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Rodeo Hercules Fire District

Fiscal Analysis and Stabilization Report

A. Introduction

The Rodeo Hercules Fire District Board engaged Municipal Resource Group, LLC (MRG) and

NHA Advisors (NHA) to assist it in defining and addressing its current and future fiscal situation.

MRG and NHA have worked with District staff, members of the Board, other Fire Districts, the

Cities of Hercules and Pinole, the Contra Costa County Employees’ Retirement Association staff,

and other agencies to develop a thorough understanding of the District’s operations, financial

status and future service opportunities.

The District is currently exploring several measures to address its present situation. These

include examining alternative methods of obtaining Fire leadership services and evaluating the

opportunity to re-engage the community and pursue a replacement tax measure for the

expiring benefit district. The District is also working to strengthen its relationships with

neighboring jurisdictions to enhance the existing joint emergency services provided through its

participation in the West County Battalion 7 operations.

This project has been conducted on an accelerated timeline in an effort to provide the District

with accurate financial data regarding its current financial condition as well as cost projections

for the District of various operational scenarios the District is considering. We have enjoyed the

highest level of cooperation and untiring support from the District’s staff throughout the past

two months and are appreciative of their professionalism and commitment to the District. We

are hopeful that the information and recommendations in this Report provide an adequate

depiction of the District’s financial condition and useful recommendations for the Board’s

consideration and use in planning the future of the District.

B. Project Scope

As outlined in our Proposal and further refined in the approved Workplan, our Report has been

focused on completing the following:

1. Development of an assessment and clearly defined statement of the District’s financial

condition;

2. Development of an assessment and clearly defined statement of the District’s financial

obligations and liabilities;

3. Development of a clearly stated set of recommended actions to address the District’s

fiscal situation;

4. Development of a clearly stated set of sustainability options for the Board’s

consideration; and
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5. Completion of an analysis of the options for alternate financing for existing and

potential future obligations.

Although the District’s current fiscal situation is unsettled and the future not clearly defined at

this time, we believe the District will be able to use the findings of this project to move forward

on a positive path to ensure continued emergency services to the community.

C. Executive Summary

Fiscal Factors Affecting the District:

In conducting this project, we found that the current fiscal condition of the District is due to a

variety of factors, many of which were, are and will continue to be out of the control of the

District. We believe it is important to briefly describe these factors to provide an objective

context for the current fiscal situation. The District’s tax rate would generate adequate

property taxes to support the growth of the community from its initial rural-industrial status to

include single family, commercial, light industrial and multi-family units. This tax base has;

however, been severely eroded over the past 30+ years by the following:

1. Establishment of the City of Hercules Redevelopment Agency, which significantly

reduced the property tax revenue generated within the City when large areas of

formerly industrial and undeveloped land were removed from the tax rolls by

Redevelopment. Despite the demise of Redevelopment, the extraordinarily high debt

burden of the Hercules Redevelopment Agency makes it is unlikely that the District will

obtain unrestricted property tax revenue from these areas in the foreseeable future.

2. Special Districts have also been particularly hard hit by special State Legislation,

beginning in 1992 when the Education Revenue Augmentation Fund (ERAF) was created

by reducing property tax allocations to Cities, Counties and Special Districts. These

funds were redirected from the taxing agencies to the State’s funding for school

districts. This shift is permanent and billions of dollars have been redirected from

Special Districts since ERAF was established.

3. In an effort to preserve their revenues, counties (including Contra Costa County) have

adopted policies that seek to maintain the county revenue base to ensure the agency’s

ability to provide services. An example of these policies is embodied in the mandatory

Tax Sharing Agreement the District was required to agree to as a condition of the

County approving the annexation of the Phillips 66 (Unocal) refinery property.

4. Finally, despite the best efforts of the District, and an affirmation by the District’s

residents, a recent benefit district has been abandoned due to the settlement of a

lawsuit regarding the technical adequacy of the implementing ordinance.
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In an effort to preserve services, the District obtained a federal grant to reopen its second

station in Rodeo and re-establish that service to the Rodeo community. Unfortunately, that

limited term grant will be expiring during the next fiscal year, as will the remaining year of the

benefit district sunset at the end of the 2016-17 Fiscal Year.

The District is assertively seeking to address these issues with the goal of stabilizing revenues at

a level adequate to provide two-station service to the Rodeo and Hercules communities.

1. Analysis and Evaluation of the District’s Current Year Financial Condition—
FY 2016-17

In evaluating the current year Budget, which concludes in July of 2017, we conducted research

on the components of the proposed Budget, historical trends, debt, retirement and Post

Employment obligations, and projected revenues and expenditures for future fiscal years. We

paid particular attention to accurately identifying the District Fund Balances at the beginning of

the 2016-17 Fiscal Year and the impact on those Fund Balances the 2016-17 Budget would

have.

In summary, based on our research, meetings and discussions with staff and outside agencies,

as well as a thorough examination of the Budget, we offer the following observations:

1. The historical practice of budget preparation has not been based on up-to-date or

current expenditures, but the prior year’s budgeted amounts, which leads to

understatement of the annual expenses, leading to year-end Fund Balances at a lower

level than projected.

2. The current budget preparation, review and adoption process is not conducted in a

timeframe that allows for or supports strategic planning and fiscal dexterity, often

necessitating retroactive review of expenditures.

3. The District’s budgeting processes have not been placed in the context of a multi-year

financial projection, which would reveal the longer-term impacts of fiscal decisions and

ensure a more complete understanding of the impacts of current decisions on the

District’s financial future.

4. As currently configured, we believe that the 2016-17 Budget, if implemented for a full

fiscal year, will exacerbate the reduction of the District’s current Fund Balances, leading

to a fiscal impasse during the 2017-18 Fiscal Year in the worst case scenario.
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2. Statement of the District’s Long-Term Financial Obligations and Liabilities

In evaluating the District’s financial condition and identifying the potential threats to its fiscal

stability, we identified the following areas of concern:

1. The District’s current Retirement costs, comprised of the “normal” retirement rate of

about 27% of salary is dwarfed by the Unfunded Accrued Actuarial Liability (UAAL)

which, if considered in terms of a percentage of salary, would add approximately 83% of

additional cost-per-employee dollar of salary to the total costs of retirement for the

District.

2. The District’s current post-employment benefits (OPEB) are substantial, and the

unfunded liabilities continue to grow, with the District not currently addressing the

unfunded portion of the costs for retiree medical.

3. The District currently has no designated reserves for its General Fund activities, or for

equipment or capital equipment replacement.

Although these areas do not constitute an immediate threat to the District, they represent a

growing set of obligations which, if left unchecked, will consume an ever-increasing percentage

of the District’s revenue. If fully funded, these obligations would consume over 50% of the

District’s current annual revenue.

Analysis and Projections—District’s Mid-Term Financial Condition and Service Levels

As part of our analysis, we constructed two budget scenarios for the District’s 2017-18 Fiscal

Year and beyond. The first scenario is a one-station scenario with a four-person Truck

Company, and the second is a Truck and one Engine, two-station scenario. The scenarios were

projected over a four-year period at reasonable inflation rates, and did not include the District

addressing its unfunded OPEB, equipment replacement or reserve liabilities. The scenarios

demonstrated that:

1. The one-station scenario is not sustainable due to the projected depletion of reserves

during the current fiscal year and the year-over-year expenditures exceeding the

projected revenue. On a current condition basis, the District would deplete its reserves

in the middle of the 2017-18 fiscal year.

2. The two-station scenario, while not costing twice as much as a one-station scenario,

further exacerbates the revenue—expenditure imbalance and is therefore impractical.

3. The clear conclusion is that the District requires significant additional revenues to meet

either a one- or two-station expenditure scenario. It will require significantly more

revenue if it deals with or addresses its OPEB and equipment and reserve balance

needs.
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4. If the 2016-17 Budget is implemented as proposed, the Fund Balance will be depleted

by July 2017. The impact on the Fund Balance of the one- and two-station

configurations through FY 2020-21 is shown below:

One-Station Configuration
General Fund Reserve/Fund Balance

Two-Station Configuration
General Fund Reserve/Fund Balance

July 2017 $0.00 July 2017 $0.00

July 2018 ($368,845) July 2018 ($1,168,159)

July 2019 ($1,473,090) July 2019 ($3,092,579)

July 2020 ($2,653,273) July 2020 ($5,114,457)

July 2021 ($3,912,696) July 2021 ($7,237,782)

3. Strategies for Fiscal Sustainability

Our recommended strategies include a mix of revenue enhancements and stability efforts,

combined with a number of cost-reduction proposals. In summary, they include:

1. The District seeking a Tax Measure on the November Ballot;

2. The District effectively using the remaining SAFER (Staffing for Adequate Fire &

Emergency Response) Grant funds and applying for an additional Grant in the 2017-18

Fiscal Year;

3. The District working with the City of Hercules to implement a Public Safety Fee for fire

operations on all new development in the City; and

4. The District requesting Contra Costa County Employees’ Retirement Association

(CCCERA) approval of a “restart” on payments for the District’s UAAL in order to reduce

annual payments. This request would be based on implementation of a fiscally

responsible and accountable budgeting and management system that would

demonstrate the District’s long-term financial stability.

These four measures will greatly assist the District in stabilizing its finances and moving toward

sustainability.

Recommendations Regarding District Fiscal Processes, Procedures and Practices

We recommend the following actions for the District to improve its financial operations and

fiscal situation:

1. Incrementally move to full funding of the District’s OPEB obligations;

2. Continue to fully fund the UAAL, even if reduced by CCCERA;

3. Renegotiate the District’s Post-Employment Benefits to reduce cost and liabilities;
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4. Adopt financial and budgeting policies and practices;

5. Contract with a third party for fiscal, budget, accounting management and financial

reporting to the Board; and

6. Establish and maintain fiscally responsible reserve levels—both in General Fund and in

Equipment and Capital Replacement reserves.

Implementation of these recommendations will significantly improve the District’s fiscal

operations and long-term financial stability.

D. Report

1. Analysis and Evaluation of the Impacts of the District’s Current Year and Mid-
Term Financial Conditions On Service Levels

Fiscal Year 2016-17 Budget

The District adopted a preliminary budget in June 2016 for Fiscal Year 2016-17 (FY 2016-17).

The District typically adopts a final budget by September each year, based on additional

information received after the preparation of the preliminary budget, such as year-end

expenditures, assessed value and property tax estimates and fire assessment information.

MRG reviewed the preliminary budget and the additional information received by the District,

and has prepared an “MRG Recommended Budget.” If the MRG Recommended Budget

accurately reflects the service program that the District intends for FY 2016-17, the District and

the Board of Directors may consider approval of this version for the purpose of a final budget

for FY 2016-17.

Service Level and Staffing Assumptions

The District currently funds 19 sworn positions and one non-sworn position, supporting a two-

stations and three-person engine companies. While the District’s General Fund supports most

of the District’s expenses, this service level has been maintained in recent years in part by a

SAFER Grant. The three-year SAFER Grant provides funding for six firefighters. FY 2016-17 is

the final year of SAFER Grant funding. The grant as presently awarded provides funding for

three firefighters through December 2016 and three firefighters through May 2017. Some of

the firefighters funded by the SAFER Grant will not be available even through these dates, due

to their having secured permanent positions with other agencies, or because of illness or injury.

The MRG Recommended Budget assumes that the General Fund is the source of funds for

continuing the existing service level through the end of FY 2016-17, primarily through overtime

to backfill the SAFER Grant-funded positions as those firefighters leave service with the District.
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Pension Assumptions

District employees are enrolled in the Contra Costa County Employees’ Retirement Association

system. Two tiers of pensions are provided to employees: a legacy tier and the Public

Employees’ Pension Reform Act of 2013 (PEPRA) tier, the latter of which offers a lesser pension

benefit formula. The legacy tier includes an UAAL, which is a specific dollar amount each year,

and a “normal” cost, which is based on a percentage of salary. In FY 2016-17, the UAAL is

$1,582,068. The normal cost is 22.79% for the legacy tier and 16.53% for the PEPRA tier. UAAL

and normal pension costs are included in the General Fund and SAFER Grant fund budgets.

Retirement Health Benefit Assumptions

The District pays for 100% of the cost of health care premiums for retired employees. A 2013

Study by Bartel Associates estimated the annual amounts that the District would need to set

aside to fully fund the future cost of providing Other Post Retirement Benefits (“OPEB”).

Known as the “Annual Retirement Contribution” (ARC), the FY 2016-17 obligation was

estimated to be approximately $1,037,000.

The District has not been fully funding the ARC, and instead provides only the funding required

to pay for the current year health care premiums (pay-as-you-go) for existing retirees. The

MRG Recommended Budget, while noting the ARC, assumes funding for current, pay-as-you-go

premiums for existing retirees only. The District is expecting an updated OPEB report and an

updated ARC in the near future.

Appendix 1 presents the District’s personnel expenditures, by line item, over the past five

years. It also presents the preliminary budget adopted by the District and the MRG

Recommended Budget for personnel in FY 2016-17.

Services and Supplies.

The District has historically estimated the budget year Service and Supplies line item

expenditures based on the prior years’ budgeted amounts. MRG and most public agencies

estimate expenditures based on the trend of several prior years’ actual expenditures (as

opposed to budgeted amounts), adjusted by any known significant variances from that trend.

MRG compiled actual expenditures by line item for the past five years. Expenditure estimates

for FY 2016-17 are based on the average expenditures over the past three or five years,

whichever is the most appropriate trend period, and with a two to five percent CPI factor for

most line items. A few expenditure line items are estimated using other factors. The Services

and Supplies budget line items were reviewed with District staff and determined to be

reasonable estimates for FY 2016-17.
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Revenue Assumptions

MRG compiled District revenues for the past five years, as well as data and documentation

regarding past and current revenues. The District’s revenue estimates for FY 2016-17 appear to

be reasonable, with some minor adjustments made after the preliminary budget was prepared.

Property tax revenue estimates are based on assessed values provided by Contra Costa County.

Pass-through revenues from the former Rodeo redevelopment project area are expected to be

received; pass-through revenues from the former Hercules redevelopment project area are not

expected to be received, due to the former Hercules Redevelopment Agency’s other

outstanding obligations having a more senior call on tax increment revenue.

We note that some “Miscellaneous” revenues were received in prior years, and District staff is

examining past records to determine if some additional Miscellaneous revenue will be received

in the future; however, Miscellaneous revenues have ranged from approximately $10,000 to

$80,000 and are not considered to be material amounts affecting the analysis of the District’s

overall financial condition.

Fire Assessment Revenue Assumptions

Revenues from the Fire Benefit Assessment District are recorded in the Fire Assessment Fund.

Assessment revenue will be received in FY 2016-17, the final year for this assessment.

General Fund Summary

Table 1 below summarizes the District’s FY 2016-17 revenue, expenditures and Fund Balance

estimates, comparing the District’s Preliminary Budget and the MRG Recommended Budget for

FY 2016-17. It is the District’s practice to transfer revenue from the Fire Assessment Fund to

the General Fund each year, to cover qualifying expenses. MRG has assumed a transfer of

$838,299 to the General Fund, which would eliminate any negative fund balance in the General

Fund at the end of FY 2016-17. The Fire Assessment Fund would have a $635,845 fund balance

at the end of FY 2016-17; this represents the total remaining fund balance available for the

District’s ongoing operations in the following years.

General Fund District Preliminary Budget MRG Recommended
Budget

Fund Balance, Beginning of Year $378,236 $416,918

Revenue $4,783,021 $4,910,492

Expenditures ($5,709,766) ($6,165,709)

Transfer in from Fire Assessment Fund $550,000 $838,299

Fund Balance, End of Year $1,491 $ 0
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Fire Assessment Fund District Preliminary Budget MRG Recommended
Budget

Fund Balance, Beginning of Year $469,029 $469,029

Revenue $1,005,115 $1,005,115

Transfer out to General Fund ($550,000) ($838,299)

Fund Balance, End of Year $924,144 $635,845

SAFER Grant Fund

As discussed above, the three-year SAFER grant provides funding for six firefighter positions.

The grant as presently structured provides funding for three firefighters through December

2016 and three firefighters through May 2017. Because some firefighters funded by the grant

will not be available through these dates, not all of the grant funds will be used in FY 2016-17.

MRG estimates that nearly $400,000 in grant funding will be unused. The District should

immediately petition for the filled firefighter positions to be able to remain employed and

funded through June 2017. If approved, this would reduce the amount of General Fund

overtime required to backfill the SAFER firefighter positions in FY 2016-17. Appendix 2

presents the current SAFER Grant Budget for FY 2015-16, the preliminary budget and the MRG

recommended budget for 2016-17.

Capital Fund

The District entered into a line of credit in 2012 to borrow $703,500 for the purchase of one

rescue pumper and three command vehicles, and a second line of credit in 2013 to borrow

$146,000 for the purchase of personal protection clothing, firefighting equipment and rescue

equipment. Principal and interest payments on the lines of credit are required to be made

annually through FY 2021-22.

The Capital Fund is used to pay for the annual principal and interest payments on the lines of

credit. Phillips 66 agreed to make payments to the District to help cover some of the principal

and interest payments. The final year of Phillips 66 payments of $65,000 is FY 2016-17. The FY

2016-17 payment due on the line of credit is approximately $111,210.

In addition, the District has budgeted $26,000 for the purchase of clothing and supplies and

firefighter equipment. The Capital Fund has sufficient Fund Balance to pay the principal and

interest on the lines of credit and to purchase the clothing and supplies and firefighter

equipment.

At the end of FY 2016-17, the Capital Fund will have a balance of $26,760.

Fiscal Years 2017-18 – FY 2020-21

MRG prepared an analysis of the potential revenue available to the District in the four fiscal

years following FY 2016-17, and the cost of providing services under two different scenarios.



Page 10

The first scenario assumes that the District will close one station and operate one four-person

engine company. This scenario assumes the District retains all of the current 13 sworn

positions and one administrative assistant position. Appendix 3 presents the projected line

item expenditures for FY 2017-18 through FY 2020-21 in the One-Station Scenario

The second scenario assumes that the District will retain two stations and operate two three-

person engine companies. Nineteen sworn positions are assumed, along with one

administrative assistant position, similar to recent years in which 13 sworn positions and six

SAFER Grant positions have operated two engine companies from two stations.

Salary and Benefit Assumptions

The Memorandum of Understanding between the District and the Firefighters Union is expiring.

While there are no approved changes in salary or benefits agreed upon by the parties, our

analysis assumes that personnel expenditures will increase by 2% per year, and health

insurance premiums will increase by 5% per year.

Services and Supplies Assumptions

The analysis estimates future services and supplies costs based on the historical trends for each

line item expenditure, and adjusts the anticipated expenditure by a two percent CPI factor in

each of the subsequent four years. As an exception, communications expenditures are

projected to increase by six percent per year, consistent with the historical cost trends.

The analysis includes the clothing, supplies and firefighter expenditures that are currently

budgeted in the Capital Fund, as these are more appropriately characterized as General Fund

expenses.

Appendix 4 presents the projected line item expenditures for FY 2017-18 through FY 2020-21.

Revenue Assumptions

Property tax revenue has increased by an average of one percent per year over the past five

years, although it has increased by an average of six percent over the past two years. The

analysis assumes a three percent annual increase in the future.

The analysis assumes that the Rodeo redevelopment pass through revenue will also increase by

three percent per year.

The Special Fire Tax is assumed to continue to be received, but without any annual increase in

future years.

Appendix 5 presents the projected revenue for FY 2017-18 through FY 2020-21.
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Transfer to Capital Fund

The Capital Fund will be obligated to continue to pay the principal and interest on the

outstanding lines of credit in future years. As mentioned above, the Capital Fund will have a

fund balance of $26,760 at the end of FY 2016-17, but it has no independent revenue source to

support future debt service payments in FY 2017-18 and beyond. The analysis assumes that the

General Fund will transfer $53,641 to the Capital Fund in FY 2017-18, and $80,400 annually in

FY 2018-19 through FY 2020-21, to pay principal and interest on the lines of credit.

Reserves and District Obligations

As discussed above, a 2013 analysis prepared by Bartel Associates indicated that the District is

paying for the current retirees’ health care premiums, but is not setting aside funds to meet the

OPEB ARC. An additional $.7 million would be required annually to fully fund the ARC. As

discussed above, the District expects to receive an updated OPEB actuarial report in August

2016, which may change the estimated ARC.

The District has been using the General Fund reserve to fund ongoing services in recent years,

and has exhausted the reserve fund. While the appropriate level of reserve should be based on

each agency’s unique circumstances, risks, and capacity to fund a reserve, a minimum reserve

of two months’ expenditures should be established. This would require a reserve of

approximately $1 million.

The District has made a significant investment in equipment and vehicles. Each asset has a

useful life and will need to be replaced at some time in the future. While a full vehicle and

equipment reserve study is beyond the scope of this Report, a review of the existing vehicle

stock and vehicle ages indicates that the District should be setting aside $300,000 to $400,000

annually to replace the existing vehicles. This does not include the approximately $230,000

required to replace four emergency response staff vehicles that are already at or beyond their

expected useful lives. The District does have approximately $87,000 in a line of credit escrow

account that may be used for purchase of administrative vehicles.

Proforma Analysis – One Station, One Engine Company Scenario

The District has historically prepared a “proforma” statement as part of the budget process.

The proforma statement includes the budget year beginning Fund Balance, revenue,

expenditures, transfers in and out of the fund, and the ending fund balance. MRG has prepared

a proforma statement for both scenarios – the one-station and two-station scenarios – for

FY 2017-18 through FY 2020-21.

Appendix 6 presents the proforma for the one station, four-person engine company scenario.

In summary, the proforma indicates that District expenditures of approximately $6 million in

FY 2017-18 will exceed revenue by approximately $1 million, with the gap growing each year to

nearly $1.3 million in FY 2020-21. This does not include the full contribution to the OPEB ARC, a
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contribution to an equipment and vehicle replacement reserve, or a contribution toward a

prudent General Fund reserve.

Proforma Analysis – Two Station, Two Engine Company Scenario

Appendix 7 presents the proforma for the two station, three-person engine company scenario.

In summary, the proforma indicates that District expenditures of approximately $6.8 million in

FY 2017-18 will exceed revenue by approximately $1.8 million, with the gap growing each year

to over $2.1 million in FY 2020-21. As with the first scenario, this does not include the full

contribution to the OPEB ARC, a contribution to an equipment and vehicle replacement

reserve, or a contribution toward a prudent General Fund reserve.

Proforma Analysis Fund Balance Summary

The following chart summarizes the estimated (negative) General Fund balance at the end of

each fiscal year through FY 2020-21, under both scenarios, based on the analysis in Appendix 6

and Appendix 7, not including the full contribution to the OPEB ARC, a contribution to an

equipment and vehicle replacement reserve, or a contribution toward a prudent General Fund

reserve.

FISCAL YEAR SCENARIO 1 – ONE STATION SCENARIO 2 – TWO STATIONS

FY 2016-17 (MRG Recommended Budget) $0 $0

FY 2017-18 ($368,845) ($1,168,159)

FY 2018-19 ($1,473,090) ($3,092,579)

FY 2019-20 ($2,653,273) ($5,114,457)

FY 2020-21 ($3,912,696) ($7,237,782)

2. Statement of the District’s Long-Term Financial Obligations and Liabilities

Current Pension Liabilities

District employees are enrolled in the CCCERA system. Two tiers of pensions are provided to

employees: a legacy tier and PEPRA tier, the latter of which offers a lesser pension benefit

formula. The District makes two types of payments to CCCERA each year:

1. Normal Cost – The Normal Cost payments represent the annual cost of providing

retirement benefits for services performed by today’s members. The normal cost is

estimated at 22.79% ($434,567) of payroll for the legacy tier and 16.53% ($50,910) for

the PEPRA tier for FY 2016-17. As shown in the payment summary chart below, Normal

Cost payments for FY 2016-17 are expected to total $485,477 between the two plans.

This is a 30% increase from the FY 2015-16 estimated payment of $372,543.

2. Payment on Unfunded Liability – The UAAL is the difference between accrued liabilities

and the accrued assets, and usually develops due to below-average investment

performance by CCCERA, assumption changes, or plan benefit changes. Based upon the
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most recent Segal Consulting report, the District’s estimated UAAL as of June 30, 2016 is

$15,206,974, with a FY 2016-17 payment of $1,491,679 for amortization of this total

UAAL.

In total, the District’s overall payments to CCCERA have grown 11%, from $1.78 million in

FY 2015-16 to $1.98 million in FY 2016-17, and will continue to grow as discussed in the

following section.

TOTAL UNFUNDED LIABILITY (UAL)

$ Amount % Payroll (1) $ Amount % of Payroll (2)

Cost Group A (Legacy) 359,833$ 23.20% 434,567$ 22.79%

Cost Group D (PEPRA) 12,710$ 18.76% 50,910$ 16.53%

A Total Normal Cost Payments 372,543$ 23.01% 485,477$ 21.92%

Cost Group A (Legacy) 1,352,787$ 87.22% 1,284,250$ 67.35%

Cost Group D (PEPRA) 59,092$ 87.22% 207,429$ 67.35%

B Total Payment to Amortize UAL 1,411,879$ 87.22% 1,491,679$ 67.35%

A+B Overall Payment to CCCERA 1,784,422$ 110.23% 1,977,156$ 89.27%

(1) Assumes payroll of $1,551,005 for Tier A and $67,750 for Tier B

(2) Assumes payroll of $1,906,830 for Tier A and $307,987 for Tier B

2015/16 2016/17

ANNUAL PAYMENTS TO CCCERA

RHFD - ESTIMATED UAL AND ANNUAL PAYMENT BREAKDOWN

2015/16 2016/17

$15,026,974$14,711,037

From 2014 Segal Consulting Report
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UAAL Breakdown and Projected Payments

Based upon the 2014 Segal Report, the District’s $15 million UAAL is broken down into 13

various components, called amortization bases. The table below outlines the amount of each

of these bases and the amortization period associated with them.

NHA and MRG analyzed each of these bases to project out the estimated overall payments for

the District for the next 18 years. As shown below, the required payments are rather “front-

loaded,” with payments expected to grow from $1.5 million to $2.0 million by 2024, before

beginning to decrease significantly after 2030. Note that this chart does not include Normal

Cost payments.

Date Established Source Initial Amount Outstanding Balance Years Remaining Annual Payment

December 1, 2007 Restart of Amortization 3,960,000$ 3,129,342$ 8 451,342$

December 1, 2008 Actuarial Gain/(Loss) $ 957,150 891,220$ 12 90,846$

December 1, 2009 Actuarial Gain/(Loss) 2,872,360$ 2,736,403$ 13 261,212$

December 1, 2009 Assumption Change 1,154,000$ 1,099,378$ 13 104,945$

December 1, 2009 Depooling Implementation (1,809,374)$ (1,723,731)$ 13 (164,544)$

December 1, 2010 Actuarial Gain/(Loss) 1,502,503$ 1,456,250$ 14 130,944$

December 1, 2010 Assumption Change 662,085$ 641,703$ 14 57,701$

December 1, 2011 Actuarial Gain/(Loss) 2,067,217$ 2,028,164$ 15 172,654$

December 1, 2012 Actuarial Gain/(Loss) 2,246,131$ 2,221,024$ 16 179,784$

December 1, 2012 Assumption Change 3,018,796$ 2,985,053$ 16 241,629$

December 1, 2013 Actuarial Gain/(Loss) 413,088$ 411,469$ 17 31,793$

December 1, 2013 Assumption Change (1,169,821)$ (1,165,237)$ 17 (90,033)$

December 1, 2014 Actuarial Gain/(Loss) 315,937$ 315,937$ 18 23,380$

TOTAL 15,026,975$ 1,491,653$

Table of UAL Amortization Bases
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3. Strategies for Fiscal Sustainability

a. Analysis and Recommendations Regarding Existing and Potential

District Revenues

Special Tax Measure

In 2014, the District approved a Benefit Assessment District, which was implemented and

generates approximately $1 million per year for the District. The Benefit Assessment District

was legally challenged, and as part of the settlement agreement, the District agreed to

terminate the Benefit Assessment District in 2017, making 2016 the final year the District will

receive revenue from the Benefit Assessment District.

One potential method to address the District’s inability to finance its operations is for the

District to propose, and the Voters in the District to approve, a Special Tax to fund the District’s

operations. Because the tax would be a Special Tax, it requires two-thirds (plus one) of the

voters who participate to approve the Measure.

The revenue from the Special Tax would provide a reliable source of revenue for the District for

the term of the Special Tax. Depending on the amount of revenue generated, the income could

offset the operating shortfalls the District currently faces.

Extension of current SAFER Grant to use all of the available funding

The current SAFER Grant expires during the 2016-17 Fiscal year. The current SAFER Grant

employees are categorized as “veterans” and “non-veterans.” The non-veteran positions are

required to be deleted and are no longer eligible for funding on January 1, 2017. The veteran-

designated positions are eligible to continue service until May 31, 2017. Due to the current

number of vacant positions in the SAFER Grant budget, and the projected loss of SAFER Grant

non-veterans on January 1, 2017, significant SAFER Grant funds will not be utilized, forcing the

District to pay overtime from its General Fund to backfill for these vacant positions. We

recommend the District immediately contact the Federal Emergency Management Agency

(FEMA) staff and request an exemption from these restrictions to allow use of the SAFER Grant

funds until they are depleted. This would result in a significant savings in General Fund

overtime costs if the extension were approved.

Application for a New SAFER Grant

The District was awarded a FEMA SAFER Grant in 2014. The Grant allowed the District to

increase staffing to a level adequate to permit reopening the Rodeo Station which, had been

shuttered in 2012. The approximately $2.5 million Grant expires during the 2016-17 fiscal year.

A number of the positions staffed with Grant funds will be leaving in January 2017, with all

positions expiring by May 31, 2017. The FEMA Program Management can advise the District

regarding the potential for reapplication for an additional grant.
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Explore and Develop a Request for the City of Hercules to Adopt a Fee to Support the
District’s Fire Operations

The District’s inadequate property tax revenue fails to provide funding for its fire and

emergency services operations. The City of Hercules represents the largest area of growth in

the District, with residential (single family and multi-family) as well as commercial, light

industrial and other business development permitted in the City. Much of this development is

occurring in designated redevelopment areas that do not currently generate property tax

revenue for the District. However, these uses generate calls for service and represent potential

fire service demands.

The City of Hercules has land-use approval powers, and one potential source of offsetting

revenue for new developments is the ability of the City to use its discretionary approval powers

to require the new developments to pay funds for operations to the District. The District

already receives “development fees” based on the size, complexity, etc. of the development,

which are collected by the City as a matter of course. These revenues are collected solely for

the purpose of generating revenue to allow the District to construct capital improvements and

purchase equipment. These funds are not permitted to be used for operations.

The City does have the ability to require a new development to participate in a Special Tax for

the District’s Fire services. To establish the payments, the City Council adopts a fee schedule

similar to the fees collected for “development impact fees,” and requires the development to

participate in the fees. The Council creates a special zone that includes the property seeking

approval, and the City Clerk conducts an election of the eligible voters. A two-thirds majority is

required for approval.

This Special Tax is authorized in section 53978 of the California Government Code.

These provisions are being utilized by Contra Costa County in its P-6 Law Enforcement tax, by

the City of Oakley for Law Enforcement services, and by Contra Costa County in its approvals for

development in the East County Fire Protection District.

The revenues from these areas would be available to the District through collection of taxes by

the County on the property tax bill.

Request a New Amortization Schedule (“Fresh Start”) From CCCERA for the District’s UAAL

Given the front loaded and uneven repayment structure of the UAAL, the District should

consider requesting a re-amortization (known as a “Fresh Start”) of its UAAL. We understand

that the District requested a new 30-year re-amortization last year, but the process was halted

after the District was unable to provide the requested financial information to CCCERA. MRG

and NHA have had several calls with the District’s actuary at CCCERA, as well as the CEO. While

a Fresh Start option is not often provided to many member agencies, they do seem willing to go
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through a formal approval process, and had a positive reaction to the fact that the City is going

through a formal fiscal sustainability review.

Fresh Start Benefit: For preliminary purposes, we have analyzed three different amortization

periods for the Fresh Start option: an 18-year, 25-year and 30-year period. As shown in the

chart below, each of the options would provide significant cash flow relief over the next seven

years. Under the 18-year scenario (maroon line below), payments would be lowered between

$400,000 and $500,000 each year for the next seven years, totaling $3.1 million in savings.

Under the longer, 30-year scenario (green line below), the District would save between

$700,000 and $900,000 annually for the next eight years, and $7.5 million in total through

2029.

The District would obviously be paying more in UAAL costs over the long-term, since the

amortization period would be extended. However, given the current financial situation of the

District, this strategy should be given strong consideration considering the magnitude of the

potential expense reductions in the near term.

Process: If the District is interested in pursuing a Fresh Start, it must go through a formal

approval process with the CCCERA Board. While there are no hard and fast requirements to the

request, the District should be prepared to present to CCCERA a longer-term fiscal sustainability

plan, budget and projections, and any other policies or processes that will be adopted to ensure

the long-term financial health of the District. It will also be important to quantify the benefits

that the Fresh Start will provide to the District, and to work with them to determine an optimal

amortization schedule that works for both parties.
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The actual timing of engaging CCCERA is unknown at this time, and will be highly dependent on

the results of this fiscal sustainability project and the strategies that the District decides to

implement. Obviously, waiting until the District has a strong proposal to bring to CCCERA is

desired, but we would envision engaging CCCERA along the way to “feel out” the most optimal

time/method to submit the formal request. The sooner the UAAL can be re-amortized, the

sooner the District will begin to realize savings. We estimate that if the District’s request was

successful prior to May 2017, the new amortization would begin in FY 2017-18.

Renegotiation of the Property Tax Sharing Agreement with Contra Costa County for the
Phillips 66 Refinery

The Rodeo Hercules Board requested that MRG evaluate the terms of the tax sharing

agreement between the District and Contra Costa County to determine whether the District

should pursue renegotiation of that agreement. In October 1996, the Contra Costa County

Local Agency Formation Commission (LAFCO) approved annexation of approximately 433 acres

of land adjacent to the District’s service area. At that time, the refinery on the property was

owned by the Unocal Corporation. The purpose of the annexation was to improve the first

responder services to the Unocal Refinery and to improve emergency services to the facility.

Included in the LAFCO approval was an executed Resolution by the Rodeo Hercules Board of

Directors approving a Property Tax Transfer Agreement between the District and Contra Costa

County. The Agreement contains a formula for the distribution of the proceeds of taxes from

the facility that was developed by the County Auditor-Controller. The formula listed in the

agreement in Appendix 8 establishes the basis for the tax distributions between the applicable

taxing agencies. The Property Tax Transfer Agreement was based on the Master Property Tax

Agreement between the County and a number other special districts in the County beginning in

1981.

The formula provides the annexing district its proportionate share of the incremental property

taxes, equivalent to that district’s share in the surrounding tax rate areas. At that time, the

District was receiving 14% of the property taxes for the areas it served, under the agreed-to

formula, it would receive approximately 10% of the property taxes. It is important to recognize

that the reallocation of the proportional share of the incremental property taxes to the District

resulted in a reduction of the funds received by the other participating agencies.

If the District were to request a modification to the current Tax Sharing Agreement to increase

its share of the property taxes from the annexed area, the County would not be required to

agree to modify the agreement to expand the District’s share of the property taxes. Given the

long-standing nature of the formula contained in the Property Tax Sharing Agreement, the

number of agencies receiving revenue from the property, and the County’s history in the area

of Property Tax sharing, we cannot conclude that the District would have a significant

opportunity for improving its share of the increment. We believe that there are other revenue
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opportunities that could be developed exclusively for the District and provide a much more

substantial and reliable revenue stream to the District.

Review of Funding Sources from other Public Agencies

During the January through May 2016 period, Chief Hanley explored a number of potential

opportunities for additional funding from outside agencies, including the City of Hercules and

Contra Costa County. Although initial efforts to obtain a portion of the County’s

Proposition 172 funds were unsuccessful, additional conversations were held regarding the

potential of a one-time funding allocation to assist the District. Both the County and City of

Hercules expressed willingness to discuss potential assistance to the District.

Meetings were held involving the County Administrator, the City Manager of Hercules and Chief

Hanley. Initial discussions focused on the assistance provided to the East Contra Costa Fire

District by the Cities of Brentwood and Oakley and the County, and the potential to match

those funding allocations at a meeting held on April 13, 2016. Following that initial meeting,

Chief Hanley left the District.

MRG has had conversations with both the City Manager of Hercules and the County

Administrator on the content of the meeting and the current status of the funding opportunity.

It is reported by both the County Administrator and the City Manager that the County

Administrator offered to take a proposal to the Board of Supervisors’ Finance Committee that

the County provide $311,000 on a one-time basis, provided that the City of Hercules would also

provide funding similar to what the Cities of Oakley and Brentwood provided for East County

Fire. At that time, the City Manager indicated that the City did not have funds available and

would not participate. The County Administrator has further confirmed that the County budget

is set for 2016-17 and that he believes there would likely not be support to provide funding

unless the City of Hercules also provides funding.

Based on this information, we do not foresee one-time funding forthcoming from either Contra

Costa County or the City of Hercules.

Evaluation of Availability of Redevelopment Pass-Through Funding from the Hercules
Successor Agency

State Law historically permitted cities to create Redevelopment Agencies to combat blight in

their communities. The Redevelopment Agency was permitted to utilize a significant portion of

the property taxes generated in the redevelopment area to fund improvements and

development in the designated area. The redistribution of these revenues to the

redevelopment agency would often be mitigated for the other affected taxing agencies through

the use of pass-through agreements between the redevelopment agency and the taxing

entities. State law further defined the pass-through amounts prior to the demise of

redevelopment agencies.
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The City of Hercules designated a significant amount of its area as a redevelopment area and

pursued aggressive redevelopment activities, largely through the sale of bonds to finance

improvements, projects and other activities. When the State Supreme Court confirmed the

State Legislature’s ability to dissolve redevelopment agencies, legislation was in place to

“unwind” the agencies, satisfy their debt obligations and, ultimately extinguish their share of

the property taxes. In 2011, the pass-through due the City of Hercules, approximately $841,000

for 2011, was frozen and redirected to assist the Agency in addressing its obligations. Those

funds continue to be redirected and are estimated to total $1,163,774.58 for the 2015-16 fiscal

year.

The Fire District has requested MRG evaluate the status of the pass-through funding and the

potential of the District recovering those funds. In dissolving the redevelopment agencies, the

State prescribed the method of the “wind down” to ensure that bona fide debt holders and

other designated creditors would be paid before the agency could be extinguished. State law

created successor agencies to replace each redevelopment agency—and the successor agency’s

purpose was to develop a list of “Enforceable Obligations” (debt, etc.) that the agency is

responsible for, obtaining State Department of Finance approval of the list, and then preparing

a Recognized Obligation Payment Schedule (ROPS), which contains a list of the obligations, their

amount, etc.

The Successor Agency for the Hercules Redevelopment Agency has an approved ROPS schedule,

which it must update every six months and seek approval from the State. The County Auditor-

Controller also reviews the ROPS. The Hercules ROPS (Appendix 9) lists 17 recognized

obligations of the 29 listed by the Successor Agency. The obligations to those listed entities

must be satisfied before funds can be directed to other entities or taxing agencies.

The State of California has not recognized the outstanding pass through funds as a part of the

approved ROPS; the existing pass through obligations are listed on the ROPS as a footnote

under Notes/Comments. We have confirmed that the County Auditor-Controller is aware of

the pass through listing. At this time; however, there is not a mechanism or timeline for

payment of the pass through obligations. It is anticipated that when the ROPS obligations are

satisfied, a schedule for payment of the deferred pass through obligations will be established.

Due to the extremely high debt and obligation load held by the Hercules Successor Agency, it is

unlikely that the ROPS obligations will be satisfied in the foreseeable future. The total revenues

are not currently adequate to satisfy the scheduled debt payments, so the unsatisfied payments

are accruing interest annually, which extends the term of the payment. Therefore, we do not

believe that the Rodeo Hercules Fire District or the other affected taxing agencies should

anticipate payment in any form for many years.
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Chief Hanley Compensation

The Rodeo Hercules Fire District Board requested that MRG review the employment

agreements between the District and Chief Hanley and provide summaries of the various

benefits contained in those employment agreements. In addition, the Board requested that

MRG develop a summary of the Total Compensation costs borne by the District for the Chief’s

employment and his separation compensation (Appendix 10). We reviewed the employment

agreements and amendments between the Chief and the District to develop those summaries.

Our summaries include the basic economic and employment elements of the original October

2010 agreement, the amendments in 2011 and 2012, and the replacement employment

agreement approved in October 2014.

Employment Agreements

The agreements are summarized below:

 The 2010 Agreement established basic compensation, benefits and employment terms;

 The 2011 Amendment clarified several employment terms;

 The 2012 Amendment expanded several benefits in the areas of Administrative Leave,

Vacation Benefits, and the “retroactive deferral” of 10% of base pay.

 The 2014 Agreement replaced the 2010 Agreement and added language in the areas of the

Termination of the Agreement; expanded compensation in the event of Termination of the

Agreement; added language in the event that the District contracted with another agency

for Chief services; language regarding the Working Environment; expanded Administrative

Leave, and modified the Chief’s work hours

Chief Hanley Employment Agreement History

2010 Initial Agreement: October 25, 2010

 Term: 3 years

 Salary: $161,000.00 annually

 Uniform Allowance: $55.00/month

 40 Hours Administrative Leave

 Deferred Compensation of $300.00/month

 Holiday/Vacation: 13 holidays/80 hours vacation

 Sick Leave of 40 hours/12 hours per month

 Management Benefits

 District Pays 50% of employee’s basic retirement/employee pays the rest

Amendment: January 12, 2011

 Modifies Vehicle language—deletes “….related to District business during the work week.”

Reads, “The district shall pay all fuel, insurance and maintenance costs for the vehicle.”

 Modifies Residency language requiring employee to “be capable of responding to fire and

life safety situations within the District except during scheduled vacation time.” New
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language states, “Employee shall be available or in communication with District personnel

or fire dispatch in the event of a fire and life safety or urgent situation, unless prior

notification is given.”

Amendment: March 14, 2012

 Modifies Administrative Leave from 40 hours to 80 hours per year. Allows continuous

accrual and allows for reimbursement for 50% of annual accrual

 Modifies Vacation Benefits by establishing a bank of 160 hours and increases accrual rate to

28 hours per month with a 688 hour maximum

 Continues “retroactive deferral” of 10% over base pay increase approved by the Board on

January 26, 2011 through July 1, 2012, as approved by the Board of Directors on January 26,

2011.

2014 Replacement Agreement: October 8, 2014

 Term: 15 months—expires January 1, 2016

 Salary: $185,952.00 annually

 Modifies Termination Section to replace “Grave Misconduct” definition with “Criminal Gross

Misconduct,” which includes conviction of a felony or a crime of moral turpitude

 Termination shall not occur within 14 months of the November 4, 2012 election except for

Criminal Gross Misconduct

 Modifies “Severance Pay for Termination Without Cause” language to increase severance

pay from six months to one year, and adds family health insurance for the one-year term if

the severance occurs during the initial 15 months of the agreement. It further increases the

severance pay from four to six months, and includes health insurance for the six-month

period if termination occurs after the 15-month period. Severance Pay for termination

without cause will be paid unless the Gross Criminal Misconduct language applies.

 Adds language regarding Contract for Service, allowing the employee to continue service

with the contracting agency should the RHFD contract for Chief services. Also maintains

current salary and benefits if the Chief continues service. Additional new language requires

that the District provide the employee 90 days’ notice if the employee agrees to separate

from service at the time of contracting with another agency, and 12 months’ severance with

benefits as described in the Severance Pay section.

 Adds language regarding Working Environment—requiring Board to meet certain standards

of behavior and operational activities. Failure to meet those standards constitutes a

termination without cause and triggers the termination benefits described above.

 Uniform Allowance of $55.00/month

 Increases Administrative Leave from 80 to 120 hours per year

 District to continue to furnish a vehicle for the Chief’s use, including rent, lease, fuel,

insurance and maintenance costs.

 Deferred Compensation at $500.00/month is continued

 Holiday/Vacation: 13 holidays/80 hours vacation—accrue @28⅔ hours per month 
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 Sick Leave of 40 hours/week; 12 hours per month

 Modifies work hours from Monday through Friday from 8:00 a.m. to 4:00 p.m., to Monday

through Thursday from 6:00 a.m. through 3:00 p.m.

 Management Benefits per District policies

 Retirement: Employee pays employee side

In our review, we did not find any irregularities in the implementation of the Employment

Agreements during the Chief’s tenure. In addition, we did not find any irregularities in the final

compensation when the Chief left the Agency.

b. Recommendations Regarding District Fiscal Processes, Procedures and

Practices

Fund OPEB ARC and renegotiate Post-Employment Medical Benefit Provisions

The District’s employment agreements include Post-Retirement Medical payments for retirees

at a specified level. The Governmental Accounting Standards Board (GASB) requires public

agencies have regular actuarial studies conducted to calculate the obligations being incurred by

the agency. GASB does not require payment of the full costs being incurred, but permits

payment of only the currently incurred costs and not the UAAL. If the District continues to pay

only the current year costs, the UAAL will continue to grow and the annual contribution for

incurred costs will grow to assume a larger and larger portion of the operating budget, forcing

the District to reduce its operating expenditures. This obligation grows every year due to

inflation and an increasing number of retirees becoming eligible for retirement and claiming the

benefit.

We recommend that the District seek to modify this benefit for new and current employees to

significantly reduce the future liabilities faced by the District. Left unaddressed, the long-term

impacts of this benefit will significantly impair the District’s financial stability in future years.

These modifications could include a cap on costs, funding only until the retiree qualifies for

Medicare, and other variations.

The current obligations faced by the District, the retirement system (CCCERA), pension UAAL,

and the OPEB post-retirement medical costs (current costs and UAAL), if paid on an ongoing

basis, would require the District to pay approximately $2.6 Million per year for these two items.

Adopt Financial and Budget Policies and Practices

The District’s reliance on one administrative level person and the Fire Chief to manage the

District’s finances, prepare its budget and ensure compliance with applicable governmental

regulations and law places an unreasonable burden on those two staff positions. As a result,

the District currently lacks adequate financial and budget policies and controls to ensure its

operations comply with applicable accounting and operational standards. Both the State
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Controller and Government Finance Officers Association recommend a significantly more

rigorous set of financial policies and procedures than are now in place.

For reference, the State Controller’s Office has published Internal Control Guidelines for Local

Agencies (see Appendix 11), and the Government Finance Officers Association (GFOA) has

extensive guidelines and examples of best practices for local governments on its website.

The initial preparation of the Preliminary 2016-17 Budget is an example of the consequences of

the Agency not having in place a set of standardized policies and procedures based on best

practices of comparable agencies.

The Rodeo Hercules Fire District operates on a July 1 to June 30 Fiscal Year, but its budget

process is not typically completed until the end of September, three months into the next fiscal

year. The reason given for the District’s waiting until September to approve the final budget

was that the final property tax revenue estimates are not generally available until mid-July, and

variances in those revenues can have a significant impact on the Budget if the estimates are

lower than anticipated.

The 2016-17 Budget process involved preparation of a Preliminary Budget for review by the

Board Finance Committee—which didn’t occur due to the Interim Chief’s appointment. The

2016-17 Budget was presented to the Board for review at the June 8, 2016 meeting by the

Interim Chief. At that meeting, a public hearing was held and the Board approved the

Preliminary Budget.

MRG has reviewed the Preliminary Budget in detail with District staff and conducted a detailed

review of the revenue and expenditure estimates and the projected fund balances for the Fiscal

2016-17 year end. As a result of this review, significant increases have been made by the staff

in the projected expenditures for the 2016-17 Budget. These increases, combined with a

detailed review of the current year (2015-16 Fiscal Year) actual expenditures, have significantly

reduced the projected fund balances for both the 2015-16 Fiscal Year and the 2016-17 Fiscal

Year, based on the Preliminary Budget presented to the Board in June.

The reason for the large variance is that the Preliminary Budget is typically prepared based on

the Adopted Budget for the current year—and not the estimated actual expenditures for the

current year Budget. This often results in underestimation of expenditures in the Proposed

Budget and can have a significant impact on the year-end fund balances for the current and

proposed budgets.

A typical Budget Cycle involves the staff, working with the Board Subcommittee and the full

Board to accomplish the following:

1. Conduct a mid-year review (typically in January) of the first six months of Budget

experience for the fiscal year, and preparation of Projected Revenues and Expenditures

for the full fiscal year.
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2. Conduct a discussion of the Agency’s fiscal condition (typically in early Spring), projected

revenues and expenditures, proposed programs, capital expenditures and anticipated

revenues for the upcoming fiscal year. At that time the Board gives direction to the staff

on what to include in the upcoming Budget.

3. Based on those discussions, the Agency staff prepares a preliminary Budget (generally in

May) that is reviewed by Board—following an Ad Hoc Finance Committee review in late

May/early June.

4. The Board then completes its review, public hearings are held, final changes are made

and the Budget is adopted prior to the end of June.

5. To augment the Budget Cycle, typically the Board is presented with quarterly updates by

the staff on the financial conditions the Agency is encountering. These can include

unanticipated expenditures, increases or decreases in revenues or expenditures, capital

costs that exceed estimates, etc. This ensures that the Board is fully informed of their

financial status throughout the year.

We recommend that the Board have policies and procedures developed for its review that will

establish an adequate framework for its financial activities. These policies and procedures will

govern the Agency’s budget, accounting, internal controls, accountability, third party review

and Board role in the Agency’s financial activities. When implemented, these policies and

procedures ensure the Board has adequate information, control and transparency of its

financial matters.

Contract with a Third Party for Fiscal, Budget, Accounting Management and Financial
Reporting

The District’s financial activities are completed by the District’s Administrative Assistant and

Fire Chief. The County provides access to its accounting system to track payroll, the District’s

expenditures and other related activities. There are currently no financial professionals

involved it these activities.

In adequately managed organizations, such as cities or larger districts, administrative-level

personnel normally enter, confirm and manage payroll data input, confirm expenditures,

approve invoices, develop spreadsheet-based summaries and provide data for budget

development to senior staff. The next level of financial activities is conducted by accounting

personnel, experienced finance officers and bookkeeping personnel. More complex activities,

such as calculating equipment reserve funds, grant administration, fiscal forecasting, budget

development and expenditure management are completed by these professionals also.

Due to the economic constraints the District faces, it is impractical to expect the District to hire

full-time staff to manage its finances. It is imperative that the District put in place the policies,

procedures and controls outlined above to achieve fiscal integrity. It is our recommendation
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that the District contract with a competent third party for these services, including

development of policies and procedures governing the District’s financial operations;

preparation and review of the annual budget; preparation of quarterly financial reports; grant

administration; preparation of depreciation schedules; supervision of the payroll and data entry

activities; and providing impartial third-party reporting and recommendations to the Board.

Additionally, this third party could work with the District to manage the District’s annual audits

and prepare request for proposals when the audit firm providing has exceeded its

recommended term of service (normally 5-7 years).

The third party entity could be another Special District, a public agency or a private service

provider. We also believe that these services could be obtained for a fraction of the cost of a

full-time employee and provide a higher level of expertise and third party objectivity not

available with an in-house employee.

Establish and Maintain Fiscally Responsible Reserve Levels – General Fund and Equipment
Replacement Reserves

The District does not currently have policies in place regarding reserves for its General Fund or

for replacement of equipment. We recommend the General Fund reserve equal two months’

expenditures—approximately $1.0 million, based on the current Budget. In addition, the

District does not have an equipment replacement reserve schedule, which is integrated into the

budgeting process. Although a schedule for replacement of key equipment exists, the costs of

replacement, depreciation schedules and designated reserve contributions have not been

established. Once complete, the District can determine how much should be contributed to the

fund to ensure adequate funds are available to replace equipment in a timely manner.

These two reserves could be established and contributions to the reserves incrementally

increased over time. In addition, any “one time’” funds received could be placed in these

reserves to avoid the District becoming reliant on infrequent, unreliable funds.

E. Conclusion

It is important to stress that a significant number of the District’s financial problems stem from

situations largely out of control by the District. The historical actions by the State of California

over the past 40 years have degraded the District’s share of the property taxes. This has been

severely exacerbated by the impacts of the City of Hercules’ designation of a broad area of the

City as a redevelopment area The situation was compounded by the Redevelopment Agency

incurring unprecedented debt loads and the demise of redevelopment on a State-wide basis. It

is interesting to note that the relatively small Rodeo Redevelopment Agency had little debt, and

the District is currently receiving revenue from that agency.

The net effect of the City of Hercules Redevelopment situation is that the District receives no

property taxes to support its services from a significant portion of the City. In addition, new



Page 27

development that occurs in the redevelopment areas in Hercules generates no property taxes

to support the new service demands created by development.

It is clear that a mix of revenue enhancements and stability efforts, combined with reductions

in expenditures, could lead to a more stable financial positon for the District. We recommend

the District explore the following measures and undertake those it determines feasible:

1. Seek a Tax Measure on the November Ballot to support District operations;

2. Make effective use of the remaining SAFER Grant funds and apply for an additional

Grant in the 2017-18 Fiscal Year.

3. Work with the City of Hercules to assist it in implementing a Public Safety Fee for fire

operations on all new development in the City; and

4. Develop a fiscally responsible and accountable budgeting and management system and

request CCCERA approval of a “restart” on payments for the District’s Unfunded

Accrued Actuarial Liabilities to reduce annual payments.

We also recommend the following actions for the District to improve its financial operations

and fiscal situation:

1. Incrementally move to full funding of the District’s OPEB obligations;

2. Continue to fully fund the UAAL, even if reduced by CCCERA;

3. Renegotiate the District’s Post-Employment Benefits to reduce cost and liabilities;

4. Adopt financial and budgeting policies and practices; and

5. Contract with a third party for fiscal, budget, accounting management and financial

reporting to the Board.

Municipal Resource Group, LLC

NHA Advisors, LLC
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F. Appendices

Appendix 1 FY 2016-17 General Fund Budget Analysis

Appendix 2 FY 2016-17 SAFER Budget Analysis

Appendix 3 One Station 4-Person Engine Company Scenario FY 2107-18 through

FY 2020-21

Appendix 4 Two Station 3 Person Engine Company Scenario FY 2017-18 through

FY 2020-21

Appendix 5 District Revenue Analysis

Appendix 6 District Proforma for One Station 4 Person Scenario

Appendix 7 District Proforma for Two Station 3 Person Company Scenario

Appendix 8 Property Tax Sharing Agreement with Contra Costa County for the Conco

Property Annexation

Appendix 9 City of Hercules Redevelopment Successor Agency ROPS

Appendix 10 RHFD Compensation Summary for Chief Hanley

Appendix 11 State Controller’s Office Internal Control Guidelines for Local Agencies


































































































