 Housing and community development advisory board terms.

    Members of the housing and community development advisory board shall serve twoyear terms and the terms shall
be staggered. (Ord. 1506 § 2, 2015)
 
2.76.170 Housing and community development advisory board terms—Powers and duties.

    The housing and community development advisory board shall review and be knowledgeable about federal and state
laws regarding various housing and related programs including the federally funded community development block grant
program and shall make recommendations to the city council regarding housing assistance, public service agency
funding, the elimination of slum and blighted conditions, and providing assistance on low/moderate income housing for
the city. (Ord. 1506 § 2, 2015)
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Chapter 2.78 PARLIAMENTARY PROCEDURES FOR BOARDS, COMMISSIONS AND COMMITTEES

2.78.010 Purpose.

    These parliamentary procedures are adopted for the boards, commissions and committees (hereinafter referred to as
“advisory bodies”) of the city council and are meant to establish minimum parliamentary procedures for those advisory
bodies. Nothing is meant herein to limit the authority of those advisory bodies to adopt implementing rules that are
consistent with these rules. (Ord. 1506 § 2, 2015)
 
2.78.020 Advisory body.

    An advisory body is a body that is required by the Ralph M. Brown Act, Government Code Section 54950 et seq.
(“Brown Act”), to conduct its meetings in public and in accordance with that law. (Ord. 1506 § 2, 2015)
 
2.78.030 Time for regular meetings.

    The advisory body shall establish a time and place for regular meetings by formal action that shall be kept on file with
the city. (Ord. 1506 § 2, 2015)
 
2.78.040 Agenda.

    The staff shall prepare an agenda for all public meetings pursuant to the Ralph M. Brown Act. (Ord. 1506 § 2, 2015)
 
2.78.070 Quorum.

    A majority of the advisory body shall constitute a quorum for the transaction of business. A majority vote of the
quorum shall be necessary to approve action. (Ord. 1506 § 2, 2015)
 
2.78.080 Minutes.

    The secretary or other staff person assigned the task shall take minutes of the meeting. Minutes are not verbatim
transcripts but action minutes that shall show votes taken. The minutes should be approved and filed at the next regular
meeting. Advisory body members that were absent from the meeting shall abstain from approving the minutes unless a
tape or other verbatim recording of the meeting was reviewed beforehand. (Ord. 1506 § 2, 2015)
 
2.78.090 Rules of debate for the advisory body.

    (a)    Presiding Officer may Debate. The presiding officer may move, second and debate, and shall not be deprived of
any rights of an advisory body member by virtue of serving as presiding officer.
    (b)    Getting the Floor. Each advisory body member desiring to speak shall first obtain the presiding officer’s
permission to speak by being recognized.
    (c)    Interruptions. No advisory body member shall interrupt another person while speaking unless calling for a point
of order, and then only when recognized by the chair.
    (d)    Rules of Order. Robert’s Rules of Order may be used as a guide to conducting meetings but are not binding. All
questions of order are to be decided by the chair unless overruled by a majority of the advisory body. If an advisory body
must act in an adjudicatory capacity, Robert’s Rules of Order shall not control, but an informal hearing procedure shall
be employed to provide whatever due process may be required for the matter being considered. (Ord. 1506 § 2, 2015)
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2.78.100 Addressing the advisory body, staff and the public.

    All persons shall address the advisory body by speaking at the podium, unless other arrangements are authorized.
Each person shall be asked to fill out a speaker’s card and to state his or her name and address for the record. No person
shall be compelled to provide his or her address and speakers may simply provide what city they reside in lieu of a street
address. All persons shall address the advisory board by speaking through the chair. Direct questioning or statements to
individuals, advisory body or staff are not permitted. There shall be no crossexamination allowed of staff or advisory
body members. (Ord. 1506 § 2, 2015)
 
2.78.110 Time limits.

    The advisory body shall determine if time limits are to be established for addressing the advisory body, unless an
exception is allowed. (Ord. 1506 § 2, 2015)
 
2.78.120 Spokespersons for a group.

    Whenever a person is speaking as a recognized spokesperson for a group, that person may be allowed additional time
to speak, by the presiding officer, in lieu of others present who have authorized that spokesperson by a show of hands. If
persons all support a position for the same reasons as another speaker, they may show that they have similar viewpoints
by a show of hands in lieu of each person coming to the podium to make the same statement. (Ord. 1506 § 2, 2015)
 
2.78.140 Approaching the advisory body table or dais.

    No person shall approach the advisory body table or dais, and any documents that need to be presented shall be given
to the advisory body secretary for distribution. (Ord. 1506 § 2, 2015)
 
2.78.150 Alternates.

    Alternates may ask questions of the public, staff or other advisory body members, and may participate in the
discussion regarding any matter prior to a motion being made. Once a motion is made and seconded, the question
belongs to the advisory body then qualified to vote and alternates shall not participate in the discussion or vote unless
serving in lieu of a regular member who is absent or abstaining. (Ord. 1506 § 2, 2015)
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Title 3 REVENUE AND FINANCE

Chapter 3.05 TRANSACTIONS AND USE TAX

3.05.010 Purpose.

    The ordinance codified in this chapter is adopted by the city of Fountain Valley (hereafter “city”) to achieve the
following, among other purposes, and directs that the provisions hereof be interpreted in order to accomplish those
purposes:
    (a)    To impose a retail transactions and use tax in accordance with the provisions of Part 1.6 (commencing with
Section 7251) of Division 2 of the Revenue and Taxation Code and Section 7285.9 of Part 1.7 of Division 2 which
authorizes the city to adopt this tax ordinance which shall be operative if a majority of the electors voting on the
measure vote to approve the imposition of the tax at an election called for that purpose.
    (b)    To adopt a retail transactions and use tax ordinance that incorporates provisions identical to those of the Sales
and Use Tax Law of the state of California insofar as those provisions are not inconsistent with the requirements and
limitations contained in Part 1.6 of Division 2 of the Revenue and Taxation Code.
    (c)    To adopt a retail transactions and use tax ordinance that imposes a tax and provides a measure therefore that
can be administered and collected by the State Board of Equalization in a manner that adapts itself as fully as
practicable to, and requires the least possible deviation from, the existing statutory and administrative procedures
followed by the State Board of Equalization in administering and collecting the California State Sales and Use Taxes.
    (d)    To adopt a retail transactions and use tax ordinance that can be administered in a manner that will be, to the
greatest degree possible, consistent with the provisions of Part 1.6 of Division 2 of the Revenue and Taxation Code,
minimize the cost of collecting the transactions and use taxes, and at the same time, minimize the burden of record
keeping upon persons subject to taxation under the provisions of this chapter. (Ord. 1519 § 1, 2016)
 
3.05.020 Contract with state.

    Prior to the operative date, the city shall contract with the State Board of Equalization to perform all functions
incident to the administration and operation of this transactions and use tax ordinance; provided, that if the city shall not
have contracted with the State Board of Equalization prior to the operative date, it shall nevertheless so contract and in
such a case the operative date shall be the first day of the first calendar quarter following the execution of such a
contract. (Ord. 1519 § 1, 2016)
 
3.05.030 Transactions tax rate.

    For the privilege of selling tangible personal property at retail, a tax is hereby imposed upon all retailers in the
incorporated territory of the city at the rate of one percent of the gross receipts of any retailer from the sale of all
tangible personal property sold at retail in said territory on and after the operative date of the ordinance codified in this
chapter. (Ord. 1519 § 1, 2016)
 
3.05.040 Place of sale.

    For the purposes of this chapter, all retail sales are consummated at the place of business of the retailer unless the
tangible personal property sold is delivered by the retailer or his or her agent to an outofstate destination or to a
common carrier for delivery to an outofstate destination. The gross receipts from such sales shall include delivery
charges, when such charges are subject to the state sales and use tax, regardless of the place to which delivery is made.
In the event a retailer has no permanent place of business in the state or has more than one place of business, the place
or places at which the retail sales are consummated shall be determined under rules and regulations to be prescribed and
adopted by the State Board of Equalization. (Ord. 1519 § 1, 2016)
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3.05.050 Use tax rate.

    An excise tax is hereby imposed on the storage, use or other consumption in the city of tangible personal property
purchased from any retailer on and after the operative date of this chapter for storage, use or other consumption in said
territory at the rate of one percent of the sales price of the property. The sales price shall include delivery charges when
such charges are subject to state sales or use tax regardless of the place to which delivery is made. (Ord. 1519 § 1,
2016)
 
3.05.060 Adoption of provisions of state law.

    Except as otherwise provided in this chapter and except insofar as they are inconsistent with the provisions of Part 1.6
of Division 2 of the Revenue and Taxation Code, all of the provisions of Part 1 (commencing with Section 6001) of
Division 2 of the Revenue and Taxation Code are hereby adopted and made a part of this chapter as though fully set
forth herein. (Ord. 1519 § 1, 2016)
 
3.05.070 Limitations on adoption of state law and collection of use taxes.

    In adopting the provisions of Part 1 of Division 2 of the Revenue and Taxation Code:
    (a)    Wherever the state of California is named or referred to as the taxing agency, the name of this city shall be
substituted therefor. However, the substitution shall not be made when:
    (1)    The word “State” is used as a part of the title of the State Controller, State Treasurer, Victims Compensation
and Government Claims Board, State Board of Equalization, State Treasury, or the Constitution of the State of
California;
    (2)    The result of that substitution would require action to be taken by or against this city or any agency, officer, or
employee thereof rather than by or against the State Board of Equalization, in performing the functions incident to the
administration or operation of this chapter.
    (3)    In those sections, including, but not necessarily limited to, sections referring to the exterior boundaries of the
state of California, where the result of the substitution would be to:
    (A)   Provide an exemption from this tax with respect to certain sales, storage, use or other consumption of tangible
personal property which would not otherwise be exempt from this tax while such sales, storage, use or other
consumption remain subject to tax by the state under the provisions of Part 1 of Division 2 of the Revenue and Taxation
Code, or;
    (B)   Impose this tax with respect to certain sales, storage, use or other consumption of tangible personal property
which would not be subject to tax by the state under the said provision of that code.
    (4)    In Section 6701, 6702 (except in the last sentence thereof), 6711, 6715, 6737, 6797 or 6828 of the Revenue and
Taxation Code.
    (b)    The word “city” shall be substituted for the word “state” in the phrase “retailer engaged in business in this
state” in Section 6203 and in the definition of that phrase in Section 6203. (Ord. 1519 § 1, 2016)
 
3.05.080 Permit not required.

    If a seller’s permit has been issued to a retailer under Section 6067 of the Revenue and Taxation Code, an additional
transactor’s permit shall not be required by this chapter. (Ord. 1519 § 1, 2016)
 
3.05.090 Exemptions and exclusions.

    (a)    There shall be excluded from the measure of the transactions tax and the use tax the amount of any sales tax or
use tax imposed by the state of California or by any city, city and county, or county pursuant to the BradleyBurns
Uniform Local Sales and Use Tax Law or the amount of any stateadministered transactions or use tax.
    (b)    There are exempted from the computation of the amount of transactions tax the gross receipts from:
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    (1)    Sales of tangible personal property, other than fuel or petroleum products, to operators of aircraft to be used or
consumed principally outside the county in which the sale is made and directly and exclusively in the use of such
aircraft as common carriers of persons or property under the authority of the laws of this state, the United States, or any
foreign government.
    (2)    Sales of property to be used outside the city which is shipped to a point outside the city, pursuant to the contract
of sale, by delivery to such point by the retailer or his or her agent, or by delivery by the retailer to a carrier for shipment
to a consignee at such point. For the purposes of this paragraph, delivery to a point outside the city shall be satisfied:
    (A)   With respect to vehicles (other than commercial vehicles) subject to registration pursuant to Chapter 1
(commencing with Section 4000) of Division 3 of the Vehicle Code, aircraft licensed in compliance with Section 21411
of the Public Utilities Code, and undocumented vessels registered under Division 3.5 (commencing with Section 9840)
of the Vehicle Code by registration to an outofcity address and by a declaration under penalty of perjury, signed by the
buyer, stating that such address is, in fact, his or her principal place of residence; and
    (B)   With respect to commercial vehicles, by registration to a place of business outofcity and declaration under
penalty of perjury, signed by the buyer, that the vehicle will be operated from that address.
    (3)    The sale of tangible personal property if the seller is obligated to furnish the property for a fixed price pursuant
to a contract entered into prior to the operative date of this chapter.
    (4)    A lease of tangible personal property which is a continuing sale of such property, for any period of time for
which the lessor is obligated to lease the property for an amount fixed by the lease prior to the operative date of this
chapter.
    (5)    For the purposes of subparagraphs (3) and (4) of this section, the sale or lease of tangible personal property shall
be deemed not to be obligated pursuant to a contract or lease for any period of time for which any party to the contract
or lease has the unconditional right to terminate the contract or lease upon notice, whether or not such right is exercised.
    (c)    There are exempted from the use tax imposed by this chapter, the storage, use or other consumption in this city
of tangible personal property:
    (1)    The gross receipts from the sale of which have been subject to a transactions tax under any stateadministered
transactions and use tax ordinance.
    (2)    Other than fuel or petroleum products purchased by operators of aircraft and used or consumed by such
operators directly and exclusively in the use of such aircraft as common carriers of persons or property for hire or
compensation under a certificate of public convenience and necessity issued pursuant to the laws of this state, the
United States, or any foreign government. This exemption is in addition to the exemptions provided in Sections 6366 and
6366.1 of the Revenue and Taxation Code of the state of California.
    (3)    If the purchaser is obligated to purchase the property for a fixed price pursuant to a contract entered into prior to
the operative date of this chapter.
    (4)    If the possession of, or the exercise of any right or power over, the tangible personal property arises under a
lease which is a continuing purchase of such property for any period of time for which the lessee is obligated to lease
the property for an amount fixed by a lease prior to the operative date of this chapter.
    (5)    For the purposes of subparagraphs (3) and (4) of this section, storage, use, or other consumption, or possession
of, or exercise of any right or power over, tangible personal property shall be deemed not to be obligated pursuant to a
contract or lease for any period of time for which any party to the contract or lease has the unconditional right to
terminate the contract or lease upon notice, whether or not such right is exercised.
    (6)    Except as provided in subparagraph (7), a retailer engaged in business in the city shall not be required to collect
use tax from the purchaser of tangible personal property, unless the retailer ships or delivers the property into the city or
participates within the city in making the sale of the property, including, but not limited to, soliciting or receiving the
order, either directly or indirectly, at a place of business of the retailer in the city or through any representative, agent,
canvasser, solicitor, subsidiary, or person in the city under the authority of the retailer.
    (7)    “A retailer engaged in business in the city” shall also include any retailer of any of the following: vehicles
subject to registration pursuant to Chapter 1 (commencing with Section 4000) of Division 3 of the Vehicle Code, aircraft
licensed in compliance with Section 21411 of the Public Utilities Code, or undocumented vessels registered under
Division 3.5 (commencing with Section 9840) of the Vehicle Code. That retailer shall be required to collect use tax from
any purchaser who registers or licenses the vehicle, vessel, or aircraft at an address in the city. Page 233
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    (d)    Any person subject to use tax under this chapter may credit against that tax any transactions tax or
reimbursement for transactions tax paid to a district imposing, or retailer liable for a transactions tax pursuant to Part 1.6
of Division 2 of the Revenue and Taxation Code with respect to the sale to the person of the property the storage, use or
other consumption of which is subject to the use tax. (Ord. 1519 § 1, 2016)
 
3.05.100 Amendments.

    All amendments subsequent to the effective date of the ordinance codified in this chapter to Part 1 of Division 2 of
the Revenue and Taxation Code relating to sales and use taxes and which are not inconsistent with Part 1.6 and Part 1.7
of Division 2 of the Revenue and Taxation Code, and all amendments to Part 1.6 and Part 1.7 of Division 2 of the
Revenue and Taxation Code, shall automatically become a part of this chapter; provided, however, no such amendment
shall operate so as to affect the rate of tax imposed by this chapter. (Ord. 1519 § 1, 2016)
 
3.05.110 Enjoining collection forbidden.

    No injunction or writ of mandate or other legal or equitable process shall issue in any suit, action or proceeding in any
court against the state or the city, or against any officer of the state or the city, to prevent or enjoin the collection under
this chapter, or Part 1.6 of Division 2 of the Revenue and Taxation Code, of any tax or any amount of tax required to be
collected. (Ord. 1519 § 1, 2016)
 
3.05.115 Severability.

    If any provision of this chapter or the application thereof to any person or circumstance is held invalid, the remainder
of the chapter and the application of such provision to other persons or circumstances shall not be affected thereby.
(Ord. 1519 § 1, 2016)
 
3.05.120 Effective date.

    This chapter relates to the levying and collecting of the city transactions and use taxes and shall take effect
immediately. (Ord. 1519 § 1, 2016)
 
3.05.125 Termination date.

    The authority to levy the tax imposed by this chapter shall expire twenty years from the operative date of this chapter.
(Ord. 1519 § 1, 2016)
 

View the mobile version.
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DESCRIPTION OF FUNDS 

A fund is defined as a fiscal and accounting entity with a 
self-balancing set of accounts, segregated for the 
purpose of carrying on specific activities, or complying 
with special regulations, restrictions, or limitations.  The 
following provides a description of accounting funds used 
by the City of Fountain Valley including those for which a 
budget is not adopted.  

The City budget consist of a number of different funds.  
Each distinct fund contains program expenditures and 
revenues that relate to the purpose of the fund.  The fund 
categories include Governmental which includes general, 
special, and debt service and capital project funds.  
Proprietary funds which include enterprise, and internal 
service funds; and fiduciary which include agency and 
trust and funds.  Below is a description of most of the 
City’s various funds. 

 

GOVERNMENTAL FUNDS 
The measurement focus for governmental funds is on current spendable resources, and 
as such, the balance sheets for these types of funds include only current assets and 
current liabilities.  Governmental funds are accounted for on a modified accrual basis, 
thus revenues are recognized when measurable and available, (60 days) and 
expenditures are recorded when the related liability is incurred.  

GENERAL FUND 

The General Fund reflects activities conducted within the City that are supported by 
general taxes and intergovernmental revenue, as well as user fees, fines, rents, and other 
general revenues that relate to activates within this fund. Some of the program activities 
supported by the General Fund include Police, Fire, Building and Planning, economic 
development, and general administration.  The General Fund also supports a large 
portion of the community services activities not covered by user fees, grants and 
denotations from the Fountain Valley Community Foundation (Separate Non-Profit 
Corporation from the City).  

SPECIAL FUNDS (Restricted) 

Special revenue funds are used to account for the proceeds from specific revenue 
sources, other than trusts or major capital projects that are legally or contractually 
restricted to expenditures for specific purposes. 
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DESCRIPTION OF FUNDS 

AB2766 - Air Quality Improvement Fund 

This fund accounts for the City's programs implementing Assembly Bill (AB) 2766, the 
California Clean Air Act of 1988.  Under the provisions of AB 2766, 40% of the fees 
imposed by the South Coast Air Quality Management District (SCAQMD) are allocated 
to local jurisdictions to fund expenditures for the reduction of air pollution from motor 
vehicles. Past qualifying projects have included the purchase of alternative fuel (CNG) 
vehicles, acquisition of emission credits pursuant to SCAQMD Rule 2202, and various 
educational and outreach programs to encourage commuter use of transit and rail 
systems. 

Criminal Diversion (Federal & State Asset Forfeiture / Other Public Safety Grants) 

A portion of the revenues for this fund are derived from the enactment of the Uniform 
Controlled Substance Act, which transfers funds back to agencies on a percentage basis 
for their participation in narcotic enforcement activities.  The Asset Forfeiture fund is the 
depository for equitable sharing payments received from the Departments of Justice and 
US Department of the Treasury. These are amounts paid to state and local law 
enforcement agencies for assistance in forfeiture cases. The Regional Narcotics 
Suppression Program has served the citizens of Orange County since December 1986. 
Under state and federal statutes, the City of Fountain Valley receives an equitable share 
of seized drug funds and real property, along with reimbursement of related overtime 
expenses in exchange for participating in the program. 

By law, these funds may only be spent for law enforcement purposes and are 
intended to supplement, not supplant, existing funds. Examples of uses of these funds 
include training, supplies, equipment, and ammunition. Due to the uncertain nature of 
the timing and amount of forfeitures, and in accordance with fund guidelines, revenues 
should not be budgeted until actually received. Appropriations are funded by the 
available fund balance. 

This fund also accounts for federal, state and local grants and donations assigned for 
Public Safety activities. Previously awarded grants include the Urban Area Security 
Initiative, Avoid the 38, Justice Assistance Grant, Office of Traffic Safety STEP Grant, 
BSCC County Grant, Every 15 Minutes, and Sobriety Checkpoint Grants.  

Citizen Options for Public Safety (COPS/SLESF) - Supplemental Law Enforcement 
Services Funds Grant 

Assembly Bill 3229, Chapter 134, Statue of 1996, established the Citizen’s Option for 
Public Safety (COPS) Program. Per Government Code §§ 30061-30065, compliant cities 
are allocated a proportionate share of COPS funds by the State, for the exclusive purpose 
of funding supplemental front line law enforcement services. Proportionate shares are 
based on population estimates determined by the California Department of Finance. 
Under the standard grant program allocation, the City of Fountain Valley is eligible to 
receive the minimum grant amount of $100,000 each year. Funds from this program 
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cannot supplant existing funding and are to be used for one-time items including 
equipment.     

Community Development Block Grant (CDBG) 

This fund was established to satisfy legal requirements that Community Development 
Block Grant (CDBG) funds be segregated from other funds. CDBG funds are used to 
provide a variety of public service programs throughout the community. A separate staff 
report is presented to the City Council for budgeting purposes for each Fiscal Year, 
which may include reprogramming of remaining unused budgeted funds from prior 
years, repayments to the CDBG Fund for loans previously made, and programming of 
the new grant revenue and related appropriations. 

Gas Tax 

The City receives Gas Tax funds from Sections 2103, 2105, 2106, 2107, and 2107.5 
of the Streets and Highways Code. State law requires these funds be utilized solely for 
street-related purposes such as new street construction, rehabilitation, and 
maintenance. Specific capital projects for street and traffic signal improvements and 
rehabilitation endeavors are identified in the Capital Improvement Program (CIP) budget.  

Beginning with the 2010-11 fiscal year, Section 2103 was added to allocate funds from a 
new motor vehicle fuel excise tax that replace previous city and county allocations from 
the Proposition 42 sales tax on gasoline. This is the change known as the “fuel tax swap 
of 2010.” Section 2103 funds are allocated to cities on a per capita basis and to counties 
75% based on the proportion of registered vehicles and 25% based on the proportion of 
maintained county road miles.   

However, the swap created certain revenue effects related to the timing and receipt of 
revenues. In particular, the law provides that the new excise tax rate be adjusted annually 
by the BOE to garner an amount of revenues equal to what Prop42 would have provided 
in the prior year. Thus, the annual Section 2103 funds are always “looking backward” one 
year. If the Section 2103 amounts generate less than Prop42 would have, the difference 
will not be made up until the following year.   

HOME Grant 

This fund is used to account for federal HOME Investment Partnership Program Funds 
which facilitate the development of affordable housing projects in the City.   

Local Park Impact Fee 

The Subdivision Map Act of the California Government Code requires developers to 
provide either land or fees to the local municipal government for the purpose of providing 
or improving recreational facilities in the area of the proposed developer improvements. 
This legislation is also known as the Quimby Act. The City allocates these funds to 
various parks and recreation projects in conjunction with the annual CIP budget. The 
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use of these funds are restricted by the area listed in the fund balance. When new 
projects or new phases to existing projects are budgeted, the funds are transferred to 
the specific project. 

Measure M Fairshare M2 

This fund was created to account for the City's share of the Measure M2 one-half cent 
sales tax approved by Orange County voters and administered by the Orange County 
Transportation Authority. Funding is allocated to the City for streets, roads and transit 
projects.  Measure M also provides funds for the City’s Senior Mobility program.  

Vehicle Abatement Program (SAAV) 

The Vehicle Abatement Program (SAAV) administered by Orange County Transportation 
Authority and authorized through Assembly Bill 4114, sunset during FY 2012-13. The 
remaining SAAV funds will continue to be expended until depleted.  

DEBT SERVICE FUNDS 

Debt service funds are used to account for debt service expenditures on general long 
term debt.  

Fountain Valley Finance Authority 

This fund was used to account for the debt service payments and construction of certain 
public improvements associated with the issuance of the 2003 Certificates of 
Participation. These bonds were refinanced and defeased in 2016.  The Authority will be 
de-activated once the final defeasance payment has been made.  (Will terminate in 2017)      

Fountain Valley Public Finance Authority 

This fund is used to account for the debt service payments and construction of certain 
water improvements associated with the issuance of the 2014 Revenue Bonds and the 
2016A Lease Revenue Bonds (Refinanced 2003 COP). 

CAPITAL IMPROVEMENT FUNDS 

Capital projects funds are used to account for financial resources used for the acquisition 
or construction of major capital facilities (other than those financed by proprietary and 
trust funds). 

Drainage Fund 

This fund was established in order to implement the goals and objectives of the master 
drainage plan and to mitigate water runoff impacts of new development in the drainage 
area. The drainage development impact fee is needed in order to finance drainage public 
improvements and to pay for the development’s fair share of required improvements. 
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Traffic Improvement 

This fund is a Capital Improvement fund used to account for various public roadway 
improvements.  Revenues are received from transportation impact fees and grants or 
transfers in from Measure M, Gas Tax, Sewer, or Water funds.  

 

PROPRIETARY FUNDS 
Proprietary funds account for operation that are financed and operated in a manner 
similar to private sector enterprises, in that goods and services are provided to the general 
public (external users) or other City department (internal users), and the costs are 
financed  or recovered primarily through fees and service charges charged directly to the 
users of the goods and services.   

ENTERPRISE FUNDS 

Enterprise funds are used to report activities for which service charges or fees are 
charged to external users.  These funds are used to account for operations that are 
financed and operated in a manner similar to private sector enterprises.  The intent is that 
the cost of providing the goods and services to the general public (Utility Customers) be 
paid for through a user rate structure that is appropriate, fair and equitable based on the 
cost of the commodity.   

Water Fund 

The City of Fountain Valley established its Municipal Water Department in April of 1962.  
It goal is to provide safe, reliable, high quality water to City customers at a reasonable 
rate.  The fund accounts for all the activities related to the water operations, including, but 
not limited to, administration, operations, maintenance, capital acquisition and 
contraction, financing and related debt service the production, distribution and storage 
systems, SCADA, recycled water, capital improvements, meter reading and utility billing 
processes.   

Solid Waste Fund 

The City contracts with Republic Services (Formerly Rainbow Environmental Services) to 
provide residential, commercial waste collection, and recycling.  The City utilizes the 
Water billing process to include the waste collection charges that are then sent to 
Republic Services.  The City collects a fee for each bill sent. Republic also pays the City 
an annual Road Rehabilitation fee to help the city pay for repairs to public roadway due 
to the heavy weight of the trash vehicles. 

Sewer Fee and Connection Fund 

This fund accounts for all activates related to the wastewater collection system which 
serves Fountain Valley. There is an established sewer fee assessed to every water 
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customer to cover the cost of maintaining, repairing and rehabilitation of the sewer 
collection system.  This fund was also established to meet the goals and objectives of the 
master plan of sewers of the City and to mitigate wastewater impacts caused by new 
development lying within the corporate City limits, certain public sewer improvements 
must be constructed.  A sewer connection/annexation fee is established for development 
within corporate City limits to pay for sewer improvements. This development impact fee 
is needed in order to finance the sewer public improvements and to pay for the 
development’s fair share of the required sewer improvements.  The City, as a condition 
to granting the application and furnishing sewer service to a parcel of land, shall charge 
and collect fees for the purpose of paying for the cost of the system and future 
replacements and extensions. 

 

INTERNAL SERVICE FUNDS 

Internal Service Funds are used to report activities for which service charges or fees are 
charged to internal users.  These funds account for the financing of goods or services 
provided by one department to another on a cost reimbursement basis. These functions 
include information services including purchasing and duplication services, government 
buildings, equipment, fleet, self-insurance and employee services.  

Information Technology / Purchasing & Duplication 

This fund accounts for the capital acquisition and replacement cost of citywide computers, 
network equipment, printers, copiers, scanners, telephones, and duplication and mailing 
equipment.  Operating costs include IT, Purchasing and Duplication/Stores staffing and 
related maintenance and supplies.    

Funding for acquisition and maintenance is provided by charges back to user 
department.  This fund uses those revenues to plan, build and maintain the City's 
technology infrastructure. In addition, new technologies are evaluated and cost benefit 
analyses performed on those which might be of greatest value to the City.   

Government Buildings 

The Government Buildings Fund includes all maintenance, custodial, staffing and 
equipment costs associated with the operation of City Hall, Recreation & Senior Center, 
City Yard, Fire and Police Stations. The expenses associated with facility maintenance 
and operations are recorded in this fund with supporting revenues from the General Fund 
and other funds that use this service. Revenues are allocated from the departments' 
budgets based on share of square footage.  A portion of the fund balance is reserved to 
fund capital equipment necessary for the efficient operation of the various City buildings. 
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Capital Equipment Fund 

The Equipment Fund administers the acquisition, replacement and maintenance of 
furniture, equipment, machines, large tools, other capital equipment not accounted for in 
IT or government buildings.  This fund is financed from charges paid by the departments.   

Fleet Services Fund 

The Fleet Services Fund is the operating fund that provides for the capital purchase, 
replacement and maintenance, and fueling for all city vehicles. Public Works manages 
the City's fleet vehicles.  Rental rates are charged to the various user departments and 
those rates are designed to recover the associated acquisition, replacement, 
maintenance and fuel costs. Those rental rates, based on this fund's operating budget 
and costs, are included in each department's budgeted expenditures. 

Self-Insurance Fund - (These costs are included in Salary and Benefit section of the 
operating budget) 

The Insurance Fund administers a loss prevention program that protects the City 
against financial loss from on-the-job injuries; administers the City's general liability risk, 
property insurance programs, and accounts for workers compensation, unemployment 
insurance, and long-term disability costs. This fund is financed from self-insurance 
premiums paid by the departments.  The City is a member of the California Joint Powers 
Insurance Authority (CJPIA) which provides pooled excess property and liability coverage 
for the City. 

Employee Benefits Fund – (These costs are included in Salary and Benefit section 
of the operating budget) 

The Employee Benefits Fund captures the cost associated with employee retirement 
(CalPERS); retiree medical (OPEB) held in trust with PARS; employee health and dental 
insurance programs; employer Medicare contributions; life insurance; employee 
assistance program (EAP); and uncompensated absence liability (employee vested 
vacation and sick leave). 

 

FIDUCIARY FUNDS 
Funds that account for resource held in a trustee, custodial or agency capacity for 
others.  

Successor Agency Fund - Former Community Development (Redevelopment) 

The Fountain Valley Agency for Community Development [Redevelopment Agency 
(RDA)] was established in 1976 to prepare a redevelopment project area and plan for two 
specific areas within the City called the City Center and the Industrial Area 
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Redevelopment Projects. Funds were created to account for operations associated with 
these RDA activities.   

In June 2011, the Redevelopment Dissolution Act, AB1x26, was signed by the 
Governor and later upheld by the California Supreme Court on December 29, 2011. As 
a result of the Court's ruling on the Dissolution Act, all redevelopment agencies in 
California were dissolved effective February 1, 2012. On January 10, 2012, the City 
elected to become the Successor Agency to the RDA to wind down its affairs.  A new 
fund was created to account for the activities of the Successor Agency during the 
dissolution process. 

Housing Authority Fund - Former Community Development Housing 
(Redevelopment)  

Twenty percent of Fountain Valley Redevelopment Agency (RDA) tax increment 
receipts were required to be set aside for affordable housing uses in the project area 
and, per the redevelopment plan, could also be used for other citywide affordable 
housing activities. The RDA housing fund accumulated those set aside amounts and 
accounts for housing related activities. Additional efforts included financial and economic 
planning in anticipation of affordable housing activities. 

In June 2011, the Redevelopment Dissolution Act, AB1x26, was signed by the Governor 
and later upheld by the California Supreme Court on December 29, 2011. As a result of 
the Court's ruling on the Dissolution Act, all redevelopment agencies in California were 
dissolved effective February 1, 2012. On January 10, 2012, the City opted out of being 
the Successor Agency for the Housing functions of the former agency and assigned the 
Fountain Valley Housing Authority as the successor to the housing assets and activities.  
The Fountain Valley Housing Authority Fund accounts for the City’s Housing activities. 

Developer Agreement / Special Deposit Fund 

This fund is used to account for receipts of money that the City is holding in deposit on 
the behalf of other persons or entities that are to be refunded or forfeited at a future period 
and time. 
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The City’s policy is to develop a budget for the fiscal current year where projected operating 
expenditures are within the on-going projected revenues.  One-time revenues maybe used 
for one-time costs.  The budget process includes evaluating all service programs and 
identifying the highest priority services that can be funded within projected revenues.     
 
Revenue Overview 
 
The City utilizes many techniques to forecast recurring revenues. These tools allow for 
multiple variables to be considered in the development of the forecasts, including 
institutional forecasts; the expert opinion of the City’s sales and property tax consultant; 
various national, state and local economic indicators; and established formulas that 
measure relationships between revenue categories and growth within the City. 
  
Revenue estimates are developed by the budget manager using a variety of techniques, 
including trend analysis, judgmental forecasting, and expert opinion. Trend data includes 
historical fiscal performance and historical and projected data modified for known past, 
current and anticipated anomalies. Expert opinion includes the Chapman Economic & 
Business Review; Beacon Economics; Los Angeles Economic Development Corporation 
(LAEDC) Economic Forecast and Industry Outlook; the City’s sales tax and property tax 
consultant (HdL Coren & Cone); and reports from various state and federal agencies. In the 
end, forecasts are based on judgment that incorporates information provided by various 
analytical methods; known and potential legislative and political impacts; and national, state 
and local conditions expected to affect local revenue sources.  
 
In the Fountain Valley Budget the Operating Revenues of the General Fund are divided into 
two distinct categories: “General Revenue” and “Functional Revenue.” 
  

General Revenue is defined as general taxes, assessments or collections 
paid by the entire community that do not relate to a specific City service.  
These include Property Tax, VLF in-lieu property tax, Sales Tax, 
Transaction Sales Tax (Effective April 2017 to March 2037) Transit 
Occupancy Tax, and Franchise Taxes and other general revenues. These 
revenues in turn support services that benefit the entire community such as 
Public Safety, Community Services, and Support Services including 
Administration, City Clerk, Finance, and Human Resources.  
 
Functional Revenue is referred to as fee for service revenue because the 
fees collected are directly related to the cost of providing specific City 
services.  These fees are adjusted annually for increase in costs based on 
a full cost of service study that is completed every five years.  
 
The large portion of the functional revenues in Building and Planning are 
one-time development based.  Since the City is 98% built-out any increases 
projected in these revenues are derived from the departments who are 
reviewing proposed development.  Other user revenues include recreations 
program revenues, fees for specific services provided by Finance, Public 
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Works, Fire and Police. 
 
The fees collected directly support the service provided and are paid by an 
individual, business, or group that receives the benefit of the service.  In this 
way, services that only benefit certain community members are paid for by 
those citizens and “general” revenue is reserved for the services that benefit 
the “general” public. The programs in Fountain Valley that have functional 
revenue associated with them are: Finance / Community Services / Fire / 
Planning and Building Safety / Police / Public Works. 

 
Expenditure Overview 
 
The Operating expenditures are broken down into three major categories: 
 

• Salary and Benefits (Includes - Employee Benefits & Self-Insurance Internal 
Service Funds) 

 
• Maintenance and Operations – General Operating expenditures 

 
• Internal Service Charges - (General Government Buildings, Vehicle 

Maintenance, Information Systems, and Capital Equipment) 
 
First, Finance completes all estimates for salary and benefits for each authorized and 
funded position at actual step.  Benefits are based on the individuals holding each position 
and ties to the applicable Memorandum of Understanding adopted by City Council.  The 
Internal Service costs associated with Employee Benefits and Self-Insurance costs are 
calculated and included in the Salary and Benefits totals.   
 
Second, the Internal Service Charges are updated and then spread to each department 
based on costs related to government buildings, vehicle maintenance, information systems, 
and capital equipment.  Most internal service funds have a detailed list of items that are 
scheduled to be replaced over a ten year period after the initial purchase.  
 
The appropriate allocation or charge that each program will receive for its share of their 
operations and equipment replacement funding is determined by each of the Internal 
Service Fund Managers.  Finance then distributes the charges to the many programs 
contained in the City’s Budget. 
 
Third, maintenance and operations items are determined by each operating department 
and may include professional services, memberships, training, office supplies, printing, 
postage, utilities, small tools and equipment.       
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Transfers-In/Out 
 
Transfers-in next year include overhead and operating reimbursements required between 
funds.  For example the restricted gas tax revenues allow for administrative costs to be 
allocated against a specific amount of the revenue.  The personal and support costs are in 
the General Fund and thus a transfer of gas tax money is made to this fund each year.  
 
A cost of services study identifies the amount of general City support costs attributable to 
the water and sewer funds.  A reimbursement of these costs is made from these funds back 
to the general fund.  The portion of the rate revenues attributable to overhead support costs 
are shown as a transfer to the General Fund to reimburse the City for general overhead 
support.  
 
Conclusion 
 
Financial forecasting is, at best, an inexact science, it is both an art and a science.  Many 
experts and studies offer varied opinions and forecasts, each completely logical and 
reasonable. Staff has developed revenue estimates based on historical and current trends 
and forecasts available as of April each year. These estimates take into account what has 
historically happened to our local and state economy, what the City’s projected current 
revenue and expenditures are, based on mid-year actuals, and, as much as possible, what 
is likely to happen over the next 14-18 months based on a variety of economic factors. 
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The economy continues to show some slow growth and improving trends.  The job 
market keeps improving and inflation is expected to remain low because of the decline 
in oil prices.  However, the continued weakness in global economies, coupled with the 
increasing value of the dollar, is of some concern to the future vitality of the economy.  
Interest rates remain low which impacts the ability to earn a reasonable return on its 
available cash.  The General Fund Revenues for Fiscal Year 2017-18 are anticipated to 
be $46.9 million dollars, representing approximately $4.2 million in added revenues from 
the new Measure HH transaction sales tax.  A portion of the general revenues increase 
is growth in property taxes and TOT revenues.  Net sales tax year over year will remain 
flat.  While there is an increase in property tax and TOT for the current fiscal year it is 
anticipated to flatten out over the next few years. The information below outlines a brief 
description along with current trends and anticipated outcomes for all the major General 
Fund revenue sources.    

 
PROPERTY TAX 

 
 
Property tax is a tax imposed on the value of real property, such as land and buildings 
and recognized as “secured” property tax.  Personal business property, such as 
furniture, equipment, inventory and planes are classified as “unsecured” property tax. 
Property tax revenue is collected by the county and allocated according to state law 
among cities, counties, school districts and special districts.  
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Fountain Valley property owners pay a basic tax equal to 1% of the assessed value on 
real property based on Proposition 13 requirements. The City’s General Fund receives 
approximately $0.1287 cents of every $1 of property tax collected.  The larger share 
going to local schools, including Fountain Valley Elementary District, Huntington Beach 
Union High School District and Coast Community College.  
 
 

 
 
As part of the State Budget Act of 2004, the legislature reduced motor vehicle license 
fee (VLF) revenue allocations to cities, replacing this funding with additional property tax 
allocations that change proportionately with the City’s annual assessed valuation 
(“property tax in-lieu of VLF” revenue).  Due to the dissolution of the Redevelopment 
Agency the City also receives “residual” property tax payments which are the result of 
the redistribution of property tax away from the RDA back to the individual taxing 
entities.  This amount will fluctuate based on the amount of tax increment required to 
cover ROPS eligible expenses each reporting period.  The City will see an upward trend 
in residual property tax as the eligible RDA obligations are paid off.  Property Tax is the 
largest components of the City’s General Fund operating revenue sources, comprising 
42% of next year’s overall General Fund resources. 
 

 
The City’s 2016-17 assessed valuation, at $8.7 billion is an increase of 3.58% over last 
year.  This increase was due in part to increases in residential and commercial taxable 
values. Over time, the City’s property tax revenue has slowly grown reflecting both 
development and the return in property values in Fountain Valley.  During the great 
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recession median housing prices dropped between 2007 and 2012.  Growth resumed in 
2013 and has continued an upward trend.  That growth trend is anticipated to continue 
into the 2017-18 fiscal year.  
 

 
The City works with its property tax consultant in projecting property tax revenue, an 
estimate made with four factors in mind: property turnover, pricing and appeals 
exposure, new construction activity, and Proposition 13’s annual inflation adjustment. 
After considering these factors, the City projects Fountain Valley’s assessed value will 
increase 3.6% in FY 2016-17 from 2015-16 net values.  While the 2016-17 Proposition 
13 inflation adjustment was 1.525%, assessed valuation will be positively influenced by 
continued slow growth in real estate prices and Proposition 8 restoration which 
represent recovery of about 90% of the great recession reductions the County made 
throughout the City.  In the first quarter of 2017, the Fountain Valley median single 
family home price increased 3.21% to $740,000 from the fourth quarter 2016.  The peak 
median price for Fountain Valley was $700,000 in 2006 and that median price was 
exceeded in the second quarter of 2016 when it reached $710,100.  

 

 
 

SALES TAX 

 
California sales tax is imposed on the total retail price of tangible personal property 
(excluding a variety of state mandated exemptions), while use tax is imposed on the 
purchaser for eligible transactions when sales tax has not been collected. The sales and 
use tax rate in Orange County for 2017 is currently 7.75%, of which Fountain Valley 
receives 1% from the California Board of Equalization (BOE) for transactions occurring 
within the City.  
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Also included in the City’s sales tax revenue projection is $398,000 in funding from the 
state’s Public Safety Augmentation Fund, which is .05% of taxable sales.  Beginning 
with taxes collected in January 2016 and forward, the City will again receive its full 
share of Bradley-Burns sales and use tax revenues ending an eleven-year program 
known as The Triple Flip.  This program resulted in voter passage of constitutional 
amendment Proposition 1A that bars state tampering with local sales and use tax 
revenues in the future. 
 
Beginning April 1, 2017 the Measure HH transaction sales tax of 1% was implemented 
and collection by retailers began.  It is anticipated that once the city receives the first 
two quarters of allocations that staff will have numbers which can be used to project 
future receipts.  The city will receive it the second quarter reconciliation in September 
and the third quarter in December. At this time the City is anticipating about $4.2 million 
dollars in transaction sales tax which will allow for a balanced 2017-18 operating 
budget.  
 
Sales tax is one of the single largest components of the City’s General Fund operating 
revenue sources, comprising 36% of next year’s overall General Fund resources, which 
includes Measure HH receipts. 
 

 
 

 
Sales tax revenues have grown very slowly for five consecutive years since reaching a 
recessionary low in FY 2010-11.  Gross sales tax receipts in the City of Fountain Valley 
are projected to be flat year over year.  Actual sales tax receipts are expected to 
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outperform this year’s budget by $300,000.  Sales tax receipts next year are projected 
to decrease slightly and HDL is projecting Fiscal Year 2017-18 decline for the City to be 
about -2.0% over the 2016-17 estimated actuals to $12.152 million.  Several key 
retailers have left the city due to space limitations and gasoline volatility also impact the 
city’s retail sales tax receipts.   
 

 
The City works closely with its sales tax consultant, HdL Coren & Cone, in projecting 
sales tax revenue. Based on HdL’s analysis of the trend in year-to-date tax receipts, 
macroeconomic conditions (done in collaboration with its partner Beacon Economics) 
and an examination of local business data, the consultant anticipates the City will 
receive sales tax revenue of $12.1 million for the current fiscal year, which includes the 
one-time triple flip payment of $738k.  FY 2016-17 revenues are projected to be $11.8 
million which is an anticipated increase of $394 thousand over the net receipts for 2015-
16.  
 
One area that has both a positive and negative impact on the City is the industry group 
of “fuel and service stations’.  This group represents about 13% of the City’s overall 
sales tax base.  As fuel price rise and fall this impacts overall sales tax revenues.  For 
the 2015-16 fiscal year this group declined by 7.1% and as gas prices have remained 
low it is projected to gasoline sales tax receipts will remain flat.   
 
One area that is improving for Fountain Valley is the increase in sales tax revenues 
received from the Orange County pool.  The pool is partially made up of county wide 
online sales from fulfillment centers and online department stores.  Examples include 
Amazon, Nordstrom, Macys, Costco, Dell, and Target.  The City receives a little less 
than 2% of the total county pool.  The growth from 2014-15 to 2015-16 was about 7.3% 
or $68,000.    
 
In forecasting these revenues, the consultant assumed average economic growth in 
point-of-sale revenue and then made additions and adjustments to account for fund 
transfer corrections expected from the BOE, economic aberrations, business closeouts 
and expected recoveries. The consultant also adjusted the estimate to reflect payment 
timing considerations from the BOE.  The City overall growth assumption is less than 
the expectations of local forecast institutions, Chapman University and Beacon 
Economics, who, on average, are projecting positive growth in Orange County taxable 
sales through 2016. 
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TRANSIENT OCCUPANCY TAX (TOT) 
 

Hotel tax (also known as transient occupancy tax or TOT) is a 9% tax applied to the 
cost of hotel or other lodging stays of less than 30 days. Factors influencing hotel tax 
revenues include business and leisure travel, new hotels, hotel expansion, and room 
rate increases. Hotel taxes account for 3% of all projected General Fund resources next 
fiscal year. 
 

 
Fountain Valley hotel revenue has increased over the last several years due to the 
opening of the new Ayres Hotel.  Room rates and occupancy levels have held steady.   
 

 
The FY 2017-18 budget projections in Fountain  Val ley hotel tax revenue is 
consistent with strong occupancy levels and room prices.  The year over years is 
projected to remain the same for 2017-18 as received in 2016-17 of $1.4m.  

 
FRANCHISE TAX 

 
Franchise tax revenue consists of a tax on four franchise operations in Fountain Valley: 
electric, gas, cable television and refuse. The state sets electric and gas tax rates that 
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equal 1% of gross annual revenues and 5% of gross cable television.  Commercial trash 
franchise revenues are set by agreement between the trash contractor and the City of 
Fountain Valley.  The franchise fee will increase over the next three years from the 
current fee of 5% to 10%.  
 

 
Franchise tax dipped very slightly during the recession, but otherwise has been stable 
and consistent. Over the long-term, revenues have increased with growth in the City’s 
residential population and business activity. Revenues are also impacted by changes in 
gas and electric pricing. Revenues have increased recently after the California Public 
Utilities continues to approve higher electrical & gas rates. 
 

 
For FY 2017-18, franchise tax revenue is estimated at $1.854 million.  Electrical and 
cable television related revenue are the two largest components of the City’s Franchise 
Tax revenue.  The price of electricity is expected to further increase this year; electrical 
rates are evaluated every three years by the Public Utilities Commission (PUC) and in 
July 2015 the California Public Utilities Commission (PUC) granted Southern California 
Edison (SCE) a new rate structure that will result in a rate increase for many customers, 
which will increase Fountain Valley’s annual SCE franchise tax payments.  There is 
expected to be a decrease in SCE fees dues to the growing solar industry, which is 
reducing reliance on SCE, including the City of Fountain Valley.  Cable franchise 
revenue is estimated to decrease slightly due to the increasing prevalence of alternative 
entertainment options including satellite television and online streaming service 
subscriptions.  Trash refuse franchise revenue is expected to increase due the 
adjustment to the franchise fee percentage over the remaining two years. 

 
MISCELLANEOUS REVENUES 

 
The  miscellaneous  revenue  category  is  made  up  of  a  variety  of  relatively  small  
revenue categories including interest earnings, fines and forfeitures, rental income, 
recovery of costs for damage to city property, and sale of surplus property. 
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Miscellaneous 

Revenues 
FY 2013-14 

Actual 
FY 2014-15 

Actual 
FY 2015-16 

Actual 
FY 2016-17 
Est. Actual 

FY 2017-18 
Adopted 

Interest $279,889 $324,976 $373,909 $415,000 $435,000 
Building Rents 670,566 675,000 680,101 692,824 695,000 
Bench Ads 115,051 116,036 117,735  119,771 125,000 
Other Income 245,766 695,063 218,398 163,669 77,000 
County Landfill 0 0 0 95,217 0 
Fines & Citations 354,410 319,247 226,312 190,222 190,000 

TOTAL $1,665,682 $2,130,322 $1,616,455 $1,676,703 $1,522,000 
 
Revenues in the miscellaneous category have dropped over the last few years for a 
variety of reasons.  In prior years, interest earnings had declined due to the very low 
interest rate environment.  However, the City is seeing increases in interest earnings 
due to the outsourcing of investments to a professional investment manager.  There has 
been a decrease in fines and citations revenues from Police services.  Miscellaneous 
revenues do f luctuate and these variations include one-time sale of property or cost 
recovery amounts for damage to City property.  The county landfill fee is an annual 
payment for three years, however the agreement called for no payment in the FY 2017-
18. 
 

 
Miscellaneous revenues for FY 2017-18 are estimated at $1.52 million.  The decrease is 
primarily due to no payment this year on the County Landfill fee and lower “other” 
income.  There is projected to be a continued decline in fines and citations due to 
vacancies in police officer positions.  Other revenues in the miscellaneous category 
remain stable including building / property rents and bench ads and interest income 
continues to improve. 
 

FUNCTIONAL REVENUES 

 
These functional revenues are referred to as fee for service revenue because the fees 
collected are directly related to the cost of providing specific City services.  The fees 
collected directly support the service provided and are paid by an individual, business, or 
group that receives the benefit of the service.  In this way, services that only benefit 
certain community members are paid for by those citizens and “general” revenue is 
reserved for the services that benefit the “general” public. The programs in Fountain 
Valley that have functional revenue associated with them are: Finance / Community 
Services / Fire / Planning and Building Safety / Police / Public Works.  These fees are 
adjusted annually for increase in actual costs based on a full cost of service study that is 
completed every five years by an outside consultant. The most recent user fee study was 
completed in late 2014 and updated fees (Excluding Building and Planning fees) were 

Trend 
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adopted by City Council in February 2015.  The building fees were reviewed and 
updated fees were approved in early 2017.  
 

 
The large portion of the functional revenues in Building and Planning are one-time 
development based.  Since the City is 98% built-out any increases or decreases 
projected in these revenues are derived from the departments who are reviewing 
proposed development or the reduction in building activity.   
 
Business license and community service fee revenue have remained fairly flat.  The 
city’s offerings of classes and recreational programs has been consistent. Other user 
revenues include fees for specific services provided by Public Works, Fire and Police.  
Police fees are projected to decline next year since the user fee study showed the need 
to adjust many of these fees down to reflect the current cost of services.    
 

 
Revenue estimates are based on the user fee study analysis that reflects the projected 
number of services that will be provided to the community including recreation service 
classes, number of participants and staff’s estimate regarding the demand for classes 
and programs.  Since Fountain Valley is a build out community the amount of fees 
related to planning and building are limited and these revenues are not anticipated to 
change significantly over the next few years.  The City is reviewing some economic 
development opportunities including the Fountain Valley Cross area for possible re-use 
of the existing property through re-zoning that will have a positive impact on the City.  
 
Functional Revenue FY 2013-14 

Actual 
FY 2014-15 

Actual 
FY 2015-16 

Actual 
FY 2016-17 
Est. Actual 

FY 2017-18 
Adopted 

Business License 
(Finance) $581,747 $563,776 $547,234 $434,314 $425,500 

Planning / Building 1,287,316 1,334,542 1,335,970 1,292,967 1,164,580 
Fire 1,241,709 1,346,543 1,649,369 1,691,802 1,378,500 
Public Works 241,816 312,573 338,502 436,814 265,360 
Police 841,750 742,161 704,963 733,440 566,500 
Community Services 1,345,914 1,353,220 1,300,166 1,317,755 1,295,179 

TOTAL $5,540,252 $5,652,815 $5,876,204 $5,907,092 $5,095,619 
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The City’s General Fund Operating Expenditures for Fiscal Year 2017-18 is $46.9 
million.  These costs reflect the partial implementation of Measure HH priority items, 
with the focus on public safety, and continued increases to the City’s CalPERS 
unfunded liability fixed payment; inclusion of full “pay-go” OPEB allocation; and service 
contractual increases which are outside the City’s direct control.   
 

 
RETIREMENT COSTS 

CalPERS Pension  
 
Managing our retirement cost continues to be a high priority for the City Council and 
staff.  All employees who are CalPERS members are paying their full employee or 
normal cost contributions.  There are three CalPERS tiers which include “Vested – Tier 
1”, “Classic – Tier 2” and “PEPRA” Tier 3.  Each tier has a lower retirement benefit and 
therefore is a lower cost to the City going forward.   Any employee coming to the City 
from another PERS agency moves to Tier 2 and any employee hired that is new to 
CalPERS is placed automatically into the lowest cost Tier 3. 
 
The City continued to see increases in CalPERS costs prior to the 2015-16 fiscal year.  
However, beginning in July 2015 the City experienced the first of a multi-year series of 
increases that will have a substantial impact on the City’s costs.  The increases are 
aimed at reducing the City’s unfunded liability (UAL) and changes to the CalPERS 
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actuarial assumptions further impact costs.   The City will be required to make a fixed 
annual payment to CalPERS, in addition to the continued employer percentage 
contribution based on PERSable payroll.  In the past, CalPERS provided only the 
current year’s actuarial costs and a projection for the following year.  CalPERS provided 
in the most recent Actuarial Valuation a five year projection of employer contribution 
rates and UAL fixed payment amounts so the City can better plan for the future.  
 
The City sold Pension Obligation Bonds December 2015 which paid off the CalPERS 
Side-fund obligation resulting in a savings of approximately $9.4 million dollars over the 
remaining life of the Side-fund amortization period.   
 
Reflecting a major change of outlook, CalPERS lowered its discount rate on future 
investment earnings from 7.5 percent to 7 percent in December 2016.  The lower 
discount rate will be phase in over three years, starting in 2018-19 for Fountain Valley.  
This increase in annual pension costs have been included in the ten year long term 
financial plan. Over the next five years the overall CalPERS costs will increase by over 
$4 million per year.  The City current financial position will allow the City to cover these 
costs and also set-aside about $1 million per year into a pension trust fund to help cover 
future unfunded pension obligations.  
 
Staff will continue to monitor CalPERS risk mitigation policies and evaluate our asset 
replenishment and amortization schedule options; review other pension management 
strategies; and begin to memorialize pension and OPEB funding policies.    
 
OPEB – Retiree Medical 
 
The City provides eligible retiree medical benefits through the Public Agencies Post-
Retirement Health Care Plan Trust (“OPEB Trust”) administered by the Public Agency 
Retirement Services (“PARS”).   The City has made several deposits to the trust which 
has a current balance of $8.4 million, including investment earnings.  The City is 
sensitive to retiree costs and the City paid retiree health benefit is no longer available to 
any employee hired after August 16, 2010.    
 
The City makes the OPEB obligation on a “pay-as-you-go” basis.  The City contributed 
$1.6 million in OPEB pay-go related health care costs in FY 2016-17.  Starting with the 
2016-17 budget the full pay-go amount was collected through the Internal Service Fund 
charges to each operating department.  The budgeted amount for 2017-18 will be a 
contribution of $1.7 million.  The City is still not paying the full Annual Required 
Contribution (ARC) payment of $1.1 million required to fund the actuarial OPEB 
obligations for the 2017-18 fiscal year, but this option will be evaluated for funding 
during the mid-year budget review.        
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SELF-INSURANCE 

 
The City is a member of California JPIA’s insured programs which is an insurance risk 
pool which enable pooling risks between cities, counties and special districts by self-
insuring liability claims and losses.  The California JPIA uses a third-party administrator 
to investigate and respond to all claims and provides risk management training to all 
members.   
 
Each year CJPIA reviews all pending and settled claims and adjusts the City annual 
premium and reserve level requirements.  This year the CJPIA review resulted in a very 
small increase in the annual premium.  The current year’s retrospective obligation, and 
a one-time charge based on a change in methodology from retrospective to prospective 
beginning in FY 2014-15 resulted in a decreased charge of $677,750 for FY 2017-18.  A 
pro-rata portion of these cost are charged to the General Fund with the balance 
apportioned to Enterprise Funds based on past ISF allocation methodology.  
 

 
DEPARTMENT OPERATING BUDGETS 

 
As the City begins to implement the Measure HH provisions of restoring, maintaining 
and paying down unfunded obligations these priorities are included in the 2017-18. 
Each operating department continues to hold the line with their day-to-day operating 
budgets.  Only necessary increases are included in the FY 2017-18 budget related to 
these costs. Adjustments were made to outside contract services, utilities, and 
contractual obligations related to outside service agencies including Orange County 
Animal Control and Metro Net contracts.  These expenses are examples of costs the 
City has no direct control over.  Department staff have done an outstanding job of 
managing their operations costs while maintaining quality service levels to the 
community insuring that Fountain Valley continues to be a “Nice Place to Live”.  
 
The budget does reflect personnel benefit costs associated with the existing contractual 
agreements with various MOU’s.  The City has successfully negotiated with one 
bargaining unit whose contract have been extended through 2020.  Negotiations are 
underway with the remaining bargaining units.   
 
With the passage of Measure HH the City has begun to restore and maintain essential 
City services with a focus on Public Safety.  This includes keeping all Fire Stations 
open, adding personnel to both Fire and Police departments and restoring other 
essential services including maintaining senior and youth programs. The General Fund 
will again be making contributions to annual roadway and park maintenance.  The 
community will see several organizational realignments, which complement our 
Strategic Plan goals and enhances the ability of our staff to deliver quality services to 
our residents and businesses. 
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General Fund Personnel Internal 

Service 
Operating Total 

Admin./City Clerk/Council $658,512 $212,888 $559,948 $1,431,348 
Finance $643,937 $202,482 $354,640 $1,201,059 
Fire $9,179,004 $1,115,955 $739,365 $11,034,324 
Human Resources $562,784 $56,163 $200,279 $819,226 
Planning and Building $1,364,795 $166,401 $47,365 $1,578,561 
Police $13,800,963 $2,278,903 $666,163 $16,746,029 
Public Works $2,730,996 $1,553,194 $2,897,462 $7,181,652 
Recreation/Community  $1,310,437 $836,566 $467,735 $2,614,738 
Non-Departmental   $1,179,283 $1,179,283 

 $30,251,428 $6,422,552 $7,112,240 $43,786,220 
 
 

 
GENERAL FUND CAPITAL IMPROVEMENT PROJECTS 

 
The City continues to be committed to maintaining and enhancing infrastructure and 
facilities through non General Fund opportunities.  Beginning in 2017-18 the General 
fund will again be funding $550,000 for street; roadway; and park maintenance as has 
been the past practice, but stopped for several years.  The General Fund will finance 
several essential projects using restricted developer fees, park in-lieu fund, bond 
proceeds and OCTA reimbursement monies for $10.4 million.  These projects include 
the rehabilitation of the recreation center; citywide drought tolerant medians; I-405 
improvements; and General Plan update.  General Fund Capital reserve funds will be 
used to pay for the required countywide 800 MHz radio upgrade, city hall water feature 
repair; and the solar panel energy efficiency project totaling $5.5 million.   
 
The 2017-18 budget includes $17.7 million in non-General Fund continuing and new 
capital projects. All of these projects are funded from water, sewer, drainage, Measure 
M, bond proceeds and Gas Tax funds.  More detail on these projects can be found in 
the CIP section of the budget document. 
 
 

INTERNAL SERVICE FUNDS 
 
Internal Service Funds are used to report activities for which service charges or fees are 
charged to internal users.  These funds account for the financing of goods or services 
provided by one department to another on a cost reimbursement basis. These functions 
include information services (including purchasing and duplication services), 
government buildings, capital equipment, and fleet services. These funds include both 
the ongoing operating expenditures and capital replacement costs for the 2017-18 fiscal 
year.  The ten-year capital replacement schedule is the basis used to determine what 

Page 258



GENERAL FUND EXPENDITURES & SERVICE LEVELS 
 

capital items will be replaced in a specific year.  These funds help the City maintain and 
replace essential equipment, vehicles, and city buildings and show the City is achieving 
fiscal sustainability.  
 
Internal Service Funds FY 2016-17                    

Est. Ending 
Fund 

Balance 

FY 2017-18 
Revenues 

FY 2017-18 
Operating / 

Other 
Expenditures 

FY 2017-18     
Capital 

Replacement
& Reserves 

FY 2017-18 
Est. Ending 

Fund 
Balance 

Information Technology $1,374,374 $1,197,722 $1,321,600 $411,902 $838,594 
Government Buildings $2,450,071 $1,569,272 $1,585,543 $652,500 $1,781,300 
Fleet Services $2,996,936 $1,953,802 $1,158,600 $1,752,350 $2,039,788 
Capital Equipment $1,283,137 $622,433 $0 $1,104,496 $801,074 

TOTAL $8,104,518 $5,343,229 $4,065,743 $3,921,248 $5,460,756 
 
The self-insurance and employee benefits internal service funds are included in the 
department’s personnel and benefits expenditure category.  
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INTRODUCTION

You’re involved 
in government 
because you  
want to 
accomplish 
something.

Maybe you want to fight 
poverty or reform public schools. 
Maybe you want to cut taxes or 
privatize government services. 
Maybe you think government 
mostly gets it right, so you want 
to protect policies or programs.

Regardless of why you got 
involved, by now you’ve realized you can’t accomplish much if you 
can’t speak the language of public finance. In fact, many policymakers 
lament that they spend more time than ever on budgets and tax policy, 
and less time on the policies and programs they care about most. 

The goal of this Guide is to help you speak that language. Or, put 
differently, to help you become financially literate. You’re financially 
literate if you understand your jurisdiction’s “financial story.” That 
story has several parts, and those parts are the major sections of this 
Guide: How does your jurisdiction get and spend its money? How 
does it finance big ticket items like infrastructure improvements? Is 
it in sound financial shape? 

To that end, this Guide covers three main types of information 
related to each part of the financial story:

Technical knowledge: Once you’ve read this Guide 
you will have a much clearer sense of how governments collect taxes, 
analyze costs, borrow money and prepare financial statements.  

Essential questions: As a leader in your government, 
you have two main responsibilities with respect to money. The first is 
your fiduciary duty, the second is ensuring that public resources are 
put to their best possible use. This Guide will outline the questions 
that every state and local official should know to ask.

What not to do: There are many splashy examples of 
financial illiteracy. More often than not, these misunderstandings 
follow from some flawed, but widely held ideas about how public 
finance works. This Guide tries to identify and clear up some of those 
misconceptions. G 
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Quick Facts:  
The State of Public Finance
As a newly elected official or longtime government 
leader, you will find yourself in the throes of public 
finance. However, like most leaders in government, 
you may have limited experience with public finance 
nuances and issues. Governing surveyed federal, 
state, county and local government leaders to gain 
better insight into their understanding of public 
finance. The results illustrate just how important 
financial literacy truly is. 

20%

34%

34%

spend about half of 
their time on public 
finance activities.

don’t know  
how frequently 
their jurisdiction 
assesses its debt.

don’t know their  
organization’s  
debt capacity.

38 percent do not feel  
their jurisdiction’s long-term  
capital improvement plan  
is adequate.

Only 54 percent agree  
that governments and  
public agencies are  
operating efficiently  
and effectively with  
current funds.

Only 38 percent consider  
themselves experts  
or very knowledgeable  
in public finance.

Governing Financial Literacy Research Survey, 2014
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That quote nicely captures your main chal-
lenge as a financial policymaker. Citizens 
embrace the idea that they should pay for 
government, but they’re looking to you for 
a better, fairer or cheaper way to do it. 

This section covers the five main sources 
of state and local revenue: property tax, in-
come tax, sales tax, intergovernmental revenue 
and a category of “other” revenues. It’s cru-
cial that you know these sources, how much 
your jurisdiction depends on them and why. 

Property Taxes
Property taxes are the local revenue workhorse. 

According to the U.S. Census,1  they account for about  
30 percent of all local government revenues. Many state 
governments also collect property taxes for education, 
infrastructure improvements and other purposes. 

There’s much to like about the property tax. 
It’s simple to predict how much of it you’ll col-
lect, and it’s easy for citizens to comply. The 
county assessor determines how much a prop-
erty owner owes, and that owner need only pay 
the property tax bill when it arrives. 

And yet, property taxes are wildly unpopu-
lar. Taxpayers get angry when their property 
tax bill increases but their income does not, 
and they struggle to understand how the 
government determines their property value. 
That’s why the property tax is often called 
the “necessary evil” of local revenue systems.

The amount of property taxes a jurisdiction 
collects is called the tax levy. The tax levy 
is determined by three factors: the tax base, 
the tax rate and any preferential tax treatment for 
certain types of taxpayers. Note that most taxes follow 
this same basic formula of base-rate-exceptions. 

The property tax base is the value of all private 
land and buildings, and all business-related land 

Arthur Godfrey, the famous 1950s TV and 
radio personality, once said, “I’m proud 
to pay taxes in America, but I could be 
just as proud for half the money.” 

1SECTION

Property taxes are the local revenue  
workhorse. According to the U.S.  
Census, they account for about 30 percent  
of all local government revenues.

PROPERTY 
TAX: Tax on 
the value of real 
estate; most local 
governments levy 
property taxes  
to fund public 
safety, parks  
and other basic 
public services.

finance defined

5 Primary Sources  
of Revenue for State  
and Local Governments

Property Tax

Intergovernmental Revenue

Income Tax

Other Revenue

Sales Tax
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and buildings within a jurisdiction. The local tax 
assessor determines that value. The assessor’s job 

is to determine the price someone would 
pay for a property and/or building in the 
current real estate market. This is broadly 
known as a property’s market value. It’s 
difficult to determine market value because 
real estate is not bought or sold that often. 
Assessors solve this problem by using 
statistical models to infer the market price 

of properties from the prices of similar proper-
ties that were recently sold. Policymakers decide 
what percentage of the market value is subject to 

taxation. This is known as the assessed value. They 
must also decide the amount of the tax as a percent 
of the assessed value. This is called the tax rate.

Tax rates are important, but some of the most 
crucial decisions about property taxes are about 
when to make exceptions to the base-rate relation-
ship. For example, nonprofit organizations like 
hospitals, universities, churches, synagogues and 
museums, among others, are not required to pay 
property taxes. Many senior citizens and others 
on fixed incomes pay reduced property taxes. The 
goal here is to keep home ownership affordable 
even if property values increase. Many jurisdic-
tions offer property tax abatements, or temporary 
property tax reductions or exemptions, to encour-
age businesses to locate, stay or grow within their 
borders. It’s difficult, but essential, to understand 
the benefits and costs of these exemptions.

If a property’s assessed value increases, but 
the tax rate stays constant, the tax levy will 
still increase. In fact, if a property is subject to 
special assessments, or property taxes that ap-
ply only to certain properties, its levy can in-
crease even if its assessed value decreases. 

Income Taxes
Approximately 18 percent of state revenues 

are from taxes on the incomes of individuals and 
businesses. For states that have them, income 
taxes are the largest or the second largest revenue 
source. Local income taxes are a tiny portion of 
the total local government revenue, but they are 
a crucial component of the local revenue sys-
tems for many large cities like New York City, the 
District of Columbia, Cleveland and Kansas City.2 

Like with the property tax, the income tax a 
person or corporation pays is determined by the 
tax base, the tax rate and any applicable exceptions. 

Tax Preferences: Spending by Another Name
Tax preferences — sometimes called tax expenditures — are provisions in tax law that allow 
preferential treatment for certain taxpayers. They include credits, waivers, exemptions, deductions, 
differential rates and anything else to reduce a person’s or entity’s tax liability. Many are quite specific. 
For example, some states have reduced tax rates that apply only to particular employers, industries 
or geographic areas. Tax expenditures are, in effect, a form of spending. They require the government 
to collect less revenue than it would otherwise collect. Some think they’re unfair because they offer 
targeted benefits but without the transparency of the traditional budget process. Proponents say that 
despite these drawbacks, tax expenditures are essential to attract and retain business in today’s 
competitive economic development environment.  

Mill Rates and 
Property Tax Levies
Tax Rate:  
Amount of tax collected from the tax  
base (usually expressed in mills, or $.001  
of the assessed value).
 
Tax Levy: 
Assessed value times the tax rate.

So for instance,

$100,000 (assessed value of property)  
X .002 (2 mills tax rate) = $200 tax levy

The tax levy for an entire jurisdiction is simply 
the total tax levy of all the properties within  
that jurisdiction.

TAX RATE:
Percentage at 
which an individual 
or corporation is 
taxed.

finance defined
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In this case, the tax base is taxable income, or total 
income minus any tax preferences. Most state 
and local income tax systems offer a standard 
exemption, or a reduction of taxable income 
due to certain expenses, which all taxpayers 
can claim. Every system offers different types 
of exemptions and other tax benefits related to 
retirement savings, health insurance, investments 
in equipment and technology, and dozens of 
other areas. That’s why taxable income can mean 
very different things in different jurisdictions.

Most state and local income tax systems are 
composed of graduated rates and income brackets. 
For example, for taxpayers in the state of Louisiana 
in 2013, the tax rate for individuals with taxable 
incomes less than $12,500 was 2 percent, for taxable 
incomes greater than $12,500 it was 4 percent, and 
for taxable incomes greater than $50,000 it was 
6 percent.3 In this case, 2, 4 and 6 percent were 
Louisiana’s marginal tax rates, and the categories 
of $0-12,499, $12,500-$50,000 and greater than 
$50,000 were the state’s income tax brackets. 

We usually express the income tax that a tax-
payer pays in terms of their effective tax rate, or 
the taxes paid per dollar of total taxable income. 
Income taxes are progressive because in general, 
higher income taxpayers pay a higher effective 
rate. Proponents say this is fair because those 
with higher incomes should contribute more to 
the public. Critics say this tax structure discour-
ages individuals and businesses from investing. 
For that reason, many systems tax capital gains, or 
income related to investments, at a lower rate.

Sales Taxes
Most state and local governments in the U.S. col-

lect some form of sales tax. About one-third of state 
revenues are from sales taxes. For states without an 
income tax, including Florida, Texas and Washing-
ton, most revenues are from sales taxes. Local sales 
taxes are about 6 percent of total local revenues.4 

Sales taxes fund everything from basic state 
services like education and public health to special-
ized local amenities like emergency med-
ical services, school buildings and mental 
health care. A jurisdiction’s sales tax base is 
composed of all the retail sales of personal 
property that happen within its borders. 

The challenge is that it’s not always clear 
what is included in that base. For instance, 
a business pays state sales tax only if it has 
a substantial portion of its business, known 
as a sales tax nexus, in that state. When a 
company does business in multiple states 
it must use complicated calculations, known as 
tax apportionment formulas, to determine the 
sales tax it owes in each state. Online retailers like 
Amazon.com have argued they should not pay 
state sales tax because they do not have a nexus 
in any one state. Some states require consumers 
to pay a use tax if they purchase a good without 
paying sales tax. Some states tax construction, 
personal trainers, catering and other professional 
services, while many don’t. Sales tax administra-
tion is quite complex and costly for this reason.

Once the sales tax base is established, sales tax 
collections are simple to calculate. A jurisdiction’s 

REGRESSIVE 
TAX: Tax in 
which people with 
lower income 
pay a higher per-
centage of their 
income; sales 
tax is the most 
often discussed 
regressive tax.

finance defined

The Regressive Nature of the Sales Tax
The sales tax is flexible and adaptable, but also regressive. Those who are least able to pay it often pay 
comparatively more of it. For instance, a family with a high annual income and a family with a low annual 
income that buy the same school supplies will pay the same sales tax, but the lower-income family ends up 
paying a much larger portion of its total income in sales tax.

Income:  
$250,000/year 
        

Income:  
$25,000/year 
        

Total sales tax:  
$25.00         

Total sales tax:  
$25.00         

Percent of income 
spent on tax: .01% 
        

Percent of income 
spent on tax: .1% 
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sales tax collections are simply the sales tax base, 
however defined, multiplied by its sales tax rate.

The sales tax is flexible and adaptable, but also 
regressive. That is, those who are least able to pay 
it often pay comparatively more of it. Consider, for 
instance, an item like children’s school supplies. Most 
families need to buy them and they’re usually not 
sales tax exempt. If a family with an annual income 
of $25,000 buys the same supplies as a family with 
an annual income of $250,000, and both pay $25 in 
sales taxes for these same essential items, then the 
lower-income family is paying a much larger portion 

of its total income in sales tax. Opponents say 
this makes the sales tax inherently unfair.

Intergovernmental Revenues
About one-third of state and local  

revenues come from other units of  
government. For local governments, most of this 
is support from their state. For state governments, 
most of this is support from the federal govern-
ment’s Medicaid program.6 

Many states offer this support, oddly enough, to 
counteract the effects of state laws that limit how 
much revenue local governments can collect. These 
limits are broadly known as tax and expenditure 
limitations, or “tells.”

Intergovernmental revenue is the proverbial 
double-edged sword. Because of it, state and local 

governments are able to deliver many services they 
could not afford otherwise. It also allows higher 
levels of government to equalize local revenue 
collections, often through formulas that distribute 
aid to poorer jurisdictions. And yet, these revenues 
also introduce enormous uncertainty. During the 
Great Recession, many state governments slashed 
local aid programs. The federal government has 
reduced or eliminated many sources of support 
for states and municipalities. A recent Govern-
ment Accountability Office (GAO) study found the 
potential for cuts to intergovernmental revenues 
are one of the most significant threats to state 
and local governments’ long-term fiscal health.7 

“Other” Revenues
The final category of revenues includes dozens 

of much smaller sources. About 10 percent of local 
revenues are from taxes on utilities, such as water, 
electricity, wireless communications and cable tele-
vision. Tuition revenues from state universities are 
technically a user charge. Many states and municipal-
ities now charge fees for everything from pet licenses 
to state parks, and local governments have started 
to collect impact fees from real estate developers to 
offset the costs of infrastructure improvements. Some 
nonprofits make payments in lieu of taxes, or PILOTs, 
to backfill some of what they don’t pay in other taxes. 
In 1990 these other revenues accounted for less 
than 5 percent of local revenues. Today they account 
for 20 percent. Other revenues, especially charges 
and fees, are generally more politically acceptable, 
but also more difficult to forecast and plan.8 G

The Pressing Issue of   
Revenue Suppression
In 1978, California passed a historic tax limit 
known as Proposition 13.5 Under this law, local 
assessed values cannot grow by more than 
2 percent each year. Most states have since 
imposed similar limits on growth in virtually 
every other revenue source. Taxpayers supported 
measures like Proposition 13 because at the 
time, housing prices and overall inflation were 
increasing rapidly and rising property taxes 
followed. Today, these measures are having 
the opposite effect. Government spending 
must increase because of the rising costs of 
health care, commodities and other expenses, 
but revenue collections stay flat by design. 
This revenue suppression is one of the most 
pressing issues in state and local finance today.

1 How would our revenue collections respond to  
 changes in our property, income or sales tax base?  

 To changes in tax rates? To a major recession?  

2  What is the effective tax rate for a typical  
 individual or business in our jurisdiction?   

3 How progressive or regressive is our overall   
 tax structure? 

4 Do we routinely review the benefits and costs of  
 our tax expenditures?

5 Do we depend on a variety of revenue sources,   
 or just a few? What are the costs and benefits of  

 “diversifying” our revenues?

Essential Questions: 
Where Does Your  
Jurisdiction Get its Money?REVENUE:

Any inflow of cash 
or other financial 
resources.

finance defined
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  Acronym   Definition

AICPA American Institute of Certified Public Accountants: sets professional standards and rules of  
conduct for accountants

FASAB Federal Accounting Standards Advisory Board: advises the U.S. Department of Treasury on 
accounting rules for federal government agencies

FASB Financial Accounting Standards Board: sets accounting rules for public companies and  
nonprofit organizations

GAAP Generally Accepted Accounting Principles: guidelines for financial accounting

GAAS Generally Accepted Auditing Standards: standards for audit quality and professional conduct 
of auditors; set by the Auditing Standards Board of the AICPA

GAGAS Generally Accepted Government Auditing Standards: standards of audit quality and  
professional conduct specifically for government audits; set by the GAO

GAO Government Accountability Office: audit and evaluation agency that works for the 
U.S. Congress; sets GAGAS

GASB Governmental Accounting Standards Board: independent, nonprofit organization that establishes 
governmental accounting rules (i.e. GAAP) followed by most states and large local governments

GFOA Government Finance Officers Association: main association for state and local  
government finance professionals

IRS Internal Revenue Service: collects federal government taxes; important to state and local 
governments because it monitors the tax-exempt status of municipal bonds

MSRB Municipal Securities Rulemaking Board: sets rules and standards for municipal bond  
underwriters, brokers and advisors; subject to oversight by the SEC

OCBOA Other Comprehensive Basis of Accounting: accounting rules followed by governments,  
especially small jurisdictions, that do not follow GAAP set by the GASB

SEC Securities and Exchange Commission: regulates financial markets; important to state and local 
governments because it monitors banks and other companies that buy and sell municipal bonds

Public Finance Acronym Acumen
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For state governments, it’s hundreds of millions.  
You are responsible for how your jurisdiction spends 
this money. 

But don’t confuse being responsible for money 
with keeping track of every penny. That’s the job  
of your dedicated finance and accounting staff. Your 
job is to set priorities, and to make sure your juris-
diction’s money stays connected to those priorities. 
To help you better understand this role, this section 
covers two main topics:

1. How to think about costs.
2. How state and local budgets  
   are made.

How to Think About Costs
The budget is your center of financial gravity.  

It’s where your jurisdiction translates its priorities 
into a plan to spend its limited resources. Unlike  
the federal government, state and local govern-
ments can’t spend more money than they collect. 
As a state or local policymaker you can have any-
thing you want, but you can’t have everything you 
want. That’s why it’s imperative to know what your 
programs and services cost, and what they might 
cost if you change your policies and priorities.

To be clear, you don’t need to know every  
detail of every cost. That would overwhelm  
even the most sophisticated financial analyst.  
Instead, you can get almost all the information  
you need if you remember two simple principles:

1. Get to full cost.
2. Always question “average” costs.

For example, imagine a city government’s commu-
nity development department is making its copying 
budget for the coming year. Its three divisions share 
a copy machine. The code compliance division 
uses the copier occasionally, however, the planning 
division uses it more frequently and the business 
licensing division uses it the most. How much of each  
division’s budget should be allocated to copying costs?   

The department leases the copier so it should 
plan to pay a vendor a set lease payment each 
month. It should also budget for repairs, and for 
commodities like toner and paper. The lease, 
maintenance and commodities are all direct 
costs, or costs related only to making copies.

Direct costs are just the start. The copier 
needs electricity and space within the office. 
Additionally, the department office manag-
er will spend some of his or her time paying 
the lease, coordinating the repairs and order-
ing supplies. These are indirect costs, or costs 
that apply both to copying and to other parts of 
the department’s operations. Indirect costs are 
often called overhead or administrative costs.

Indirect costs are more difficult to measure. 
The department needs to know how much of 
the total electricity the copier uses, how much 

A typical local government spends tens 
of millions of dollars each year on dozens 
of different programs and services. 

2SECTION

Your job is to set priorities, and to 
make sure your jurisdiction’s money 
stays connected to those priorities.
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space the copier occupies and how much time 
the office manager spends “managing” the 
copier. This information isn’t always available, 
so analysts and accountants usually have to 
estimate these costs. With those estimates in 
place the department can calculate the full cost, 
or the direct costs plus the indirect costs, of 
copying. More complicated programs and ser-
vices can have dozens of indirect cost items.

How much should each division cover? The 
department could simply assign each division 
one-third of the full costs. In this case, code 

compliance and planning will need to find 
other money or cut other services to allow 
business licensing to contribute less than 
its share of the full cost. This is not wrong 
or bad, per se. And in fact, these types of 
“subsidies” can be part of a clear policy 
priority. For services like licenses, the re-
cipient, or in this case a business, must pay 
the license fees. Most local governments 
set the license fee equal to the full cost of 
issuing the license. The city might deliber-
ately set its business license fee well below 

full cost to issue it as a way of supporting local 
businesses. The trade-off is that code compliance 
and planning service users will likely pay high-
er costs or experience lower-quality service. 

The problem with subsidies is that we often don’t 
known about them. Many states and municipalities 
don’t collect or analyze the information needed to 
get to full cost. Instead, they use simple cost allo-
cation rules like the “one-third” rule mentioned 
above. Or even worse, they ignore indirect costs 
altogether. In the simple copier example, a better 
cost allocation method would be to track the number 
of copies each department makes and assign each 
department a share of the total cost equal to its share 
of the total number of copies. That sort of direct 
measurement and allocation is quite difficult for 
more complex services, especially when indirect 
costs are shared across multiple programs, services 
or jurisdictions. Once you understand full costs and 
subsidies, you also realize that across-the-board 

cuts, hiring freezes and other similar budgeting 
strategies rarely affect all programs equally. 

The copier example also illustrates the second 
crucial principle: Always question “average costs.” 
Some of the costs like the lease payment are fixed 
costs, meaning they’re the same regardless of the 
number of copies made. Paper is a variable cost, 
meaning it increases exactly in proportion to the 
number of copies made. Other costs, like main-
tenance, have both a fixed and a variable compo-
nent. Every program or service has a different cost 
behavior, or blend of fixed and variable costs. 

Fixed costs are a key part of the cost behavior  
for the copier. As the department makes more copies, 
those fixed costs are distributed across a larger  
number of copies. In other words, there’s an econo-
my of scale in copying. The cost per copy for 1,000  
copies will be much more than the cost per copy  
for 10,000 copies.  

That takes us back to average costs. When 
someone quotes an “average” cost per unit of 
a program or service, the obvious next ques-
tion is, “Average of what?” At what level of 
service or output? Under what assumptions 
about fixed and variable costs? Does “average” 
include both the direct and indirect costs? 

So what do these cost concepts mean for policy 
decisions? Say the community development depart-
ment is facing a large budget shortfall and is consid-
ering changing its copying practices to save money. 
It might consider outsourcing its copying to a local 
printer. But without detailed knowledge of the full 
cost per copy at different quantities, it’s not possible 
to know if outsourcing will save money. It might 
allow other departments to use the copier for a small 
fee. This would require accurate information about 
the full cost to set a fee that covers the full costs plus 
an additional “profit.”  It might try to reduce copying 
costs by spending less on maintenance or repairs. 
This might not matter to code compliance or to en-
forcement, but a prolonged copier breakdown might 
mean longer business license turnaround times. It’s 
important to weigh the full cost of business licens-
ing’s copying needs against the saved money and the 
potential risk of a decline in service quality.  

  How State and Local Budgets are Made
Budget making is an obligation. And like other 

things we’re bound to do, most of us politely avoid 
it if we can. This is unfortunate because financial-
ly literate policymakers think of budgeting as an 
opportunity — it’s an invitation to tell a story about 

GENERAL 
FUND: Main 
operating fund for 
a local or state 
government; 
assets, liabilities, 
revenues and 
expenditures are 
recognized in 
the general fund 
unless recognized 
in a different fund.

finance defined

Across-the-board cuts, hiring freezes 
and other similar budgeting strategies 
rarely affect all programs equally.

Page 274



Factors that contribute exclusively  
to the total cost of one service.
The lease, maintenance and repairs, and 
commodities such as toner and paper are  
all direct costs to factor in when making the 
copier budget.
 

 Indirect Cost 

Costs that are not directly accountable  
to an individual service.
In the copier example, electricity, physical 
office space and employee time to manage 
the copiers are instances of indirect costs.

  
 Full Cost

Cost of a service that includes both 
direct and indirect costs to produce  
that service.

 Fixed Cost

Cost that does not depend on the  
volume of service provided.
The lease is a fixed cost in the copier example 
because is stays the same regardless of 
paper copies made.

  
 Variable Cost 

Cost that varies directly with the  
volume of service provided.
Paper is a variable cost because it increases 
in proportion to the number of copies made.

When setting a budget, it is important to know the 
types of costs your jurisdiction, agency, department 
or program will incur. Below we define the different 
types of costs and provide examples from our copier 
budget illustration.

Knowing Your Costs
your community’s future. If you want to accomplish 
something in government, you’ll need to tell the 
story through the budget. 

To do this, you need to know the process by 
which budgets are made and how to engage that 
process in a constructive way. Even more impor-
tantly, you need to know how the mechanics of the 
budget process can easily distract you from your 
main job of connecting spending to priorities. 

Technically speaking, a budget is nothing more 
than your jurisdiction’s plan for how it will spend 
money. In government, it carries a lot more weight 
because it’s a legally binding plan. Many states and 
municipalities articulate their budget as a series of 
appropriations, laws or ordinances. In most states 
it’s illegal for public officials to collect or spend 
money in ways not consistent with the budget law. 

Unlike accounting rules or auditing standards, 
there are no national uniform procedures for pre-
paring a state or local budget. Each jurisdiction’s 
budget is a unique combination of its own tradi-
tions and preferences framed by state-specific laws 
and requirements. Most state legislative councils, 
municipal leagues and other similar organizations 
offer training on the technical and legal require-
ments for budgeting for your type of jurisdiction. 

The budget process is a wonderful opportunity for 
you and your fellow policymakers to debate priorities 
and reach a shared set of assumptions about the fu-
ture. And yet, that same process can easily distract you 
from your main task of connecting resources to priori-
ties. To avoid that mistake consider the following:

Budgets focus on inputs, not full cost. Most 
state and local budgets are line-item budgets, 
meaning they are organized around spending areas. 
The largest spending areas are usually personnel, 
commodities and capital projects. Most jurisdictions 
arrange their budgets around how much each depart-
ment or agency will spend in these main areas. This is 
useful if the goal is to scrutinize the largest numbers 
in department-level budgets. It’s less useful if the goal 
is to understand what programs and services cost, 
especially if multiple departments or agencies help to 
deliver a service.

Technically speaking, a budget is 
nothing more than your jurisdiction’s 
plan for how it will spend money.

Direct Cost
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Budget balance does not ensure long-
term financial health. The budget process is a 
success if the budget is passed on time. That often 
means making spending decisions on short notice 
and without carefully considering the long-term 
consequences. In many jurisdictions, it’s possible 
to “balance” the budget with accounting gim-
micks, one-time revenues, inter-fund transfers and 
other tricks that can mask a large mismatch be-
tween revenues and spending. Short-sighted tricks 
like these can seriously damage your jurisdiction’s 
ability to achieve its long-term goals.  

It’s not a priority just because it’s in the 
budget. A lot of the spending in state and local 
budgets started as political favors, policy exper-
iments, demonstration projects and many other 
temporary, targeted types of spending. But these 
temporary items often morph into permanent 
spending, mostly because we rarely take the 
time to ask how all of our spending connects to 
larger policy priorities. This is especially true of 
entitlements, or programs where spending levels 
are determined by laws outside the budget. More 
than half of state spending is on entitlements like 
Medicaid and education, where small changes in 
policies can have big fiscal implications. Howev-
er, most of these decisions are made outside of 
the budget process.9 G

1 Do we account for the full costs — both direct and  
 indirect — of our main programs and services? For  

 services where we charge a fee, how much of that  
 full cost do we recover? 

2  Do we know how changes in the level of  
 services provided will affect the unit costs of  

 those services?  

3 How might factors beyond our control — such as  
 changes in the economy, unfunded mandates from  

 higher levels of government, natural disasters,   
 etc. — affect the full cost of our key services?

5 How do we allocate our indirect costs across  
 different programs and services? Are we aware  

 of any subsidies across programs and services   
 created by our cost allocation scheme?    

6 How do we define budget balance?

Essential Questions:  
How Does Your Jurisdiction  
Spend its Money?

Getting the Money  
Through Gimmicks
When projected revenues and spending don’t  
exactly add up, it’s tempting to “balance”  
the budget with accounting gimmicks. Some 
of the most popular are:
 
Rosy revenue estimates: 
assume revenues will grow faster than you 
might otherwise expect 
 
One-shot revenues: build one-time 
revenues, such as the proceeds from a land 
sale or legal settlement, into the operating 
budget
 
Funds, smoke and mirrors: 
transfer resources from the general fund to 
other funds, and vice versa 
 
Strategic bubbles: move revenue 
collections ahead of schedule; for example, 
build the first month of the following year’s 
tax collections into this year’s budget  
 
Kick the can: pass a budget that 
assumes next year’s legislature will pass a 
supplemental appropriation 
 
Shift and shaft: argue that another 
level of government should pay for a program
 
Magic asterisk: identify savings  
you expect to materialize throughout the  
fiscal year; made famous by President  
Reagan’s budget director David Stockman

 
Each of these gimmicks can help solve  
a short-term budget problem. But if  
used routinely, they will mask or even  
amplify a gap between revenues and  
spending. This is also an important 
reminder that balancing 
the budget is a legal 
requirement, not a 
policy goal.
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Basic Budget Timeline
All state and local budget processes share some common characteristics. Most follow these  
same basic steps and timeline:   

8Execution of the passed budget is an  
ongoing process. Executive agencies will imple-

ment the budget throughout the fiscal year. Most state 
and local governments allow for mid-year adjustments, 
or changes to budgeted revenues or spending roughly 
six months into the budget year. Executives and the 
legislature monitor budget implementation and adjust 
the next year’s budget planning accordingly.

1 Strategic planning should  
begin five to six months prior to 

the next fiscal year. Department and 
agency directors will need to develop 
goals and objectives for the coming fiscal 
year. Ideally, these goals are connected to 
the jurisdiction’s broader strategic plan.

5Legislature reviews should occur one 
to two months prior to the start of the fiscal 

year. Legislators will review the executive’s proposed 
budget, question department and agency heads 
about their spending plans, and suggest changes. 

6 Public hearings will occur one month prior 
to the fiscal year. Legislators should hold public 

hearings and receive citizen input. For states, hearings 
are part of the regular legislative session. For local 
governments, budget hearings are typically stand-alone 
special public meetings.

7 Adoption is one of the last steps, which should 
occur two to three weeks prior to the beginning 

of the fiscal year. At this time, legislators should pass 
the budget. In some states, the governor can use the line 
item veto to change parts of the legislators’ budget and 
have those changes approved with only a majority vote 
of the legislature. In city and county governments with a 
stand-alone mayor or executive, the approval process is 
much like a state. In cities or counties with an appointed 
executive, the budget is passed once legislators approve it. 

3 Revenue forecasting should 
be an ongoing process for two to 

six months prior to the fiscal year.  
Revenue officials will track economic 
trends and project revenues for the com-
ing fiscal year. The final revenue forecast 
is usually the basis for the final budgeted 
revenues. Most states and several  
big cities have a consensus  
revenue forecast group comprising  
executive and legislative staff.

2 Department-level preparation should begin four 
to five months prior to the fiscal year. The executive 

(governor/mayor/city manager/county administrator/etc.) should 
transmit his or her budget priorities for the coming fiscal year. 
Department and agency leaders will propose budgets based on 
those priorities and on their own projected spending needs.

4 Executive preparation needs to occur two to three 
months prior to the fiscal year. The executive should 

review the department’s proposed budgets and develop his or 
her final proposed budget. Some jurisdictions prepare a budget 
for annual programs and operations, usually called the operating 
budget, and a separate budget for purchases of buildings, land, 
equipment and other long-term items, which is usually called the 
capital budget.  
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Infrastructure systems, such as public transit, educa-
tion, water and telecommunications systems, are  
the backbone of your community’s long-term social 
and economic health. You must carefully invest  
public money to preserve, maintain and extend  
these systems.

This section focuses on three questions about  
how you invest in big ticket items:  

1. Which projects can we afford?  
2. Which financing tool is best?  
3. How do we get the money? 
 
Which Projects Can We Afford?

State and local governments devote a consider-
able portion of their spending to items designed 
to last more than one year. These are called capital 
assets. They include vehicles, buildings, land, roads 
and water treatment facilities, among many oth-
ers. Governments also invest in expensive intangi-
ble items like information technology systems or 
licenses to use certain products and services. These 
investments don’t result in a physical item, but 
they are an essential part of delivering services.

Demands for capital investments are endless, but 
resources are limited. Like budgeting for operations, 
the main challenge with capital investments is to set 
priorities. Priority-setting tends to happen two ways:

Capital budget: This is where your jurisdiction 
identifies the capital investments it plans to make in 
the near future, usually in the next three to five years. 
Most state and local governments also develop a capi-
tal improvement plan. This is a document that identifies 

all long-term capital spending needs, usually 10 to 20 
years in the future. Think of the capital budget as the 
highest priority projects from the capital improve-
ment plan. Each jurisdiction follows a different path 
to identify projects, evaluate the benefits and costs, 
and connect projects to broader strategic goals. Take 
the time to learn what path your jurisdiction follows.

Debt capacity: Most state and local governments 
finance the bulk of their major capital projects 
with debt. To finance a project with debt simply 
means someone lends you the money, you do 
the project, then you pay back the borrowed 
money, plus some interest, over the next several 
years. Debt capacity has two components: 

Debt limits are state or local laws that restrict the 
amount of money a jurisdiction can borrow. Some-
times they apply to certain types of debt but not to 
others, and sometimes a government can exceed 
them if voters approve. Regardless of the details, 
debt limits make it more difficult to finance cap-
ital projects, and that forces priority-setting.
 
Debt affordability is a jurisdiction’s future ability to 
pay down debt. It’s difficult to evaluate because future 
financial resources are closely linked to growth in a 
jurisdiction’s tax base, its population growth and other 
factors. At the same time, debt affordability is a crucial 
part of priority-setting because it’s entirely possible 
for a government to take on debt it can’t repay while 
staying well below its legal debt limit. If your juris-
diction does not have a formal policy on debt afford-
ability or has not studied it, encourage staff to do so. 

State and local governments are in the 
business of long-term stability. Infrastructure 
is a crucial ingredient of that stability. 

3SECTION
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Which Financing Tool is Best?
There are three main ways to finance state and 

local capital investments: pay-as-you-go, munic-
ipal bonds and public-private partnerships.

Many capital investments are financed pay-as-
you-go. This means the jurisdiction pays for the 
project with existing financial resources. (Pay-as-
you-go should not be confused with the federal 
government’s version of PAYGO, which means 
new federal spending must be paid for by cutting 
existing federal spending.) Sources of pay-as-you-
go financing include savings from previous budgets 
and special capital project funds where the jurisdic-
tion “saves up” money for projects over time. 

However, most state and local governments can-
not “save up” enough to finance multimillion dollar 
capital improvements. So instead, they issue munic-
ipal bonds. A bond is like a mortgage. The borrower 
takes money from a lender and agrees to pay it 
back over time with interest. A municipal bond is 
any bond issued by a state or local government. 

The vast majority of “munis” — as investors 
call municipal bonds — are tax exempt. Investors 
who buy them receive interest payments from the 
issuing government, but do not pay federal income 
taxes on those interest payments. Those interest 
proceeds are also exempt from most state and local 
income taxes. This tax exemption makes munis an 
attractive option for investors who want to earn 
stable, predictable income for retirement, college 
savings or other long-term investments. More than 
half of the $4 trillion in municipal bonds currently 
in circulation are held by individual investors.10  

In a public-private partnership (PPP or P3) 
an outside investor finances and builds a project 
on behalf of the government. In exchange, 
that investor(s) takes some or all of the future 
revenues generated by the project. The private 
partner can make money if it can properly manage 
the financing and construction risks, and the 
government can save money and preserve debt 

Municipal  
Bonds Decoded
There are four basic types of municipal bonds. 
Each type corresponds to the revenues the 
issuing government uses to pay back the loan.

General Obligation (GO): 
GO bonds are backed by the government’s 
“full faith and credit” or “taxing power.” This 
means it is willing to use whatever revenues it 
has available for repayment. GOs are generally 
seen as the most credit worthy in the market. 
They fund a variety of general public projects 
like municipal buildings, parks and schools.

Essential Revenue: 
These are bonds that are paid off by a specific 
revenue source from an essential service 
like a water utility or electric utility. These 
bonds are also credit worthy because citizens 
generally cannot do without these services, 
so the issuing government will always have 
access to revenues needed for repayment. 
 

Non-Essential Revenue: 
These are bonds that are backed by a 
specific revenue stream from public housing, 
recreation centers, college dormitories and 
other projects that are important but not 
necessarily essential to all taxpayers. 

Lease Revenue:  
In a typical lease revenue structure, a special 
district like a public building commission issues 
the bonds, builds a facility and then “leases” 
that facility to a general government to use to 
deliver services. The special district then pays 
off the bonds with the lease payments. Lease 
revenue bonds are similar to GO bonds in that 
the issuer can appropriate different types of 
revenues to service the debt, and that bond 
investors tend to view them similar to other 
forms of debt. Nonetheless, they are not a 
formal general obligation pledge, so many juris-
dictions are not required to count them as debt.  

A bond is like a mortgage. The borrower  
takes money from a lender and agrees 
to pay it back over time with interest. 
A municipal bond is any bond issued 
by a state or local government. 
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capacity for other projects. PPPs have worked well 
for projects that have a clear user charge, such 
as toll roads, water filtration facilities and port 
infrastructure. Many state governments and federal 
government agencies offer tools to facilitate PPPs.

A recent PPP example is the Cedar Water Treat-
ment facility, which is operated by Seattle Public 
Utilities (SPU). About 15 years ago, SPU drafted 
plans for a new water treatment facility to serve its 
rapidly growing customer base. Given that growth, 
and SPU’s customers’ desire to use the most en-
vironmentally friendly technology available, SPU 
kept the option to modify the technology used to 
treat water and expand the capacity of the facility, if 
necessary. This would not have been possible with 
a traditional bond-financed structure. SPU part-
nered with an engineering firm, which financed, 

designed, built and currently operates this 
facility on behalf of SPU. In exchange, the 
engineering firm receives a portion of the 
water-use charges the facility generates.11

How Do We Get the Money?
Once you’ve decided to access the capital 

markets, you must confront a number of  
policy and strategy questions.

1. Should we seek a bond rating? 
A bond rating is an outside expert’s opinion  

on whether your jurisdiction will repay a bond.  
Or put differently, ratings agencies assess the 
likelihood an issuer will default, or fail to repay  
a bond. Three major companies issue most of the 
ratings on municipal bonds. Each applies its own 

Issuance and Repayment of  
Bonds in Public Capital Markets
This is the basic process for how a state or local government issues and repays bonds. The thin lines 
show a flow of information or advice; thick solid lines show how the bonds flow from the government 
to their eventual investors; dashed lines show how the government repays the bonds over time.

Ratings 
Agencies

Government
$

$

Underwriting Syndicate

Financial  
Advisors

Credit 
Enhancement

Lead  
Underwriter

Underwriter

Investor

Underwriter

Underwriter

Trustee

Bond Counsel

CAPITAL 
BUDGET:  
A government’s 
plan to fund 
capital projects; 
the capital  
budget is usually 
separate from the 
operating budget.

finance defined

Investor Investor

Investor
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criteria when rating a jurisdiction,  but all three 
pay careful attention to some of the same factors:

 
Stable revenue streams. Bonds backed by 
robust, predictable revenue streams (e.g., 
property taxes) earn better ratings than bonds 
backed by revenues from more specula-
tive projects (e.g., convention centers).   

Demographics. Jurisdictions with grow-
ing populations and wealthy residents 

earn better ratings than those with stagnant 
populations or below average incomes. 

Financial management and governance. A juris-
diction will be better rated if it produces financial 
reports on time, maintains a rainy day fund or other 
budget stabilization tools, effectively manages 

its cash flows, has a clear capital budgeting plan 
and has policies to prepare for contingencies.

Bond ratings matter. Improving your rating even 
by one notch can save money — perhaps hundreds 
of thousands of dollars — in borrowing costs. That 
said, some policymakers treat their jurisdiction’s 
bond rating as a grade on the quality of life in their 
community or on their effectiveness as a leader. 
Leadership and quality of life are only indirectly 
related to ratings. Fundamentally, a bond rating 
is nothing more than a statement about wheth-
er you will make good on a bond obligation.

2. Should we hire a financial adviser? 
Most state and local governments do not have 

the staff expertise to navigate the municipal bond 
market. A financial adviser is an outside expert, 

Moody’s Standard & Poor’s   Fitch                     Meaning

Aaa AAA AAA

Aa1 AA+ AA+

Aa2 AA AA

Aa3 AA- AA-

A1 A+ A+

A2 A A

A3 A- A-

Baa1 BBB+ BBB+

Baa2 BBB BBB

Baa3 BBB- BBB-

Credit Ratings and What They Mean
Three companies provide most of the municipal bond ratings in use today: Moody’s, Standard & Poor’s and 
Fitch. All three assign ratings on a scale with broad categories from AAA to BBB.

DEBT 
CAPACITY: 
Amount of debt a 
government can 
reasonably repay 
over time.

finance defined

Average credit; average 
capacity to meet  
financial obligations

Above average credit; 
strong capacity to meet 
financial obligations 

Strong credit; strong 
capacity to meet  
financial obligations

Strongest possible  
rating; issuer has strong  
capacity to meet its 
financial obligations
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sometimes connected to an investment bank,  
who can help your jurisdiction manage the risks  
of accessing the public capital markets. Financial  
advisers can add tremendous value to your 
debt management process. At the same time, 
the municipal bond market’s regulators 
have begun to carefully scrutinize relation-
ships among issuers and financial advisers. 
If you employ one, be sure to understand the 
types of advice they can and cannot offer. 

3. Competitive or negotiated sale? 
An underwriter is a “middle man” between 

you and investors. Underwriters make money by 
lending you money, charging you a fee and then 
selling your bonds to investors at a higher price 
than what they paid you. When the underwriting 
process is complete, you have the money to begin 
your project. When an underwriter or other broker 
sells the bonds to an investor they notify the paying 
agent for the bonds. Later on you pay your principal 
and interest on the bonds to the paying agent, and 
they distribute those payments to the investors.

There are two ways to engage an underwrit-
er. One is a competitive sale. In this model, you 
develop the basic terms of the sale — how much 
money to borrow, what revenues to pledge for 
repayment, etc. — and then select an underwrit-
er through an auction. The underwriter who 
offers to loan you money at the stated terms 
for the lowest interest rate wins the auction. 

The alternative is a negotiated sale. Here 
you select the underwriter in advance and 
negotiate the terms. Negotiated sales typi-
cally happen through teams of underwrit-
ers known as an underwriting syndicate. 

There are advantages and disadvantages 
to each method of sale. Competitive sales are 

1  Do we have an adequate long-term capital  
 improvement plan? Does that plan identify  

 funding sources? Does it depend on long-term  
 support from the federal government or other  
 governments? 

2  How do capital projects move from our capital   
 improvement plan to our capital budget? 

3 What is our debt capacity? Do we have adequate  
 policies in place to determine how, when and why  

  we’ll use debt?

4  Do we have a rainy day fund or reserve fund   
 policy?

5 Do we have a policy or guidelines regarding the   
 use of competitive or negotiated sales?  

6 Do we have a policy or guidelines on how to  
manage our relationships with financial advisers?

Essential Questions:  
Investing for the Long Haul

Value Capture for Targeted Improvements
Most municipal bonds are paid off with known revenue streams. Some, however, are backed by 
expected growth of a revenue stream. One of the most common is tax increment financing (TIF) bonds. 
In TIF, a local government identifies a group of properties where public investment in streets, parking 
or other infrastructure could attract private investment in those properties. The government issues 
bonds to finance those improvements, does the improvements and then pays back the bonds with the 
new “incremental” property taxes that follow from private investment in the affected properties. Many 
different financing tools, including special assessment bonds, tax allocation districts and community 
development districts, follow this same “value capture” logic. 

generally more transparent and as such, some 
think they’re more accountable. Negotiat-
ed sales are less transparent but they do offer 
the issuer more flexibility in how and when to 
go to the market. Be sure to carefully consid-
er how and why you hire your underwriter.

4. Should we seek credit enhancement? 
Some bonds are backed by a third party that 

agrees to make principal and interest payments 
if the issuer cannot. This assurance, known as 
credit enhancement, is available from private 
insurers and from several state-level enhancement 
programs. For many BBB- and A-rated issuers it 
is cost effective to spend a few thousand dollars 
on a credit enhancement in exchange for several 
thousand dollars in saved borrowing costs. G
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Pensions are front and center in the ongoing fiscal 
dramas of Detroit, Stockton, Calif., and many other 
jurisdictions. And pensions are only part of the story. 
Many governments also offer their retirees subsidized 
health insurance, life insurance and other benefits. But 
unlike pensions, most jurisdictions have not set aside 
resources to cover those other post-employment ben-
efits (OPEB). Add to that a nearly $3.5 trillion backlog 
of maintenance on state and local infrastructure, and 
we see an estimated $6 trillion in unfunded long-term 
costs for state and local governments.12 This is roughly 
equivalent to the total amount of money state and local 
governments now spend every two years. Policymakers 
need to understand how these costs are incurred and 
measured, and what, if anything, to do about them. 

Pensions
A pension is a regular payment, or annuity, to 

a retiree that’s funded in part by his or her for-
mer employer. There are approximately 4,000 
state and local government pension plans in the 
U.S. and they hold roughly $3 trillion in assets.13 
These plans fall into two basic categories: defined 
contribution plans and defined benefit plans. 

Defined contribution plans are, in effect, an em-
ployer-sponsored retirement savings account. Many 
state and local governments contribute to and man-
age these accounts on behalf of employees. By pool-
ing many employees’ savings together, a government 
plan can generate a better investment return for re-
tirees. Defined contribution means the government’s 
input into the retirement system is known, even if 
the employee’s eventual retirement benefit is not. 

About 80 percent of state and local government 
employees have access to a defined benefit pension 
plan.14 The mechanics of a defined benefit pension 
are straightforward. Employees earn a guaranteed 
pension benefit during their years of 
active service to the government. While 
the employee is working, the govern-
ment sets aside money in a pension plan 
to pay those future benefits. Pension 
plan managers invest that money. Em-
ployees start to receive their benefits 
when they retire. The pension plan pays 
those benefits with the proceeds earned 
from its investments. Employees, or their depen-
dents, stop receiving that benefit when they die.

For a government that offers a defined benefit plan, 
the central financial question is: How much money 
must it set aside while an employee is active to pay 
that employee’s future pension benefits? To estimate 
that number, several questions must be answered.

Are pension benefits protected by state 
or local law? Or by the state constitution? 
These restrictions limit the government’s 
ability to change pension benefits later.

For decades, no one except pension actuaries 
and a few public finance geeks cared much 
about pensions. How things have changed.

4SECTION

There is an estimated $6 trillion in 
unfunded long-term costs for state 
and local governments. This is roughly 
equivalent to the total amount of 
money state and local governments 
now spend every two years.

DEFINED  
CONTRIBUTION: 
Pension arrangement 
where payments to 
retirees depend on  
the value of their 
retirement savings.

finance defined
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Do pension benefits automatically increase 
over time? Do retirees receive periodic cost of 
living adjustments (COLAs)? Do active employees 
receive a COLA, either through state law or 
through collective bargaining agreements? 

How many years must an employee work 
to earn a guaranteed benefit? This is called 
vesting. Most state and local plans require at least 
10 years of service to become fully vested.15 

How does the pension plan invest its assets? 
Some plans are subject to strict rules about the types 
of stocks, bonds and other assets they can pursue. 
This can limit the plan’s expected investment returns. 
By contrast, some plans have aggressively moved 
assets into alternative investments like hedge funds 
and private equity funds. These are large pools of 
money that require up-front investment and are 
managed according to a sophisticated investment 
strategy. Compared to traditional investments, 
they usually carry greater risk, greater return 
and higher fees paid to investment advisers.

An individual employee’s pension benefit is based 
on three main factors:

• Final average salary (FAS) over the final three  
        to five years before retirement. 

• Years of service.
• A percent of FAS attributable to each year. 

This is also known as units of service. Units of 
service multiplied by years of service is often called 

the replacement rate because it indicates 
how much pre-retirement income is re-
placed by the defined pension benefit.

A government’s pension liability is simply 
the projected total cost of pension benefits 
for retirees and active employees who will 
eventually retire and draw benefits. There 
are two technical challenges to determine 
that liability. For one, the government must 
assume when retirees will die and when 

current employees will retire. Actuaries supply 
these assumptions. An actuary is a professional 
who uses sophisticated statistical analysis to pre-
dict life expectancy, risks in financial markets and 
other factors relevant to pensions. The total cost to 
provide pension benefits for the foreseeable future 
is known as the actuarial accrued liability (AAL).

Second, the actuarial liability must reflect differ-
ences in the time value of money. That is, the actuary 
must adjust the estimate to account for the fact that 
money the government will spend on these benefits 

Recent Changes  
to State and Local  
Defined Benefit Pensions
The Great Recession was a difficult time for public 
pensions. Pension plan assets lost billions of dollars 
when the financial markets crashed. State and local 
governments that consistently made their annu-
al required contributions still fell behind on their 
pension obligations. Some have tried to make up for 
those losses through larger annual contributions, by 
changing pension benefits or both. Some of the more 
common recent changes to benefits include: 

Scaling back. This includes slowing or ending 
automatic cost of living adjustments, demanding  
higher contributions from employees and reducing 
benefits to spouses and other dependents. These 
changes are controversial and often prohibited by law.

Limiting or ending eligibility for 
new employees. Many newly hired government 
employees have shifted to defined contribution plans.

Changing the definition of “salary”  
to exclude overtime and compensated absences. 
This was designed to curb “spiking” when computing 
annual average salary.

Changing the assumed rate of return 
on pension assets. In 2012, the California Pub-
lic Employees Retirement System (CalPERS) reduced 
its rate of return on investments from 7.75 percent 
to 7.5 percent. This change is expected to cost 
California $200 million to $300 million in pension 
contributions, but it is designed to make the plan 
more sustainable going forward.16    

in the future has less buying power — due to inflation 
and other factors — than money it will spend today. 
The number used to adjust the liability is known as 
the discount rate. Discount rates have emerged as 
one of the most controversial dimensions of public 
pension management. Critics believe state and local 
governments use discount rates that are too high, 
and therefore understate their pension liabilities. 
Proponents say those rates are appropriate given long-
term trends in financial markets and funding risks.

Of the many numbers discussed in the pension 
context, the most important to policymakers is the 

DEFINED 
BENEFIT:  
Pension 
arrangement 
where payments 
to retirees are 
pre-determined 
and fixed.

finance defined
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annual required contribution, or ARC. The ARC has 
two components. The first is the normal cost. This is 
the portion of the AAL the government must cover in a 
given year. The second is called the supplemental cost. If 
the plan’s AAL exceeds its assets, it accrues an unfunded 
actuarial liability (UAL). Supplemental cost is the por-
tion of the UAL the government must also cover in the 
current year. The ARC is highly sensitive to the actuarial 
assumptions on which it’s based. Many jurisdictions pay 
into multiple pension plans, each with its own ARC. 

Other Post-Employment Benefits 
Many government employees, especially those in the 

police and fire service, are able to retire several years 
before they are eligible for Medicare at age 65. Many 
governments offer these retirees a way to offset the 
costs of health and life insurance during this interim 
period. Some offer access to the group health insurance 
plan that’s available to active employees. Others go a 
step further and pay the insurance premiums on group 
health insurance on behalf of retirees. These benefits 
are known as other post-employment benefits (OPEB).

OPEB is similar to a defined benefit pension in that 
retirees earn a benefit that is known when an em-
ployee retires. The benefit is not a pension, but rather 
access to health insurance at a pre-determined price. 
And like defined benefit pensions, we can estimate the 
future cost of these benefits as a function of employ-
ees’ demographics, health care cost inflation and other 
actuarial information. 

But OPEB is different from pensions in two crucial 
ways. First, most state and local governments have not 
set aside assets to cover future OPEB payments. Put  
differently, most OPEB has been funded on a pay-as-
you-go basis. By some estimates, most jurisdictions 
have set aside less than 5 percent of the money they’ll 
need to cover OPEB. That’s quite low compared to  
pensions, where most have set aside 60 to 70 percent  
of the money they’ll need.17  

However, unlike pensions, OPEBs are typically not 
guaranteed or protected by state law. State and local 
governments have much more latitude to scale back 
OPEBs and share OPEB-related costs with retirees. 
Many have implemented several changes to that  
effect. G

1 What is our annual required pension contribution? 
 How sensitive is that required contribution to our  

 actuarial assumptions? 

2  What policy options are available to contain the   
 growth in pension and OPEB costs? 

3 What is the assumed rate of return, or discount   
 rate, on our pension liability? What is the basis for  

 that assumed rate?

4  How do our policies around pensions and  
 OPEB affect our ability to recruit and retain  

 good employees?

Essential Questions:  
Legacy Costs

Municipal Bankruptcies Across the Country
Due in part to legacy costs, 
many local governments 
across the U.S. face steep 
budget deficits as they 
struggle to pay off debts. 
As a last resort, some 
filed for bankruptcy.  
This map shows all  
municipalities filing for 
Chapter 9 bankruptcy 
protection since 2010, along 
with local governments voting 
to approve a bankruptcy filing. 
Cities, towns and counties are shown 
in blue. Utility authorities and other 
municipalities are displayed in green.
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When the fiscal year is over, you will need to 
tell your financial story to taxpayers, investors 
and other stakeholders by explaining how 
your jurisdiction connected its financial 
resources to its broader priorities.  

5SECTION

Accounting and auditing standards are the rules of  
the game for how to tell that story.

This section covers the core principles of govern-
mental accounting, the three basic financial statements 
that most state and local governments prepare, and  
how those financial statements are subjected to  
external audits.

Bases of Accounting
The rules and concepts that guide accounting 

are known as generally accepted accounting prin-
ciples (GAAP). Most state and large local govern-
ments follow the version of GAAP promulgated by 
a nonprofit organization called the Governmental 
Accounting Standards Board (GASB). Smaller local 
governments tend to follow any one of several al-
ternative versions of GAAP known broadly as other 
comprehensive basis of accounting (OCBOA). 

The GASB version of GAAP dictates a set of 
principles for when and how to recognize that a 
transaction has affected a government’s finances. 
There are three distinct bases of accounting:

Cash basis recognizes revenue when cash is 
received and expenses when a resource is paid for in 
cash. Cash basis accounting is helpful if the goal is to 
know exactly how much money is available to cover 
expenses in the near future.

Accrual basis recognizes revenue when the 
jurisdiction delivers a good or service, even if it does 
not receive cash, and expenses when a resource is 
used to deliver those goods or services, even if it does 

not pay cash. Accrual accounting is ideal when the 
goal is to understand the government’s long-term 
financial condition.  

Modified accrual basis recognizes revenues when 
they become available and measurable, and expenses 
when they are incurred. This basis is unique to state 
and local governments. It is designed to reflect the 
cash flows related to government revenues. 

Fund accounting is also designed to acknowledge 
that many state and local government revenues are 
for specific purposes, and cannot be mixed with 
other revenues. Or, as some euphemistically say, 
government money is different shades of green. 
Governments create funds to ensure that resources 
are applied to their appropriate purposes. A fund 
is a self-balancing account where the government 
recognizes all the transactions related to a certain 
type of revenue. Most have a series of special revenue 
funds for earmarked revenues, enterprise funds to 
account for business-type activities like utilities or 
golf courses, and a general fund that covers general 
sales, income and property taxes. Each fund is 
reported separately in the basic financial statements.

Basic Financial Statements
Once the government has completed its fiscal 

year(s), it prepares a set of financial statements that 
report on its financial activity during that most recent 
fiscal year. Most produce a set of annual financial 
statements known as a comprehensive annual financial 
report (CAFR). A CAFR contains two financial 
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statements that speak to the government’s overall 
finances, and several fund statements that report on 
the finances of specific funds or groups of funds.

The two main government-wide financial  
statements are:

Statement of net position: This statement 
shows the relationship between the government’s 
assets and liabilities. An asset is anything that 
has long-term value, such as cash, property and 
equipment. A liability is any outside claim on an 
asset. A key indicator of a government’s financial 
condition is net assets, or the difference between 
assets and liabilities. The statement of net position 
is akin to the balance sheet for a nonprofit or for-
profit company. It is prepared on the accrual basis.

Statement of activities: This statement is 
similar to the income statement for a nonprofit or 
for-profit company. It identifies the government’s 
revenues and expenses. However, unlike nonprofits 
and corporations, where we expect revenues to 
exceed expenses, expenses for governmental 
activities often exceed revenues. This is because 
general government services that do not charge a 
fee will incur more expenses than revenues. This 
statement is prepared on the accrual basis.

A typical CAFR also contains three additional 
financial statements for each of the government’s 
major funds or group of funds. For governmental funds, 

these statements are prepared on the modified 
basis of accounting. For enterprise funds, 
they are prepared on the full accrual basis.

Balance sheet: This statement covers assets 
and liabilities within the fund. At the fund 
level, the difference between assets and liabil-
ities is known as fund balance. Fund balance 
in the general fund is one of the most closely 
watched indicators of financial condition. 

Statement of revenues, expenditures and changes 
in fund balance: Identifies the revenues and expendi-
tures within the fund, and how the difference between 
revenues and expenditures affected fund balance.

Reconciliations: This is akin to the cash flow state-
ment for a nonprofit or corporation. It shows how 
changes in revenues and expenditures within the  
fund added or subtracted to the government-wide  
net position.

The Governmental Accounting Standards Board 
(GASB) is the independent, nonprofit organization 
that establishes accounting and financial report-
ing standards for state and local governments. It 
does not have actual regulatory authority, but it 
is recognized by governments and investors as 
the de facto official source of GAAP in this area.  

The Governmental Accounting   
Standards Board

The Audit Process
Once a government has prepared its financial 

statements, or hired an outside accountant to prepare 
its statements, it calls in an external auditor to review 
those statements. Some governments are required 
to engage an auditor from their state government, 
while others are expected to hire an outside auditor. 

The auditor’s main task is to offer a professional 
opinion on whether the financial statements fairly 
represent the government’s actual financial posi-
tion. To reach this conclusion, the auditor reviews 
the government’s financial records and processes 
according to national generally accepted auditing 
standards (GAAS). This includes testing a sample 
of the government’s financial records to ensure that 
financial staff process transactions in similar ways, 
and interviewing staff to better understand the 
policies and procedures for how to interpret certain 
types of transactions, among other procedures. The 
ideal outcome for the financial audit is an unqual-
ified — or clean — audit opinion. This means there 
was no evidence the government’s financial state-
ments misrepresent its actual financial position.

The point of a financial audit is to ensure your 
jurisdiction has the accounting systems, manage-
ment policies and trained staff in place to make sure 
resources are used as they should be. There is a 
misnomer that financial audits are designed to uncover 
fraud, waste and abuse. Audits occasionally identify 
these problems, but most cases of identified fraud are 
from whistleblowers and self-reporters, not audits. 

Governments that receive a lot of federal money 
are also required to undergo an annual Single Audit. 

SINGLE 
AUDIT: Review 
of whether a state 
or local govern-
ment is using 
federal resources, 
usually grants, in 
accordance with 
federal rules and 
guidelines.

finance defined

Audits occasionally identify fraud, waste  
and abuse, but most of these problems 
are identified through whistleblowers 
and self-reporters, not audits. 
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The Single Audit is a program audit, meaning its 
purpose is to provide assurance that the government 
is using federal money according to its intended 
purpose. Most outside auditors can perform the 
Single Audit as part of the overall financial audit 
process. Many auditors will perform a review of 
internal controls as part of their audit planning. 
This report, sometimes called “the management 
letter,” notes any weaknesses in internal controls 
that came to the auditor’s attention. The termi-
nology has shifted over time; these are findings, 
which used to be called “material weaknesses” 
in internal control, and are real red flags. Offi-
cials should always ask for this document, which 
may not be otherwise routinely forthcoming. G

Financial Condition Ratio Equation Ratio Result

Short-Run  
Financial  
Position

unassigned general fund balance 
÷ total general fund revenues

Higher ratio suggests larger reserves for 
dealing with unexpected resource needs  
in the long term.

Liquidity total general fund cash and investments ÷ 
general fund liabilities - general fund  
deferred revenues

A high ratio suggests a greater capacity 
for paying off short-term obligations.

Financial  
Performance

change in governmental activities net  
assets ÷ total governmental activities  
net assets

A high ratio suggests annual costs 
are being adequately financed and 
the financial condition is improving.

Solvency (primary government liabilities - deferred 
revenues) ÷ primary government revenues

A low ratio suggests outstanding  
obligations can be more easily met  
with annual revenues.

Own-Source 
Revenues

primary government operating grants  
and government revenues ÷ total  
primary government revenues

A low ratio suggests the  
government is not heavily reliant  
on intergovernmental aid.

Operating Margin (revenue for governmental activities ÷ total 
governmental activities expenses) X -1

A low ratio suggests basic government 
services are more self-sufficient 
through charges, fees and grants.

Debt Burden total outstanding debt for the  
primary government ÷ population

A low ratio suggests less burden on  
taxpayers and greater capacity for  
additional borrowing.

Coverage debt service ÷ non-capital  
governmental funds expenditures

A low ratio suggests general 
governmental long-term debt can be 
more easily repaid when it comes due.

Coverage 2 (enterprise funds operating revenue + 
interest expense) ÷ interest expense

A high ratio suggests greater resource 
availability for repaying the debts from 
enterprise activities as they come due.

Capital Asset  
Condition

(ending net value of primary government  
capital assets - beginning net value) ÷  
beginning net value

A high ratio suggests a government 
is keeping pace, on average, with 
the aging of its capital assets.

Financial Condition Indicators
A government’s financial statements contain a wealth of information about its financial condition. Here is a version  
of the “10 Point Test” you can use to summarize that information in a few ratios.18 The key to financial ratios is to  
put them in an appropriate context. Be sure to compare these ratios over time, and compare to similar organizations.

1 What are our main governmental funds? 
  How much of our government funds activity is in  

 the general fund? To what extent do we depend on  
 enterprise funds?

2 How do we compare to our peer organizations   
 on key financial performance indicators? Are we  

 liquid? Are we solvent? What are our coverage   
 ratios?

3 Did we receive an unqualified opinion on our most  
 recent financial audit? If not, why not?

4 What was the outcome on our most recent federal  
 Single Audit? 

Essential Questions:  
Telling Your Financial Story

Audits occasionally identify fraud, waste  
and abuse, but most of these problems 
are identified through whistleblowers 
and self-reporters, not audits. 

Page 291



The first and most important step toward public 
financial literacy is to “know what you don’t know.” 
That is, knowing how to get informed about things 
you don’t know, and knowing where to focus the 
limited time you can devote to becoming informed, 
is just as important as what you already know. This 
Guide was designed to show you the key parts of  
your jurisdiction’s financial story, how to think  
about that story, and how to connect that story to 
your own priorities and objectives. If you can’t  

Financial Literacy is a Process 

CONCLUSION

Governing: Finance 101 Special Series
Visit Governing’s special series on public finance at  
www.governing.com/finance101 for additional information, including:

 
4 Ongoing coverage of public finance
4  Videos explaining key concepts in public finance
4  Public finance data curated, explained and mapped
4  Key terms and acronyms
4  Links to organizations important to public finance
4 Finance 101 quiz

explain parts of that story, then you know where to  
go from here. 

One final point: Always keep in mind that 
financial literacy is a process. It takes a long time 
to master these concepts. This Guide gives you a 
base of knowledge that you need to continue to 
grow. True financial literacy is a commitment to 
keep learning, asking questions, and constantly and 
constructively revisiting financial assumptions.  G

GOVERNING Guide to Financial Literacy32

1 Jeffrey L. Barnett and Phillip M. Vidal (2013), “State and Local Finances  
Summary: 2011,” U.S. Census Bureau, www2.census.gov/govs/local/ 
summary_report.pdf

2 Barnett and Vidal, ibid

3 State income tax brackets and rates are available at the Tax Foundation:  
http://taxfoundation.org/article/state-individual-income-tax-rates

4 Barnett and Vidal, ibid

5 For more on Proposition 13, its origins and its implications, see  
http://taxfoundation.org/blog/prop-13-california-35-years-later 

6 Barnett and Vidal, ibid

7 U.S. Government Accountability Office (2012), “State and Local Governments 
Fiscal Outlook: April 2012 Update,” www.gao.gov/assets/590/589908.pdf

8 Barnett and Vidal, ibid

9 National Association of State Budget Officers (2013), Fiscal Survey of the States, 
Fall 2013, www.nasbo.org/sites/default/files/NASBO%20Fall%202013% 
20Fiscal%20Survey%20of%20States.pdf

10 Board of Governors of the Federal Reserve System, Financial Accounts of the 
United States, March 6, 2014, p. 98, www.federalreserve.gov/RELEASES/z1/
Current/z1r-4.pdf

11 The National Council for Public-Private Partnerships, “CH2M HILL Seattle 
Cedar Water Treatment Facility,” www.ncppp.org/resources/case-studies/water-
wastewater-infrastructure/ch2m-hill-seattle-cedar-water-treatment-facility/

12 American Society of Civil Engineers (2013), Report Card for America’s  
Infrastructure, www.infrastructurereportcard.org/a/#p/home

13 U.S. Census Bureau (2012), Survey of Public Pensions, http://factfinder2.
census.gov/faces/tableservices/jsf/pages/productview.xhtml?src=bkmk

14 U.S. Census Bureau, ibid 

15 Alicia Munnell, Jean-Pierre Aubry, Joshua Hurwitz, and Laura Quinby (2012), 
“The Impact of Long Vesting Periods on State and Local Workers,” Center for 
Retirement Research at Boston College, http://crr.bc.edu/wp-content/ 
uploads/2012/11/slp26.pdf

16 Michael Corkery (2012), “Calpers May Cut Target Return,” Wall Street Journal, 
http://online.wsj.com/news/articles/SB1000142405270230453790457727957
2284025222

17 Pew Charitable Trusts (2013), “A Widening Gap in Cities: Shortfalls in Funding 
for Pensions and Retiree Health Care,” http://online.wsj.com/news/articles/SB1
0001424052702304537904577279572284025222; Pew Center on the States 
(2012), “The Widening Gap Update,” www.pewstates.org/uploadedFiles/PCS_ 
Assets/2012/Pew_Pensions_Update.pdf

18 This framework is adapted from Dean Michael Mead (2005), “A Manageable 
System of Economic Condition Analysis for Local Governments” in Public  
Financial Management, edited by Howard A. Frank (New York: CRC Press) 

ENDNOTES

Page 292



GOVERNING Guide to Financial Literacy 33

  Term   Definition

Basis of  
Accounting  

Method for tracking revenues and expenses; most common are cash basis and modified accrual.

Bond Insurance Contract that guarantees the owners of a bond will receive interest payments if the issuer defaults.

Business  
Improvement District

Geographic area where property owners agree to pay additional taxes to fund parking structures, street 
improvements and other public projects to improve local business conditions.

Capital Budget A government's plan to fund capital projects; the capital budget is usually separate from the operating 
budget.

Capital Project A project that will produce an asset with a useful life of more than one to two years; most common are 
roads, bridges, water treatment facilities and other infrastructure.

Conduit Financing Financing method where a government issues debt on behalf of a nonprofit or for-profit entity; common in 
economic development, affordable housing and industrial development.

Cost Function Relationship between the total cost to provide a service and the number of units provided.

Credit Rating/
Bond Rating

Grade that informs investors of the likelihood a bond issuer will default; ‘AAA’ or ‘Aaa’ ratings imply virtually 
no chance of default.

Debt Capacity Amount of debt a government can repay over time without changing current service levels.

Defined Benefit Pension arrangement where payments to retirees are pre-determined and fixed.

Defined Contribution Pension arrangement where payments to retirees depend on the value of their retirement savings.

Direct Cost Factors that contribute exclusively to the total cost of one service; for example, a police detective’s salary is 
a direct cost for crime investigation services.

Discount Rate A number applied to future cash flows to express them in today's dollars; in pensions, future required 
benefit payments are discounted to identify today's required contribution. 

Fiduciary A legal obligation to act on behalf of someone else; policymakers have a fiduciary duty to  
safeguard public money.

Fiduciary Fund Fund containing resources a government holds and disburses for another entity; examples include trust 
funds for unclaimed property or taxes collected for another unit of government.

Financial  
Resources Basis

Alternate term for modified accrual basis of accounting; emphasizes that modified accrual basis reflects a 
government's near-term financial resource flows.

Fixed Cost Cost that does not depend on the volume of service provided; examples can include salaries, insurance, 
debt service, etc.

Full Cost Cost of a service that includes both direct and indirect costs to produce that service.

Fund Balance Difference between assets and liabilities in a governmental fund; reveals the accumulated effect of a 
government’s past general fund surpluses and deficits.

PUBLIC FINANCE DEFINED 
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  Term   Definition

General Obligation 
Bond (GO Bond)

Municipal bond backed by a government’s “full faith and credit;” local and state government general  
obligation bonds are typically backed by property and income taxes, respectively.

Indirect Cost Cost that is not directly accountable to an individual service; for example, the electricity necessary to run 
a copier machine is an indirect cost.

Lease Revenue Bond Financing method where a government or nonprofit issues bonds to acquire a capital facility, leases that 
facility to another government, then repays the bonds with the lease payments.

Marginal Cost Cost to produce the next unit of a service; marginal cost usually decreases as the volume of service 
increases. 

Net Assets Difference between assets and liabilities in a governmental fund; often mentioned as an indicator of  
government fiscal health; most commonly discussed is general fund balance.

Non-Tax Revenue Difference between assets and liabilities for all governmental activities or business-type activities; reveals 
key components of a government's long-term financial condition.

PILOT Payment in Lieu of Taxes; payment from an organization that does not pay property taxes, such as a  
university or hospital, to a local government for public services received.

Profitability When revenues exceed expenses; for governments, annual increases in net assets are the most common 
indicator of profitability.

Property Tax Tax on the value of real estate; most local governments levy property taxes to fund public safety, parks and 
other basic public services.

Proprietary Fund Accounting treatment for government business-type activities.

Qualified Audit Opinion The result on a financial audit where the auditor determines the government's financial statements fairly 
represent its actual financial position.

Rainy Day Fund Savings intended to minimize the effect of a recession on government spending; most states and  
municipalities “spend down” their rainy day funds when revenues are less than expected.

Rebudgeting Changes to budgeted revenues and spending during the fiscal year; most rebudgeting  
happens at mid-year.

Revenue Bond Municipal bond backed by specific revenue streams related to the purposes of the borrowing; for example, 
most sewer revenue bonds are repaid with sewer user charges.

Solvency A government’s capacity to generate the financial resources needed to cover its long-term obligations; a 
government without this capacity is “insolvent.”

Tax Exemption Reduction or elimination of a tax obligation; for example, most nonprofit organizations are exempt from 
paying local property taxes and state sales taxes.

Underwriter In a municipal bond sale, the financial institution that purchases the bonds from government, and then sells 
those bonds to clients.

Variable Cost Cost that varies directly with the volume of service provided; examples include mileage and commodities.
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INTRODUCTION

Your government’s 
finances are a 
lot like a famous 
Italian opera.

Great opera is a beautiful, 
elaborate production put 
on by talented, dedicated 
professionals. It doesn’t 
take a trained eye or ear 
to respect the effort and 

commitment it demands. But it’s also in a foreign language, and it’s 
full of traditions, customs and unspoken rules most casual fans don’t 
understand. So if you’re like most of us, you can’t tell an excellent  
opera from an average one, but you’re willing to trust the 
connoisseur sitting next to you. 

As a government leader and decision-maker, you don’t need to 
be an expert on your government’s finances, but you do need to have 
your own opinion. You also need to be able to speak confidently 
about your government’s overall financial health. 

Financial health is a difficult subject because your government’s 
finances are complex. The basic question, “Is this government 
financially healthy?” is really several questions wrapped into one: Did 
it collect all the money it expected to collect? Did it spend more than it 
expected to spend? Did it use dedicated or “earmarked” resources for 
their intended purpose? How much of the money it will collect in the 
future is already claimed for future spending needs? There are several 
financial documents that answer these questions; however, separating 
vital information from the non-essential details can be difficult. 

At the same time, financial statements are only part of the story. 
To really know your government’s financial health, you’ll need to 
know how decisions about everything from information technology 
systems to road repairs to pension benefits affect the bottom line.  
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This Guide is organized into three sections. The first section covers the basic definitions, concepts and 
other technical information relevant to financial health. It also includes some quick reviews to help you brush 
up on basic public finance and governmental accounting concepts. The second section addresses how we 
determine financial health. It covers the different metrics, systems and benchmarks governments use to assess 
and communicate financial health to stakeholders. The third section is an overview of the biggest threats to state 
and local government financial health, and how some jurisdictions are addressing those threats. It focuses on the 
policies, strategies and systems that you, as a policymaker, should consider for improving financial health. G

1Financial health is  
more than a grade.  

It’s a multifaceted concept with trade-offs, 
contradictions and other complexities. No single grade 
or rating is a comprehensive representation of financial 
health. However, it’s not so complex that it can’t 
be defined or measured. The hard part is striking a 
balance between too much complexity and not enough.

2 Financial health is more 
than a balanced budget. 

Good budgeting is an essential part of financial health. 
If a government cannot plan to live within its means, 
and follow that plan, it will not sustain financial 
health. However, budgets are short-term plans. Even  
a balanced budget can mask long-term financial 
health problems.

3 Financial health requires 
a focus on context. 

Financially healthy governments understand how 
economic conditions, the legal environment and 
political climate shape their financial health. They 
see how subtle changes in that environment will 
affect revenue collections and long-term demand for 
services. They have a long-term financial plan based 
on the environment and context in which they operate.  

4 Financial health 
demands effective 

    financial information  
    systems.  
Today, smartphones and cloud computing are the 
norm. By that standard, many states and localities 
manage their money with ancient technology. 
A government’s finance systems should, at a 
minimum, allow staff to answer basic questions, 
including: Where is our cash? How many jobs 
are currently vacant? Is a department at risk of 
overspending its budget? These systems are 
smart investments that can help ensure financial 
health.   

5 Financial health is 
everyone’s responsibility.  

It is as much about internal processes and 
staffing patterns as it is about rainy day funds 
and budget variances. Effective operations 
management empowers staff to focus on 
cost savings, efficiencies and other essential 
components of financial health.

This Guide focuses on five simple principles:
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6

1 2 3

Financial Health 2015-2025 

The Top 3 Biggest Threats 

Infrastructure  
costs 

54%

Insufficient  
revenue 

50% 

Personnel  
costs 

39% 

In a Governing Institute survey, state, county and city government leaders  
reported their jurisdictions’ current financial health as strong, but expected it  
to decline over the next decade.  

Financial Health 
at a Glance

Source: Governing Institute Financial Health Survey, April 2015

22% Excellent 24% Excellent

8% Poor 11% Poor

1% Very bad 1% Very bad
18% Average 18% Average

0% Do not know 2% Do not know

51% Good 44% Good

Current Future
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Nearly three-quarters of the respondents reported their jurisdiction’s current financial health as  
excellent or good, while only two-thirds thought that would be the case a decade from now.

Large unpaid bills loom on the horizon.
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How effective 
are efforts 
to connect 
with citizens 
over financial 
health?

Most Popular Ways to Get the Word Out About Financial Health

Annual public  
financial report

75%

Website

 
69%  

Press  
releases

46%  

Social  
media

23%  

Effective
40%

Somewhat 
effective
27%

Neither 
effective nor 
ineffective
16%

Highly  
effective
7%

  
Ineffective
4%

  
Not applicable
2%

  
Do not  
know 
4%

1SECTION
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9

Financial health is often used alongside words 
such as fiscal health, financial condition, finan-
cial outlook and fiscal fitness. These terms all 
mean something slightly different, but they all 
speak to the same set of concepts. Through-
out this Guide we will use the term “financial 
health” to encompass all of these related terms. 

Public finance experts have defined financial health 
dozens of ways, but they all point toward the same 
basic idea. That is:

 
A state or local government 
is financially healthy 
if it can deliver the 
services its citizens 
expect, with the resources 
its citizens provide, 
now and in the future. 

The core idea here is that government finan-
cial health is about the ability to deliver services 
citizens want. This is quite different from the 
private sector where a company is considered 
financially healthy if it is profitable and is expect-
ed to remain profitable for the next year or two. 
Citizens expect state and local governments to 
deliver essential services for decades to come. To 
do this, governments must invest in infrastructure, 
set money aside for pensions and other future 
obligations, and take many other steps to ensure 
they can deliver services in the future. If they fail 
to do these things they are not financially healthy. 

This seems simple enough, but it’s complicated  
by three factors:

1. Tastes and preferences change.  
The services citizens want today might be  
quite different from the services they want  
tomorrow. Twenty years ago, no one expected 
state and local governments to fight climate 
change, promote international trade or broaden 
access to healthful food. Massive policies  
and programs like these were left to the  
federal government. What citizens consider  
essential services often changes. How 
they’re willing to pay for services can also 
change. In government financial health, 
the past is not always prologue.

2. Time matters. If a government pushes  
its payments on bonds, pensions and other  
obligations 20 years into the future, its  
5- to 10-year financial health will look  
much better. If it spends money to maintain  
its infrastructure today, it weakens its  
near-term health in exchange for better 
long-term health. Because of these 
trade-offs, financial health has a lot to 
do with how we define “the future.”

3. Can’t control the uncontrollable.  
State governments, and local governments  
in particular, can’t control many of the  
factors that directly impact their financial  
health. They can do little, if anything, to  
affect federal government policies, economic  
recessions, natural disasters and many other  
important influences. These are essential  
financial health considerations.

First and foremost, let’s define financial health.

2SECTION

FUNDS:  
Stand-alone 
groups of accounts 
within a 
government

finance defined:
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For these and many other reasons, when we 
think about state and local government financial 
health, it’s essential to keep a few points in mind. 
The first is that conversations about a government’s 
financial health should happen in a context. How 
does your jurisdiction’s financial health compare to 
governments with similar political and economic 
circumstances? How have its key financial health 
indicators changed over time? How did it change in 
response to a major change in federal government 
policy, or some other major external influence?

Secondly, government financial statements are 
complex because they present different types of 
information that assume different time frames. 
Some of the most popular financial indicators, 
such as fund balance levels, are focused on the 
short term. They tell us about a government’s 
ability to meet its spending needs during the next 
fiscal year. Others, such as coverage levels, tell 
us about its ability to meet spending needs over 
the next several decades. To properly assess a 
government’s financial health, you need indicators 
that cover both the near and long term. 

Lastly, there’s nothing wrong with summarizing 
financial health with a single letter grade or number. 
However, discussions about financial health often 
end there when that’s where they should begin. Your 
job as a policymaker is to know your jurisdiction’s 
financial health, but more importantly, to know the 
story behind it. What are its main drivers? What 
explains a recent improvement or downturn? How 
is it connected to dynamics in the local, regional 
and international economy? How does it, or could 
it, respond to a major policy change that you lead? 

Once we take all of these considerations into 
account, we arrive at a simple model or rep-
resentation of financial health in practice. 

The Components of Financial Health
Financial health has three main components. 

To understand a government’s financial health, we 
need to understand each component individually 
and how each component interacts with the others:

1. Financial position is a government’s ability 
to pay its bills as they come due. A govern-
ment’s financial position is strong if it has plenty 
of cash and other liquid resources available. With-
out those resources it will have to borrow mon-
ey, delay payments or liquidate some of its other 
assets, all of which carry significant financial costs. 
Some bills might be unexpected, such as legal 
settlements or emergency infrastructure repairs. 
A strong financial position means a government 
is prepared for these and other contingencies. 

2. Financial performance is how well a 
government’s typical revenues cover its 
typical expenses. In the private sector this is 
called profitability. For state and local governments 
it’s more complex. No doubt, government services 
should generate enough revenue to cover most or 
all of a government’s costs. In many cases this is 
possible, such as with public utilities or state parks. 
But for many essential services it’s not. Citizens do 
not expect to get a bill when they call the police. 
Children do not pay for health care they receive 
through the state Medicaid program. Citizens pay for 
these services through general revenues such as local 
property taxes and state income taxes. These are 
some of the most important and expensive services 
governments offer. For that reason, states and 
localities think about financial performance quite 
differently than their private sector counterparts. 

Government Accounting 101
The most important concept in governmental 
accounting is the “fundamental equation.” It  
states that a government’s assets must equal  
its liabilities plus its net assets.

An asset is anything the government owns that 
has value, such as cash, equipment or buildings. A 
liability is money the government owes someone 
else, such as unpaid invoices or pension liabilities. Net 
assets — or fund balance, in some circumstances 
— is the difference between assets and liabilities. 
Growth in net assets over time is a good indicator 
of financial health. Governments report this 
information in several different balance sheets.

Assets

Liabilities

Net Assets
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3. Solvency is a government’s ability to pay  
bills that will arrive in the future. There are  
three types of solvency:

Cash solvency is whether a government has enough 
cash on hand to cover expenses that will come 
due in the very near future, usually in the next 
60 to 90 days. This is the definition of solvency 
that typically applies to bankruptcy. If the entity 
in question does not have enough cash to pay its 
bills currently due, and if it cannot generate cash 
by imposing new fees or selling assets, then it is 
insolvent and eligible for bankruptcy protection.

Long-term solvency is the government’s ability 
to generate the revenues it will need to cover 
its long-term spending needs. In other words, 
assuming there are no major changes to its tax 
rates or other revenue policies, a government 
is long-term solvent if it can generate enough 
revenue to cover the principal and interest on its 
outstanding debt, its obligation for pensions and 
retiree health care, its infrastructure investment 
requirements and other long-term spending needs.

Service-level solvency is whether the government 
has the capacity to continue to deliver basic services 
in the face of major changes in its economic and 
political circumstances. Its tax base should be 
able to withstand the loss of a major employer or 
industry. Its tax structure should allow it to capture 
enough revenue to pay for the transportation, 
public safety and other service demands that come 
with new growth. And its policies and the political 
culture should be able to adapt to a changing 
economy by delivering services through public-

private partnerships, cross-jurisdictional sharing 
and other alternative service arrangements.

To truly understand your government’s financial 
health you must know how the three main compo-
nents of financial health interact. Sometimes these 
interactions are a cycle of virtue. For example, strong 
financial performance means a government is more 
likely to end the year with a budget surplus. That 
surplus becomes cash that improves the govern-
ment’s financial position. If its financial position 
is strong, it can borrow money at lower interest 
rates to finance routine infrastructure mainte-
nance, which improves its long-term solvency. 

This cycle can also be destructive. A govern-
ment with a weak financial position is more likely 
to borrow money to cover its short-term spending 
needs. Some of its revenues will then be diverted 
to pay the interest on that borrowed money. With 

Model of Government  
Financial Health

There is a fourth type of solvency — budget solvency. A government is budget solvent 
if its budgeted revenues meet or exceed its budgeted spending. Most state and local 
governments are required by law to pass a balanced budget that meets this basic 
criterion. At the surface it would seem that budget solvency and financial health 
go hand-in-hand. Unfortunately, this is often not the case. Why? Because budgets 
are based on assumptions, and those assumptions don’t always square with reality. A government 
can balance its budget by planning for new cost savings or efficiencies, by shifting spending 
responsibilities to another level of government, or by suspending payments on long-term obligations 
such as pensions or infrastructure maintenance.1 Many also adjust their budgets throughout the fiscal 
year. Over time, these “budget tricks” can turn a temporary gap between revenues and spending into 
a permanent gap, or “structural budget deficit.” 

Budgets and Financial Health: Proceed With Caution

Financial  
Position

Solvency

Financial 
Performance

GOVERNING Guide to Financial Literacy | Volume 2
Page 307



12

fewer revenues, financial performance weakens and 
it’s more difficult to improve financial position over 
time. States that depend heavily on income taxes, 
such as California, or severance taxes from natural 
resources, such as Alaska and Wyoming, struggle 
with this problem because those revenues are dif-
ficult to predict.2 In fact, California voters recently 
approved the creation of a mandatory state rainy 
day fund to bolster their state’s financial position.3  

Some governments are strong on one component 
but weak on others. For instance, many small munic-
ipalities have robust financial positions, sometimes 
holding cash and other liquid assets equal to more 
than a year of their annual spending. At the same time, 
they have large unfunded infrastructure needs that 

are a major drag on their long-run finan-
cial position. This often happens because 
voters are sensitive to property taxes. If local 
property values increase, the government 
will collect more property taxes even if it 
does not change its property tax rate. At the 
same time, many taxpayers oppose new taxes 
or increases to existing tax rates to fund new 
programs or infrastructure. Most govern-

ments cannot “save up” enough to pay for infrastruc-
ture projects with cash, so those spending needs go 
unmet while, ironically, more cash goes in the bank. 
The opposite is true of governments that have invest-
ed heavily in infrastructure, but have little, if any, free 
or “slack” resources to bolster their financial position.

The central challenge with financial health is that 
these interactions are a bit different for every gov-
ernment. That’s why, once again, context matters. 
It’s crucial to think of your government’s financial 
health relative to other governments with similar 
economic, political and demographic characteristics.

The Status of Financial Health Today
What do we know about state and local government 

financial health today? First, there’s a lot of optimism. 
According to a recent Governing Institute survey 
conducted for this publication, more than 70 percent 
of state and local government decision-makers 
believe their jurisdiction’s financial health is 
excellent or good. Approximately 90 percent of those 
same officials believe their government’s financial 
health will be the same or better in 10 years.4   

We also know the Great Recession hurt, but 
spared states and localities permanent damage. 
Consider the trends shown in the figure titled 
“Trends in Select Local Government Financial 

Health Indicators” on page 13. It shows nationwide 
financial health trends before, during and after 
the recession. In this case, financial position is 
a government’s fund balance as a percentage of 
its annual spending; financial performance is the 
annual change in its net assets; and solvency is 
how much its overall revenues exceeded its overall 
expenses as a percentage of its overall expenses. 
This figure is a plot of the averages of these measures 
for a national sample of just less than 1,000 local 
governments. Small governments are defined here 
as having populations less than 100,000 people 
while large governments are defined here as 
having populations of more than 100,000 people. 

The Shrinking  
Fiscal Policy Space
Flexibility is a big part of financial health. If 
financial circumstances change, it helps to 
have the latitude to take raise taxes, trim 
spending on social services, renegotiate 
labor contracts or other corrective action. 

Many states and localities don’t have that 
latitude. Their state constitutions require voter 
approval of any new taxes. They have large 
numbers of vulnerable citizens who literally 
can’t live without basic public services. Their 
labor contracts, pensions and other benefits are 
protected by state law. Or they face massive 
unfunded mandates from other governments. 
Governments in these circumstances can’t 
do much to bolster their financial health. 

These constraints are known as the “fiscal 
policy space.”5 This concept is a useful way to 
think about the context for how to measure and 
manage your jurisdiction’s financial health. 
The fiscal policy space is also a powerful 
predictor of financial health. Research has 
shown that throughout the past two decades 
virtually every state and local government 
in the U.S. has seen its fiscal policy space 
narrow. For local governments that depend 
on support from their state government, this 
problem is even more acute. That’s why it’s not 

surprising that half of the Governing 
Institute survey respondents cited 
insufficient revenue as a major 

threat to their future financial health. 

ASSET:
Anything that has 
value, such as  
cash, inventory, 
equipment, and even 
infrastructure, such 
as roads and bridges

finance defined:
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1 Do we routinely review our financial health? 
 If not, do we rely on analysis from the state  

 government, a think tank, a research institution or  
 some other source?  

2  Do we use a formal definition of near-term and 
long-term financial health? If not, why?   

3 Do financial staff have a regular, formal  
 opportunity to explain noticeable changes in  

 our financial health? 

4 When financial health changes noticeably, is  
 it due to an increase in mandated spending?  

 Expiration of a grant or loss of a revenue source? 
 The addition of a new service? A change in  
 management practice, staffing or technology?  
 Economic recession or expansion?

5 How much do we depend on federal resources   
 to deliver our core services? For state  

 governments, how much of our annual spending 
 is related to Medicaid? For local governments,  
 how much do we depend, both directly and  
 indirectly, on state shared revenue, federal grants 
 and other sources? Have we established plans? 

6 Is our fiscal policy space shrinking or  
 expanding? If it’s shrinking, how will that affect 

 the financial choices available to us in the future?

Essential Questions: 
Defining Financial Health

The figure highlighting trends in government 
financial health indicators shows that financial  
performance and solvency dropped a bit, mostly 
because revenues consistently fell short of expecta-
tions during the Great Recession. At the same time, 
financial position, one of the most closely watched 
financial health measures, didn’t change much. For 
state governments, these figures are quite similar.6  

Some more recent numbers indicate financial 
performance and solvency are also back on the rise. 
According to the National League of Cities, more 
than 80 percent of city finance officers believe 
their government is better able to meet spending 
needs now than it was in the recent past.7 Recover-
ing revenues are a big part of that improvement.

However, there’s plenty of cause for concern.  
According to the Governing Institute survey, more 
than half of state and local government decision-
makers believe infrastructure investment — or the lack 
thereof — is the biggest threat to their government’s 
financial health. A variety of studies also show that 
more than two-thirds of state and local governments 
slowed or stopped spending on infrastructure during 
the Great Recession.8 In the meantime, the federal 
government has significantly scaled back its own 
spending on state and local infrastructure projects. 
So even though financial position and financial 
performance have improved, there are looming 
concerns about long-term financial health. G
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That’s why we typically talk about financial health 
measurement “systems.” These systems pull together 
information from financial statements, budgets, eco-
nomic and demographic information, and other sources 
into a summary assessment. Of course, no system is 
perfect. Each has advantages and disadvantages.

There are two basic types of systems: retrospective 
and prospective. Retrospective systems use existing 
data to say something about a government’s current 
financial health. Prospective systems use that informa-
tion to forecast a government’s future financial health. 
Your government should have a system to evaluate 
its own financial health. Ideally, that system includes 
both retrospective and prospective elements.

Retrospective Systems
Most of the financial health measurement systems 

in use today are retrospective. They share similar 
features, including:

They’re based mostly on information 
from audited financial statements. 

They combine financial information 
into summary measures, usually in the 
form of mathematical ratios.

They compare — or benchmark —  
those ratios across governments with 
similar population, wealth and other 
characteristics.

They report a grade or other summary 
measure. 

The 10-Point Test. The original retrospec-
tive system is the 10-Point Test. It is designed to 
speak to financial position, financial performance 
and solvency in a comprehensive but simple 
measurement system. Parts of the 10-Point Test 
have evolved over the years, but the basic mea-
surements and concepts have not changed. Most 
of the financial health assessment systems used 
today are patterned off of this original test.

As the name suggests, the test is based on 10 
measures from a government’s basic financial 
statements. “Short-run financial position” 
and “liquidity” cover financial position. Two 
measures — “net asset growth” and “operat-
ing margin” — cover financial performance. 
Budget solvency is covered by “own source 
revenues” and “revenue sufficiency.” “Debt 
burden,” “coverage 1” and “coverage 2” speak 
to long-term solvency. Service-level solvency 
is difficult to measure but is roughly captured 
through “capital asset condition.” The table 
on page 16 titled, “The 10-Point Test of Govern-
ment Financial Health,” explains how to 
compute and interpret these ratios.9  

The original 10-Point Test followed 
a simple scoring methodology. For 
each measure, if a government’s ra-
tio was better than 75 percent of all 
other governments (i.e., at or above 
the 25th percentile) it scored 
two points. It scored 
one point 

Given the complexity of financial health, 
a good measurement strategy is simple 
and intuitive, but multifaceted. 

3SECTION

RETRO-
SPECTIVE 
SYSTEMS:  
Financial systems 
that use existing 
data to say  
something about  
a government’s  
current financial 
health

finance defined:
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The 10-Point Test of Government Financial Health
  Measure   Ratio (expressed as equations) Financial Health Component Ratio Interpretation

Short-Run  
Financial Position

Unassigned General Fund 
Balance / Total General Fund 
Revenues

Financial Position A higher ratio suggests  
larger reserves for dealing 
with unexpected resource 
needs in the long run.

Liquidity Total General Fund Cash and 
Investments / (General Fund  
Liabilities - General Fund  
Deferred Revenues)

Financial Position A high ratio suggests a 
greater capacity for paying 
off short-term obligations.

Net Asset Growth Change in Governmental 
Activities Net Assets / Total 
Governmental Activities Net 
Assets

Financial Performance A high ratio suggests  
annual costs are being 
adequately financed and 
the financial condition is 
improving.

Operating Margin (Revenue for Governmental 
Activities / Total Governmental 
Activities Expenses) X - 1

Financial Performance A low ratio suggests  
basic government services 
are more self-sufficient 
through charges, fees  
and grants.

Own Source 
Revenues

Primary Government Operating 
Grants and Government  
Revenues / Total Primary  
Government Revenues

Financial Performance/ 
Budget Solvency

A low ratio suggests  
the government is 
not heavily reliant on 
intergovernmental aid.

Near-Term Solvency (Primary Government  
Liabilities - Deferred  
Revenues) / Primary  
Government Revenues

Budget Solvency A low ratio suggests  
outstanding obligations  
can be more easily met  
with annual revenues.

Debt Burden Total Outstanding Debt for 
the Primary Government /
Population

Long-Term Solvency A low ratio suggests  
less burden on taxpayers 
and greater capacity for 
additional borrowing.

Coverage 1 Debt Service / Non-Capital  
Governmental Funds  
Expenditures

Long-Term Solvency A low ratio suggests  
general governmental  
long-term debt can be  
more easily repaid when  
it comes due.

Coverage 2 Enterprise Funds Operating 
Revenue + Interest Expense /
Interest Expense

Long-Term Solvency A high ratio suggests 
greater resource availability 
for repaying the debts from 
enterprise activities as  
they come due.

Capital Asset 
Condition

(Ending Value of Primary  
Government Capital Assets 
- Beginning Net Value) /
Beginning Net Value

Long-Term Solvency/  
Service-Level Solvency

A high ratio suggests a  
government is keeping pace, 
on average, with the aging of 
its capital assets.

GOVERNING Guide to Financial Literacy | Volume 2
Page 312



if it was better than 50 percent of other gov-
ernments, and zero points if was better than 25 
percent. If it was in the bottom 25 percent, it 
received one negative point for that measure. 
A government that outperforms its peers can 
earn up to 20 points on the 10-Point Test. 

The 10-Point Test is timeless because it’s compre-
hensive but simple. It speaks to all three dimensions 
of financial health with just a few numbers. That 
said, any system based entirely on financial state-
ments will have several drawbacks. Among them:

It causes financial reporting lags. According to 
the Governmental Accounting Standards Board 
(GASB), a typical state or local government takes 
six to nine months to produce its annual financial 
statements.10 The implication for financial health 
measurement is clear: Financial ratios tell us about 
financial activity that happened a long time ago. 

The 10-Point Test and financial statements do not 
effectively measure cash solvency. Measures like 
short-run financial position and liquidity are taken 
from a government’s balance sheet. The balance sheet 
is a snapshot; it describes asset and liability levels at 
a specific moment in time. But a government’s cash 
flows are dynamic: They ebb and flow throughout 
the year as taxes are collected and dispersed, as 
grant dollars arrive, and as the government pays 
its employees and vendors. To really understand 
your government’s cash flow needs you have to see 
regular reports — ideally monthly or quarterly — on 
cash inflows and outflows. It’s difficult to do that 
analysis from basic financial statements alone.

Ratios based on financial statements don’t 
account for transfers of resources within 
the government. For example, many state and 
local governments are allowed to move money 
from their public utilities funds to their general 
fund. This will improve the general fund’s finan-
cial position, but that improvement is unrelated 
to the general fund’s assets and liabilities. 

State Fiscal Monitoring Systems. The 10-Point 
Test is the basis for a second broad category of 
retrospective financial health measurement systems: 
state fiscal monitoring systems. Many states have 
the power to intervene on behalf of a local govern-
ment that is struggling with major financial prob-
lems. According to the Governing Institute survey, 

There is no correct financial health measure. In 
fact, a 2012 study commissioned by The Civic 
Federation in Chicago found state fiscal health 
monitoring systems collectively use more than 
100 different measures to capture the three main 
dimensions of financial health.12  

State and local public officials see it differently. 
When asked to identify the financial health 
indicators they rely on the most, 82 percent cited 
the general fund balance and 46 percent cited 
bond ratings. No other measure received more 
than 25 percent of responses. For better or worse, 
fund balance is king.

Fund balance is a good measure of budget 
solvency and financial performance. It grows when 
revenues exceed expenses and it shrinks when 
they don’t. It also speaks to financial position 
and liquidity because governments can use fund 
balance to meet unexpected spending needs. 
Some even see it as a measure of fiscal discipline 
because it’s difficult for policymakers to resist the 
temptation to spend it. However, 
it’s only one measure, and it 
has little to do with long-term 
solvency. So while general fund 
balance is useful, always keep 
in mind it’s just a small piece 
of your government’s overall 
financial health.

For Better or Worse,  
Fund Balance is King

17

42 percent of respondents believe that if a local 
government’s financial health is failing, the state 
should intervene. That intervention can include any-
thing from technical assistance to the state seizing 
control of the local government’s daily operations.11 
Almost all states that have this power use finan-
cial health measurement systems to identify local 
governments that are, or might be, on the verge of 
severe problems. Local officials in states with these 

42% of Governing Institute survey  
respondents believe that if a local  
government’s financial health is  
failing, the state should intervene.
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10 Financial Health Red Flags
A big part of financial health is knowing what not to do. Below are a few common red flags that point to 
much larger problems with a state or local government’s financial policies, procedures and systems:  

1 Uncashed 
checks 

These can be lost, 
stolen or misused.

5Vendors  
with a lot  

of outstanding 
payments
This may indicate  
unauthorized or  
unnecessary work 
performed by people 
outside of your agency.

3 No procedures to verify  
cash in the bank with  

cash on the balance sheet
Unauthorized cash disbursements  
are a major source of fraud.

2 Failure to  
withhold  

payroll taxes
Federal and state  
authorities will eventually 
demand full payment with 
interest.

systems are acutely aware of how the state monitors, 
evaluates and ultimately grades its financial health.

Examples include:
• New York State’s Office of the Comptroller 

launched its Fiscal Stress Monitoring System in 
2013. It includes nine financial indicators, all from 
audited financial statements, and eight environ-
mental indicators, such as changes in population, 
property values and unemployment. The system 
includes a rubric that converts those indicators 
into a fiscal stress score. As of September 2014, 
15 localities were in a state of “Significant Fiscal 
Stress,” 11 were rated as having “Moderate Fiscal 
Stress” and 25 were “Susceptible to Fiscal Stress.”13 

• Michigan revamped its local fiscal oversight 
system in 2012. That system, run by the state 
treasurer, now includes 19 different indicators, 

including new measures of cash solvency.14 If a 
local government scores high enough on a fiscal 
stress indicator index it is placed on a watch list. If 
it remains on the watch list it becomes a candidate 
for additional state intervention, including the im-
position of a state-appointed emergency manager.

• In Florida, the auditor general requires local gov-
ernments to design their own financial condition 
assessment system based on suggested measures 
from their financial statements. That system is 
then reviewed as part of the government’s inde-
pendent financial audit. The independent auditor 
reports any concerns to the auditor general.15 

• North Carolina’s state treasurer maintains one 
of the most thorough and, arguably, effective 
systems in the country. That system includes 
several different measures of financial position, 
financial performance and solvency taken from 

4 No procedures  
to verify that  

vendors exist
Payments to fake vendors  
are also a major source of fraud.
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6Paychecks sent to 
retirees, terminated 

employees or deceased 
employees
Good payroll audit procedures  
should prevent this.

7Benefit payments 
to ineligible  

retirees, family  
and friends
Without proper procedures, 
it’s easy to lose track of  
who is eligible.

8Individual  
departments/

agencies main-
taining their own 
checking accounts
This allows staff to  
create unauthorized  
bank accounts in the 
government’s name. 

9Financial audit identifies  
a material weakness  

on internal controls
This indicates a major problem with 
financial policies or procedures and 
requires immediate attention.

10Staff are not trained 
on new financial 

systems or policies
Small mistakes over time by 
well-intended staff can add up to 
big financial problems.

audited financial statements. It also allows 
users to benchmark their government against 
other governments of their choosing.16  

Financial Health Self-Assessments. No doubt, 
state oversight systems produce useful informa-
tion. If your government is part of one, you should 
familiarize yourself with the information it offers 
about you and your peer governments. However, 
these systems are not a substitute for your own 
periodic financial health self-assessment. With a few 
exceptions, most of these systems do not properly 
account for context. They create groups of local 
governments on broad criteria like population, but 
they usually ignore far more important factors such 
as local wealth, tax base and the authority to raise 
local revenues. Moreover, it’s not always clear what 
these systems are designed to accomplish. A few 
states have broad authority to assist or even take over 
struggling local governments. But most states don’t. 
Proponents of these “non-intervention” monitoring 
systems argue that publicizing a local government’s 
financial struggles will encourage its residents to 

take their own corrective action. But at the moment 
it’s not clear if and when that approach works.

You will serve your government much more 
effectively if you encourage it to develop its own 
financial health monitoring system. A good place 
to start is the International City/County Man-
agement Association’s (ICMA) Financial Trends 
Monitoring System (FTMS).17 It is one of the few 
retrospective systems that incorporates infor-
mation from governments across the country. 

This system is popular because of its focus on  
context. It includes a mix of 23 different indicators 
explicitly designed to measure all three elements of 
financial health. Local governments that participate 
in it agree to have their financial health benchmarked 
against a peer group of governments with a similar 
population, tax base and service demands. To that 
end, members also receive periodic reports on their 
financial health relative to those peers. Perhaps most 
important, members agree to share the story behind 
those numbers. They routinely communicate with 
each other about how key management and policy 
decisions have affected the financial ratios over time.
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This system was popular at a time when govern-
ment financial information was difficult to find and 
even more difficult to compare across governments. 
Comparisons are less of a challenge today as most  
local governments make their financial statements 
and other documents available electronically. That 
said, the FTMS remains popular, and its measurement 
strategy is one of the most influential in the industry.

Financial health self-assessment is not a one-size-
fits-all approach — each jurisdiction must  
develop its own system for an accurate assessment. 
For example, the city of Lawrence, Kan., launched 
its own financial health assessment system in 
2009. The main challenge when developing this 
system was finding appropriate comparison cities. 

Lawrence, with a population of 90,000, 
is home to the University of Kansas and 
sits on the far western edge of greater 
Kansas City, Mo. Like most mid-sized 
cities, it tends to compare itself to 
nearby cities. But for Lawrence it’s less 
useful to compare its financial health 
to its neighbors. Its population is more 
educated but also has a lower income 

level than most Kansas City suburbs due to its 
preponderance of students. The university and other 
cultural institutions employ a lot of people, but those 
institutions are exempt from most property and 
sales taxes. Lawrence needed a different approach.

To address this problem, it identified the 14 best 
comparison cities across the country matched on 
general population, youth population, per capita 
income and age of housing stock. Not surpris-
ingly, the best comparison cities are other stand-
alone, mid-sized college towns, including Iowa 
City, Iowa; St. Cloud, Minn.; Chico, Calif.; and 
State College, Pa. Lawrence compares 10-year 
trends in its financial health indicators to the 
same trends among these peer cities. According 
to the city auditor, who developed and manages 
this approach, the system has been well received 
and has helped focus policymakers’ attention 
on important emerging financial issues.19 

Prospective Systems
Financial health measurement based on 

financial statements is essential. But if the goal 
is to make policies today that improve financial 
health tomorrow, that style of measurement falls 
short. Arun Raha, an award-winning economic 
forecaster and former chief economist for the state 
of Washington, famously brought this problem to 
life by saying forecasting financial trends is “…like 
driving a car forward, looking only in the rear view 
mirror.”20 Circumstances today offer clues about the 
future, but we can really only guess what’s coming.

That’s where prospective systems fit in. These 
systems project future financial health from 

Thinking Ahead in Portland
Every other year the city auditor in Portland, 
Ore., publishes a performance audit of the city’s 
financial health. The analysis behind the audit is 
based on a system of 12 measures, including a 
mix of 10-Point Test-style indicators and broader 
economic factors such as the unemployment rate 
and tax base growth. It also benchmarks 10-year 
trends against similar trends for 6 other large West 
Coast cities.

Portland’s version of the financial health  
performance audit is unique because much  
of it is focused on questions about the city’s  
long-term solvency, including: Are the city’s  
unfunded pension and retiree health care  
liabilities higher or lower than peer cities?  

Is it investing enough in 
its capital infrastructure? 
Has it borrowed an appro-
priate amount of debt? It also 
contends with questions of ser-
vice-level solvency by asking if 
the city should consider deliv-
ering certain services through 
public-private partnerships or 
other non-traditional arrange-
ments, and if it should continue to 
deliver certain services at all.18 Portland’s  
model is one of the most thorough prospective  
measurement systems in state and local  
government today.

PROSPECTIVE 
SYSTEMS: 
Financial systems 
that project future 
financial health based 
on past trends in 
economic, financial 
and other measures

finance defined:

Best Practice
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1 Who do we consider our financial peers, and  
 why? Do we identify our peers on the basis of  

 geography? Demographics? Types of services 
 delivered? Or other factors? Would we draw  
 different conclusions about our financial health if 
 we compared ourselves to a different group of  
 governments?

2  How do we define a financial trend? Relative to 
 ourselves over time? Relative to a peer group? 

 Both? Would our financial trends look noticeably  
 different if we changed the time frame or context? 
 What are the strengths and weaknesses in how we 
 define those trends?  

3 How do we measure our cash solvency? Do staff  
 prepare periodic cash flow reports? Do we have a  

  person or team who monitors our cash position?

4 What are our main assumptions about how  
 changes in the local, regional and international 

 economy shape our financial health? Do we  
 routinely revisit and update those assumptions?     

5 What is our current credit rating, and what does 
it tell us about our overall financial health?  

 Have these ratings changed recently? If so, why?

Essential Questions:  
Measuring Financial Health

past trends in economic, financial and other 
measures. More specifically, they attempt to 
project solvency based on some understanding 
of the links between a government’s economic 
environment and its financial policies.

Credit Ratings. Credit ratings are the most  
widely discussed financial health measurement 
systems for state and local governments. They’re 
also one of the few prospective systems. That’s a  
big part of their appeal. 

The credit rating agencies – Moody’s, Standard 
& Poor’s and Fitch – answer a simple question: 
Will this government pay back a particular bond 
(or set of bonds) on time and in full? Bonds more 
likely to be repaid carry a higher rating, and those 
considered likely to be repaid carry lower ratings. 

To reach that conclusion the ratings agen-
cies analyze information from financial state-
ments, economic indicators, demographic trends 
and how much debt the government currently 
owes, among many other factors. Their goal 
is to forecast a government’s near-term finan-
cial position and long-term solvency. They 
do this analysis in different ways for different 
types of bonds, but every credit rating is a pro-
spective statement about financial health.

Credit ratings are a powerful influence on how 
we think about and manage our financial con-
dition. They are a clear and decisive statement 
about a government’s financial future. They’re 
also widely misunderstood and misused. 

Credit ratings on their own are not a good 
financial health indicator. They are meant for 
investors who want to know if they’ll get their 
money back. They are, at best, an indirect measure 
of whether a citizen can expect to receive the same 
package of services for the same basic tax rate. 

In fact, many state and local governments are 
only marginally healthy but have strong credit 
ratings. Why? Because if they encounter severe 
financial problems, their state constitution 

requires them to repay their bond investors 
before anyone else. This is one of many instances 
where credit ratings can be out of sync with 
overall financial health. This is not a criticism 
of credit ratings, but it is a caveat — they are, 
at best, a proxy for overall financial health. 

Unfortunately, outside of credit ratings there 
are few good examples of prospective financial 
health measurement systems. Some state and local 
governments convene round table discussions 
of business leaders and other financial experts. 
These discussions can help identify emerging 
trends in the economy that will affect future 
financial health. Internal auditors in a few cities 
do performance audits of long-term solvency and 
service-level solvency (see the sidebar “Thinking 
Ahead in Portland” on page 20), but that style of 
work is still uncommon. That said, as new data 
and analytical tools become more readily avail-
able, the potential for better work is unlimited. For 
now, the key point is to try, whenever possible, to 
incorporate prospective elements into how you 
think about your government’s financial health. G

Credit ratings on their own are not a 
good financial health indicator. They are 
meant for investors who want to know if 
they’ll get their money back.
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We hear a lot about a few key financial threats. 
Rising health care costs are probably the most 
widely discussed. Medicaid is now the single largest 
spending item in most state budgets. More ominous 
is that health care costs have increased faster than 
most other costs, and funding for Medicaid from 
both the federal government and state governments 
has not kept pace.21 This means that without a  
major change in who Medicaid covers or what it  
pays for, it will consume an ever-larger share of  
state budgets. This pressure on states inevitably 
affects local governments.

Virtually every state is taking steps to control  
those costs through new technologies and partner-
ships with the health care industry. They’re also  
trying to use new funding tools made available by the 
federal Affordable Care Act (ACA). These changes are 
incredibly difficult, both practically and politically,  
but they’re underway.

State and local pensions are another closely 
watched threat. Critics have argued that pensions are 
too generous and that governments have shirked their 
obligation to fund them for many years. Some believe 
pensions are as severe of a threat to financial health 
as Medicaid and other expensive public assistance 
programs. As the recent developments in New Jersey, 
Rhode Island and elsewhere have shown, pension 
reform is also politically perilous.22 No doubt, some 
jurisdictions have worked with labor and other  
stakeholders to address their pension problems.  
The city of Baltimore’s recent transition to a “hybrid”  
public pension is a good recent example.23 

That said, it’s surprising that when asked to 
identify the biggest threats to their financial health, 

54 percent of public officials cited infrastructure 
costs as a primary threat while 50 percent cited 
insufficient revenue. Many also identified personnel 
costs as a cost driver, however, 26 percent pointed to 
pensions, other post-employment benefits or debt.

Health care and pensions are major problems, 
but these survey results are consistent with many 
of the popular strategies state and local govern-
ments are now using to take charge of important 
parts of their own financial health. As a policymaker 
you should be familiar with these strategies and 
how they might work in your jurisdiction. Those 
strategies fall into three basic categories, or the 
“Three Es”: 1) enterprise-wide thinking; 2) econo-
mizing infrastructure; and 3) engaging citizens. 

Now that you know how to think about and  
measure financial health, the next question is: 
What can we do about it? More specifically,  
what are the biggest threats to our financial  
health, and how can we address them? 

4SECTION
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Enterprise-wide  
thinking

Engaging citizens

Economizing  
infrastructure

The “Three Es” That Will Help You  
Take Charge of Your Jurisdiction’s 
Financial Health
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Enterprise-Wide Thinking
Many states and localities organize their financial 

management function into separate sub-functions. The 
budget is prepared by one department, implemented 
across the organization, and audited and reported on by 
a different department. Governments today are moving 
the needle on financial health by integrating these  
separate functions into enterprise-wide systems. 

Much of this integration happens 
through technology, and in particular, by 
implementing new enterprise resource 
planning (ERP) systems. Today’s best ERP 
systems allow staff across the govern-
ment to bring new information to bear on 
how they manage their budgets and their 
day-to-day operations. Over time, these 
small adjustments can make a big differ-

ence on infrastructure, personnel and other costs 
that can be difficult to manage. A few examples:
• With budget and performance information in the 

same system, it’s much easier to see the full costs  — 
the total of both the direct and the indirect costs 
— to deliver a service. With better cost informa-
tion, managers can see where cost overruns are 
happening, how changes to internal processes 
affect costs, and how new equipment and other 
investments might drive down costs over time.

• Personnel costs comprise up to half of total spending 
for a typical local government and nearly one-quarter 
for most state governments.24 But unfortunately, 
many public sector information systems don’t allow 
decision-makers to answer basic questions about 
“salary lapse,” a chronic problem in government. 
Salary lapse occurs when a portion of a budgeted 
salary becomes available. This happens when a 
posted job goes unfilled or when a job that someone 
left goes unfilled for the rest of the fiscal year. To 
get good data on salary lapse the personnel systems 
across the government must talk to one another. 
With enterprise-wide technology, managers can 
better plan for and manage their personnel needs.  

• The city of Pittsburgh has moved to a paperless 
platform for all internal processing of licenses, 
permits, tax administration and other back-office 
functions. Approval processes that used to take 
weeks now take days, mostly because staff are 
held accountable within the ERP system for the 
status of critical paperwork. In some cases, these 
new efficiencies have allowed managers to redi-
rect staff toward other understaffed functions.25 

• Public utilities in Miami and Dallas have used 

enterprise-wide technology to automate many 
of their internal operations. For example, in the 
past, the simple process of testing water quality, 
treating the water and ordering chemicals to 
resupply for the next treatment was spread over 
several different departments and staffs. With 
automated technology, all three steps of that 
process happen instantly and automatically.26

• Enterprise-wide thinking also supports 
governments’ efforts to leave less “money on the 
table.” Better access to data on who uses services 
and when allows governments to more effectively  
collect the taxes, tolls and fees they are owed. More 
sophisticated financial information systems facilitate 
more efficient processing of tax bills and payments, 
both of which make citizens more amenable 
to paying their tax bill on time and in full. New 
technology systems can also improve data security 
and bolster taxpayer trust in government revenue 
management. Technology also allows governments 
to extend their reach beyond the enterprise, opening 
up collaborations with private companies and 
nonprofits, and bringing more people — including 
low-income taxpayers — into the system. 

To be clear, sometimes enterprise-wide systems can 
be expensive and difficult to implement. This is espe-
cially true in today’s financial environment where it’s 
difficult to prioritize investments in internal systems 
over investments in roads, parks and other systems 
that benefit citizens in more direct, visible ways. 
Enterprise-wide thinking also requires managers and 
policymakers to think differently about the relation-
ship between “spending” and “costs.” It’s difficult to 
measure costs, especially when the program or service 
doesn’t have a clear unit of output to organize those 
costs. So instead, it’s much easier to focus on what a 
government spends on that program or service, even 
if spending levels reflect cost overruns, subsidies to 
other programs, inefficiencies and other problems 
that good cost information can reveal. Despite the 
challenges, these investments yield big dividends for 
long-term financial health.

Economizing Infrastructure
As mentioned, infrastructure costs are a par-

ticular concern for financial health. Fortunately, 
there are a wide variety of new tools to help bet-
ter understand and plan for future infrastructure 
investments. These tools are all part of a strategy 
to “economize” infrastructure investment.

SALARY 
LAPSE:
A chronic problem  
in government that 
occurs when a 
portion of a budgeted 
salary becomes 
available

finance defined:
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10 Policies and Practices  
that Promote Financial Health 
As a policymaker, you can improve your government’s financial health first by understanding it, and then 
by establishing policies and procedures to promote it. Below are 10 key policies and procedures your  
government should have:

GOVERNING Guide to Financial Literacy | Volume 2

Rainy day  
fund policy 

Target fund balance 
or ending budget  
balance policy

Policy on the  
use of one-time 
revenues

Long-term  
financial plan

Regular debt  
affordability  
studies

Policy on  
inter-fund  
transfers

Quarterly cash  
flow reports

Routine reviews  
of financial  
information  
technology needs

Regular analysis of how  
capital investments affect the 
operating budget

1
2

34

5 6

7
Policies and  
procedures on 
indirect cost  
allocations

89

10
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1 How do we define debt capacity? How do state  
 and federal laws shape that capacity? Do we  

      self-impose any restrictions on our debt capacity?

2  Have we done a debt affordability study recently? If 
 so, what were the main assumptions and findings?

3 Do we have the 10 essential policies and practices 
  known to promote financial health? If not, why?

4  Do we have a structural deficit? Is some level of  
 deficit appropriate given our current and future 

       financial health?

5 How do we measure the condition of our  
 infrastructure assets? Does information about  

 that condition affect our financial planning? Our  
 capital budgeting?  

6 How can we build sustainability into our budget 
process? How can we keep elected officials  

 focused on it?

Essential Questions:  
Improving Financial Health

• The Government Finance Officers Association 
(GFOA) strongly supports long-term financial plan-
ning.27 This style of planning is, in effect, connecting 
5- to 10-year forecasts of a government’s revenues 
and spending to its long-term strategic plan. Plan-
ning of this sort promotes infrastructure mainte-
nance because it protects the resources available 
for capital investment. Capital investments are one 
of the first spending areas governments typically 

cut during recessions. If a state or local gov-
ernment has planned for a range of revenue 
and spending contingencies, it is more likely 
to have protected capital resources in place.
• Many states and municipalities now 
incorporate “sensitivity analysis” or “scenario 
analysis” into their revenue and expenditure 
forecasts. This style of analysis allows decision-

makers to evaluate different future scenarios. Tools 
like these are valuable from a technical standpoint 
because they can make forecasts more accurate. 
They  also offer decision-makers a chance to see 
how different assumptions about economic trends 
and service delivery patterns will affect the likely 
range of revenue and spending outcomes. GFOA’s 
MuniCast tool is one of the most popular to  
this effect. 

• Most states and some localities periodically review 
their “debt affordability.” Many governments finance 
the bulk of their capital projects with debt, which is a 
scarce resource. It follows that prudent use of debt is 
an essential part of infrastructure maintenance. There 
are two critical concepts surrounding debt. Debt 
capacity is how much money a government can legally 
borrow within state law. Debt affordability is a govern-
ment’s ability to repay debt given its current and 
expected revenues. The former is based on a formula 
calculation. The latter is related to expected economic 
growth and infrastructure needs. It’s essential that 
state and local governments periodically review both 
their debt capacity and debt affordability, and use that 
information to prioritize capital projects accordingly.

Engaging Citizens
Financially healthy governments engage their 

citizens. There’s an important distinction here 
between transparency and citizen engagement in 
financial health. Many governments have achieved 
transparency by publishing most or all of their basic 
financial transaction data online. However, real 
engagement means giving citizens the opportunity 
to determine if their government is putting public 
resources behind their most important priorities. 

According to the Governing Institute survey, more 
than two-thirds of public officials say they commu-
nicate financial health through their annual financial 
report and by publishing the annual financial report 
on their website. Financial reports are useful, but 
they do not tell the complete financial health story. At 
the same time, less than one-quarter of the respon-
dents use more accessible methods such as social 
media and citizen-centric reports to communicate 
the jurisdiction’s finances. Fewer yet seem to publish 
the results or outcomes of day-to-day operations. 

For many states and municipalities, financial 
transparency means “publishing the checkbook.” 
If taxpayers can see where their money is spent, 
the logic goes, they are far more likely to trust their 
government’s financial management practices. How-
ever, this approach does not address the much larger 
question: What do citizens get for their investment? 

The city of Boston has developed an innovative sys-
tem to address this issue. Boston About Results (BAR) 
is a big data performance management system that 
produces a variety of detailed reports on city services. 
These reports allow citizens to see, often on a block-
by-block basis, how the city manages graffiti com-
plaints, restaurant inspections, parks maintenance 
requests and other essential services.28 With these 
reports, citizens can see their taxes at work. This  
emphasis on service-level solvency is crucial to engag-
ing citizens on their government’s financial health. G

DEBT  
CAPACITY:  
How much money
a government can 
legally borrow 
within state law

finance defined:
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As a policymaker, your job is to connect your  
government’s financial resources to its shared  
priorities. This is much easier to do if your govern-
ment has the ability, now and in the future, to  
deliver the services its citizens want. In other words, 
your job is much easier if your government is  
financially healthy.

You can do two main things to make this happen. 
First and foremost, make sure your government has 
a thorough, thoughtful system to measure its own 
financial health. But far more important, set the tone 

Setting the Tone for Financial Health

CONCLUSION

Governing: Finance 101 Special Series
Visit Governing’s special series on public finance at  
www.governing.com/finance101 for additional information, including:

 
4 Ongoing coverage of public finance
4  Videos explaining key concepts in public finance
4  Public finance data curated, explained and mapped
4  Key terms and acronyms
4  Links to organizations important to public finance
4 Finance 101 quiz

at the top. Make sure your government has the right 
policies, procedures, systems and technologies in place 
to ensure costs are properly measured, staff can adjust to 
changing financial circumstances, the right information 
is brought to bear on day-to-day financial decisions 
and that citizens can see the return on their tax dollars. 
With time, these small, day-to-day steps can have a big 
impact on your jurisdiction’s financial health. California 
Gov. Jerry Brown summed this up well recently when 
he said, “Fiscal discipline is not the enemy of our good 
intentions, but the basis for realizing them.”29 G
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  Term   Definition

Asset Anything the government owns that has value, such as cash, equipment or buildings

Budget Solvency A government is budget solvent if its budgeted revenues meet or exceed its budgeted spending;  
often described as the fourth type of solvency.

Cash Solvency A government’s ability to cover expenses that will come due in the next 60 to 90 days using available  
cash on hand

Debt Affordability A government’s ability to repay debt given its current and expected revenues

Debt Capacity The amount of money a government can legally borrow within state law

Financial Health A state or local government is financially healthy if it can deliver the services its citizens expect,  
with the resources its citizens provide, now and in the future. 

Financial Performance How well a government’s typical revenues cover its typical expenses

Financial Position A government’s ability to pay its bills as they come due

Fiscal Policy Space Flexibility in a government’s budget that allows it to shift funds based on needs through actions such  
as raising taxes, negotiating labor costs and reducing spending on social services 

Funds Stand-alone groups of accounts within a government

Fund Balance Difference between assets and liabilities in a governmental fund; reveals the accumulated effect of a 
government’s past general fund surpluses and deficits

Liability Money the government owes, such as unpaid invoices or pension liabilities

Long-Term Solvency A government’s ability to generate the revenues it will need to cover long-term spending needs such as 
principal and interest on debt, pensions and retiree health care, and infrastructure requirements

Net Assets Difference between assets and liabilities in a governmental fund; often mentioned as an indicator of  
government fiscal health; most commonly discussed is general fund balance

Prospective Systems Financial systems that project future financial health based on past trends in economic, financial and  
other measures

Retrospective Systems Financial systems that use existing data to say something about a government’s current financial health

Salary Lapse A chronic problem in government that occurs when a portion of a budgeted salary becomes available

Service- 
Level Solvency

A government’s capacity to continue to deliver basic services in the face of major changes in its  
economic and political circumstances

Solvency A government’s ability to pay bills that will arrive in the future; the three primary types of solvency  
include cash solvency, long-term solvency and service-level solvency

10-Point Test A retrospective system based on 10 measures from a government’s financial statements

PUBLIC FINANCE DEFINED 

GLOSSARY
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You don’t have to scratch any local government issue very deeply to find the question of money: What’s this going to cost? What are
we going to get for that price? Is this project worth it?

How does your city pay its bills? What does the future hold for city service costs and funding? Though every city is different — each
with its own needs, local economy, expectations, protocols, responsibilities and finances — some essential elements of city
revenues and spending are common to cities throughout California.

An Overview of City Revenue Sources
Revenue, the bread and butter of city budgets, comes from a variety of sources. Some revenue is restricted by law to certain uses;
some revenue is payment from customers for a specific service. Other revenue requires voter approval for rate increases. Still other
revenue comes from state and federal agencies, almost all of it with strings attached.

Taxes
A tax is a charge for public services and facilities. There need not be a direct relationship between the services and facilities used
by an individual taxpayer and the tax paid. Cities may impose any tax not otherwise prohibited by state law (Gov’t. Code Section
37100.5). The state prohibits local governments from taxing certain items, including cigarettes, alcohol and personal income; the
state taxes these for its own purposes.

The California Constitution distinguishes between a general tax and a special tax. General tax revenues may be used for any
purpose. A majority of voters must approve a new general tax, its increase or extension in the same election in which city council
members are elected. Special tax revenues must be used for a specific purpose, and twothirds of voters must approve a new
special tax, its increase or extension.
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legal limitations on what may be charged and collected as well as how the money may be spent.

Putting Money in its Proper Place
The law restricts many types of city revenues to certain uses. As explained earlier, a special tax is levied for a specific program.
Some subventions are designated by law for specific activities. Fees are charged for specific services, and fee revenue may fund
only those services and related expenses. To comply with these laws and standards, finance departments segregate revenues and
expenditures into separate accounts or funds. The three most important types of city funds are special revenue funds, enterprise
funds and the General Fund.

Special revenue funds are used to account for activities paid for by taxes or other designated revenue sources that have specific
limitations on use according to law. For example, the state levies gasoline taxes and allocates some of these funds to cities and
counties. A local government deposits gasoline tax revenue in a special fund and spends the money for streets and roadrelated
programs, according to law.

Enterprise funds are used to account for selfsupporting activities that provide services on a usercharge basis. For example, many
cities provide water treatment and distribution services to their residents. Users of these services pay utility fees, which the city
deposits in a water enterprise fund. Expenditures for water services are charged to this fund.

The General Fund is used to account for money that is not required legally or by sound financial management to be accounted for
in another fund. Major sources of city General Fund revenue include sales and use tax, property tax and locally adopted business
license tax, hotel tax and utility user taxes.

Local Tax and Revenue Limitations: Proposition 13 and Its Siblings
Local officials have limited choices in governing, managing their finances and raising revenues to provide services needed by their
communities. Voters have placed restrictions as well as protections in the state Constitution. The Legislature has acted in various
ways both to support and provide and to limit and withdraw financial powers and resources from cities, counties and special
districts.

Significant limitations on local revenueraising include:

Property taxes may not be increased except with a twothirds vote to fund a general obligation bond (most local school
bonds can now be passed with 55 percent voter approval);
The Legislature controls the allocation of local property tax among the county, cities, special districts and school districts
within each county;
Voter approval is required to enact, increase or extend any type of local tax;
Assessments to pay for public facilities that benefit real property require propertyowner approval;
Fees for services and the use of local agency facilities may not exceed the reasonable cost of providing those services and
facilities; and
Fees for services such as water, sewer and trash collection are subject to propertyowner majority protest.

Local Revenue Protections
The Legislature has enacted many complicated changes in state and local revenues over the past 30 years, which at times have
had significant negative fiscal impacts on city budgets. In response, local governments and their allies drafted — and voters
approved — state constitutional protections limiting many of these actions. At times, these protections have resulted in the
Legislature undertaking even more complex maneuvers in efforts to solve the financial problems and protect the interests of the
state budget.

In response to actions of the Legislature and the deterioration of local control of fiscal matters, local governments placed on the
ballot and voters approved Proposition 1A in 2004 and Prop. 22 in 2010. Together, these measures prohibit the state from:

Enacting most local government mandates without fully funding the costs (the definition of a state mandate includes the
transfer of responsibility for a program for which the state was previously fully or partially responsible);
Reducing the local portion of the sales and use tax rate or altering its method of allocation, except to comply with federal law
or an interstate compact;
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Reducing the combined share of property tax revenues going to the cities, county and special districts in any county; and
Borrowing, delaying or taking motor vehicle fuel tax allocations, gasoline sales tax allocations or public transportation
account funds.

Coming Next Month in Western City
Part Two of “A Primer on California City Revenues” will address major city revenues.

Related Resources
California Local Government Finance Almanac, www.californiacityfinance.com

Financial Management for Elected Officials, Institute for Local Government, www.cailg.org/financialmanagement

Public Engagement in Budgeting, Institute for Local Government, www.cailg.org/PEbudgeting

The California Municipal Revenue Sources Handbook, League of California Cities, www.cacities.org/Resources/Publications

Guide to Local Government Finance in California by Multari, Coleman, Hampian and Statler, Solano Press

A Public Official's Guide to Financial Literacy

Government Finance Officers Association (GFOA) www.gfoa.org/
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The service responsibilities of the city (for example, in a city where fire services are provided by a special district, the city
receives a lower share, with a portion of the property tax revenues going instead to the special district); and
The historic (1978) tax rates of the city in relation to other local taxing entities. City property tax revenues are also affected
by local property values.

Property Tax in Lieu of Vehicle License Fee (VLF). The VLF is a tax imposed by the state on the ownership of a registered vehicle
in place of taxing vehicles. Cities receive additional property tax to replace VLF revenue that was cut when the state permanently
reduced the VLF in 2004. This property tax in lieu of VLF grows with the change from the prior year in gross assessed valuation of
taxable property in the jurisdiction. Property tax in lieu of VLF allocations is in addition to other property tax apportionments.

Property tax revenue (including property tax in lieu of VLF) accounts for more than onethird of general revenue for the average full
service city. For cities that do not fund fire service, property tax revenue represents on average 25 percent of general revenue.

Business License Tax. Most cities in California levy a business license tax. Tax rates are determined by each city, which collects
the taxes. Business license taxes are most commonly based on gross receipts or levied at a flat rate but are sometimes based on
the quantity of goods produced, number of employees, number of vehicles, square footage of the business or some combination of
factors. In all cases, cities have adopted their tax as a general tax. On average, the business license tax provides about 3 percent of
city general revenue and often as much as 6 percent. For businesses that operate in more than one city, state or county, cities can
impose a business license tax on only that portion of the business transacted in that city.

Transient Occupancy Tax (TOT) or “Hotel Bed” Tax. More than 400 cities in California impose TOT on people staying for 30 days
or less in a hotel, inn or other lodging facility. Rates range from 3.5 to 15 percent of the lodging cost. In nearly all cases, cities have
adopted these as general taxes, but some cities make a point of budgeting the funds for tourism or business developmentrelated
programs. Among cities that impose a TOT, it provides 7 percent on average of a city’s general revenues and often as much as 17
percent.

Utility User Tax (UUT). More than 150 cities (collectively representing a majority of the state’s population) impose a utility user tax.
UUT rates vary from 1 to 11 percent and are levied on the users of various utilities, which may include telephone, electricity, gas,
water and cable television. For cities that impose the UUT, it provides an average of 15 percent of general revenue and often as
much as 22 percent.

Parcel Tax. This is a special nonvaluebased tax on property, generally based on either a flat perparcel rate or a variable rate
depending on the size, use or number of units on the parcel. Parcel taxes require twothirds voter approval and are imposed for a
variety of purposes, including police and fire services, parks, libraries and open space protection. Parcel taxes provide less than 1
percent of city revenues statewide.

Rents, Royalties and Concessions. Examples of revenues generated through the use of city property include royalties from
natural resources taken from city property, the sale of advertising in city publications, payments from concessionaires operating on
city property, facility rentals, entry charges, on and offstreet parking charges and even golf fees.

Franchises. In lieu of rent, franchise fees are collected from refuse collectors, cable television companies and utilities for the use of
city streets. Some franchise charges are limited by statute.

Fines, Forfeitures and Penalties. Cities receive a share of fines and bail forfeitures from misdemeanors and infractions committed
within city boundaries. State law determines the distribution and use of stateimposed fines and forfeitures, but cities determine
penalties for violations of their municipal codes.

Service Charges and Fees. Cities have authority to impose fees, charges and rates for services and facilities they provide, such as
plan checking or recreation classes. Use of these revenues is limited to paying for the service for which the fees are collected, but
may include overhead, capital improvements and debt service.

Regulatory fees pay for the cost of issuing licenses and permits, performing investigations, inspections and audits and the
administrative enforcement of these activities. Examples include a fee to pay for the cost of processing pesticide license
applications or a fee to inspect restaurants for health and safety compliance.

City utilities and enterprises supported by service fees constitute a substantial portion of most city budgets. These include water,
sewer, electricity and solid waste services. In some cities, a public or private agency other than the city provides and funds these
services.
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And There’s More
City budgets can be bewildering. Myriad laws and limitations make city funding a very complicated subject. Understanding the
essentials of city finance is critical for any city decisionmaker. Elected officials find their job is made easier when they are able to
explain the basic elements of municipal finance to their constituents.

Responsibilities Differ Among Cities — and Consequently, So Do Budgets
Comparing revenues and expenditures of different cities can be difficult because cities vary according to the needs of their
constituents, the nature of the local economy and the city’s service and financial responsibilities. Less than 25 percent of California
cities are fullservice cities, responsible for funding all of the major city General Fundsupported services such as police, fire, library,
parks and recreation and planning. In about three out of 10 California communities, a special district provides fire services with
property tax revenue that would otherwise go to the city. In six out of 10 California cities, another public agency provides and funds
library services.

Allocations of property taxes among local agencies vary from place to place due to differences in the service responsibilities among
agencies serving different areas and differences in the tax rates enacted by those agencies prior to Prop. 13, which passed in
1978. Fullservice cities generally receive higher shares than those that do not provide the complete range of municipal services.
For example, in a city where fire services are provided by a special district, the city gets a lower share, and a portion of the property
tax revenues goes instead to the special district.

Property tax revenues among jurisdictions are also, of course, dramatically affected by differences in the assessed value of
properties.

Trends in California City Finance

State and federal aid to California cities is declining, down from 21 percent of a city’s budget in 1974–75 to less than 10
percent today. Nearly all state and federal aid today is earmarked for specific purposes;
The sales tax base is declining relative to population and inflation growth, due to the gradual shift toward a service
oriented economy;
Voterapproved provisions in the state Constitution limit the types, approval procedures and use of local taxes, fees and
other charges;
State population growth is higher in cities than in unincorporated areas;
Cities must respond to residents’ demand for a greater array of services that bring with them additional costs and new
challenges (high tech, cable, transit, pollution control, etc.);
Spending on police and fire services is up largely due to employee pension and retiree healthcare costs; and
Infrastructure improvements and maintenance are lagging.

Related Resources
California Local Government Finance Almanac, www.californiacityfinance.com

Financial Management for Elected Officials, Institute for Local Government, www.cailg.org/financialmanagement

Public Engagement in Budgeting, Institute for Local Government, www.cailg.org/PEbudgeting

The California Municipal Revenue Sources Handbook, League of California Cities, www.cacities.org/Resources/Publications

Guide to Local Government Finance in California by Multari, Coleman, Hampian and Statler, Solano Press

A Public Official's Guide to Financial Literacy

Government Finance Officers Association (GFOA) www.gfoa.org/
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OVERVIEW 
Each one of California's 39 million residents lives within the boundaries 
of one of the state's 58 counties. Nearly 33 million people also live in 
one of California’s 482 cities.i Californians are also served by 2,156 
independent special districts. 

Counties, cities and special districts provide a vast array of municipal 
services to residents and businesses. These services include public 
safety (police, fire and emergency services), parks and recreation, 
roads, flood protection, sewers, water, electricity, refuse disposal, 
recycling and other utilities. Counties have an additional role as a 
provider for many state-mandated services, such as foster care, public 
health care, jails, criminal justice and elections.ii 

These municipal local governments rely on a variety of revenues to pay 
for the services and facilities they provide. The amount and composition 
of revenues: 

• Differ between cities, counties and special districts largely 
because of differences in responsibilities; and  

• Vary among cities, among counties and among special districts 
depending in part on differences in governance responsibilities. 

There is a complex web of legal rules for collecting and using the 
variety of revenues available to municipal governments in California. 
These rules derive from the state constitution, state statute and court 
cases further interpreting those laws. 

This guide provides an overview of the sources of county, city and 
special district revenues in California. It is an introduction to a complex 
topic. You can find further information in the resources listed on the last 
page. 

 

  

How To Use This 
Information 
These materials are not 
technical or legal advice. 
You should consult 
technical experts, attorneys 
and/or relevant regulatory 
authorities for up-to-date 
information and advice on 
specific situations. 
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CITY REVENUES IN CALIFORNIA 
Incorporated cities (including those that refer to themselves as “towns”) are responsible for a broad array 
of essential frontline services tailored to the needs of their communities. These include:

• Law enforcement and crime prevention, 
• Fire suppression and prevention, natural disaster planning and response, emergency medical 

response and transport,
• Land use planning and zoning, building safety, 
• Local parks and open spaces, recreation, 
• Water supply, treatment and delivery, 
• Sewage collection, treatment and disposal,
• Storm water collection and drainage,
• Solid waste collection, recycling and disposal,
• Local streets, sidewalks, bikeways, street lighting and traffic controls, and
• Public transit.

Cities that are responsible for providing all or most of these functions are called “full service” - the services 
can be provided in-house or contracted through a private entity or another public agency. In other cities, 
some of these functions are the financial responsibility of other local agencies such as the county or 
special districts. For example, in about thirty percent of California cities, a special district provides and 
funds fire services. In sixty percent, library services are provided and funded by another public agency 
such as the county or a special district.

The mix of service responsibilities and local choice regarding service levels affects the amount and 
composition of revenues of each city. 
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COUNTY REVENUES IN CALIFORNIA 
California counties are responsible for three general areas of municipal 
services: 1) delegated state and federal programs, 2) countywide public 
services and 3) essential frontline services for residents not receiving 
those services from a city or special district, often in unincorporated 
areas (outside city boundaries). 

In unincorporated areas, counties provide the essential frontline 
services that cities provide that are not provided by a special district. 
These can include police protection (through a county sheriff), roads,
planning and building safety.  

Counties also provide public services to all county residents, whether 
they live in or outside of cities. These countywide functions include:

• Public assistance (notably welfare programs and aid to the 
indigent),

• Public health services (including mental health and drug/alcohol 
services), 

• Local elections, 
• Local corrections, detention and probation facilities and 

programs (including juvenile detention), and
• Property tax collection and allocation for all local agencies, 

including school districts. 

Funding from the federal and state government, primarily for health and 
human services, is the largest source of county revenues. Property 
taxes and sales and use taxes are the primary funding sources for 
many county services that do not have a dedicated state or federal 
funding source.

General and Functional 
Revenues 
Municipal revenues may be 
viewed as falling into two 
broad categories: general 
revenues and functional 
revenues. 

General revenues can be 
used for any legitimate public 
purpose. General purpose 
taxes, especially property and 
sales taxes, account for most 
general city revenues 
statewide. 

Functional revenues are 
restricted by law to a 
particular use. These include 
funds derived from fees or 
rates that the local agency 
charges for public services, 
including municipal utilities 
such as water, sewer, and 
garbage collection, airports, 
marinas, harbors and water 
ports. Functional revenues 
also include most state or 
federal grants as they are
usually restricted for particular 
programs.
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SPECIAL DISTRICT REVENUES  
IN CALIFORNIA 
Most special districts provide one or a few municipal services to a 
particular geographic area. These include both enterprise and non-
enterprise services. Enterprise services are funded primarily through 
charging a fee for service. For example, water and irrigation districts 
charge utility rates and fees from consumers of those services. Non-
enterprise services generally do not lend themselves to fees and are 
primarily funded by property taxes, with relatively small amounts of 
fee and state and federal grant revenue. Library and fire protection 
services are examples of non-enterprise services.

Other districts are multifunction, providing a number of municipal 
services. Community services districts (CSDs) can provide as many 
as 32 different types of services, approximating the scope of some 
cities. Multifunction districts have both enterprise and non-enterprise 
elements and may, like cities or counties, use an array of different 
revenue sources.

 

Types of Special Districts 

• Air Quality Management /  
Air Pollution Districts 

• Airport Districts 
• Cemetery Districts 
• Community Services Districts 
• Flood/Drainage Districts 
• Fire Districts 
• Harbor Districts 
• Healthcare Districts 
• Irrigation Districts 
• Library Districts 
• Memorial Districts 
• Municipal / Resort 

Improvement Districts 
• Open Space Districts 
• Parks and Recreation Districts 
• Police Protection / 

Ambulance Districts 
• Public Utility Districts 
• Reclamation Districts 
• Resource Conservation 

Districts 
• Sanitary Districts 
• Waste Management Districts 
• Water Districts 
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THE STATE LEGISLATURE, LOCAL GOVERNMENTS AND 
THE VOTERS 
The options available to local officials in governing, managing their finances and raising revenues to 
provide services needed by their communities are limited. Voters have placed restrictions as well as 
protections in the state constitution. The state’s voters and the California Legislature have acted in 
various ways, to support and provide, and to limit and withdraw financial powers and resources from 
cities, counties and special districts.  

Some of the most significant limitations on the local revenue-raising include: 

• Property taxes may not be increased except with a two-thirds vote to fund a general obligation 
bond.  

• The allocation of local property tax among a county, and cities, special districts and school 
districts within each county is controlled by the Legislature. 

• Voter approval is required prior to enacting, increasing or extending any type of local tax. 
• Assessments to pay for public facilities that benefit real property require property owner 

approval. 
• Fees for the use of local agency facilities and for services may not exceed the reasonable cost 

of providing those facilities and services. 
• Fees for services such as water, sewer and trash collection are subject to property owner 

majority protest. 

The Legislature has enacted many complicated changes in state and local revenues over the past 30 
years. Voters have approved state constitutional protections limiting many of these actions at times 
followed by even more complicated maneuvers by the Legislature in efforts to solve the financial 
troubles and interests of the state budget. 

Reacting to actions of the Legislature and the deterioration of local control of fiscal matters, local 
government interests placed on the ballot, and voters approved, Proposition 1A in 2004 and Proposition 
22 in 2010. Together, these measures prohibit the state from:  

• Enacting most local government mandates without fully funding their costs. The definition of 
state mandate includes a transfer of responsibility or funding of a program for which the state 
previously had full or partial responsibility. 

• Reducing the local portion of the sales and use tax rate or altering its method of allocation, 
except to comply with federal law or an interstate compact.  

• Reducing the combined share of property tax revenues going to the county as well as cities and 
special districts in a county.  

• Borrowing, delaying or taking motor vehicle fuel tax allocations, gasoline sales tax allocations, 
or public transportation account funds.  
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PROPERTY TAXES 

All counties and cities in California receive property tax revenues.  
Many special districts do too. For all counties and most cities and  
non-enterprise special districts, property taxes are the largest source  
of discretionary revenues. 

How Property Taxes Are Calculated in California 
The property tax is imposed on “real property” (land and permanently 
attached improvements such as buildings) and tangible personal 
property (movable property such as boats, aircraft and business 
equipment). 

The maximum tax rate permitted on real property for general purposes 
is one percent of the property's assessed value plus voter approved 
rates to fund indebtedness (general obligation bonds, requiring two-
thirds voter approval).  

The tax rate is applied to the assessed value (AV) of the property.  
The assessed value of real property is the “full cash value” of the 
property in 1975-76 or at change of ownership, whichever is more 
recent, adjusted annually by the change in the Consumer Price Index 
(CPI), not to exceed an annual increase of two percent. The value of 
new construction is additional. If a property changes hands, then the 
assessed value becomes the full cash value upon change in ownership. 

If a property’s market value falls below its factored base year value,  
it may be temporarily reassessed to its lower actual value but in future 
years may be reassessed at the lesser of its actual value or its factored 
base year value. This can result in increases of more than two percent 
as a property’s actual value returns to its earlier value, as when the 
housing market rebounds from a slump. 

Property Tax Revenue Distribution 
Counties allocate property taxes to the county as well as cities,  
special districts and school districts within the county according to  
state law. Allocations among local agencies vary from place to place 
due to differences in the service responsibilities among agencies 
serving different areas and differences in the tax rates enacted by  
those agencies prior to Proposition 13 in 1978. Full-service cities 
generally receive higher shares than those that do not provide the 
complete range of municipal services. For example, in a city where  
fire services are provided by a special district, the city will get a lower 
share, with a portion of the property tax revenues going instead to  
the special district. 
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Property tax revenues among local governments are, of course, also 
dramatically affected by differences in the assessed value of properties 
among jurisdictions. A ten percent share in a community of average 
property values will result in less revenue than in a similar size wealthy 
bedroom community, or a community that also has a sizable 
business/industrial area. 

Property Tax in Lieu of Vehicle License Fee 
In addition to their regular apportionment of property taxes, cities and 
counties receive property tax revenues in lieu of Vehicle License Fees 
(VLF). In 2004, the Legislature permanently reduced the VLF rate from 
two percent to 0.65 percent and compensated cities and counties for 
their revenue loss with a like amount of property taxes, dollar-for-dollar. 
Each agency’s property tax in lieu of VLF allocation increases annually 
in proportion to the growth in gross assessed valuation in that city or 
county. 

What is “ERAF?” 
The property tax revenues 
received by school districts 
in each county include 
amounts from the county 
“Educational Revenue 
Augmentation Fund” 
(ERAF) created by the 
California Legislature in 
1991 as a way to reduce 
state general fund spending 
on schools. These funds 
receive some property tax 
that was previously 
allocated to counties, cities 
and special districts.  

Since 2004, California’s 
Constitution has prohibited 
the Legislature from 
increasing the amount of 
property tax shifted from 
counties, cities and special 
districts to ERAF or similar 
schemes. The state 
Constitution requires a two-
thirds vote of the Legislature 
to change the allocation of 
property tax among the 
county, cities and special 
districts within a county. 
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SALES AND USE TAXES 
Consumers are familiar with the experience of going to a store, 
buying something and having an amount added for sales tax. 
Services are generally exempt from the sales tax as well as certain 
items, like most groceries and medicine. The sales tax is assessed 
as a percentage of the amount purchased.  

The “base” statewide sales tax rate of 7.25 percent includes 
amounts to:

• The state general fund (3.9375 percent),v  
• County realignment programs (state health/ welfare and 

corrections / law enforcement programs shifted from the 
state, 1.5625 percent), 

• Supplemental local law enforcement grants (0.50 percent),vi  
• Transportation programs in the county where the transaction 

occurs (0.25 percent), and
• The city where the transaction occurs (1.00 percent).vii If the 

transaction occurs in an unincorporated area, the 1.00 percent 
amount goes to the county. 

Cities, counties and countywide transportation agencies may impose 
sales tax rates to be added on to the “base” statewide sales and use 
tax rate. The add-on rates are actually “transactions and use taxes” and 
are allocated to the jurisdiction where the taxed product is received or 
registered (as in the case of a motor vehicle purchase). Over 120 cities 
have enacted transaction and use taxes of up to one percent, most 
commonly with majority voter approval for general purposes. Many 
counties and county transportation agencies have enacted rates, most 
commonly with two-thirds vote for specific purposes. Under current 
state law, the maximum combination of transactions and use tax rates 
in any location may not exceed two percent.viii

State Sales and Use 
Tax Administration 
The State Board of 
Equalization collects local 
sales and use tax revenues 
from the retailer and sends 
revenue from local rates and 
allocations back to cities and 
counties. In addition to 
administering the sales and 
use tax system, the State 
Board of Equalization collects 
and allocates other state 
taxes including fuel, tobacco 
and alcohol taxes.

The “Use Tax” Part of  
the Sales and Use Tax 
California’s sales tax has a 
relative called the “use tax.” 
While the sales tax is 
imposed on the seller, the use 
tax is imposed on the 
purchaser and at the same 
rate as the sales tax. The 
most common example of use 
tax is for the purchase of 
goods from an out-of-state 
retailer for use in California.

Out-of-state retailers doing 
business in California are 
required to report to the State 
Board of Equalization the 
jurisdiction to which sold
items are delivered. If the 
retailer has a physical 
presence (nexus) in 
California, they must collect
use tax when goods are 
delivered to purchasers in this 
state. If the seller does not 
collect and remit the use tax, 
the purchaser is legally 
obligated to report and pay.
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Business License Tax (BLT) 
Most cities and a few counties have enacted business license taxes. Business license tax rates are 
set individually by each city and county most commonly based on gross receipts (overall business 
revenue) or levied at a flat rate, but may be based on the quantity of goods produced, number of 
employees, number of vehicles, square footage of the business or some combination of factors.  

If a business operates in more than one city, a city may only tax that portion of the business’s 
activities conducted within the city. In most cases, business license taxes are not imposed for 
regulatory purposes (as the term “license” might imply) but to raise revenues for general municipal 
purposes (i.e. a tax). If imposed as a fee to pay for the cost of regulating the business, the fee may 
not exceed the reasonable cost of regulating the business. (See “regulatory fees.”) 

Transient Occupancy Tax (TOT) or Hotel Bed Tax 
Most cities and some counties impose a transient occupancy tax or hotel bed tax on persons staying 
thirty days or less in hotels, motels and similar lodgings, including mobile homes. A county may 
impose a transient occupancy taxes only in the county area outside city limits. Typically, the lodging 
provider collects the tax from guests and turns the funds over to the county or city. 

Transient occupancy taxes are imposed by most cities and counties and range from three and a half 
percent to 15 percent. For cities with a transient occupancy tax, it provides seven percent of general 
revenues on average, and as much as 17 percent in some cities. Any increase or extension of a local 
tax requires voter approval. 

Utility User Tax (UUT) 
Many cities impose utility user taxes on the consumption of utility services, including (but not limited 
to) electricity, gas, water, sewer, telephone (including mobile phone and long distance), sanitation 
and cable television. Counties may levy utility user taxes in county area outside city limits. Any 
increase or extension of a local tax requires voter approval. 

Utility companies usually collect utility user's taxes from their customers as part of their regular billing 
procedures and remit the funds collected to the city or county which imposed the tax. 

Over 150 cities and a few counties levy utility user rates varying from one to 11 percent. For those 
jurisdictions with utility user taxes, it provides an average of 15 percent of general revenue and often 
as much as 22 percent. 

Parcel Tax 
A parcel tax is a special tax on a parcel – or unit – of real property. Unlike the property tax, a parcel 
tax may not be based on the value of property. Instead, parcel taxes are generally based on a flat 
per-parcel rate. 

A parcel tax may be enacted, increased or extended by a city, county, special district or school district 
only with two-thirds voter approval, even for general purposes. 

Documentary Transfer Taxes and Property Transfer Taxes 
A documentary transfer tax is a tax imposed on the transfer of interests in real estate. Counties tax at 
a rate of 55 cents per $500 of the property’s value. Cities may impose the tax at up to one half of that 
amount, which is credited to the payment of the county tax. The Constitution allows charter citiesix to 
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 enact a property transfer tax, with voter approval, on the value of real estate that is sold. In these 
cases, the entire county documentary transfer tax rate goes to the county. All cities and counties in 
California have documentary transfer taxes or property transfer taxes. 

Other Taxes 
A city or county may impose other types of taxes within the limitations of and if not prohibited by state 
law. These include: admissions taxes, parking taxes, construction/development taxes, local vehicle 
registration taxes.  
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SERVICE CHARGES, ASSESSMENTS AND FEES 
Utility Rates 
Utility rates are fees for utility services charged to users who pay for special district, county or city 
provided water, sewer, electric or other utility services. Utility rates cover some or all of the cost of 
providing the service, which may include operations, maintenance, overhead, capital improvements 
and debt service. 

Utility rates for water, sewer services and certain other utilities belong to a special category of fees 
called a “property-related fees.” A local government must follow certain specific procedures to 
impose, extend or increase a property-related fee.  

To impose a property-related fee, the agency must first hold a public hearing. At the hearing, a 
majority of affected property owners can prevent the fee’s adoption by filing written protests. If a 
majority of affected property owners do not protest the fee and the fees pays for sewer, water or 
refuse collection, then an election is not required and the governing body may approve the fee. 
Other property-related fees require approval, either of two-thirds of the electorate residing in the 
affected area or of a majority of the owners of the property who would pay the fee. 

Benefit Assessments 
Assessments are charges by cities, counties or special districts on real property to pay for public 
facilities or services within an area which benefit either real property or businesses. A common type 
of assessment is one used to pay for landscaping and lighting in a neighborhood. The amount of 
the assessment must reflect the special benefit to the property that results from the improvements. 
Assessments on property are typically collected through the owner’s annual property tax bill. 

A local government must follow certain specific procedures to impose benefit assessments. When a 
local agency considers an assessment, a majority of property owners may defeat the assessment in 
a public hearing procedure. If the proposed assessment is not defeated in a public hearing 
procedure, then a majority of the property owners subject to the charge must approve the 
assessment by a mailed ballot. The property owners’ votes are weighted according to how much 
their property will be charged.  

User Fees 
A city, county or special district may impose fees, charges and rates for services and facilities it 
provides. Examples include fees for checking plans for new construction or for recreation classes. The 
amount of a fee may not exceed the cost of providing the service or granting a benefit or privilege. This 
cost may include overhead, capital improvements and debt service.  

Regulatory Fees 
Regulatory fees pay for the cost of issuing licenses and permits, performing investigations, inspections 
and audits and the administrative enforcement of these activities. Examples include a fee to pay for the 
cost of processing pesticide license applications or a fee to inspect restaurants for health and safety 
compliance. 
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Development Impact Fees 
Development impact fees are imposed on new construction (like new houses, apartments, shopping 
centers or industrial plants). They pay for improvements and facilities required to serve new 
development and to reduce the impacts of new development on a community. 

Development impact fees (also known as “AB 1600 fees” after legislation adopted that governs such 
fees) pay for community amenities such as streets, sewers, parks and schools. They may not be used 
for day-to-day operating expenses. 

The ordinance or resolution establishing the fee must explain the connection between the development 
project and fee. For example, a library impact fee must be connected to the demand for library services 
created by the construction of the development project. 

The amount of the fee must not exceed the cost of providing the service or improvement that the fee 
pays for. 

 

Local Debt Financing Tools 
Local governments borrow money to pay for land, facilities and equipment that may require more 
funding than current revenues provide. Not a revenue source, but a way to leverage the timing of 
revenues, debt financing methods are important tools in government finance. Local governments 
may issue bonds and other debt instruments to finance improvements and services. These loans are 
paid off through taxes, assessments or fees. A variety of debt financing tools are available: 
 
• General Obligation Bonds. General 

obligation bonds are essentially IOUs 
issued by public entities to finance large 
projects. General obligation bonds are 
backed by property tax revenue, which is 
used to repay the bond over a twenty- to 
thirty-year period. Increasing the property 
tax to repay the debt requires two-thirds 
voter approval and may only be done to 
acquire or improve real property.  

• Lease-Purchase Agreements. In a lease-
purchase agreement, sometimes called 
“certificates of participation,” the agency 
leases an asset for a period of years with 
the option to purchase the land or 
improvement at the end of the lease. The 
amount of the lease is equivalent to the 
principal and interest that would be paid if 
the transaction were financed as a loan.  

 

• Benefit Assessment and Special Tax 
Financing. Benefit assessment financing is 
supported by benefit assessments on the 
property to fund acquisition of property and 
improvement of infrastructure and additional 
facilities of benefit to the property that is 
charged. Similarly special taxes, such as Mello-
Roos taxes, may be financed with bonds  
to provide public improvements.  

• Revenue Bonds. Revenue bonds are issued 
to acquire, construct or expand public projects 
for which fees, charges or admissions are 
charged. Because the debt service is paid from 
income generated by the facility or related 
service, such debt is considered self-liquidating 
and generally does not constitute debt of the 
issuer, subject to constitutional debt limitations.  

• Tax Allocation (Tax Increment). Tax 
allocation bonds (sometimes referred to as tax-
increment financing) are issued by Enhanced 
Infrastructure Financing Districts or Community 
Revitalization and Investment Authorities and 
repaid from the growth in property tax revenue 
(i.e., tax increment) and other designated 
revenues over a certain period, largely as a 
result of the funded projects in the area. 
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REVENUES FROM OTHER GOVERNMENT AGENCIES 
Counties, cities and many special districts also receive revenues from the state and federal 
government. For example, over half of county revenues statewide come from state and federal 
sources. This reflects the role of counties in implementing state policy and programs for health and 
human services. 

Gas Tax or Highway Users Tax 
The state imposes per gallon tax on gasoline of 27.8 cents as of July 1, 2016. These funds are 
apportioned to cities and counties, primarily on the basis of their populations. Local gas tax revenues 
must be spent on research, planning, construction, improvement and maintenance of public streets, 
highways and mass transit. The federal government’s 18.4 cents per gallon rate pays primarily for 
federal highways with some local grants.  

Motor Vehicle License Fee (VLF) 
The Motor Vehicle License Fee is a state imposed and collected tax on ownership of a registered 
vehicle. Counties receive vehicle license fee revenues to fund certain health, social service and 
public safety programs that were realigned to counties in 1991 and 2011.  

State Public Safety Sales Tax 
Proposition 172, a ballot measure approved in 1993, imposed a one-half percent state sales tax to 
be used for local public safety activities. The state distributes Proposition 172 revenues to each 
county based on its proportionate share of statewide taxable sales. Many cities receive a share of 
those funds based on losses to the state’s ERAF property tax diversions. 

State Mandate Reimbursement 
The state constitution requires the Legislature to reimburse local governments for their costs to 
implement a state-mandated new program or higher level of service in an existing program. The 
Constitution requires the Legislature to suspend most state mandates in any year in which full 
funding is not provided for that mandate. The Commission on State Mandates determines the level 
of reimbursement in response to a claim for reimbursement filed by a local agency. The process 
typically takes several years during which time, local governments must spend money to comply with 
the mandate. 

Federal and State Grants and Aid 
The federal and state governments provide a wide variety of funds to counties, and a more limited set to 
cities and special districts. Federal and state grants comprise a large proportion of county revenues 
because of the many programs and responsibilities counties carry out on behalf of the federal and state 
governments. These funds are almost entirely restricted to specified uses. Examples include certain 
health, mental health, social and child welfare services.  
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Categorical grants support a defined program area. Categorical grants  
typically go to local agencies that either meet predetermined funding 
criteria or compete for project funding through an application process. 

Block grants provide funding to a broad functional area. For example, 
federal Community Development Block Grant (CDBG) funds support 
local housing and economic development activities. 

 

RENT FOR USE OF PUBLIC PROPERTY 
Rents, Royalties and Concessions 
Another way cities and counties and some special districts pay for 
public services is to charge rent for use of the public’s property. An 
example is royalties from natural resources taken from land the public 
owns. Others include selling advertisements in publications or on 
buses, as well as, receiving a percentage of net profits from 
concessionaires operating on public property. 

Franchise Fees 
Franchise fees are a form of rent for use of public streets and 
roadways. Examples of businesses that pay franchise fees include 
trash collectors, cable television companies, electric utilities and oil and 
natural gas pipeline companies. Federal and state law limits the amount 
of some franchise fees (for example, video and cable television 
franchise fees). Franchise fees for provision of video services (like 
television programming) are limited and administered by the state. 

 

FINES, FORFEITURES AND PENALTIES 
Violations of the law often result in a fine of some kind. Fines, 
forfeitures and penalties may be imposed for many reasons. Typical 
examples include traffic violations, court fines, penalties and interest on 
late or unpaid taxes. 

• State law determines the distribution of fines and bail forfeitures 
imposed by the state. 

• State law apportions revenues for parking violations and 
surcharges between issuing agencies and the counties. 

• A city or county may impose fines, forfeitures and penalties for 
civil violation of local ordinances. 

• Bail for local code violations  
charged criminally is established  
by the local courts with input from the city or county. 

Maintenance of Effort 
Requirements (MOE) 
When cities and counties 
receive funding for programs 
from the state or federal 
government, such funding 
may come with strings 
attached. A common 
condition is that the city or 
county commit to a certain 
level of funding. This 
commitment is called 
“maintenance of effort.”  
 

Local agencies also receive 
reimbursement for revenue 
lost as a result of some tax 
exemptions and reductions. 
An example includes the 
homeowners’ property tax 
exemption, which eliminates 
the property tax on a small 
portion of the assessed 
valuation of owner- occupied 
residential property. 
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 OTHER REVENUES 
There are other local government revenues, comparatively minor in amounts. These include interest 
earned on investments, sales of surplus property and gifts.  
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ENDNOTES 
                                                           
i California Department of Finance, Demographic Research Unit www.dof.ca.gov/Forecasting/Demographics/Estimates/ 
ii Cal. Const. art. XI, § 1(a). See also Cal. Gov’t Code § 23002 (“The several existing counties of the State and such other counties as 
are hereafter organized are legal subdivisions of the State.”). People ex rel. Younger v. County of El Dorado, 5 Cal. 3d 480, 491, 96 
Cal. Rptr. 557 (1971) 
iii Cal. Const. art XIIIC, section 1(e) 
iv A complete discussion of this list of seven exceptions can be found in the Proposition 26 Implementation Guide published by the 
League of California Cities. 
v Proposition 30 imposed an additional state general fund sales tax of 0.25 percent from 2013 through 2016, for a total base rate of 
7.5% during that time. 
vi See “State Public Safety Sales Tax” under “Revenues From Other Government Agencies.” 
vii In some cities, by historic agreement, the city collects less than 1.00 percent, with the difference allocated to the county. For 
example, in San Mateo county each city receives 0.95% of transaction within its jurisdiction and 0.05% goes to the county general 
fund. For a full list of local sales tax rates see Table 23A of the California State Board of Equalization Annual Report. 
http://www.boe.ca.gov/annual/table23a.htm 
viii Except in the counties of Los Angeles, Alameda and Contra Costa where the maximum is 2.5 percent. Revenue and Tax Code 
§7251 et seq. 
ix For more information on Charter Cities see www.cacities.org/chartercities 
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Looking Ahead: Long-Term Financial Planning 
 
• Why Do Fiscal Forecasts? Forecasting helps the agency think about the factors affecting the 

agency's fiscal health (and what can and cannot be done about them). Forecasting also helps 
elected officials, staff and the community understand the long- term fiscal challenges and 
opportunities they face, as well as possible advance warning of future uncertainties (for 
example, voter initiatives and state budget decisions).  

 
• Recognize Limitations. Circumstances change and assumptions become outdated. Clearly 

stating the agency’s assumptions in making a forecast encourages the review, and re-
evaluation of those assumptions, when necessary. 

 
Questions to Ask 
 
• Does the agency periodically prepare and / or update a long-term fiscal forecast? 
 
• If so, does the forecast take into account key variables relating to revenues and expenses? 

Variables include demographic factors like changes in population and caseloads. They can 
include economic factors like inflation, new construction, property values and the overall 
business climate (which can affect sales taxes). Other external factors can include legislative 
developments and court decisions. Projected costs related to pension obligations and labor 
agreements are another potential variable.  

 
• Does the forecast reach clear conclusions about what these variables mean for the agency’s 

future revenues and expenses? 
 
• Does the forecast also identify areas of risk and uncertainty that may limit the degree to 

which the agency can rely on the forecast? 
 
• To what extent are the results of the forecast shared with decision-makers, the news media 

and the public? 
 
• What level of detail do decision-makers want to receive regarding the agency’s long-term 

financial planning? (Some governing bodies will want fairly detailed information whereas 
others will want bigger picture information. There is not a right level of detail – the goal is to 
give governing body members the level of detail that makes them comfortable.)  
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To Access the Institute’s resources financial management resources, including the complete 
version of this booklet, go to http://www.ca-ilg.org/budgeting-finance  
 

This publication is excerpt is a service of the Institute for Local Government (ILG) 
whose mission is to promote good government at the local level with practical, 
impartial, and easy to use resources for California communities. ILG is the nonprofit 
501©(3) research and education affiliate of the League of California Cities and the 
California State Association of Counties. For more information and to access the 
Institute’s resources financial management go to http://www.ca-ilg.org/budgeting-
finance .  
 
The Institute welcomes feedback on resource: 
 

• Email: info@ca-ilg.org Subject: Financial Management for Elected Officials: 
Questions to Ask 

• Fax: 916.444.7535 
• Mail: 1400 K Street, Suite 205 • Sacramento, CA • 95814 
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7/11/2017

3

•What was done:
•Communicated issues with hundreds of 

community members – 60 plus community 
meetings
•Community members provided their list of 

priorities – focus was to be on public safety and 
maintaining essential City services
• Finding a revenue solution which maintained 

local control

Thinking Back – With a desire for getting 
to long-term financial sustainability

Thinking Back - Looking Forward 5

•What were the results?
• Passage of Measure HH – Essential City Services

• Adoption of “Responsible Spending Pledge”

• Thus, allowing the City to maintain and restore 
essential services including public safety; 
community programs; restore street and park 
maintenance funding; & fund Fire apparatus 
replacement

Thinking Back – With a desire for getting 
to long-term financial sustainability

Thinking Back - Looking Forward 6
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4

•What were the results?
•Adoption, authorization & appointment of 
a Citizens Measure HH – Essential City 
Services Advisory Oversight Committee

•20-year financial plan that outlines the use 
of the Measure HH funds based on 
spending pledge

Thinking Back – With a desire for getting to 
long-term financial sustainability – con’t.

Thinking Back - Looking Forward 7

What Measure HH is not:
•Not a windfall of money . . . It has 
been designated to specific areas 
based on the adopted spending 
pledge.  
•It will not give the City permanent 
fiscal sustainability

Thinking Back – With a desire for getting to 
long-term financial sustainability

Thinking Back - Looking Forward 8
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7

Thinking Back - Looking Forward 13

• Funding essential services – keeping Fire 
stations open and increasing public safety 
retention
•Addition of Battalion Chief / Admin Specialist
• Two Police Officer positions
•Restoring parks and road maintenance funds
• Funding replacement of fire apparatus
•Maintaining senior and youth programs

Looking Forward – Maintaining & 
Restoring Essential City Services

Thinking Back - Looking Forward 14

•Repairing park lights, playground surfaces, 
and playground equipment
•Addressing prior year GF operating structural 
deficit
• Funding ISF including OPEB pay-go
•Covering the cost of employee benefit & self-
insurance obligations
•Rebuilding required reserve balances (ISF / 
Budget Stabilization)

Looking Forward – Maintaining & 
Restoring Essential City Services
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7/11/2017

2

•What were the results?
• Passage of Measure HH – Essential City Services

• Adoption of “Responsible Spending Pledge”

• Thus, allowing the City to maintain and restore 
essential services including public safety; 
community programs; restore street and park 
maintenance funding; & fund Fire apparatus 
replacement

Thinking Back – With a desire for getting 
to long-term financial sustainability

Thinking Back - Looking Forward 3

•Adoption, authorization & appointment of 
a Citizens Measure HH – Essential City 
Services Advisory Oversight Committee

•20-year financial plan which outlines the 
use of the Measure HH funds based on 
the adopted Spending Pledge

What were the results?

Thinking Back - Looking Forward 4
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3

•Not a windfall of money . . . It has 
been designated to specific areas 
based on the adopted spending 
pledge.  

•It will not give the City permanent 
fiscal sustainability 

What Measure HH is not:

Thinking Back - Looking Forward 5

• Implementation of the 20 year Measure HH financial plan 
using the “Responsible Spending Pledge” as our guide

• Begin incorporating the plan into our 2017-18 budget

• Will require gradual implementation since transaction sales 
tax has no historic projections

• Adopt a 2017-18 budget that implements a portion of the 
Measure HH items until full HH funding is achieved

• Do a mid-year budget review

Looking Forward – Gaining long-term 
financial sustainability – What is next?

Thinking Back - Looking Forward 6
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5

Thinking Back - Looking Forward 9

•Organizational Realignments

•Funding replacement of fire apparatus

•Repairing park lights, playground 
surfaces, and playground equipment

Looking Forward – Maintaining & 
Restoring Essential City Services

Thinking Back - Looking Forward 10

• Addressing prior year GF operating structural deficit –
reduced by year end operating revenues over 
expenditures

• Funding ISF including OPEB pay-go

• Covering the cost of employee benefit & self-
insurance obligations

• Rebuilding required reserve balances (ISF – Employee 
Benefit & Budget Stabilization Funds)

Looking Forward – Maintaining & 
Restoring Essential City Services
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TEN-YEAR STRATEGIC FINANCIAL PLAN                
CAPITAL IMPROVEMENT & REPLACEMENT PLAN

accounted for as capital projects within the CIP special funds. Equipment, operating
and maintenance costs are identified for inclusion in future operating budgets.

In contrast, routine capital purchases of new vehicles, computer hardware and other
equipment are largely accounted for in internal service funds, such as the Information 
Technology, Government Buildings, Fleet Management and Equipment Funds.
These assets are capitalized when the initial individual cost is $5,000 or more with an
estimated useful life greater than two years. The estimated useful lives applied to property,
plant, equipment and infrastructure assets ranges from three to 62 years.

Capital Improvement Plan

The Capital Improvement Program (CIP) is a component of the Ten-Year Strategic
Financial Business Plan. This long range capital forecast, identifies major public
improvements to the City’s infrastructure that will be required to be replaced, improved, or 
maintained over the next ten years. The CIP
is important for planning and managing
Fountain Valley’s development, as well as
maintaining existing infrastructure.

The City places a high priority on
infrastructure construction, rehabilitation, and
maintenance efforts to ensure its streets,
landscaping, and facilities are built,
maintained, and rehabilitated according to
best practices and promote environmental
sustainability. Emphasizing rehabilitation
and effective maintenance practices
minimizes deterioration and costly remediation efforts, thereby extending the useful life of 
infrastructure improvements and providing long-term savings. During the development of
the CIP, capital projects affecting public health and safety, and/or legal mandates
receive the highest priority. Emphasis is also placed on capital projects maintaining
service levels or preventing deterioration of facilities.

Planning for capital improvements is an ongoing process. As the City's infrastructure
condition and needs change, capital programs and priorities must be adjusted.  New
construction may be required to accommodate increased demand or replace aging
facilities while existing infrastructure requires periodic rehabilitation, replacement or other 
improvements to protect the City's investments. 

The plan provides cost estimates for each project and identifies funding sources with
consideration given to ongoing resources. Because priorities can change, projects
included in outward planning years serve as a guide for future capital investments and
are not guaranteed for funding. Funds are not appropriated for CIP projects beyond the 
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TEN-YEAR STRATEGIC FINANCIAL PLAN                
CAPITAL IMPROVEMENT & REPLACEMENT PLAN

current fiscal year. 

The City has developed several master plans for infrastructure development, 
management, and maintenance. These include a pavement management plan, water 
master plan, sewer master plan, and drainage master plan. These plans chart a course 
to address immediate needs as well as long term planning and funding requirements for 
maintaining and upgrading infrastructure needs in these areas to sustain the community 
demands.

Capital Replacement Plan

The Capital Replacement Plan is a component of the Ten-Year Strategic Financial Plan.  
All city assets related to government buildings; equipment, tools, office furniture; 
information technology; and rolling fleet are listed in a ten-year replacement or 
maintenance schedule for each asset category.  The Internal Service Funds related to 
capital replacement consist of:  

Information Technology: Accounts for the capital acquisition and replacement cost of 
citywide computers, network equipment, printers, copiers, scanners, telephones, and 
duplication and mailing equipment.  
Government Buildings: Accounts for the replacement, repair or maintenance and capital 
equipment necessary for the efficient operation of the various City buildings.

Capital Equipment: Administers the acquisition, 
replacement and maintenance of furniture, 
equipment, machines, large tools, and other capital 
equipment not accounted for in IT or government 
buildings.    
Fleet Services: Provides for the capital purchase, 
replacement and maintenance of all city vehicles. 

These Internal Service Funds were established to finance and account for all existing and 
newly acquired capital items.  The finance policy requires that funding include the 
operations, maintenance and replacement costs of each city asset. These costs are then 
charged back to the various operating departments and programs, based on a ten year 
timeline, so that the true cost of providing services to the community are very transparent. 
This methodology allows for the full recovery of revenues back into the Internal Service 
Funds to cover the cost of replacing each asset over the projected life of that asset. 
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 2017-2018  2018-2019  2019-2020  2020-2021 

Beginning Fund Balance 35,785,101          22,370,379          25,555,885          28,218,188          

Revenues
  Operating Revenues

General Revenues 37,037,129          37,359,701          37,728,438          38,030,196          
Functional Revenues 5,095,619            5,095,619            5,100,000            5,100,000            

  Total Operating Revenues 42,132,748          42,455,320          42,828,438          43,130,196          

  Measure HH Revenues
Measure HH Operating Offset Revenue 4,192,244            5,385,453            6,213,838            7,569,272            
Measure HH Spending Pledge Revenue 2,340,101            6,132,396            5,304,011            3,948,577            

  Total Measure HH Revenues 6,532,345            11,517,849          11,517,849          11,517,849          

  Other Revenues
Developer/Park Impact Payments 707,911               -                       -                       -                       

  Total Other Revenues 707,911               -                       -                       -                       

  Transfers In
Gas Tax Fund 433,000               450,000               450,000               450,000               
Measure M2 83,571                 80,000                 80,000                 80,000                 
Sewer Fund 71,371                 73,869                 76,454                 79,130                 

  Total Transfers In 587,942               603,869               606,454               609,130               

Total Revenues 49,960,946          54,577,038          54,952,741          55,257,175          

Expenditures
  Wages/Benefits/Insurance

Wages 18,422,779          19,320,194          19,490,476          19,834,104          
Benefits 11,068,463          12,288,565          13,202,582          14,163,676          
Insurance 760,186               775,390               798,651               822,611               

  Total Wages/Benefits/Insurance 30,251,428          32,384,149          33,491,709          34,820,391          

  Internal Services
Information Services 1,117,023            1,254,177            1,242,133            1,416,234            
Government Buildings 1,480,959            1,703,284            1,741,608            1,780,794            
Fleet Services 1,454,379            1,657,992            1,790,631            1,701,100            
Capital Equipment 417,085               271,576               199,779               316,461               
Self Insurance 1,953,106            1,079,515            1,101,105            1,123,127            

  Total Internal Services 6,422,552            5,966,543            6,075,256            6,337,715            

  Operations & Maintenance
Departmental 5,932,957            5,962,622            5,992,435            6,022,397            
Non-Departmental 1,179,283            1,164,165            1,094,087            1,104,201            

  Total Operations & Maintenance 7,112,240            7,126,787            7,086,522            7,126,598            

  Debt Service
2016A Lease Revenue Bonds 868,600               872,500               873,775               869,675               
2017 CREBS 171,803               209,984               223,698               224,247               

  Total Debt Service 1,040,404            1,082,484            1,097,473            1,093,922            

General Fund

TEN YEAR REVENUE, EXPENSE & FUND BALANCE PROJECTIONS
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 2017-2018  2018-2019  2019-2020  2020-2021 General Fund

TEN YEAR REVENUE, EXPENSE & FUND BALANCE PROJECTIONS

  Capital
Capital 8,287,708            -                       -                       -                       
Continuing Appropriations 7,475,225            -                       -                       -                       

  Total Capital 15,762,933          -                       -                       -                       

  Measure HH Spending Pledge
OPEB ARC Funding -                       1,100,000            1,100,000            1,100,000            
OPEB Additional Funding -                       600,000               600,000               600,000               
CalPERS UAL Funding -                       1,057,144            1,057,144            1,057,144            

  Total Capital -                       2,757,144            2,757,144            2,757,144            

  Transfers Out
Gas Tax 608,000               265,740               273,712               281,924               
Traffic Improvement 205,431               -                       -                       -                       
Drainage Fund -                       315,000               -                       -                       
Equipment Fund 65,000                 -                       -                       -                       
Employee Benefit Fund 1,907,680            1,493,686            1,508,623            1,523,709            

  Total Transfers Out 2,786,111            2,074,426            1,782,335            1,805,633            

Total Expenditures 63,375,668          51,391,532          52,290,438          53,941,404          

Ending Fund Balance 22,370,379          25,555,885          28,218,188          29,533,959          

Reserves
Developer & Miscellaneous Reserves 2,049,534            2,049,534            2,049,534            2,049,534            
Cash Flow Reserve (22%) 10,320,845          10,630,265          10,897,325          11,260,537          
Budget Stabilization Reserve 3,500,000            4,500,000            4,500,000            4,500,000            
Disaster Reserve 1,000,000            1,000,000            1,000,000            1,000,000            
Capital Reserves 5,000,000            5,000,000            5,000,000            5,000,000            
Economic Development Reserve 500,000               500,000               500,000               500,000               

Total Reserves 22,370,379          23,679,800          23,946,859          24,310,072          

Unreserved/Undesignated Fund Balance (0)                         1,876,085            4,271,329            5,223,888            
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 2021-2022  2022-2023  2023-2024  2024-2025  2025-2026  2026-2027 

29,533,959             30,156,516             29,785,603             29,273,400             27,630,759             25,646,557             

38,322,729             38,631,647             38,942,330             39,257,771             39,574,959             39,773,647             
5,100,000               5,100,000               5,100,000               5,100,000               5,100,000               5,100,000               

43,422,729             43,731,647             44,042,330             44,357,771             44,674,959             44,873,647             

8,269,456               9,263,323               9,411,170               10,554,137             10,904,208             11,471,010             
3,248,393               2,254,526               2,106,679               963,712                  613,641                  46,839                    

11,517,849             11,517,849             11,517,849             11,517,849             11,517,849             11,517,849             

-                          -                          -                          -                          -                          -                          

-                          -                          -                          -                          -                          -                          

450,000                  450,000                  450,000                  450,000                  450,000                  450,000                  
80,000                    80,000                    80,000                    80,000                    80,000                    80,000                    
81,900                    84,766                    87,733                    90,804                    93,982                    97,271                    

611,900                  614,766                  617,733                  620,804                  623,982                  627,271                  

55,552,478             55,864,262             56,177,912             56,496,423             56,816,789             57,018,767             

20,009,011             20,361,973             20,541,631             20,904,181             21,088,718             21,461,115             
14,865,853             15,466,076             15,946,605             16,614,676             16,875,583             17,183,683             

847,289                  872,708                  898,889                  925,856                  953,632                  982,240                  

35,722,153             36,700,757             37,387,126             38,444,713             38,917,932             39,627,038             

1,466,582               1,381,988               1,414,276               1,439,512               1,692,484               1,533,382               
1,820,862               1,861,831               1,903,722               1,946,556               1,990,353               2,035,136               
1,735,122               1,769,824               1,628,238               1,660,803               1,577,763               1,845,983               

193,629                  436,079                  192,637                  399,755                  294,862                  101,774                  
1,145,589               1,168,501               1,191,871               1,215,709               1,240,023               1,264,823               

6,361,784               6,618,223               6,330,745               6,662,334               6,795,485               6,781,099               

6,052,509               6,082,772               6,113,185               6,143,751               6,174,470               6,205,342               
1,114,512               1,125,023               1,135,739               1,146,662               1,157,799               1,169,151               

7,167,021               7,207,795               7,248,924               7,290,414               7,332,269               7,374,493               

867,750                  872,650                  871,650                  864,950                  862,550                  864,250                  
224,742                  225,178                  225,554                  225,866                  226,113                  226,290                  

1,092,492               1,097,828               1,097,204               1,090,816               1,088,663               1,090,540               

TEN YEAR REVENUE, EXPENSE & FUND BALANCE PROJECTIONS
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 2021-2022  2022-2023  2023-2024  2024-2025  2025-2026  2026-2027 

TEN YEAR REVENUE, EXPENSE & FUND BALANCE PROJECTIONS

-                          -                          -                          -                          -                          -                          
-                          -                          -                          -                          -                          -                          

-                          -                          -                          -                          -                          -                          

1,100,000               1,100,000               1,100,000               1,100,000               1,100,000               1,100,000               
600,000                  600,000                  600,000                  600,000                  600,000                  600,000                  

1,057,144               1,057,144               1,057,144               1,057,144               1,057,144               1,057,144               

2,757,144               2,757,144               2,757,144               2,757,144               2,757,144               2,757,144               

290,381                  299,093                  299,093                  308,065                  308,065                  317,307                  
-                          -                          -                          -                          -                          -                          
-                          -                          -                          -                          -                          -                          
-                          -                          -                          -                          -                          -                          

1,538,946               1,554,336               1,569,879               1,585,578               1,601,433               1,617,448               

1,829,327               1,853,428               1,868,972               1,893,643               1,909,499               1,934,755               

54,929,921             56,235,176             56,690,114             58,139,064             58,800,992             59,565,070             

30,156,516             29,785,603             29,273,400             27,630,759             25,646,557             23,100,255             

2,049,534               2,049,534               2,049,534               2,049,534               2,049,534               2,049,534               
11,478,011             11,765,167             11,865,253             12,184,022             12,329,646             12,497,744             

4,500,000               4,500,000               4,500,000               4,500,000               4,500,000               2,052,976               
1,000,000               1,000,000               1,000,000               1,000,000               1,000,000               1,000,000               
5,000,000               5,000,000               5,000,000               5,000,000               5,000,000               5,000,000               

500,000                  500,000                  500,000                  500,000                  500,000                  500,000                  

24,527,545             24,814,701             24,914,788             25,233,557             25,379,181             23,100,254             

5,628,971               4,970,901               4,358,612               2,397,202               267,376                  0                             
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PREFACE

Most businesses in California are located or do business in special tax districts. This publication is designed as a 
guide to the application of district tax to your sales and purchases.

The first section presents an overview of district taxes using a question and answer format. Subsequent sections 
cover the specific application of the tax to place of sale, sales across district lines, construction contractors, and 
leases. 

If you need information about tax rates in specific areas, please select, California City and County Sales and Use Tax 
Rates. 

As an additional resource, the BOE offers an online mapping tool to determine the current sales and use tax rate 
for a  specific address. Be sure the address information you input is the address you intended. The tax rate given will 
reflect the current rate of tax for the address that you enter. To find a tax rate, please select, Find a Sales and Use Tax 
Rate by Address.

Additionally, some cities have developed a database of addresses to help retailers and consumers identify 
addresses located within special taxing jurisdictions for district tax rates. In cooperation with these cities, the BOE 
are providing links to their address databases located on the BOE website at California City and County Sales and Use 
Tax Rates. If you have questions about the addresses, please contact the cities directly.

If you cannot find the information you are looking for in this publication, please call the BOE Customer Service 
Center   at 1-800-400-7115. Customer service representatives are available to answer your questions weekdays 
between 8:00  a.m. and 5:00 p.m. (Pacific time), except state holidays.

This publication complements publication 73, Your California Seller’s Permit, which includes general information 
about obtaining a permit; using a resale certificate; collecting and reporting sales and use taxes; buying, selling, 
or discontinuing a business; and keeping records. Please also refer to the BOE website or the For More Information 
section for the complete list of BOE regulations and publications referenced in this publication.

The BOE welcomes your ideas on improving this or any other BOE publication. Please send your suggestions to:

Audit and Information Section, MIC:44
California State Board of Equalization
PO Box 942879
Sacramento, CA 94279-0044

To contact your Board Member, see www.boe.ca.gov/members/board.htm. 

Note: This publication summarizes the law and applicable regulations in effect when the publication was written, 
as noted on the cover. However, changes in the law or in regulations may have occurred since that time. If there is 
a conflict between the text in this publication and the law, the decision will be based on the law and not on this 
publication.
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DISTRICT TAXESAN OVERVIEW

Introduction to district taxes
What is a district?
A “district” is a local jurisdiction that, under enabling statutes in various codes, may impose transactions (sales) and use 
taxes within its borders. Voter approved district taxes may be levied on a countywide basis and within incorporated city 
limits. A city district tax rate applies only to addresses within the incorporated city limits. Additionally, more than one 
district tax may be in effect in a given location.

What are district taxes?
District taxes are either transactions (sales) or use taxes. The Revenue and Taxation Code provides that trans-
actions (sales) taxes are due from retailers on their sales of tangible personal property, and use taxes are due from 
purchasers for their use of tangible personal property in the district. “Use” is defined as the use, storage, or other 
consumption of tangible personal property. In this publication, the BOE will refer to such taxes generally as “district” 
taxes and designate them as either “transactions (sales)” or “use” taxes only when necessary.

Who is responsible for reporting and paying district taxes?
Since transactions (sales) taxes are imposed on the sale of tangible personal property in a district, you are respon-
sible for reporting and paying transactions (sales) tax if you are a retailer located in a district. If you have more 
than one business location, your liability for district tax will depend on the location at which you conduct principal 
negotiations for your sales. For more information about the application of tax to sales by businesses with multiple 
locations or with no fixed location, please see Retailers with multiple locations.

Since district use taxes are imposed on the storage, use or other consumption of tangible personal property in a 
district, you may be responsible for collecting and reporting district use tax if:

• You are a retailer “engaged in business” within a district (see next section).

• You lease, store, or consume tangible personal property in a district.

What does “engaged in business” mean?
You are “engaged in business” in a district if you are a retailer who:

• Maintains, occupies, or uses any type of office, sales room, warehouse, or other place of business in the district,
even if it is used temporarily, indirectly, or through an agent or subsidiary.

• Has any kind of representative operating in the district for the purposes of making sales or deliveries, installing
or assembling tangible personal property, or taking orders.

• Receives rentals from a lease of tangible personal property located in the district.

• Sells or leases vehicles or undocumented vessels which will be registered in a district.

Internet seller “engaged in business”
If you are an Internet seller “engaged in business” in California and you are engaged in business in a district that 
imposes a transactions and use tax (district tax), you must report and pay district taxes to that district. However, if you 
are not engaged in business in a district, you are not required to report and pay district taxes imposed by that district, 
but you must still report and pay tax at the statewide rate, please see California City and County Sales and Use Tax 
Rates. Generally, if you are not engaged in business in a district and you ship by common carrier into the district, your 
customer is liable for the district use tax. As a courtesy to your customer, you may choose to collect the district use 
tax from them. If you do, it should be shown on the customer’s invoice and you must report it on your return.  

If you store inventory at various locations in California (at Internet auction houses’ fulfillment centers, for example), 
you are considered engaged in business in those districts where your inventory is located.  
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When you are engaged in business within a district you are responsible for reporting and paying that district’s sales 
and use tax, even if you do not collect it from your customer. Alternatively, if you collect excess district tax or tax 
reimbursement from your customer, you should either:

1. Refund to your customer the over-collected amount, or

2. Report and pay the over-collected amount on your sales and use tax return.

Applying one tax rate on all sales in California, such as an average combined tax rate for all districts in California, is 
not an accepted method of collecting tax or tax reimbursement.  A retailer should not knowingly collect more sales 
tax reimbursement or use tax than the customer owes on a particular transaction, which will occur when the single 
rate is higher than the actual rate of tax that applies to the transaction.  When the single rate is less than the actual 
rate on a particular transaction, as stated above, the retailer who is engaged in business in the district(s) remains 
liable for the entire amount of district tax owed, not just the amount collected from the customer.

What are some of the di�erences between district taxes and the sales and use taxes?
Since district tax ordinances must incorporate provisions of the Sales and Use Tax Law, the taxes are generally the 
same except for:

• Sales of property made in a district and delivered to a customer outside the district may not be subject to the
district tax.

• Retailers located outside a district delivering property into a district may be required to collect the district’s tax
if they are engaged in business in the district.

• Retailers or lessors of vehicles or undocumented vessels are required to collect district use tax imposed in the
district(s) of registration.

• Sales of tangible personal property, other than fuel or petroleum products, to operators of aircraft are exempt
from transactions (sales) tax if (1) the aircraft is used as a common carrier of persons or property and (2) the
property purchased will be used or consumed principally outside the district where the sale was made.

• Fixed-price contracts, including leases entered into prior to the starting date of a new district tax may not be
subject to that district tax.

What exempts a �xed-price contract from district taxes?
To qualify as an exempt “fixed-price contract,” a contract must meet the following conditions:

• It must have been entered into prior to the effective date of the district tax. Contracts for which an irrevocable
bid was submitted prior to the effective date will qualify even when signed on or after that date, provided they
are signed during a period for which the bid is still irrevocable.

• It must be for a fixed amount. A contract may not have any clauses which allow for increases or decreases in the
contract price because of a change in the tax rates or the cost of the property to be furnished. This provision is
not invalidated if the contract allows change orders. Change orders are considered separate contracts.

• All parties to the contract must be obligated to the terms of the contract. No party can have the unconditional
right to terminate the contract, whether or not that right is exercised.

• The sales tax amount or rate must be specifically stated in the contract, or the contract must be tax-included.

The exemption allowed for fixed-price contracts applies not only to standard retail sales contracts, but also to sales 
of materials and fixtures under fixed-price construction contracts and to contracts for leases of tangible personal 
property. See Fixed-price construction contracts, and Fixed-price lease contracts.
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PLACE OF SALE 

A major factor that affects a retailer’s liability for district tax is the “place of sale,” that is, the location of the retailer’s 
business. Please read this section and DISTRICTS TAXES�AN OVERVIEW, if your business is located in a district or you 
have  multiple locations.

Retailers with one location
If you are a retailer whose only business location is in a district, you must generally report transactions (sales) tax on 
all your sales unless:

• You, your agent, or a common carrier ships or delivers the property, according to the contract of sale, to an out-
of-state or out-of-district location for use outside the district, or

• The sale is exempt from the general sales tax or is otherwise exempt from transactions (sales) tax.

If your business is not located in a district, generally, your sales are not subject to transactions (sales) tax. However, 
you may be liable for district use tax if you are “engaged in business” in a district. For more information about being 
“engaged in business” in a district, see DISTRICTS TAXES�AN OVERVIEW.

Retailers with multiple locations
If you are a retailer with more than one location, the place of sale is generally considered the location at which you 
carry on principal negotiations even if you must forward the order to another location for acceptance, approval 
of credit, shipment, or billing. Your employees’ activities will be attributed to the location from which they work. 
Consequently, sales made or negotiated by employees, or at places located in districts, are generally subject to 
transactions tax.

As with a single location business, you are allowed an exemption from district tax for property that is shipped, 
according to the contract of sale, to an out-of-district location for use outside the district or for property that is also 
exempt from the sales and use tax.

You are generally not liable for transactions (sales) tax on sales made at business locations outside districts. 
You may, however, be liable for collecting district use tax if you ship the property into a district in which you are 
“engaged in business,” unless you accept a declaration in good faith, as provided in Regulation 1823.4, Place of 
Delivery of Tangible Personal Property Generally, and Regulation 1823.5, Place of Delivery of Certain Vehicles, Aircraft, 
and Undocumented Vessels, see Delivery outside district. Vendors with multiple locations have their place of sale 
prescribed by the Transactions and Use Tax Regulation 1822, Place of Sale for Purposes of Transactions (Sales) and Use 
Taxes.

Vending machine operators
For vending machine operators, the place of sale is the location of the vending machine. If you are a vending 
machine operator, generally you should pay tax when buying inventory. When you make a tax-free purchase of 
inventory, you must report use tax based on the location of the machine through which the inventory is sold. When 
a machine is located in a district, you are liable for state, local, and district tax. Please see Regulation 1574, Vending 
Machine Operators and publication 118, Vending Machine Food Sales.

Itinerant merchants
Itinerant merchants are defined as retailers with no permanent place of business. This category includes certain 
door-to-door salespersons.

As an itinerant merchant, your place of sale is the permanent address shown on your seller’s permit. If your per-
manent address is located in a district, you are generally liable for district tax on your sales unless you deliver the 
property to the buyer outside the district for use outside the district. If your permanent address is not in a district, 
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your sales are generally exempt from transactions (sales) tax. However, they may be subject to district use tax if you 
solicit the sale in a district and ship or deliver the property to the buyer in the district. For the definition of “engaged 
in business,” please see, What does “engaged in business” mean?

Businesses qualifying as section 6015 retailers 
A business that uses salespersons, representatives, peddlers, canvassers, agents, or other persons who operate 
under the direction of or obtain property from the business, may be treated as the retailer under Revenue and 
Taxation Code section 6015(b) of the Sales and Use Tax Law. As a section 6015 retailer, the business is responsible 
for reporting and paying tax on any sales made by these persons. Section 6015 retailers include operators of certain 
school book clubs. 

If you qualify as a section 6015 retailer, your place of sale is the location from which your salespersons, representa-
tives, peddlers, canvassers, or agents operate. Sales made by persons located in districts are generally subject to 
district tax unless the property is delivered to the buyer outside the district for use outside the district. Sales made 
by persons located outside districts are generally exempt from transactions (sales) tax but may be subject to district 
use tax if the sale is solicited in a district and the property is shipped or delivered to the buyer in the district.

Auctioneers 
For auctioneers, the place of sale is the location at which the auction is held. If you are an auctioneer holding an 
auction in a district, your sales are subject to district tax unless otherwise exempt.

Out-of-state retailers “engaged in business” in California
Revenue and Taxation Code section 6203, Collection by Retailer, provides, in part, the definition of a retailer engaged 
in business in this state as any of the following:

1. Any retailer maintaining, occupying, or using, permanently or temporarily, directly or indirectly, or through
a subsidiary, or agent, by whatever name called, an office, place of distribution, sales or sample room or
place, warehouse or storage place, or other place of business.

2. Any retailer having any representative, agent, salesperson, canvasser, independent contractor, or  solicitor
operating in this state under the authority of the retailer or its subsidiary for the purpose of selling,
 delivering, installing, assembling, or the taking of orders for any tangible personal property.

An out-of-state retailer whose only presence in the state is a stock of tangible personal property is considered a 
California retailer, and the place of sale is the location of the property from which delivery or shipment is made. If 
the property is located in a district, the sale may be subject to district tax.
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SALES ACROSS DISTRICT LINES

This section is for businesses located in a district that make sales to customers located outside the district. This section 
may be useful if you purchase property that you intend to store, use, or consume in a district. It also includes a general 
outline of the application of district tax to these types of sales and purchases.

If you have questions about particular sales or purchases, please call the BOE Customer Service Center or contact one of 
the BOE field offices.

This section discusses the general rules covering the application of district tax to these kinds of transactions and then 
discusses the responsibilities of retailers and purchasers for reporting and paying the tax.

Property sold in a district which is delivered or �rst used in that district
If your business is located in a district, your sales are generally subject to transactions (sales) tax when you deliver 
the property to the purchaser in the district. The transactions (sales) tax applies even if the purchaser intends to 
immediately transport and use the property outside the district.

Please note: You are liable for your district’s tax if you deliver the property outside the district with the knowledge 
that the purchaser will store, use, or consume the property in your district.

Property delivered to another district
District use tax is due on property that the customer first stores, uses, or otherwise consumes in a district. A 
customer who is liable for district use tax on property first used in a district is allowed a credit for any transactions 
(sales) tax reimbursement already paid. This credit is limited to the amount of transactions (sales) tax reimburse-
ment paid by the customer in the district of origin. That is, a refund of district tax is not available if the tax owed in 
the district of first use is less than the transactions (sales) tax reimbursement already paid on the purchase. (For an 
example of how the credit applies, see Purchasers.)

For example, your business is located in a district and you sell merchandise to a customer who is located in an area 
where there is no district. If your customer picks up the merchandise at your location, the sale is subject to your 
district’s tax, even if your customer intends to take the merchandise back to his or her location. On the other hand, 
if you ship the property to the purchaser’s location, the sale is generally not subject to your districts transactions 
(sales) tax. 

Either the retailer or purchaser may be responsible for reporting district use tax to the BOE, depending on the  
 circumstances of the sale or use of the property, as discussed in the following sections.

Retailers
As a retailer, you are required to collect and report district use tax on a sale in a district in which you are “engaged in 
business” (please see What does “engaged in business” mean?), and one of the following conditions applies:

• You ship or deliver the property into the district.

• You participate in the sale of the property within that district. “Participation” includes solicitation whether direct
or indirect. It also includes receipt of orders at a place of business in the district or through any representative,
agent, canvasser, solicitor, subsidiary, or any other person working in the district under your authority.

• You are a licensed dealer of vehicles or undocumented vessels that are registered by the purchaser in a county
with district taxes.

If a sale meets these conditions, you must collect district use tax on all taxable charges including those taxable 
charges which result from repairs or reconditioning. 
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The following example illustrates when retailers should collect and report district use tax:

A retailer in Santa Clara County makes a taxable sale of property which is delivered to and used by the purchaser in 
unincorporated Alameda County. Even though it is subject to the general sales tax, the sale would be exempt from 
Santa Clara County district taxes because the property was delivered according to the contract of sale outside the 
county for use outside the county. However, use of the property in Alameda County makes the sale subject to the 
district use tax in Alameda County. If the retailer is engaged in business in Alameda County and ships or delivers 
the property within Alameda County, he or she is responsible for collecting and reporting all applicable county-
wide  district use taxes on his or her sales. If the retailer is not engaged in business in the county, the purchaser is 
generally responsible for reporting and paying district use tax on his or her purchases.

Purchasers
As a purchaser, you are generally required to report and pay district use tax on the purchase price of tangible 
personal property when:

• You make the first taxable use of the property in a district.

• You purchased the property without district tax or at a lesser rate of district tax than is imposed in the  district of
use.

• The retailer has no obligation to collect and report the tax.

As stated above, you are eligible for a credit of tax paid to another district, but only up to the amount of tax due in 
the district of use.

Application of this credit is illustrated by the following example:

A consumer buys merchandise and pays district tax of 1.00 percent. The consumer then first uses the property 
in another location where the district tax rate is .50 percent. The consumer is liable for the district use tax at the 
.50 percent rate, but is eligible for a credit based on the transactions (sales) tax of 1.00 percent paid to the other 
district. However, no refund is allowed for the additional .50 percent district tax paid on the purchase.

Please note: Certain cities within counties may have higher rates due to citywide district taxes.

If the consumer buys merchandise in a location and pays district tax of .50 percent and then first uses it in another 
location where the district tax rate is 1.00 percent, he or she is liable for the district use tax of 1.00 percent. The con-
sumer is allowed a credit for the .50 percent district tax paid, but owes the additional .50 percent district tax due in 
the location where the property was first used.

Declaration to relieve retailer of obligation to collect district use tax for sales delivered to purchaser outside of 
the district
Regulation 1823.4, Place of Delivery of Tangible Personal Property Generally, provides, for the purposes of the district 
use tax, not the transactions (sales) tax, a retailer may be relieved of the obligation to collect the district use tax 
(other than for vehicles, aircraft, and vessels) imposed by that district when you ship or deliver tangible personal 
property outside of that district to a purchaser’s principal residence address or principal business address. You are 
relieved of the obligation by accepting, in good faith, a properly executed declaration under penalty of perjury. The 
declaration must be signed by the buyer, stating that such address is, in fact, the buyer’s principal place of residence 
or principal place of business; that the buyer’s principal place of residence or principal place of business is located 
outside the boundaries of the district; and that the property was purchased for use at a designated point or points 
outside of that district. It should also state that the purchaser will be liable for and pay the use tax if the property is 
principally stored, used, or otherwise consumed within a district.

For example, you are a retailer required to collect district use tax on property you ship to a city, which has a tax 
rate of 8.25 percent. The county in which your business is located and the city you ship to have the same zip code. 
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However the county has a tax rate of 8.00 percent. Customers living in the county near your business location, 
but not within the city limits, are not subject to the 8.25 percent tax rate, but the 8.00 percent rate for the county 
is applicable. If your customer provides a declaration as provided in Regulation 1823.4, you may charge them the 
8.00 percent tax rate.

An example of the declaration to relieve the retailer of the obligation to collect district use tax is provided in this 
publication (see Sample Declaration [Regulation 1823.4]). There is also a sample declaration that may be used in 
Regulation 1823.4, Place of Delivery of Tangible Personal Property Generally.

Please note: Even though this example shows tax calculated at a rate of 8.00 percent, you should use the rate in effect 
at the location that the property is being delivered. Please see California City and County Sales and Use Tax Rates. 

Declaration to relieve retailers of the obligation to collect transactions (sales) tax for sales of certain vehicles, 
aircraft, and undocumented vessels when delivered to purchaser outside of the district 
In California, if you register a vehicle or vessel with the California Department of Motor Vehicles (DMV) to an address 
that falls within a tax district, the district tax is generally included as part of the total tax collected.

A retailer of certain vehicles, aircraft, and undocumented vessels is considered engaged in business in any district 
imposing district tax and is generally required to collect the district tax and pay it to the state if the vehicle, aircraft, 
or undocumented vessel is licensed or registered in any district imposing a district tax.

Regulation 1823.5, Place of Delivery of Certain Vehicles, Aircraft, and Undocumented Vessels, relates to the place of 
delivery of certain vehicles (both commercial and noncommercial), aircraft, and undocumented vessels for the 
 purpose of the transactions (sales) tax portion only. It does not apply to the district use tax.

Regulation 1823.5 defines the type of vehicles, aircraft, and undocumented vessels that, under certain circum-
stances, qualify for a transactions (sales) tax exemption. As stated above, this regulation also applies to certain 
commercial vehicles. The regulation includes declarations for the purpose of allowing the seller to treat the sale as 
exempt from the transactions (sales) tax. The declarations are made under penalty of perjury. If the purchaser issues 
a declaration to the seller and then the property is principally stored, used or otherwise consumed in that district, 
the purchaser will be liable for the district use tax. Even though the sale of the vehicle, aircraft, or undocumented 
vessel may be exempt from the transactions (sales) tax under this regulation, the statewide rate of 7.25 percent will 
still apply to the sale and the retailer may still be responsible for collecting the district use tax.

Please note: Even though this example shows tax calculated at a rate of 7.25 percent, you should use the rate in 
effect at the location that the vehicle, aircraft, or undocumented vessel is being registered. Please see California City 
and County Sales and Use Tax Rates for current tax rates.

Any seller claiming an exemption under this regulation must retain these declarations executed in the prescribed 
form. If the exemption claimed relates to the sale of a vehicle, the seller must also retain in his records a copy of 
either the DMV report of sale or other documentary evidence showing the out-of-district address to which the 
vehicle is registered.

An undocumented vessel is a vessel that is required to be registered with the DMV. Purchasers of undocumented 
vessels that are exempt from transactions (sales) tax, under Regulation 1823.5 shall pay district use tax to the DMV 
at the time of registering the vessel if the seller did not collect the use tax. As discussed above, the seller may be 
required to collect the district use tax and pay it to the state. A documented vessel means a vessel which is required 
to be documented by the United States Coast Guard and for which the United States Coast Guard has issued a valid 
marine certificate. If you have questions as to whether your vessel qualifies as documented or undocumented, 
please refer to our publication 40, Watercraft Industry.
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Delivery outside district
Any seller claiming an exemption from the district tax under Regulation 1823.5 must retain a declaration signed 
under penalty of perjury in the form prescribed in the regulation. The declaration must be signed by the buyer, 
accepted by the seller in good faith, and include a written statement that the vehicle, aircraft, or undocumented 
vessel was purchased for use at designated point(s) outside the district. If the claimed exemption relates to the sale 
of a vehicle, the seller also must retain in his records a copy of either the DMV report of sale or other documentary 
evidence showing the out-of-district address to which the vehicle is registered.

Regulation 1823.5, Place of Delivery of Certain Vehicles, Aircraft, and Undocumented Vessels, includes sample 
 declarations that can be used to relieve the retailer of the obligation to collect transactions (sales) tax. Examples of 
the declarations are also included in this publication (see Sample Declaration [Regulation 1823.5] Place of Delivery 
of Certain Vehicles, Aircraft, and Undocumented Vessels, and Sample Declaration [Regulation 1823.5] Commercial 
Vehicles).

For additional information regarding sales or purchases of vehicles, vessels, and aircraft, please visit the BOE website 
for frequently asked questions, or call the Consumer Use Tax Section at 1-916-445-9524.
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Sample Declaration
(Regulation 1823.4)

I HEREBY CERTIFY THAT: 

(1) The  purchased from 

 was delivered to the following address: 

(2) The above address is located outside the District. 

(3) The above address is my principal place of residence or principal place of business. 

(4) The tangible personal property listed above is purchased for use at the following 

location(s), which is outside the District. 

I understand that this declaration is for the purpose of allowing the above named seller to treat the sale of the 

above-described tangible personal property as exempt from the use tax imposed by the district of 

. If the property is principally stored, used or otherwise consumed in that 

district, the purchaser shall be liable for and pay the use tax. 

I have personal knowledge of the statements of fact contained in this declaration. I declare under penalty of 

perjury under the laws of the State of California and the United States that the foregoing statements are true 

and correct. 

PRINTED NAME OF PURCHASER 

SIGNATURE OF PURCHASER OR AUTHORIZED AGENT (IF APPLICABLE)

NAME AND TITLE OF AUTHORIZED AGENT 

DATE 

History: Adopted October 25, 2005, effective January 26, 2006. 

Regulations are issued by the State Board of Equalization to implement, interpret or make specific provisions of the California 
Sales and Use Tax Law and to aid in the administration and enforcement of that law. If you are in doubt about how the Sales 
and Use Tax Law applies to your specific activity or transaction, you should write the nearest State Board of Equalization  office. 
Requests for advice regarding a specific activity or transaction should be in writing and should fully describe the facts and 
circumstances of the activity or transaction.

(here insert description of tangible personal property purchased)

(insert name of seller)

(name of district)

(name of district)

(street, city, state, zip code)

(name of district)
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Sample Declaration
(Regulation 1823.5) 

Place of Delivery of Certain Vehicles, Aircrafts, and Undocumented Vessels

I HEREBY CERTIFY THAT:

(1) The 

 purchased from  will be registered to 

the  following address: 

(2) The above address is outside the  District.

(3) The address is my principal place of residence (or, in the case of a corporation, principal place of business).

(4) The vehicle, aircraft, or undocumented vessel when not in use will be kept, garaged, hangared or docked at:

(5) The vehicle, aircraft, or undocumented vessel will be stored, used or otherwise consumed 

  principally outside the  District.

(6) (a) The purchaser does not hold a California seller’s permit.

(b) The purchaser holds California seller’s permit No.  .

I understand that this declaration is for the purpose of allowing the above named seller to treat the sale of

the above described tangible personal property as exempt from the transactions (sales) tax imposed by the 

 District. If the property is principally stored, used 

or otherwise consumed in that district, the purchaser shall be liable for and pay the use tax.

The foregoing declaration is made under penalty of perjury.

PRINTED NAME OF PURCHASER OR AUTHORIZED AGENT

SIGNATURE OF PURCHASER OR AUTHORIZED AGENT

TITLE

DATE

(name of district)

(here insert description of vehicle, aircraft or undocumented vessel giving name

(insert name of seller)of manufacturer and type)

(name of district)

(name of district)
(Check applicable box.)
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(insert name of seller)

(name of district)

Sample Declaration 
(Regulation 1823.5)

Commercial Vehicles 

I HEREBY CERTIFY THAT:

(1) The

purchased from  will be registered to the following address:

(2) The vehicle will be operated from the following address:

(3) The address from which the vehicle will be operated is outside the 

 District.

(4) When not in use, the vehicle will be kept or garaged at:

(5) The vehicle will be stored, used or otherwise consumed principally outside the 

 District.

 (6) (a) The purchaser does not hold a California seller’s permit.

(b) The purchaser holds California seller’s permit No.  .

I understand that this declaration is for the purpose of allowing the above named seller to treat the sale of 

the above described tangible personal property as exempt from the transactions (sales) tax imposed by the 

 District. If the property is principally stored, used or otherwise 

consumed in that district, the purchaser shall be liable for and pay the use tax.

The foregoing declaration is made under penalty of perjury.

PRINTED NAME OF PURCHASER OR AUTHORIZED AGENT

SIGNATURE OF PURCHASER OR AUTHORIZED AGENT

TITLE

DATE

(name of district)

(name of district)

(here insert description of commercial vehicles giving name of manufacturer and type)

(Check applicable box.)
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Sales across district lines—examples
Am I liable for transactions (sales) tax in a district where I solicit and accept a sale when the property is never physically 
in the district?

No. Under these circumstances, you are not liable for transactions (sales) taxes. District tax law allows a specific 
exemption for property which is sold within a district but delivered according to the contract of sale outside 
the district and used outside the district. You may be responsible for district use tax in the district in which the 
 property is delivered.

If I am located in a district, am I liable for my district’s tax on a sale to a person located outside the district?

You are generally not liable for your district’s tax on a sale as long as the customer does not take possession of the 
property in your district. However, if your customer is located in another district, you are generally liable for that 
district’s use tax if:

1. You are engaged in business in that district, and

2. You ship or deliver the property into that district or you participate in the making of the sale of the property
within that district.

If I purchase property at a lower rate of tax, am I required to pay additional district use tax if I use the property in a 
district with a higher tax rate?

Yes. If the property is used in a district with a higher tax rate than the rate paid at the time of purchase, the addi-
tional district use tax is generally due.

If I am not located in a district and deliver property to my customer at my place of business, must I collect district use tax 
if the customer’s billing address is located in a tax district?

No. You would be required to collect the district use tax only if you are “engaged in business” in the district and 
participated in making the sale in the district or delivered or shipped the property into the district. Please note 
that retailers of vehicles or undocumented vessels are always “engaged in business” in districts in which the 
 property is registered and, therefore, are always required to collect district use tax.

If I am a retailer located outside a district and I regularly make deliveries to customers in a district, am I required to 
report district use tax?

If you make deliveries to a district with your own vehicle, you are considered “engaged in business” in the district 
and are required to report district use tax on the sale. If you make the deliveries through a common carrier, you 
generally are not liable for the tax unless you are otherwise “engaged in business” in the district, such as maintain-
ing an office or other place of business in the district.

If I buy tools, equipment, or other property for use in a district from a vendor who is not “engaged in business” in a 
 district, are my purchases subject to district tax?

Yes. You are required to report and pay the district use tax.

If I live outside a district and bring property into a district for repair or reconditioning, are the repair charges which are 
subject to sales tax also subject to the district tax?

Yes, if you pick up the property in the district. However, if you take delivery of the property outside the district for 
use outside the district, the transactions (sales) tax does not apply. If there is a district tax in the location where 
you use the property, you are required to report and pay the district use tax.
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Voter approved city district taxes
I am located in San Diego County and regularly make deliveries in my own vehicle into the city of El Cajon. I am not 
considered engaged in business anywhere else in California. When I make taxable sales to customers in the county of 
San Diego, including sales into the city of El Cajon, am I liable for the higher rate for the sales to El Cajon?

The city of El Cajon, located in San Diego County, has a tax rate of 8.25 percent. This reflects the 7.25 percent 
statewide base rate plus .50 percent district tax for the entire county of San Diego and .50 percent in district taxes 
for the city of El Cajon. As of the date of this publication, the tax rate in areas of San Diego County outside the city 
of El Cajon, La Mesa, National City, and Vista is 7.75 percent.

If you regularly deliver merchandise within the city limits of El Cajon in your own vehicle, you are considered 
“engaged in business” in the district of El Cajon and are responsible for collecting and reporting the additional 
1.00 percent El Cajon district use tax. You should not charge the El Cajon district tax on sales that occur at your 
business location if your business is located outside the city limits of El Cajon or for sales otherwise made outside 
of the El Cajon City limits.

Please note: The cities of La Mesa, National City, and Vista (located in San Diego County) also have district taxes.

Finding the correct district tax rates
For information about tax rates in specific areas, please see California City and County Sales and Use Tax Rates.

To allow for the correct application of district taxes, many cities with voter approved district taxes have provided a 
list of addresses located inside their incorporated city limits. The BOE website provides a link to the address list at 
California City and County Sales and Use Tax Rates—Find a Sales and Use Tax Rate by Address. 
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CONSTRUCTION CONTRACTORS

This section covers the general application of district taxes to construction contractors. This section may be useful if you 
make sales to construction contractors, or if you are a contractor located or doing work in districts. 

District tax generally applies to a construction contractor’s purchases in the same manner as the sales and use tax. 
However, there are certain exceptions, which are explained in the following pages. This section briefly summarizes 
the provisions that are common to both sales and use tax and district tax and then discusses the specific district tax 
provisions.

Tax provisions common to both sales and use tax, and district tax
Under both the sales and use tax, and the district tax, construction contractors (other than those working under 
Federal contracts) are generally:

• Consumers of materials furnished and installed on real property such as lumber, cement, roofing, windows, and
wall-to-wall carpeting. As consumers, contractors generally should pay sales tax to their vendors when purchas-
ing materials or report use tax when the materials are installed on real property.

• Retailers of fixtures furnished and installed on real property such as air conditioning units, lighting and plumb-
ing fixtures, and blinds. Contractors should remit tax to the BOE in a time and materials contract on the sale of
the fixtures to their customers. Or, if installing the fixtures on a lump-sum contract, contractors should pay sales
or use tax on the cost of the fixtures. If the contractor manufactures the fixture, the selling price is considered
the price at which similar fixtures are sold or the price reflected by the contractor’s records such as bid sheets or
costing sheets.

• Retailers of machinery and equipment such as drill presses, lathes, and movable partitions. Contractors should
charge and remit tax measured by the selling price of these types of items to their customers.

In contrast, construction contractors working on contracts with the Federal government (also known as United 
States construction contractors) are considered the consumers of both materials and fixtures. In addition, a United 
States construction contractor’s sale of equipment to the Federal government is generally considered an exempt 
retail sale.

For more information about the application of sales and use tax to construction contractors and a more complete 
listing of property qualifying as materials, fixtures, machinery, and equipment, see Regulation 1521, Construction 
Contractors, and publication 9, Construction and Building Contractors.

Construction contractors and district tax
In addition to the above criteria, district tax law provides that: 

• Materials purchased before the effective date of a district tax and installed after that date may not be subject to
the district tax.

• The contractor’s jobsite is considered the place of business for purposes of determining the applicable tax.

• Certain fixed-price contracts may be exempt from district taxes enacted after the contract date.

Consequently, to determine if a contractor’s sales or purchases are subject to district tax, you need to take into 
account:

• The date of purchase,

• The place at which the materials, fixtures, and equipment are delivered or installed, and

• Whether the construction contract qualifies as a fixed-price contract.
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These points are discussed in more detail below. 

Date of purchase
Materials purchased before the effective date of a district tax and installed after that date are not subject to the 
district tax. This exclusion, however, does not apply to materials purchased under a resale certificate when the 
materials are used for a purpose other than that stated on the certificate. It also does not apply to fixtures and 
equipment. Materials, fixtures, and equipment purchased under a resale certificate are generally subject to district 
tax if sold or consumed after the effective date of the district tax.

Delivery or installation location
As discussed in the previous section, the place of sale or place of first use determines whether district tax applies 
to a sale or purchase of tangible personal property. However, for materials not purchased under a resale certificate, 
district tax applies at the time of purchase. For purchases by construction contractors:

• District transactions (sales) tax applies when a contractor picks up materials or fixtures in a district even if the
contractor intends to install it at a jobsite located outside the district.

• District use tax applies when materials or fixtures are installed at a jobsite in a tax district and they have been
purchased without district tax or at a lower rate of district tax. Generally, the contractor is responsible for
reporting and paying the tax.

• District tax will not apply if the sale occurs in a district, but the supplier ships the property to a location that is
not in a taxing district where the property is installed.

The only exception to these general rules is certain purchases of fixtures. The law allows contractors a credit for 
district tax paid on fixtures that are subsequently installed at a location not in a taxing district.

For example, if you purchase air conditioning units in a district which has a total district tax rate of 1.5 percent and 
install them on a structure in a location, which has no district taxes, you are eligible for a credit of the 1.5 percent 
district tax paid at the higher tax rate on the purchase of the air conditioning units.

Fixed-price construction contracts
As noted in DISTRICT TAXES�AN OVERVIEW, purchases of materials, fixtures, and equipment under a qualified 
fixed-price contract are exempt from district tax increases. To qualify as an exempt fixed-price contract, a contract 
must:

• Be entered into prior to the effective date of the district tax,

• Be for a fixed amount,

• Have all parties obligated to the terms of the contract, and

• Have the sales tax amount or rate specifically stated in the contract.

This exemption also applies to the purchases which subcontractors make as part of a fixed-price prime contract. If 
you are unsure whether a construction contract qualifies as “fixed-price,” you may request a review of the contract 
by your nearest BOE field office.

Please note: The exemption allowed for the purchase of materials, fixtures, and equipment under a qualified fixed-
price contract does not apply to purchases of supplies such as tools, scaffolding, or welding gases, which are used 
on the construction site. Supply purchases are only exempt if made under a fixed-price supply contract entered into 
directly with the supplier prior to the effective date of the district tax.

Construction contractors—examples
If I am a contractor with a business in an area without district taxes and I install materials and fixtures that are 
delivered to a jobsite located in a district, am I liable for the district tax?

Yes. Under the Transactions and Use Tax Law, your jobsite is considered your place of business. Consequently, 
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if your jobsite is in a tax district, district tax is due on the cost of materials you use or on the selling price of the 
fixtures which you furnish and install.

As a construction contractor, am I responsible for district tax on materials that I purchase prior to the operative date of 
a district tax and use after that date? 

No, unless you originally purchased the materials under a resale certificate and you are using them for a purpose 
other than that stated on the certificate.

If I purchase construction materials after the effective date of a district tax, does district tax apply?

Yes, if you are purchasing and picking up the materials in the district or materials are delivered to a jobsite in the 
district (if you are operating under a fixed-price contract, see Fixed-price construction contracts).

If I purchase construction materials and fixtures from a vendor in a district for use outside the district, does the district 
tax apply?

Yes, if you take delivery of the materials or property in the district. However, if you take delivery outside the dis-
trict and use the property outside the district, district tax does not apply unless your jobsite is in another district. 
Under certain circumstances, you may be entitled to a credit for tax-paid purchases.

Unless materials are purchased under a resale certificate, the district tax applies to materials purchased and 
delivered within a special taxing district even though such materials may be purchased for installation outside 
the district. The district tax does not apply to property purchased from a retailer within the district, for use outside 
the district, when the property is shipped to a point outside the district as agreed to in the contract of sale, and 
is shipped directly by the retailer or delivered by the retailer to a carrier for subsequent delivery to the out-of-
district location.

Credit against a use tax liability for materials purchased
If materials are purchased tax-paid in an area with district taxes, the person liable for the use tax may only claim a 
credit against a use tax liability that is equal to the district tax rate in which the materials were installed (jobsite), 
but not at a tax rate exceeding the district tax where the materials were installed. Accordingly, if the contractor pur-
chased materials, tax-paid, in a county with a total tax rate of 8.75 percent and installs the materials in a county with 
a tax rate of 8.25 percent the contractor does not have an additional district use tax liability. In this example, the sale 
to the contractor is a sales tax transaction and the contractor is considered the consumer of materials and would 
not be entitled to a credit of the .50 percent district tax difference paid for the materials at the 8.75 percent tax rate. 

If a contractor purchased materials tax-paid in a county with a district tax rate of 7.75 percent, and installs the 
materials in a county with a district tax rate of 8.75 percent, the contractor is liable for the additional 1.00 percent 
district use tax. If the contractor has a seller’s permit, an adjustment can be made on Schedule A to allocate the 
district tax to the proper district of installation. If the contractor does not hold a seller’s permit or is not otherwise 
required by law to report use tax in a different manner, the additional use tax liability can be paid by providing, in 
writing, all the following information: 

1. A request that the correspondence be accepted as a return or a statement, regardless of how brief, indicat-
ing that you are attempting to file a return, and

2. The reporting period for which the correspondence (return) is filed, and

3. The amount of tax due for each district.

Your total reported use tax should be segregated by district based on where the materials were installed. This will 
assist the BOE in allocating the use tax to the proper district.

Contractors with ongoing use tax amounts due should apply for a California Consumer Use Tax Account. You can 
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register on the BOE website at www.boe.ca.gov, by selecting New Registration, and then select Register a business 
activity with BOE. You can also register to report use tax in person at any of the BOE field offices. Please contact the 
BOE   Customer Service Center for assistance at 1-800-400-7115.

Credit against a use tax liability for �xtures purchased
If fixtures are purchased by a contractor tax-paid in an area with district taxes, the contractor, upon installing the 
fixtures at a jobsite without a district tax, or with a lower tax rate, is entitled to a credit for the full amount of the 
district tax of the district of purchase.

For more information about the application of district tax on sales to and purchases by construction contractors, 
please see Regulation 1826, Construction Contractors, publication 9, Construction and Building Contractors, or call the 
BOE   Customer Service Center.

Page 484



JANUARY  2017 | DISTRICT TAXES �SALES AND USE TAXES)     18

LEASES

This section discusses the application of district tax to leases. Read this section if you are the lessor or lessee of tangible 
personal property, which is being used in a tax district. As with other types of transactions, the application of district tax 
to a lease is generally affected by how the lease is treated under the Sales and Use Tax Law. This section briefly discusses 
the sales and use tax treatment of leases and then discusses the application of district tax.

Leases and the sales and use tax law
The Sales and Use Tax Law distinguishes between leases of: 

• Tangible personal property in general, and

• Tangible personal property which qualifies as mobile transportation equipment.

The following sections summarize how the law applies to these two types of leases and then discusses provisions 
that apply to all leases.

Leases of tangible personal property in general
Under the Sales and Use Tax Law, most leases are treated as continuing sales or purchases. Generally, the tax that 
applies is a use tax on the amounts payable under the lease (rentals), which is imposed on the lessee. If use tax does 
not apply (for example, in the case of insurance companies) the payments are subject to the sales tax. Even though 
the tax is imposed on the lessee, the lessor is usually required to collect the tax and report it in the period during 
which he or she has received the rental payments. The lessee is not relieved from the liability until he or she is given 
a receipt of the kind called for in Regulation 1686, Receipts for Tax Paid to Retailers, or the tax is paid to the state.

As an alternative, under certain circumstances the law allows the lessor to pay tax on the purchase price of the 
leased property instead of on the rentals. This choice is an irrevocable election and may be taken only if both of the 
following conditions are met:

• The lessor leases the property in substantially the same form as purchased, and

• The lessor makes the election during the first quarterly reporting period in which the property is rented.

These general rules apply whether the lessor purchases the property specifically for leasing or purchases it for resale 
and then decides to lease it.

Leases of mobile transportation equipment
Mobile transportation equipment includes rail cars, locomotives, truck tractors and trailers, ships, reusable shipping 
containers, and airplanes. The law considers lessors of mobile transportation equipment to be consumers of the 
equipment. Consequently, they are usually required to pay tax on the purchase price. 

As an alternative, lessors may issue a resale certificate when purchasing the equipment and elect to report tax on 
the fair rental value of the equipment. If lessors make this election, they need to remember that:

• The election must be made during the first period in which equipment is leased (usually the calendar quarter),
and

• The tax rate that applies to the fair rental value is the rate imposed at the location where the equipment is first
used. If the lessee moves the equipment to another location, even outside California, the tax rate still applies.

Conditions applying to all leases
In addition to the specific conditions noted above, the following rules apply to all leases:

• Property that has been leased and is then sold either to the lessee or another person is subject to sales and
use tax in the same manner as other retail sales. If the sale occurs as the result of a purchase option in the lease
contract, the sale occurs at the time the option is exercised.
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• Property which has been leased and then converted to personal use by the lessor is subject to use tax mea-
sured by the original purchase price unless the lessor paid the correct amount of tax on the original purchase.
The amount of tax due may be offset by tax already collected on rentals.

For more detailed information about the treatment of leases under the Sales and Use Tax Law, please see Regulation 
1660, Leases of Tangible Personal Property-In General; Regulation 1661, Leases of Mobile Transportation Equipment; 
and publication 46, Leasing Tangible Personal Property.

Leases and district tax
Leases of tangible personal property in general
Payments on most leases are subject to district tax if:

• The property is used in a district, and

• The payments are subject to the statewide use tax.

These general rules apply unless one of the following exemptions or exclusions applies to the lease:

• The lease contract qualifies as an exempt fixed-price contract, and the payments are exempt from district tax
(see What exempts a fixed-price contract from district taxes?). Qualifying contracts must: be entered into prior to
the effective date of the district tax, be for a fixed amount, and have all parties obligated to the terms of the
contract.

• The property was purchased before the effective date of the district tax, tax was paid on the purchase price, and
the property was leased in the same form as acquired in the district after the effective date.

In addition, district tax applies only while the property is used in the district. In general, leased property which is 
moved from a district is no longer subject to that district’s tax. If moved into another district, the property would 
be subject to the district tax imposed at the new location; if moved to a non-district location, no district tax would 
apply. Similarly, leased property which is first used outside a district and then moved into a district generally 
becomes subject to the district tax.

The lessor is generally responsible for reporting district tax on a lease when the property is located in the district. 
When the lessor is not responsible for collecting and reporting the district tax, the lessee is liable. 

Lessors who elect to pay tax on the purchase price of property may be liable for district tax if both the following 
conditions apply:

• The property is first leased in a district, and

• The lessor paid no district tax or paid district tax at a rate less than the rate that is imposed in that district.

For example, if you pay tax when you buy property in a district which has a district tax rate of .50 percent and you 
first lease it at a location in a district where the district tax rate is one percent, you owe additional district use tax at 
a rate of .50 percent of the purchase price. 

Leases of mobile transportation equipment
When a lessor pays tax on the purchase of mobile transportation equipment, the application of district tax follows 
the same rules as any other sale of tangible personal property. That is, district tax is due on the sale if the property is 
either delivered or first used in a tax district.

If a lessor elects to pay tax on the fair rental value of the equipment, district tax applies if the first use of the equip-
ment is in a tax district. If the equipment is part of a resale inventory which is located in a tax district, the lease is 
generally subject to district tax at the time the equipment is withdrawn from inventory for lease. However, district 
tax will not apply if: 

• The only use of the equipment in the district is its transport to a lessee located outside a district, and

• The equipment is thereafter used solely outside any district.
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Lessors whose inventories are located outside districts are not subject to district tax on their leases if the equipment 
is not used within any district for more than 90 days. For more information, see Regulation 1661, Leases of Mobile 
Transportation Equipment.

Conditions applying to all leases
The subsequent sale of leased property by the lessor is a retail sale, which is subject to district tax if the property is 
delivered or first used in a tax district. For an overview of when district tax would apply, see the first three sections 
of this publication.

Lessors who convert leased property to personal use will generally not be liable for district tax if one of the follow-
ing conditions applies:

• They have already paid district tax equal to that due in the district of use.

• They are not first using the property in a district.

• They originally purchased the property under a fixed-price contract.

• They acquired the property as the result of a transaction excluded or exempted from the sales tax such as an
occasional sale, a gift, or a bequest.

Leases—example
Should I pay tax based on my cost of the property or the rental charges?
Your basis for payment of tax is determined by the following:

• If, as a lessor, you have paid state sales or use tax on the cost of the property and you are renting the property
in substantially the same form as you acquired it, rental charges are not subject to tax. However, if you paid no
district tax, you would owe district tax on the purchase price unless the item was purchased prior to the opera-
tive date of the tax.

• If the rental charges are subject to tax, the tax rate applied should include the appropriate district taxes.

For more information about leases, please contact the BOE   Customer Service Center.
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REPORTING AND PAYING CALIFORNIA USE TAX

This section provides guidance to businesses and individuals to assist in reporting and paying California Use Tax. If you 
have questions about particular sales or purchases, please call the BOE   Customer Service Center at 1-800-400-7115.

How do I pay the California use tax?

California seller’s permit
If you have a seller’s permit, you must pay any use tax due when filing your sales and use tax return. You must 
enter the amount of your purchase(s) under “Purchases subject to use tax” on the sales and use tax return for 
the period that includes the date when you first used, stored, or consumed the item in California. When you 
receive your seller’s permit, the BOE will instruct you to file your return either on a quarterly or quarterly pre-
pay basis. Your tax return and payment are due after the close of each reporting period. For example, if you are 
on a quarterly reporting basis, the reporting period for the first quarter closes on March 31, your tax return and 
payment are due on April 30, the last day of the following month.

Required registration to report use tax—how to register and �le a return
California law requires a “qualified purchaser” to register with the BOE and annually report and pay use tax the 
agency.  You can register on our website at www.boe.ca.gov, by selecting New Registration, and then select 
Register a business activity with BOE.  Once you have registered, you may pay any use tax due by filing your 
return. You can also register to report use tax in person at any of the BOE field offices. A “qualified purchaser” 
includes businesses with at least $100,000 in annual gross receipts from business operations. Gross receipts are 
the total of all receipts from both in-state and out-of-state business operations. A qualified purchaser is required 
to file a return, and report and pay use tax on the total purchase price of tangible merchandise that is subject to 
use tax during the preceding calendar year, and for which tax was not paid to a retailer required to collect the 
use tax. The return along with payment is due by April 15 of the following calendar year.

For additional information see publication 126, Mandatory Use Tax Registration for Service Enterprises.

California income tax return
If you do not hold a permit with the BOE for paying your use tax as described above, you may report and 
pay use tax to the Franchise Tax Board (FTB) on your California income tax return. A Use Tax Table is included 
with the instructions for the FTB income tax return; it is a tool to assist you in reporting use tax when filing 
your annual income tax return. The Use Tax Table is only used for personal purchases less than $1,000, not for 
business purchases. Business purchases subject to use tax should be reported using actual business purchase 
receipts. The due date for use tax is the same as the due date for your state income tax return. The date the use 
tax liability was incurred must be within the tax year being reported on your state income tax return. The FTB 
will forward the use tax collected to the BOE. If you are a qualified purchaser you are required to register with 
the BOE to report and pay use tax. 

Consumer use tax account
If you make frequent taxable purchases from out-of-state sellers and are not required to register for a use tax 
account as a qualified purchaser, you may register with the BOE and obtain a California Consumer Use Tax 
Account.  You can register on the BOE website at www.boe.ca.gov, by selecting New Registration, and then select 
Register a business activity with BOE. You can also register to report use tax in person at any of our field offices. 

The BOE will give you an account number and instruct you to file a return either on a quarterly or quarterly 
pre-pay basis. Your tax return and payment are due after the close of each reporting period. For example, if you 

Page 488



JANUARY  2017 | DISTRICT TAXES �SALES AND USE TAXES)     22

are on a quarterly reporting basis, your reporting period for the first quarter closes on March 31. Your tax return 
and payment are due on April 30, the last day of the following month.   For assistance, please contact the BOE 
Customer Service Center at 1-800-400-7115.

Vehicles, vessels, and aircraft
Special rules and reporting requirements apply to these purchases. Please see Regulation 1610, Vehicles, 
Vessels, and Aircraft, publication 52, Vehicles and Vessels: How to Request a Use Tax Clearance for DMV Registration, 
 publication 79, Documented Vessels and California Tax, and publication 79A, Aircraft and California Tax, or call the 
BOE Customer Service Center at 1-800-400-7115.

Purchases subject to use tax on one time purchase
If you do not have a seller’s permit and are not required to register for a use tax account as a “qualified purchaser,” 
you can report your purchase(s) subject to use tax on the BOE website at www.boe.ca.gov by selecting New 
Registration, and then select Pay use tax and/or the lumber products assessment on one time purchase. Once you have 
registered, you can pay any use tax due by filing your return. You can also register to report use tax in person at any 
of the BOE field offices. Use tax is due on purchases made prior to 2012 by January 31, of the following calendar 
year. Use tax is due on your purchase(s) made after January 1, 2012 by April 15 of the following calendar year in 
which you first purchased and used the property in California. Please contact the BOE Customer Service Center for 
assistance at 1-800-400-7115.

Additional information 
The BOE Customer Service Center staff can help you properly report and pay use tax on these purchases. Customer 
service representatives are available to answer your questions weekdays from 8:00 a.m. to 5:00 p.m. (Pacific time), 
except state holidays.
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FOR MORE INFORMATION

For additional information or assistance with how the Sales and Use Tax Law applies to your business operations, please 
take advantage of the resources listed below.

INTERNET
www.boe.ca.gov

You can log onto the BOE website for additional information—such as laws, regulations, 
forms, publications, industry guides, and policy manuals—that will help you understand 
how the law applies to your business.

You can also verify seller’s permit numbers on the BOE website (look for “Verify a Permit/
License”) or call the BOE’s toll-free automated verification service at 1-888-225-5263.

Multilingual versions of publications are available on the BOE website at www.boe.ca.gov.

Another good resource—especially for starting businesses—is the California Tax Service 
Center at www.taxes.ca.gov.

TAX INFORMATION BULLETIN
The quarterly Tax Information Bulletin (TIB) includes articles on the application of law to 
specific types of transactions, announcements about new and revised publications, and 
other articles of interest. You can find current and archived TIBs on the BOE website at  
www.boe.ca.gov/news/tibcont.htm. Sign up for BOE updates email list and receive 
notification when the latest issue of the TIB has been posted to the BOE website.

FREE CLASSES AND SEMINARS
Most of the BOE statewide field offices offer free basic sales and use tax classes with 
some classes offered in other languages. Check the Sales and Use Tax Section on the BOE 
website at www.boe.ca.gov for a listing of classes and locations. You can also call your local 
field office for class information. The BOE also offers online seminars including the Basic 
Sales and Use Tax tutorial and how to file your tax return that you can access on the BOE 
website at any time. Some online seminars are also offered in other languages.

WRITTEN TAX ADVICE
For your protection, it is best to get tax advice in writing. You may be relieved of tax, 
penalty, or interest charges that are due on a transaction if the BOE determines that it 
gave you incorrect written advice regarding the transaction and that you reasonably 
relied on that advice in failing to pay the proper amount of tax. For this relief to apply, a 
request for advice must be in writing, identify the taxpayer to whom the advice applies, 
and fully describe the facts and circumstances of the transaction.

Please visit the BOE website at www.boe.ca.gov/email to email your request. You may also 
send your request in a letter to: Audit and Information S ection, MIC:44, California State 
Board of Equalization, P.O. Box 942879, Sacramento, CA 94279-0044.

TAXPAYERS’ RIGHTS ADVOCATE
If you would like to know more about your rights as a taxpayer or if you have not been 
able to resolve a problem through normal channels (for example, by speaking to a 
supervisor), please see publication 70, Understanding Your Rights as a California Taxpayer, 
or contact the Taxpayers’ Rights Advocate Office for help at 1-916-324-2798 (or toll-free, 
1-888-324-2798). Their fax number is 1-916-323-3319.

If you prefer, you can write to: Taxpayers’ Rights Advocate, MIC:70; California State Board 
of  Equalization; P.O. Box 942879; Sacramento, CA 94279-0070.

CUSTOMER SERVICE CENTER
1-800-400-7115

TTY:711
Customer service representatives are  available 
weekdays from 8:00 a.m. to 5:00 p.m. (Pacific 
time), except state holidays. In addition 
to  English, assistance is available in other 
languages.

FIELD OFFICES
City Area 

Code
Number

Bakersfield 1-661 395-2880

Culver City 1-310 342-1000

El Centro 1-760 352-3431

Fairfield 1-707 427-4800

Fresno 1-559 440-5330

Glendale 1-818 543-4900

Irvine 1-949 440-3473

Norwalk 1-562 466-1694

Oakland 1-510 622-4100

Rancho Cucamonga 1-909 257-2900

Rancho Mirage 1-760 770-4828

Redding 1-530 224-4729

Riverside 1-951 680-6400

Sacramento 1-916 227-6700

Salinas 1-831 443-3003

San Diego 1-858 385-4700

San Francisco 1-415 356-6600

San Jose 1-408 277-1231

Santa Clarita 1-661 222-6000

Santa Rosa 1-707 576-2100

Ventura 1-805 677-2700

West Covina 1-626 480-7200

Out-of-State Field Offices

Chicago, IL 1-312 201-5300

Houston, TX 1-713 739-3900

New York, NY 1-212 697-4680

Sacramento, CA 1-916 227-6600
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Regulations, forms, and publications
Lists vary by publication
Selected regulations, forms, and publications that may interest you are listed below. A complete listing of sales and 
use tax regulations, forms, and publications appears on the BOE website. Multilingual versions of BOE publications 
and other multilingual outreach materials are also available at www.boe.ca.gov/languages/menu.htm. 

Regulations

1521 Construction Contractors
1574 Vending Machine Operators
1610 Vehicles, Vessels, and Aircraft
1660 Leases of Tangible Personal Property-In General
1661 Leases of Mobile Transportation Equipment
1686 Receipts for Tax Paid to Retailers
1821 Foreword
1822 Place of Sale for Purposes of Transactions (Sales) and Use Taxes
1823 Application of Transactions (Sales) Tax and Use Tax

1823.4 Place of Delivery of Tangible Personal Property Generally
1823.5 Place of Delivery of Certain Vehicles, Aircraft, and Undocumented Vessels

1826 Construction Contractors
1827 Collection of Use Tax by Retailers

Publications

9 Construction and Building Contractors
40 Watercraft Industry
46 Leasing Tangible Personal Property
51 Board of Equalization Resource Guide to Free Tax Products and Services 
52 Vehicles and Vessels: How to Request a Use Tax Clearance for DMV Registration
70 Understanding Your Rights as a California Taxpayer
73 Your California Seller’s Permit 
79 Documented Vessels and California Tax

79A Aircraft and California Tax
118 Vending Machine Food Sales
126 Mandatory Use Tax Registration for Service Enterprises
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ACRONYMS 

CMP Congestion Management Plan 
 
CMTA California Municipal Treasures Association 

 
CNG Compressed Natural Gas 

 
COPS Community Oriented Policing Services 

 
CPI Consumer Price Index 

 
CREB’s Clean Renewable Energy Bonds 
 
CSMFO California Society of Municipal Finance Officers 

 
CUP Conditional Use Permit 

 
D.A.R.E. Drug Abuse Resistance Program 

 
DOF California Department of Finance 

 
E/FTC Eastern/Foothill Transportation Corridor 

 
EECBG Energy Efficiency and Conservation Block Grant 

 
EEMP Environmental Enhancement and Mitigation Program 

 
EIR Environmental Impact Report 
 
ERAF Education Revenue Augmentation Fund 

 
FHCOC Fair Housing Council of Orange County 

 
FEMA Federal Emergency Management Agency 
 
FTE Full-Time Equivalent 

 
FVFA Fountain Valley Financing Authority (Terminate in 2017) 
 
FVPFA Fountain Valley Public Financing Authority 
 
FPPC Fair Political Practices Commission 
 
GASB Governmental Accounting Standards Board 

 
GDP Gross Domestic Product 

 

Page 494



 

ACRONYMS 

GFOA Government Finance Officers Association 
 

GIS Geographical Information System 
 

GMA Growth Management Area 
 

GMP Growth Management Program 
 

GPA General Plan Amendment 
 

GSP Gross State Product 
 

HOME Federal Home Investment Partnership Program 
 
HSIP Highway Safety Improvement Program 
 
HUD U.S. Department of Housing and Urban Development 

 
HVAC Heating, Ventilation and Air Conditioning 

 
IFAS Integrated Financial Accounting System 
 
IOD Injury on Duty / 4850 Pay 

 
JPA Joint Powers Authority 
 
LAEDC Los Angeles Economic Development Corporation 

 
LAFCO Local Agency Formation Commission 

 
LAIF Local Agency Investment Fund 

 
LED Light Emitting Diode 

 
LLEBG Local Law Enforcement Block Grant 
 
LLPM Landscape, Lighting and Park Maintenance 

 
LOCC League of California Cities 
 
M2 Measure M Local Turnback 

 
M2-ACE Measure M (M2) – Arterial Capacity Enhancements 

 
M2-TSSP Measure M (M2) – Traffic Signal Synchronization  
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ACRONYMS 

M2-ICE Intersection Capacity Enhancement 

M-GMA Measure M Growth Management Area 
 

MDC Mobile Data Computer  
 
MOU Memorandum of Understanding 

 
NIMS National Incident Management System 

NLC National League of Cities 

NPDES National Pollutant Discharge Elimination System  

OCFA Orange County Fire Authority 

OCTA Orange County Transportation Authority 
 

OCTAM Orange County Transportation Analysis Model 
 

OCUTT Orange County Unified Transportation Trust 
 

OSHA Occupational Safety and Health Administration 
 
PAF Personnel Action Form 
 
PC Planning Commission 
 
PERS Public Employees’ Retirement System 
 
PMS Pavement Management System 

 
POB Pension Obligation Bonds 
 
POST Peace Officer Standards Training 

 
PQI Pavement Quality Index 
 
PRA Public Records Act 
 
PT Part-Time 

 
PUC Public Utilities Commission 

 
RDA Redevelopment Agency 
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ACRONYMS 

 
RFP Request for Proposal 
 
RFQ Request for Quote or Qualifications 
 
ROW Right of Way 

 
RPT Regular Part-Time 

 
RSTP Regional Surface Transportation Program 

 
SBP Strategic Business Plan 

 
SCAG Southern California Association of Governments 

 
SCRRA Southern California Regional Rail Authority 

 
SDC Systems Development Charge 

 
SJHTC San Joaquin Hills Transportation Corridor 

 
SLTPP State Local Transportation Partnership Program 

 
STP Strategic Technology Plan 

 
TCA Transportation Corridor Agencies 

 
TEA Tax Equity Allocation 

 
TMA Transportation Management Association 

 
TMP Transportation Management Plan 

 
TOT Transient Occupancy Tax (aka Hotel Tax or Bed Tax) 
 
TRO Trip Reduction Ordinance 

 
UASI Urban Area Security Initiative 

 
UUT Utility Users Tax 

 
VLF Vehicle License Fee 

 
VoIP Voice over Internet Protocol 
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