KENSINGTON POLICE PROTECTION
AND COMMUNITY SERVICES DISTRICT

AGENDA

A Regular meeting of the Finance Committee of the Kensington Police Protection and
Community Services District will be held Thursday, Jan 29, 2015, 6:30 P.M., at the
Community Center, 59 Arlington Avenue, Main Room, Kensington, California.

Roll Call

Public Comments

Board Member/Staff Comments
APPROVAL OF CONSENT CALENDAR

a. Minutes of the November 20, 2014 Finance Committee meeting.
COMMITTEE - NEW BUSINESS

1. General Manager/ Chief of Police Greg Harman will review and lead the discussion of
the Kensington Police Protection and Community Services District Fiscal Year 2014/15
through Fiscal Year 2019/20 Budget Projections, with the first set including the costs
associated with the proposed Kensington Police Officers Association/ KPPCSD Contract
agreement and the second set with no change in the current MOU. Committee Action.

2. Members of the Kensington Property Owners Association will present for review and
lead the discussion of their analysis of the financial impact of the proposed Kensington
Police Officers Association/ KPPCSD Contract agreement. Committee Action.

3. Jim Watt will present for review and lead the discussion of his recommendation of
adopting a District financial reserve policy. Committee Action.

Adjournment

General Information

Accessible Public Meetings

NOTE: UPON REQUEST THE KENSINGTON POLICE PROTECTION AND COMMUNITY SERVICES
DISTRICT WILL PROVIDE WRITTEN AGENDA MATERIALS IN APPROPRIATE ALTERNATIVE
FORMATS, OR DISABILITY-RELATED MODIFICATION OR DISABILITIES TO PARTICIPATE IN PUBLIC
MEETINGS.PLEASE SEND A WRITTEN REQUEST, INCLUDING YOUR NAME, MAILING ADDRESS,
PHONE NUMBER AND A BRIEF DESCRIPTION OF THE REQUESTED MATERIALS AND PREFERRED
ALTERNATIVE FORMAT OR AUXILARY AID OR SERVICE AT LEAST 2 DAYS BEFORE THE
MEETING.REQUESTS SHOULD BE SENT TO:

District General Manager Greg Harman, Kensington Police Protection &
Community Services District, 217 Arlington Ave, Kensington, CA 94707

POSTED: Public Safety Building-Colusa Food-Library-Arlington Kiosk-
and at www.kensingtoncalifornia.org

Complete agenda packets are available at the Public Safety Building and the
Library.

217 Arlington Avenue, Kensington, California 510 525-4141



Meeting Minutes for 11/20/14

A Regular Meeting of the Finance Committee of the Kensington Police Protection and
Community Services District was held Thursday, November 20, 2014, at 7:00 P.M., at
the Community Center, 59 Arlington Avenue, Kensington, California.

ATTENDEES
Committee Members Speakers/Presenters
Len Welsh, Board President & Committee Chairman Gail Feldman
Tony Lloyd, Director Jim Watt
Elena Caruthers Peter Conrad

Pat McLaughlin

Gloria Morrison

Karl Kruger

Paul Haxo

Staff Members

GM/COP Gregory Harman

Lynn Wolter, District Administrator

Sgt. Barrow (own time})

Board President and Committee Chairman Welsh called the meeting to order at 7:04 PM.

PUBLIC COMMENTS

None

COMMITTEE MEMBER COMMENTS

Paul Haxo, noted that the Brown Act would prohibit newly elected and current KPPCSD Board members in
attendance who were not on the committee from speaking during the meeting,

Pat McLaughlin said she would like to receive, in advance of committee meetings, any documents that
would be discussed.

Paul Haxo and Director Lloyd reiterated Ms. McLaughlin’s request.

President Welsh said he was struggling with what the role of the Finance Committee should be but said he
wanted the committee to be task oriented and clear in its mission.

Karl Kruger said he would like the Finance Committee meetings to be a place where the General Manager
would explain variances and issues and then an appointed member of the Committee would present Finance
Committee reports to the Board on a quarterly basis. Mr. Kruger also said he didn’t think the District’s
Profit and Loss reports should appear as part of the monthly Board agendas’ consent calendars.

Gloria Morrison asked if information regarding the Finance Committee would change in the proposed

revision of the District’s Policy and Procedures Manual. GM/COP Harman replied that the tasks and
responsibilities hadn’t changed.
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GM/COP Harman said that those who would like to serve on the Finance Committee should contact the
new Board President, as it’s the Board President who assigns people to the Committee.

APPROVAL OF MINUTES

Karl Kruger moved, and Gloria Morrison seconded, that the Minutes of April 23, 2014 be approved.
Motion passed unanimously.

President Welsh moved, and Paul Haxo seconded, that the Minutes of August 24, 2014 be approved.
Motion passed unanimously.

NEW BUSINESS

Prior to beginning New Business, GM/COP Harman said he would like to change the order of items
presented, placing Item 3 ahead of Item 2.

1. Review, briefing, and status discussion of the Kensington Police Protection and Community
Services District 2014-2018 proposed KPOA/KPPCSD Contract Agreement.

GM/COP Harman reported that Directors Chuck Toombs and Pat Gillette had represented the District and
that Sergeant Keith Barrow and Corporal Eric Stegman had represented the Kensington Police Officers
Association (KPOA) in the contract negotiations. He reported that the two sides had agreed to a four-year
contract, which would have the advantage of saving money and time by not having to negotiate sooner. He
then summarized the basic terms of the agreement:

In the first two years, the officers would receive a salary increase of 3.75% and would give back
3%, towards the officers’ portion of CalPERS, for a net increase in salary of 0.75%. In year 3, the
officers would receive a 4.25% increase in pay and would pay an additional 3% towards the
officers’ portion of CalPERS, for a net salary increase of 1.25%; and in year four, the officers
would receive a 4.25% salary increase and contribute 50% of the normal cost rate up to 12% of
reportable compensation, for an estimated net salary increase of 1.25%. In sum, from year three
on, the officers would pay all 9% of the officers’ portion of CalPERS and, in year four, a total of
12% would go towards reportable CalPERS compensation.

GM/COP Harman said that the District’s current portion of CalPERS was 38.62% and the
officers’ portion was 9%, with the District covering both portions. He reported that, in the 1980’s,
the officers received the benefit of having the District pay the officers’ portion in lieu of a salary
increase.

GM/COP Harman said that, over the four-year term, the net cost of the proposed agreement to the
District would be $233,451. He also reported that the officers agreed that the increase would not
be retroactive. Therefore, in the first year, the net cost to the District would be $14,000.

GM/COP Harman also reviewed changes that would occur with medical benefits, with respect to
new hires. He said that, for newly hired officers, in order to receive 100% medical coverage for
life, an officer would need to have been a PERS participant for at least 20 years, with the last five
years serving as an officer with the Kensington Police Department. He said that, in the past, the
department often hired older officers but now, the department was hiring younger officers, with
the expectation that they would remain with the department for 20 to 30 years.

GM/COP Harman also reported that, for officers hired on or after January 1, 2013, the new
pension benefit would be 2.7% at 57.
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GM/COP Harman reviewed changes that would occur with the accrual of vacation time, which,
under the new agreement, would be capped at 200 hours.

Jim Watt said that the PERS plan had changed and that the changes would impact the proposed
agreement. GM/COP Harman and President Welsh responded that they would look into this.

GM/COP then proceeded to the next agenda item to explain how the proposed increases could be afforded.

2. Review, briefing, and status discussion of the Kensington Police Protection and Community
Services District 2014-2015 Operating Budget.

GM/COP Harman said that, at the time the 2014-2105 Budget was approved, a shortfall of $268K had been
projected. He said that, because of a number of changes that had occurred since then, a shortfall was no
longer likely to occur. He summarized the changes: '

Projected shortfall ($268K)
Officers’ salary increase under proposed agmt. ($14K)
COPS funding 100K
Additional property tax revenue 42K
WCCUSD revenue 25K
Sgt. Hui’s participation in Computer Task Force 36K
Solid Waste RFP cost reduction 78K
Revised Projected shortfall for FY 2014-15 ($1K)

GM/COP Harman reported that, historically, property taxes had increased by 5% to 6% annually; that
during the last three years property taxes were flat; and that this year, property taxes were projected to
increase by 9.29%. He said this large increase likely would not recur, since the increase reflected the
reversal of previously granted decreases that had occurred during the downturn in property values several
years earlier.

3. Review, briefing, and status discussion of the Kensington Police Protection and Community
Services District Six Year Fiscal Projection Report.

GM/COP Harman reported that, prior to the above revisions having been made to the 2014-2015 Budget, it
had been anticipated that the District’s Budgeted Surplus had been $1,276,580 for FY 2014-15 and
$367,327 for FY 2019-20. He said that, following the above revisions, the District’s Budgeted Surplus for
2019-20 had been increased to $973,058.

Peter Conrad expressed concern that the District would still be drawing down reserves.

Gail Feldman suggested that franchise fees revenue and solid waste expenses appear separately from
operating revenue and expenses, as franchise fees would not be available for operational expenses.

Karl Kruger complimented GM/COP Harman’s six-year projection.
A discussion ensued about the increases in CalPERS pension costs. It was noted that in 2000 and 2001 the
Employers’ portion of CalPERS had been zero and that now this portion had climbed to 38.62%. It was

noted that the PERS increases had become difficult for many agencies.

President Welsh suggested that, for the next Committee meeting, there should be a discussion about
reserves.

The meeting was adjourned at 9:12 PM,
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Memorandum

Kensington Police Department

(Fepaaon
&J
To: Finance Committee APPROVED "
From: Gregory E. Harman, General Manager/ Chief of Police
Date: January 23, 2015 FORWARDED TO: -
Subject: Finance Committee- New Business Item #1- Discussion of the KPPCSD

Fiscal Year 2014/15 through 2019/20 Budget Projections

Attached you will find two sets of charts that have been prepared by staff, with the first
set an analysis of the fiscal impact of the proposed KPPCSD and the Kensington Police
Officers Association contract, and the second set an analysis of the fiscal impact of
maintaining the current agreement through the next five (5) years.

KPD Memo (04/05) *
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Board Members: Gail Feldman Paula Black
Kristine Hafner John Sullivan

Dear Kensington Property Owner,

The financial impact of a newly proposed Memorandum of Understanding (MOU) negotiated between
the Kensington Police Protection and Community Service District (KPPCSD) and the Kensington Police
Officers’ Association will have long term financial consequences for the District and Property Owners.
If approved on February 12th, this new MOU sets police salaries and benefits for the next four years.

The Board of the Kensington Property Owners Association (KPOA), with the assistance of other
community professionals, analyzed the current financial condition of the District. The analysis,
conducted in the wake of two years of operating deficits, evaluates the impact of additional costs on the
District budget and ultimately on property owners, who are the sole support of the police budget through
our taxes. To underscore this support, the cost of policing Kensington requires over 80% of District
funds.

Background on Police MOU

The proposed MOU, which was given its first public review at the November KPPCSD Board meeting,
requires police officers to pick up 12% of their pension costs over the four-year agreement. This is a
change from the current contract in which the District pays all pension costs, and will reduce the
District’s pension expenses by $124,000 over four vears. The new pension provision complies with
the Public Employees Pension Reform Act, which requires employees to contribute to pension costs.
Over the same period, Kensington police officers will receive a 16% salary increase. The District
projects that by the fourth year, the MOU will increase annual police salary and benefit expenses by
$233,500.

At the November KPPCSD meeting, many Kensington residents expressed their view that (1) the MOU
should be evaluated in the context of its impact on the District budget and finances, (2) the KPPCSD
Board needs to identify how the additional expenses can be paid, and (3) the public, and the newly
elected Board members, should be given adequate time to evaluate the contract terms and budgetary
impacts before a final vote is taken. The KPOA believes that all parties, including taxpayers, must have
an opportunity to evaluate the MOU’s impact on the long-term financial condition of the District,
including the likelihood that taxes would need to be raised in the near future.

KPOA Submits Financial Analysis to KPPCSD

In December, KPOA presented a letter to the KPPCSD Board analyzing the projected impact of the
proposed MOU (included in the board’s agenda packet for 12/11/14- www kensingtoncalifornia.org).
Based on data provided by District staff, the County Auditor/Controller and the Actuary at the
California Pension System (CalPERS) and other research, KPOA found that the District’s financial
forecast did not use updated pension rates, and that the cost of the MOU would result in annual
operating shortfalls over several years. These shortfalls would continue to reduce the District’s reserves,
impacting its capacity to provide for emergencies, obligated

retiree health benefits and other obligations, including Ly s blnd Balance/Reserves
improvements to the Community Center. o

51,300,000

KPOA urged the board to develop a plan to address the deficit
spending and impact to reserves before approving the new

$1.100,000

MOU. We also suggested incorporating a provision in the i
MOU requiring that the agreement be renegotiated if shortfalls onaes
continue to chip away at reserves. ' T

$500,000
uns . snE e e

! The fund balance & reserves are projected to decrease by $488,170 over four vears, of which $241,500 is for
Community Center Repairs.




At its December meeting, the KPPCSD Board postponed its vote on the MOU until February 12th so
that accurate financial information could be made available for review by the Finance Committee at its
January 29th meeting.

Following a meeting with the District General Manager/Police Chief to discuss new property tax
information from the County, KPOA updated our financial forecast (attached), and it continues to show
that if the MOU is approved, spending may exceed revenue as early

KPPCSD Revenue Gap | asFY 2015/16. By the end of the MOU in FY 2017/18, we project

$3,550,000 — o | an annual operating deficit of over $132,000.
53 3F0.107
$3,350,000 .
Call for Action
53,150,00a0
52,950,000 -~ In the near future, the District will consider further community input
52,750,000 - on police service in Kensington. Exploration of options with
14/15 15716 16/17  17/18

professional experts and jurisdictions that are addressing the high
costs of police operations will be an important part of this process.

weee Expenditures  —@—Revenue

In the short term, the KPOA Board believes the following issues need to be addressed prior to action on
the MOU on February 12th:

1. The MOU should be amended with a provision requiring the agreement to be reopened if District
expenses exceed annual revenue.

2. The KPPCSD should adopt a resolution to improve financial transparency and accountability through
availability of timely financial information which would include the following actions to be
implemented no later than March 31*:

a. Quarterly five-year financial forecasts in a standardized format that projects the operating shorttall
or surplus and the impact to fund balance and reserves.

b. Approve a reserve policy that identifies restricted funds and those designated for specific purposes.
Segregate restricted funds and liabilities from the general revenue balances, which are used for
operations, including solid waste franchise fees.

c. Complete the independent annual audits within six months after the close of the fiscal year for
timely and accurate information for the public.

If you would like to share your concerns about these issues with the KPPCSD board, we urge you to
contact members of the KPPCSD board by email or through the office at 217 Arlington Ave. 94707:

Please don’t hesitate to copy your comments or ask questions to the KPOA at our email or postal
address below. Best wishes for the New Year.

Sincerely,

Gail Feldman, President KPOA

Kensington Property Owners Association 289 Arlington Ave. Kensington, CA 94707
Email: KPOAssoc@ gmail.com

The Kensington Property Owners Association is a nonprofit membership organization founded in 1972 that
reviews and disseminates information on issues affecting Kensington property owners.
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January 21, 2015

Kensington Finance Committee
Attn: Len Welsh

At the November KPPCSD Board meeting you suggested that a discussion of KPPCSD’s
reserve policy be brought up at the next Finance Committee meeting scheduled for
January 29, 2015. I have done some research on this matter and would like like to share
my thoughts with you and members of the Committee.

Purpose of a Reserves Policy and Recommended Amounts

The purpose of having a reserve policy is to retain sufficient cash on hand to meet day-to-
day cash flow needs, unplanned contingencies (e.g. lawsuits), catastrophic events (e.g.
earthquakes) and, in some cases, to build funds for capital improvement projects. Most
communities have adopted specified targets based on a percent of annual expenditures or
revenues, or using a number of months as the criteria. Kensington assumes 10% of
expenditures because we are told that this is mandated by the State (I have not found this
requirement).

Other sources suggest these reserves should be much higher. At a January 2014 meeting
of the California Special Districts Association (CSDA), and attended by Lynn Wolter,
there was a presentation by CPA David Becker entitled “Board’s Role in Finance and
Fiscal Accountability”. Mr. Becker’s recommended that 3 months (25%) of operating
expenses was a bare minimum, 6 months (50%) was better, and 9-12 months (75% to
100%) was best. The Government Finance Officers Association (GFOA) recommends a
minimum unassigned (excluding restricted funds like franchise fees) fund balance of at
least 2 months revenues, or 17%.

Some other nearby communities describe their reserve policies as part of their annual
budget. The following are the reserves requirements for these communities: Lafayette —
60%; Orinda (50%); Clayton (50%); Danville (43%); and Brentwood 30%.

Component of General Fund Revenues/Expenditures

The KPPCSD has three main areas of responsibility; police, Kensington Park and solid

waste refuse. Historically, about 90% of General Fund expenditures are spent on police
related activities and 10% on Kensington Park. Refuse collection is billed separately to
homeowners, however 4% of total Bay View revenues are reimbursed to the District.

Restricted Funds - Proposition 218 specifically states that revenues received from the
Bay View 4% franchise fee may only be used for uses related to solid waste collection.
The District has maintained that these revenues will be held for future Bay View contract
negotiations and/or litigation. As such, these funds are restricted and cannot be used for
costs associated with the police or for Park expenditures.
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Capital Improvement Projects (CIP) — While the police require periodic capital
investments in cars, the largest capital expenditures (Cap Ex) facing the District is its
obligation to maintain Kensington Park — particularly the Community Center (last
remodeled in 1988), the Annex (vacant since 2006), and Building E (rebuilt in 2000 and
leased and used exclusively by the KCC). With the defeat of Measure L, it is generally
accepted that, at a bare minimum, the Community Center needs seismic and ADA
upgrades, roof and possible drainage repairs, plus other amenities provided Cap Ex funds
are available. There are no precise estimates of these costs, in part because a seismic
study has never been undertaken. Nevertheless, the current 5-year budget forecast has set
aside $287,500 for Community Center upgrades. According to the Muller & Caulfield
3/8/2012 report, the Annex has some major issues, and a teardown would probably be the
best solution. The costs of a teardown of this 1,772 square foot facility were not provided
by Muller & Caulfield — but could certainly be over $100,000. Building E appears to be
in good condition, and thus no Cap Ex costs should be anticipated over the next 5 years
for Building E.

The purpose of this background is to emphasize that no analysis has been done to
determine the amount and timing of Cap Ex funds necessary to fulfill the District’s
obligations to maintain the buildings in Kensington Park. Until this is done, any budget
projections are little better than guesstimates for these important expenditure obligations
by the District.

Recommendation

The Finance Committee, whose mandate includes making recommendations on
investment policies and long-range planning, needs to take the lead in recommending a
realistic and coherent reserve policy, and should insist on immediate Board action to
develop a long-range capital improvement program for Kensington Park. Based on my
review of available information, I would propose the following be considered.

1. That the Finance Committee recommend that the Board maintain a mandatory
minimum reserve equal to 3 months (25%) annual unassigned revenues —
meaning that Bay View Franchise fees would be excluded from the calculation.
A proposed sample policy language is contained at the end of this letter for
possible inclusion in the District’s Policy Manual.

2. That the Finance Committee recommend the Board adopt a policy that reserves of
6 months (50%) are desirable, but not mandatory, to build a positive funds
balance for the expressed purpose of using reserve funds of between 25% and
50% of annual revenues for future Cap Ex projects in Kensington Park.

3. The Finance Committee should request the Board immediately authorize a
seismic study in order to gauge the extent of seismic upgrades for the Community
Center. The information from this study and an ADA analysis should be the basis
for determining the District’s minimal Cap Ex requirements for the Community
Center over the next 5-years. An estimate should also be obtained for the

(3]
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teardown of the Annex, which sum should be included in the 5-year budget
forecast. These costs should be available for the Board’s May meeting in order to
finalize the budget for year 2015/16.

The Finance Committee should request that the Board require that a balanced
budget be mandatory, and this obligation should be included in the Policy
Manual.

Recent budget projections suggest that with the increased costs of the proposed
police MOU, the District could be faced with on going budget shortfalls.
Therefore, to maintain the balanced budget requirement recommended in #4
above and to build budget reserves recommended in #2 above, the Finance
Committee should recommend to that Board that any approval of the MOU be

conditioned upon the elimination of one police officer commencing in January
2016.

Jim Watt
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Unassgned fund balarce @ typically the pramary sutiect of

& resgrve policy, Howsver, commttad snd assigned fund
balanca miey also be thought of 8s pan of & reserse polcy
a5 the governing board o managemaent, tesdoctzaly, has
samie contrel over the talances. Comnversely, restricted
fursd batances o nansspendabds Turd Balances are
funtgamentally constranad, making it unnecssssny 1o
ARG PArSTTEETS O e TAroudh rasenvs policy i o
to ackseve prudent savings and expenditures of pubic
(ESOUIDHS,

1t ks recommended thet every district establish policies
sraaErding rrinimen fuad balance and spending pooritios
in prder to coanirainicsta to users the imponance of 8
tasarve fol ACONDMIC uncadainties, why it consists of
seviesnts thot are unassgned and that it is not svaiiabic for
sORNTENG,

Diatricts’ podicies shoukl specity the ordar i which fund
balances arg spant when rmora than one amount %
availeble for 2 specific purpose, Where such poiipes do not
mxist, GASE 54 mescrbes that the Gefault arder in windh
thage amounts shouwld be spant 5 coremrtied, sssigned,
and than unassgned.

GASES

‘According to the Governmental Accounting Standards
Boarg, siatement No. 54 was issusd gfier, *_research
revesled that the existing standards guiding fund
balance raporung were being imterpretad meons:stently
by differant governments. Conssgquently, the fund
balence informaton reponed by many governments
aiso was inconsistent. It also becama claar that the
understsndabirty of fund balancs information was
afiacted and that financial statement users were unable
1o readily interpret reponted fund balence information.”
(A% fact sheet abaut Fud Balarce Reporting and Goaseromenta!
Fund Tipe Definitions

* The "X” district

MAITEINS & minmem
unassigned fund
batance of aot less
than “X" percent of
hudgetad general fund
uxpenditures and ather
financing usas asa
resarva for economic
uncenainties. The
district baheves &
resenve of this laval

i prudent to maintan

1 high bond rating

and 1o protect the
district from the effects
of fluctsations in
propeny laxrevenuss
w which special
districts are vuinerabie.
Becauss amounts @
tha nonspendabls,
rasiricted, committad
3nd assigned categonies
a1 subject to vermng
constraints on ther
158, tha reserve for
2CONDMIC uncernainties
consists of baiances
that are atharwise
unassigned.
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