% City of Las Cruces

PEOPLE HELPING PEOPLE
Council Action and Executive Summary

Item# 11 Ordinance/Resolution# 11-247
For Meeting of For Meeting of __June 20, 2011
(Ordinance First Reading Date) (Adoption Date)

TITLE: A RESOLUTION TO ADOPT THE FUND BALANCE POLICY OF THE CITY.

PURPOSE(S) OF ACTION:

To adopt the Fund Balance Policy of the City.

COUNCIL DISTRICT: ALL

Drafter/Staff Contact: Department/$ection: Phone:
Pat Degman Ei e/Comptrolley 541-2080
City Manager Signature:

BACKGROUND / KEY ISSUES / CONTRIBUTING FACTORS:

The Governmental Accounting Standards Board (GASB) has approved GASB Statement 54,
which is effective for fiscal year 2011. GASB Statement 54 provides for clearly defined and
uniform fund balance categories, specifies the appropriate use of the various governmental
funds, and requires certain disclosures regarding fund balance in the notes to the financial

statements. GASB Statement 54 also provides guidance on the criteria for a fund balance
policy.

The purpose of the Fund Balance Policy is to establish a key element of the financial stability of
the City, and in particular as it relates to the General Fund. Within the General Fund, the chief
operating fund of the City, the unassigned fund balance is an important measure of economic
stability. It is essential that the City maintain adequate levels of unassigned fund balance in the
General Fund to mitigate revenue fluctuations and unanticipated expenditures. The goal of the

City will be to maintain an unassigned fund balance in the General Fund of 8.33%, or 1/12, of
the annual budgeted expenditures.

In order to comply with GASB standards, it is necessary for the City of Las Cruces to implement -
GASB Statement 54 during fiscal year 2011, and adopt a Fund Balance Policy for the City.

SUPPORT INFORMATION:

1. Resolution
2. Exhibit “A” - City of Las Cruces Fund Balance Policy
3 Attachment ‘A — GASB Statement 54

(Continue on additional sheets as required)

Rev. 03/2011
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SOURCE OF FUNDING:
Is this action already budgeted?
Yes |[[ ]} See fund summary below
No [[ ]| f No, then check one below:
N/A Budget ]| Expense reallocated from:
Adjustment
Attached | [ ]| Proposed funding is from a new revenue
source (i.e. grant; see details below)
1| Proposed funding is from fund balance in
the Fund.
Does this action create any
revenue? Yes |[ ]| Funds will be deposited into this fund:
in the amount of $ for
N/A FY
No []] There is no new revenue generated by
this action.
BUDGET NARRATIVE
N/A
FUND EXPENDITURE SUMMARY:
Fund Name(s) Account Expenditure| Available | Remaining | Purpose for
Number(s) | Proposed | Budgeted | Funds Remaining Funds
Funds in
Current FY
N/A N/A N/A N/A N/A N/A

OPTIONS / ALTERNATIVES:

1. Vote “Yes”; this will enable the City to adopt the Fund Balance Policy and comply with
GASB Statement 54.

2. Vote “No’; this will not allow the City to adopt the Fund Balance Policy and the City will
not comply with GASB Statement 54.

3. Vote to “Amend”; this could delay adoption of the Fund Balance Policy and leave the City
in non-compliance with GASB Statement 54.

4. Vote to “Table”; this could delay adoption of the Fund Balance Policy and leave the City in
non-compliance with GASB Statement 54.

REFERENCE INFORMATION:

N/A

(Continue on additional sheets as required)

Rev. 03/2011
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RESOLUTION NO. __11-247

A RESOLUTION TO ADOPT THE FUND BALANCE POLICY OF THE CITY.
The City Council is informed that:

WHEREAS, the purpose of this policy is to establish a key element of the
financial stability of the City; and

WHEREAS, the unassigned fund balance in the General Fund is an important
measure of the economic stability of the City; and

WHEREAS, it is essential that the City maintain adequate levels of unassigned
fund balance in the General Fund to mitigate revenue fluctuations and unanticipated
expenditures; and

WHEREAS, the goal of the City is to maintain an unassigned fund balance in the.
General Fund of 8.33%, or 1/12, of the annual budgeted expenditures.

NOW, THEREFORE, Be it resolved by the governing body of the City of Las
Cruces:

U]

THAT the City will adopt the City of Las Cruces Fund Balance Policy, attached

as Exhibit “A”, effective beginning fiscal year 2010/2011. |
()

THAT City staff is hereby authoriéed to do all deeds as necessary in the

accomplishment of the herein above.

DONE AND APPROVED this day of , 20

APPROVED:

Mayor



ATTEST:

City Clerk

(SEAL)

Moved by:

Seconded by:

Approved as to Form:

City Attorney
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VOTE:

Mayor Miyagishima:
Councillor Silva:
Councillor Connor:
Councillor Pedroza:
Councillor Small:
Councillor Sorg:
Councillor Thomas



264 EXHIBIT A

City of Las Cruces
Fund Balance Policy

Purpose

The purpose of this policy is to establish a key element of the financial stability of the City of Las Cruces
by setting guidelines for fund balance.

The Unassigned Fund Balance in the General Fund is an important measure of the economic stability of
the chief operating fund of the City. It is essential that the City maintain adequate levels of Unassigned
Fund Balance to mitigate financial risk that can occur from unforeseen revenue fluctuations, unanticipated
expenditures, and similar circumstances.

Definitions

Fund Balance — Fund balance is generally the difference between a fund’s assets and its liabilities.

An accounting distinction is made between the portions of fund balance that are restricted and
unrestricted. In accordance with GASB 54, fund balance in the General Fund is reported in five
categories:

1) Non-spendable fund balance — includes amounts that are not in a spendable form or are required
to be maintained intact. Examples are inventory or long-term receivables.

2) Restricted fund balance - includes amounts that can be spent only for the specific purposes

imposed by creditors, grantors, contributors, or laws and regulations of other governments. An
example is grants.

3) Committed fund balance — include self-imposed limitations on amounts that can be used only
for a specific purpose, set in place prior to the end of the period by a formal action of the City’s
highest level of decision-making authority. Commitments established by the City Council may

be changed or lifted only by an action of the City Council, taking the same formal action that
imposed the original constraint.

4) Assigned fund balance — comprises amounts intended to be used by the City for specific
purposes. Intent can be expressed by the City Council, or by an official or body to which the City
Council delegates the authority. In governmental funds other than the General Fund, assigned
fund balance represents the amount that is not restricted or committed. This indicates that
resources in other governmental funds are, at a minimum, intended to be used for the purpose of
that fund.

5) Unassigned fund balance — is the residual classification of the General Fund and includes all
amounts not contained in other classifications. Unassigned amounts are technically available for
any purpose. Unassigned Fund Balance is only reported in the General Fund.

Policy

Committed Fund Balance

- The City Council is the City’s highest level of decision-making authority. The formal action
that is required to establish, modify, or rescind a fund balance commitment is a resolution
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approved by the Council at a City Council meeting. The resolution must either be approved
or rescinded, as applicable, prior to the last day of the fiscal year for which the commitment is
made.

Assigned Fund Balance
- As provided in this Fund Balance Policy, the City Council has approved the City Manager as
an authorized official to assign fund balance to a specific purpose.

Minimum Unassigned Fund Balance

It is the goal of the City to achieve and maintain an Unassigned Fund Balance in the General Fund equal
to 8.337%, or one month, of budgeted expenditures. The City considers a balance of less than 8.33% to
be cause for concern, barring unusual or deliberate circumstances.

In the event that the Undesignated Fund Balance in the General Fund is calculated to be less than the
policy requires, the City shall plan to control operating expenditures and use budget surpluses in
subsequent fiscal years to restore the balance. The minimum Unassigned Fund Balance shall be
restored within one to three fiscal years, as economic conditions allow. Except in extraordinary
circumstances, the minimum Undesignated Fund Balance should not be used to fund any portion of
the ongoing and routine year-to-year operating expenditures of the City. It should be used primarily
to insure adequate designated reserves, to respond to unforeseen emergencies, to provide cash flow,
and to provide overall financial stability.

Order of Expenditure of Funds

When multiple categories of fund balance are available for expenditure (for example, a construction
project is being funded partly by a grant, funds set aside by the City Council, and unassigned fund
balance), the City will start with the most restricted category and spend those funds first before moving
down to the next category of available funds.

Administrative Responsibilities

The Chief Administrative Officer shall be responsible for monitoring and reporting the City’s various
reserves. The City Manager may make recommendations to the City Council on the use of

unassigned funds both as an element of the annual operating budget submission and from time to time
throughout the year as needs may arise.

wR
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