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10:00 A.M] [ATTENDEE(®)] Shannon McDowell / Renee Petersen / Open Space

|Advisory Board Members|
ITEM] [Open Space Grant Recommendations|
ITEM] [Fund Balance Policy Review|
11:30 A.M. ATTENDEE(S): Todd Leopold
ITEM: Administrative Item Review / Commissioner
Communications

(AND SUCH OTHER MATTERS OF PUBLIC BUSINESS WHICH MAY ARISE)
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ADAMS COUNTY

STUDY SESSION AGENDA ITEM

DATE: October 25, 2016

SUBJECT: Fund Balance Policy Review

FROM: Nancy Duncan, Budget Manager

AGENCY/DEPARTMENT: Budget Office

ATTENDEES: Budget Office Staff

PURPOSE OF ITEM: To provide information to the Board of County Commissioners regarding
Recommended Fund Balance Policy

STAFF RECOMMENDATION: Determine a Fund Balance Policy

BACKGROUND:

The Budget Office will discuss Fund Balance Policy related to restricted and unrestricted Fund Balance.

AGENCIES, DEPARTMENTS OR OTHER OFFICES INVOLVED:

County Manager’s Office, Budget Office

ATTACHED DOCUMENTS:

Presentation
Fund Balance Information
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FISCAL IMPACT:

Please check if there is no fiscal impact. X If there is fiscal impact, please fully complete the

section below.

Fund:
Cost Center:
Object Subledger Amount
‘Account -
Current Budgeted Revenue:
Additional Revenue not included in Current Budget:
Total Revennes:
Object Subledger Amount

Account

Current Budgeted Operating Expenditure:

Add'l Operating Expenditure not included in Current Budget:

Current Budgeted Capital Expenditure:

Add'l Capital Expenditure not included in Current Budget:

Total Expenditures:

New FTEs requested: |:| YES
Future Amendment Needed: [ ]YES
Additional Note:

APPROVAL SIGNATURES:

A d 7. }

[ INO
[ ]NO

APPROVAL OF FISCAL IMPACT:

N [Yur—

o} LeopoT, County Manager

Raymond H. Gonzales, Deputy County Manager

RGP

Bryan ©stler, Interim Deputy County Manager

Budget / Fir(a}\ce
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Fund Balance Terms:

Restricted Fund Balance: The portion of fund balance constrained for a
specific purpose by external parties, constitutional provisions, or enabling
legislation. Effectively, restrictions on fund balance may only be changed or
lifted with the consent of resource providers.

Committed Fund Balance: The portion of fund balance that can only be
used for specific purposes according to limitations imposed by the Board of
County Commissioners.

Assigned Fund Balance: The portion of fund balance set aside for planned
or intended actions. The intended use may be expressed by the Board of
County Commissioners or other individuals authorized to assign fund to be
used for a specific purpose.

Unassigned Fund Balance: This is the residual portion of fund balance that
does not meet any of the above criteria.



Current General Fund Fund Balance Designations as of 01/01/16

$100,000,000

$90,000,000

$80,000,000

52.1% — = Unassigned - $52.5M
$70,000,000
$60,000,000
¥ Unassigned
$50,000,000 - B Committed
M Restricted
$40,000,000
Committed:
30,000,000 ;
»30,000, —— Strategic Reserve - $39.7M
47.9% —— DIA Legal Fees - $1.2M
$20,000,000
$10,000,000
Restricted:
Tabor Reserve - $5.8M
%0 i icti 1.5M*
General Fund
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General Fund Estimated Fund Balance by County as of 01/01/2016
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Fund Balance Option 1
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Option 1: Restricted includes TABOR Reserve and Other Misc Restrictions. Within the Committed Fund Balance is a
Two Month Operating Reserve.



Fund Balance Option 2
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Option 2: Restricted includes TABOR Reserve and Other Misc. Restrictions. Within the Committed
Fund Balance is a 12.3% Operating Reserve (average of other jurisdictions).




Fund Balance Option 3
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Option 3: Restricted includes TABOR Reserve, and Other Misc. Restrictions. Within the Committed
Fund Balance is a Two Month Operating Reserve. Within assigned is 50% of the next year’s CIP

amount.




Pros and Cons of Fund Balance Options:

Option 1
Increased availability for use from current levels.

Less in committed reserve status, but more in line with
other jurisdictions.

Option 2
Aligned more with other comparable jurisdictions.

Less in committed reserve status, but more in line with
other jurisdictions.

Option 3
Uses the assigned designation for upcoming CIP.

Less in committed reserve status, but more in line with
other jurisdictions.



Use and Replenishment Policy

Use of fund balance if already included in the Capital Improvement Plan.

Use of fund balance to be tied to Board of County Commissioner’s Strategic
Plan

Use of the TABOR Reserve and/or operating reserves must be replaced
within two years. If necessary, this time frame may be extended by
resolution in one year increments.



Next Steps-

November 15 & 21—Available Study Session Dates
December 6—First Reading of 2017 Preliminary Budget
December 13—Adoption of 2017 Adams County Budget
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Appropriate Level of Unrestricted Fund Balance in the General Fund

GB Governmeant Finance Officers Association

Appropriate Level of Unrestricted
Fund Balance in the General Fund

BACKGROUND:

In the context of financial reporting, the term fund balance is used to describe the net position of
governmental funds calculated in accordance with generally accepted accounting principles (GAAP).
Budget professionals commonly use this same term to describe the net position of governmental

funds calculated on a government's budgetary basis.! While in both cases fund balance is intended
to serve as a measure of the financial resources available in a governmental fund; it is essential that
differences between GAAP fund balance and budgetary fund balance be fully appreciated.

1. GAAP financial statements report up to five separate categories of fund balance based on the
type and source of constraints placed on how resources can be spent (presented in
descending order from most constraining to least constraining): nonspendable fund balance,
rostricted fund balance, committed fund balance, assigned fund balance, and unassigned
fund bafance. The total of the amounts in these last three categories {where the only
consiraint on spending, if any, is imposed by the government itself) is termed unresiricted
fund balance. In contrast, budgetary fund balance, while it is subject to the same constraints
on spending as GAAP fund balance, typically represents simply the total amount accumulated
from prior years at a point in time.

2. The calculation of GAAP fund balance and budgetary fund balance sometimes is complicated
by the use of sub-funds within the general fund. In such cases, GAAP fund balance includes
amounts from all of the subfunds, whereas budgetary fund balance typically does not.

3. Often the timing of the recognition of revenues and expenditures is different for purposes of
GAAP financial reporting and budgeting. For example, encurbrances arising from purchase
orders often are recognized as expenditures for budgetary purposes, but never for the
preparation of GAAP financial statements.

The effect of these and other differences on the amounts reported as GAAR fund balance and
budgetary fund balance in the general fund should be clarified, understood, and documented.

It is essential that governments maintain adequate levels of fund balance to mitigate current and
future risks (e.g., revenue shortfalls and unanticipated expenditures) and to ensure stable tax rates.
In most cases, discussions of fund balance will properly focus on a government’s general fund.
Nonetheless, financial resources available in other funds should also be considered in assessing the
adequacy of unrestricted fund balance in the general fund.

RECOMMENDATION:

GFOA recommends that governments establish a formal policy on the level of unrestricted fund
balance that should be maintained in the general fund for GAAP and budgetary purposes.3 Such a

http://www.gfoa.org/print/5024
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Appropriate Level of Unrestricted Fund Balance in the General Fund Page 2 of 3

guideline should be set by the appropriate policy body and articulate a framework and process for
how the government would increase or decrease the level of unrestricted fund balance over a

specific time period.? In particular, governments should provide broad guidance in the policy for
how resources will be directed to replenish fund balance should the balance fall below the level
prescribed.

Appropriate Level. The adequacy of unrestricted fund balance in the general fund should take into
account each government's own unigue circumstances. For example, governments that may be
vulnerable to natural disasters, more dependent on a volatile revenue source, or potentially subject
to cuts in state aid and/or federal grants may need to maintain a higher level in the unrestricted fund
balance. Articulating these risks in a fund balance policy makes it easier to explain to stakeholders
the rationale for a seemingly higher than normal level of fund balance that protects taxpayers and
employees from unexpected changes in financial condition. Nevertheless, GFOA recommends, at a
minimum, that general-purpose governments, regardless of size, maintain unrestricted budgetary
fund balance in their general fund of no less than two months of regular general fund operating
revenues or regular general fund operating expenditures.5 The choice of revenues or expenditures
as a basis of comparison may be dictated by what is more predictable in a government's particular
circumstances.® Furthermore, a government's particular situation often may require a level of
unrestricted fund balance in the general fund significantly in excess of this recommended minimum
level. In any case, such measuras should be applied within the context of long-term forecasting,
thereby avoiding the risk of placing too much emphasis upon the level of unrestricted fund balance in
the general fund at any one time. In establishing a policy governing the leve! of unrestricted fund
balance in the general fund, a government should consider a variety of factors, including:

1. The predictability of its revenues and the volatility of its expend.l'tures (i.e., higher levels of
unrestricted fund balance may be needed if significant revenue sources are subject to
unpredictable fluctuations or if operating expenditures are highly volatile);

2. Its perceived exposure fo significant one-time outlays (e.g., disasters, immediate capital
needs, state budget cuts);

3. The potential drain upon general fund resources from other funds, as well as, the availability
of rescurces in other funds;

4. The potential impact on the entity’s bond ratings and the corresponding increased cost of
borrowed funds;

5. Commitments and assignments (i.e., governments may wish to maintain higher levels of
unrestricted fund balance to compensate for any portion of unrestricted fund balance already
committed or assigned by the government for a specific purpose). Governments may deem it
appropriate to exclude from consideration resources that have been committed or assigned to
some other purpose and focus on unassigned fund balance, rather than on unrestricted fund
balance.

Use and Replenishment,

The fund balance policy should define conditions warranting its use, and ifa fund halance falls below
the government's policy level, a solid plan to replenish it. In that context, the fund balance policy
should:

1. Define the time period within which and contingencies for which fund balances will be used;
2. Describe how the government's expenditure and/or revenue levels will be adjusted to maich
any new ecenomic realities that are behind the use of fund balance as a finanging bridge;

3. Describe the time period over which the components of fund balance will be repienished and

the means by which they will be replenished.

Generally, governments should seek fo replenish their fund balances within one to three years of
use. Specifically, factors influencing the replenishment time horizon include:

http://www.gfoa.org/print/5024 10/21/2016
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The budgetary reasons behind the fund balance targets;
Recovering from an extreme event;

Political continuity;

Financial planning time horizons;

Long-term forecasts and economic conditions;

External financing expectations.

AR O

Revenue sources that would typically be looked to for replenishment of a fund balance include
nonrecurring revenues, budget surpluses, and excess resources in other funds (if legally permissible
and there is a defensible rationale). Year-end surpluses are an appropriate source for replenishing
fund balance.

Unrestricted Fund Balance Above Formal Policy Requirement. In some cases, governments can
find themselves in a position with an amount of unrestricted fund balance in the general fund over
their formal policy reserve requirement even after taking into account potential financial risks in the
foreseeable future. Amounts over the formal policy may reflect a structural trend, in which case
governments should consider a policy as to how this would be addressed. Additionally, an education
or communication strategy, or at a minimum, explanation of large changes in fund balance is
encouraged. In all cases, use of those funds should he prohibited as a funding source for ocngoing
recurring expenditures,

Notes:

1. For the sake of clarity, this recommended practice uses the terms GAAP fund balance and
budgetary fund balance {o distinguish these two different uses of the same term.

2. These categories are set forth in Governmental Accounting Standards Board (GASB)
Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions.

3. Sometimes restricted fund balance includes resources available to finance items that typically
would require the use of unrestricted fund balance (e.g., a contingency reserve). In that case,
such amounts should be included as part of unrestricted fund balance for purposes of
analysis.

4, See Recommended Practice 4.1 of the National Advisory Council on State and Local
Budgeting governmenis on the need {o "maintain a prudent level of financial resources to
protect against reducing service levels or raising taxes and fees because of temporary
revenue shortfalls or unpredicted one-time expenditures” (Recommended Practice 4.1).

5. In practice, a level of unrestricted fund balance significantly lower than the recommended
minimum may be appropriate for states and America's largest governments (e.g., cities,
counties, and school districts) because they often are in a better position to predict
contingencies (for the same reason that an insurance company can mare readily predict the
number of accidents for a pool of 500,000 drivers than for a pool of fifty}, and because their
revenues and expenditures often are more diversified and thus potentially less subject to
volatility.

€. In either case, unusual iterns that would distort trends (e.g., one-time revenues and
expenditures) should be excluded, whereas recurring transfers should be included. Once the
decision has been made to compare unrestricted fund balance to either revenues and/or
expenditures, that decision should be followed consistently from period to period.

203 N. LaSalle Street - Suite 2700 | Chicago, IL 60601-1210 | Phone: (312) 977-9700 - Fax: {312) 977-4808
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that conduct business with the County, and they shall subordinate their personal investment transactions to
those of the County.

Reports
On a monthly basis, the portfolio shall be marked-to-market. Then, on at least a quarterly basis, the
Treasurer may submit to the Investment Advisory Committee a report listing the investments held by the County.
The report shall be submitted within 20 days following the end of each calendar quarter and contain the
following information:

*  Asummary of portfolio characteristics, balances, risk diversification and performance.

+ Alist of individual securities held at the end of the reporting period by investment descriptions.

* Maturity date and purchase date of all investments held.

s+ Coupon and yield.

* Parvalue, amortized book value and market value. &

* Percentage of the portfolio represented by each investment category.

Debt Policy

o Debt will not be used to finance current operating expenses.

+ The debt period shall not exceed the anticipated useful life of the project or improvement.

* The county will confine long-term borrowing to major capital purchases or projects that cannot be
financed from current operating revenues.

s The BoCCis authorized to execute lease agreements on behalf of the county.

* General obligation debt shall not exceed the statutory 1.5% of the assessed valuation of county property.
The Finance Department will monitor general obligation debt to ensure compliance with legal debt
limitations.

¢ Only the BoCC may issue general obligation bonds to provide funds for the acquisition, construction,
reconstruction, or repair of major capital facilities.

* The registered qualified voters of the county must approve issuance of general obligation debt.

* General obligation debt issues will be limited to twenty years.

e General obligation funds must be registered by the county, bear the county seal and a serial number, and
state face value.

¢ The BoCC may choose to issue revenue bonds to finance major capital expenditures when it is possible to
pledge non-tax revenue for debt repayment, .

* When appropriate, the county will work in conjunction with the Adams County Building Authority in
financing major capital projects or improvements.

¢ The county will make every effort to obtain the best possible bond rating and to maintain a favorable
rating through prudent financial management and adherence to a policy of full disclosure on financial
reporis. '

Fund Balance Policy

As a part of financial 'p'ciﬂlic'y,nl"oéai' "gbVéfhménts should have a 'fo'rr'ria'l"boﬁcy regarding the level of restricted and
unrestricted fund balance that they wish to, or must, maintain for contingencies and other purposes. An
important reason for developing such a policy is to provide decision makers and taxpayers with an explanation of
why financial resources have been set aside and the conditions under which such resources will be expended.
Fund halance is the difference between assets and liabilities in a fund.

Adams County Government maintains a specific fund balance policy that is compliant with the Governmental
Accounting Standards Board’s Statement No. 54 (GASB 54). Adams County further classifies fund balance as
either non-discretionary or discretionary, and also continually evaluates the minimum amount of the
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discretionary level of the fund balance, which shall be maintained. Adams County considers non-spendable,
restricted, and committed to be non-discretionary and assigned and unassigned fund balance to be discretionary.
The BoCC sets the policy on the committed level of fund balance.

Non-Discretionary Fund Balance

The county has established 20 individual funds for the purpose of recording financial resources received and
expended by the county. All funds excluding the general fund have been established for a specific purpose. The
general fund accounts for financial resources not required to be otherwise segregated. Since all funds excluding
the general fund have been established for a specific purpose, the fund balances within these funds are all
considered non-discretionary. In addition, a portion of the general fund’s fund balance is also considered non-
discretionary. Each of the 20 fund balances containing a non-discretionary fund balance is outlined below.

L]

General Fund
A portion of the general fund’s fund balance is considered non-discretionary and includes the following

categories:

o Non-Spendable —items such as inventory, long term receivables, or intergovernmental loans, etc. as
applicable,

o Restricted — items such as the Tax Payer Bill of Rights (TABOR) reserve, debt reserves, etc., that are
constrained to specific purposes by their providers through constitutional provision, enabling
legislation, or other externally imposed criteria that qualifies or is required to be classified as
restricted.

o Committed — items that are constrained by the government for specific purposes by the government

itself, such as the strategic fund balance reserve. The strategic fund balance reserve is set at
$39,747,015 for 2012 through 2015. This amount is 33% of 2013’s total property taxes collected by
the county for its purposes. The strategic reserve may be used to accommodate expenditures needed
in the event of an emergency as declared by the BoCC to contihue operaticns and for economic
stabilization, which could be triggered if the county experienced a property tax revenue decline of
10% or more from the previous year. However, the strategic reserve shall maintain a minimum
balance of $7,000,000 for cash flow purposes. 1f used, the county shall specificaily identify use of the
strategic fund balance reserve by adopting and/or amending the budget by resolution. The funds
must be replaced within 2 years of use. However, if necessary, the strategic reserve replacement
period may be extended by resolution in one-year increments.  This amount will be re-evaluated
during the 2016 budget process.

Special Revenue Funds
o Federal Grant Funds (4): These funds are utilized to account for revenues and expenditures related to

federal grant programs and include the Community Development Block Grant (CDBG), Cammunity
Services Block Grant (CSBG), Workforce and Business Center, and Head Start. Generally these funds
do not accumulate fund balances. However, any fund balance accumulated must be utilized for
purposes specifically for which the funds were intended.

Conservation Trust Fund: The fund balance is generally comprised of lottery funds received from the
State of Colorado specifically for development, renovation, and maintenance of the county parks, trail
system, and open space.

Open Space Sales Tax Fund: This fund, created for the administration and collection of a voter-
approved sales tax, began in 2000. The current sales tax rate is 0.25%. Tax revenues plus interest
earned are designated for the preservation of open space. After deducting 2% of sales taxes for
administrative purposes, 30% of the remaining taxes collected are remitied to the cities within the
county and the county in proportion to the ratio at which taxes are collected. The other 70% of
remaining funds are distributed as grants approved by the BoCC as recommended by the Open Space
Advisory Board.
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Open Space Projects Fund: This fund accounts for revenues derived from various sources such as
open space grants, contributions, donations, the county’s share of the 30% receipts from the open
space sales tax, and other revenue sources deemed appropriate for the purposes of purchasing
conservation easements, any interest in land or other enhancements or properties that the county
may determine appropriate for active or passive open space,

Social Services Fund: Accounts for programs intended for individuals requiring social services
assistance, There are three primary sources of revenue deposited into this fund: county property tax,
state funding, and federal funding. The fund balance is considered accumulated unexpended
property tax dollars to be utilized for future specific social service needs; however, there are several
restrictions for specific social services programs.

DIA Noise Mitigation Fund: This fund was created in 2003 and accounts for revenues and
expenditures associated with payments made related to noise mitigation. Revenues received from
settlement with Denver International Airport (DIA) for violations, including interest earned there
from, were restricted by the District Court in Jefferson County, which required the creating of this
special fund. The monies in the fund shall be used according to an approved plan to mitigate the
impacts of airport noise on eligible county residents.

Developmentally Disabled Fund: This fund accounts for unexpended property tax revenue designated
for the specific purpose of contributing to developmental disability programs provided by selected
organizations in the county.

Road & Bridge Fund: The entire fund balance is comprised of unexpended property taxes, specific
ownership taxes, transportation related sales taxes, traffic impact fees, and other revenues
designated for future road and bridge construction and rehabilitation related activities. The county
maintains a $1,000,000 minimum assigned fund balance for emergency road and bridge related
repairs or projects. If used, the county shall specifically identify use of the minimum fund balance by
adopting and or amending the budget by resolution and the funds must be replaced within two years
of use. If necessary, the strategic reserve replacement period may be extended by resolution in one-
year increments.

Waste Management Fund: This fund includes unexpended fees imposed upon operators of waste
disposal sites within the county designated specifically for the purpose of mitigating possible future
environmental problems associated with waste disposal activities.

¢ Capital Project Funds

o]

Capital Facilities Fund: This fund was created for the collection of a 0.3% voter approved sales tax
{2009-2028) that will be used for capital facilities projects, including the courthouse expansion,
government center, and pre-trial holding facility and their related costs.

* Enterprise Funds

O

[
e}

Golf Course Fund: The fund balance is to be used for cash flow purposes, future capital replacement,
and future enhancements to the two county-owned 18-hole golf courses.

Stormwater Utility Fund: This fund is to be used for the stormwater utility activities. Any
accumulated fund balance is to be used for related purposes,

Front Range Airport Fund: This fund is used for the county’s general aviation airport,

Wastewater Treatment Fund: This fund covers the operations of the wastewater treatment plant at
Front Range Airport.

s [nternal Service Funds

0

e}

Fleet Management Fund: The fund balance is entirely designated for future capital replacement of
county owned vehicles and heavy equipment. '

Insurance Fund: The entire balance in this fund is designated for existing and future liabilities resulting
from unemployment, workers’ compensation, and property/casualty self funded insurance programs.
The fund balance is also designated for costs associated with a possible future natural disaster in
which the county’s maximum insurance coverage would be exceeded. The county's insurance fund
has built up several reserves in the past to handle future contingent events. These reserves were the
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result of accumulated property tax, which was used to fund insurance activities prior to 1995. At that
time, the county accounted for insurance transactions in a special revenue fund. In 1995, GAAP
accounting rules caused the county to change the way self-insurance costs were handled and as a
result, the county created an internal service fund. The fund balance from the special revenue fund
was transferred to the new internal service fund as contributed capital. After GASB 34 changed the
way internal service funds are accounted for, the contributed capital balance became net assets.

Discretionary Fund Balance

A portion of the general fund’s fund balance Is considered discretionary. The discretionary fund balance includes
the assigned and unassigned fund balance categories. The tetm discretionary as used in the county fund balance
policy is defined as the balance above the non-discretionary level which may be utilized to fund expenditures
which have a minimal Impact on future operating costs, such as capital equipment replacement,
facility/infrastructure projects, and other special projects. The discretionary fund balance may also provide
temporary operational funding of county programs and services during a recessionary period where it is expected
1o bridge a temporary (generally accepted as one to four years) funding gap or to allow the county to strategically
align its budget with lower revenues. The level of the discretionary fund balance will fluctuate with the general
health of the economy. .

The policy of allowing the fund balance to fluctuate came about as a result of the passage of the TABOR
amendment in 1992, which requires voter approval of any tax rate change. The county is unable to increase the
mill levy to offset decreases in property values and property tax revenues without such an election. Therefore,
the county must rely on the discretionary portion of the fund batance to provide temporary operational support
for programs and services until property values increase or until voters approve an increase in the mill levy to
offset decreases in property values.

Assigned fund balance includes items set aside by the government itself for use for a specific purpose. These set
asides could be for subsequent year expenditures, residual fund balances, or designated purposes. The BoCC has
the authority to assign unrestricted fund balance amounts where the county’s intent is for those amounts to be
used for specific purposes. The county’s policy delegates that authority to the County Administrator and/or the
Finance Director. However, the delegation of authority is for the sole purpose of reporting such amounts in the
annual financial statements.

Additionally, the county maintains a minimum level for discretionary fund balance in the unassigned category of
fund balance. The level of minimum discretionary fund balance is currently set at $6,022,275 for 2012 through
2015. The amount is 5% of 2013's total property taxes collected by the county for its purposes of net property tax
collections in all funds. The BoCC can adjust the minimum level at its discretion, based upon the general health of
the local economy. Use of the minimum fund balance may be used for specific desired projects and such use
should be identified specifically in an original adoption or supplemental appropriation resolution as a use of the
minimum discretionary fund balance. The funds must be replaced within two years of use. If necessary, the
minimum discretionary fund balance replacement period may be extended by resolution in one-year increments.
Accumulated discretionary fund balances in excess of the established minimum should not be budgeted for
recurring operating expenditures except as necessary and/or during recessionary periods when the county Is
experiencing decreasing revenues. '

The county’s fund balance policy may be adjusted as needed by resolution of the BoCC.

Capital Outlay/Infrastructure Pelicy
Four possible avenues, used exclusively or in combination, are available to provide funding for the annual capital
and infrastructure requirements in the county. These are {1) unreserved/non-designated fund balances; (2) pay-
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