CITY OF ALLENTOWN
FINANCIAL MANAGEMENT POLICIES

OPERATING MANAGEMENT

General Fund revenues are sensitive to local and regional economic activity. Accordingly, revenue
estimates prepared by the Administration and adopted by City Council should be conservative.

The annual budget should continue to show fiscal restraint. An integral part of this restraint is the
creation of a positive cash balance (surplus) in the General Fund at the end of the fiscal year. If
necessary, spending during the fiscal year should be reduced sufficiently to create such a cash surplus.

The annual budget should continue to be prepared, adopted and maintained in such a manner as to
avoid the following situations:

1) Two consecutive years of operating fund deficits.

2) A current operating fund deficit greater than the previous year.

3) An operating fund deficit in two or more of the last five years.

4) An abnormally large deficit in any one year of more than 5 to 10 percent of net operating
revenues.

The City liquidity position (the extent to which cash and other assets are available to pay short-term
obligations) should show a working capital surplus; i.e., cash and short-term investments should
exceed current liabilities.

When deficits appear to be forthcoming, the City should avoid the use of "fiscal mirrors" in order to
balance the budget. Only three alternatives are available: reduce appropriations, increase revenues, or
a combination of the two techniques.

The City should continue to pursue a prudent but aggressive cash management and investment
program, in order to meet daily cash requirements, increase the amount available for investment, and
earn the maximum rate of return on invested funds.

All retirement plans should continue to be funded and administered in accordance with the City's
Pension Recovery Ordinance and State Act 205 of 1984.

Contingency reserves should be maintained at a level sufficient to provide for unanticipated
expenditures of a nonrecurring nature. The City will strive to maintain a fund balance at a level at
least equal to five percent (5%) of budgeted expenditures.

Insurance reserves should be maintained at a level which, together with purchased insurance policies,
adequately indemnifies the City's assets and officers/employees against loss.

The City should minimize the financial burden on the City's taxpayers through periodic systematic
program reviews and evaluations aimed at improving the efficiency and effectiveness of City
programs. These periodic reviews should consider past trends and experiences elsewhere, and
revisions to annual policy guidelines should be based on current need and program efficiency. Such
information should be crucial to the preparation of the annual budget.
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The City should maintain a budget that provides for adequate maintenance of the City's infrastructure
and equipment stock and for their timely repair and/or replacement.

Grant applications to fund new service programs with State or Federal funds should be reviewed by
the City, with significant consideration given to whether locally-generated funds will be required to
support these programs when original funding is no longer available.

The City will continually oppose and discourage programs and actions by the State Legislature which
would mandate cost increases to City government without providing an equal amount of state
supplied revenue to offset such mandated increases.

All fee schedules and enterprise/user charges should be reviewed and adjusted periodically to ensure
that rates are equitable and cover the total cost of the service or that portion of the total cost deemed
appropriate by the City.

The Allentown Parking Authority should prepare an annual budget that is self-supporting. An

integral part of that budget is the payment of debt service by current revenues, and the establishment
of a revenue structure that ensures such payment without the assistance of City funds.

CAPITAL AND DEBT MANAGEMENT

Any capital project financed through the issuance of general obligation bonds should be financed for
a period not to exceed the expected life of the project up to a maximum of twenty years.

The Comprehensive Plan of the City of Allentown should be used to help evaluate the projects in the
Capital Improvements Program.

The Capital Improvements Program should reflect the relationship between the City's planning and
budgeting processes, wherein the planning effort defines the City's anticipated capital facility needs
and the budgeting effort defines the financial parameters of sound capital expenditure policies to meet
those needs.

Bond sales should be planned and structured in order to maintain or improve the City's bond rating
and to obtain interest rates at or below the published bond yield averages for bonds of similar ratings.

The schedule of capital facility improvements should be developed in such a manner as to level the
City's annual debt service payments to the maximum extent possible and to minimize fluctuations in
tax rates caused by debt-financed capital improvements.

The City should use short-term financing such as revenue and bond anticipation notes to provide
temporary financing for improvement projects or land acquisition, only when market conditions
warrant such action. Short-term debt outstanding at the end of the fiscal year should not exceed five
percent (5%) of operating revenues

Net direct debt of the General Fund should be maintained below $1,000 per capita.

Net direct debt per capita for the General Fund should not exceed ten percent (10%) of per capita
personal income.
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The level of net direct debt should not exceed fifty percent (50%) of the State mandated legal debt
limit for the City.

Debt service payments should not exceed ten percent (10%) of governmental fund expenditures, in
order to minimize the impact on tax rates while providing for the normal replacement of public
facilities.

A portion of the Capital Improvements Program should be supplemented with City provided services
("IN-KIND").

The City will establish water and sewer rates and charges to provide net operating revenues at least
equal to 1.3 times debt service on the City's water and sewer bonds.

ACCOUNTING, AUDITING AND FINANCTAL PLANNING

The City should maintain the highest level accounting practices. Accounting systems should be
maintained in order to facilitate financial reporting in conformance with generally accepted
accounting principles promulgated by the Governmental Accounting Standards Board (GASB), the
American Institute of Certified Public Accountants (AICPA), and the Financial Accounting Standards
Board (FASB).

An annual audit should be performed as required by various bond indentures by an independent
public accounting firm in accordance with generally accepted auditing standards.

Full disclosure should be provided in the Comprehensive Annual Financial Report, Official
Statements and all other financial reports.

Financial systems should be maintained to monitor expenditures, revenues and performance of all
municipal programs on an ongoing basis.

Operating expenditures should be programmed to include the cost of implementing capital
improvements.

The City should institute a "trained-observer" Capital Plant Assessment process, in order to evaluate
and monitor the condition of its major physical assets.

COMMUNITY NEEDS AND RESOURCES

The City should continue to diversify and stabilize its economic base in order to protect the
community against economic downturns and to take advantage of economic upswings.

The City should continue its joint private/public economic development efforts to "market"
Allentown as a desirable place to do business.

The City should continue to encourage economic development activities that provide growth in the
City's tax base and employment opportunities for City residents. In those cases where it is not
realistic to locate the activity within Allentown, the City will work with other economic development
organizations to find an appropriate location in Lehigh County or the Lehigh Valley.
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