Finance Committee Meeting

" WILLMAR

City Office Bullding
Box 755
Willmar, Minnescta 56201

320-235-4984
FAX: 320-235-4917

4:45 P.M., Monday, January 28, 2013
City Office Building Conference Room No. 1

Chair: Denis Anderson Members: Rick Fagerlie
Vice Chair:  Tim Johnson Ward 4 Winner
AGENDA

1) Public Comment

2) Waste Treatment Rate Discussion (Motion)

3) Fund Balance Policy Discussion (Resolution)

4) Miscellany

5) Adjourn
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CITY COUNCIL ACTION
CITY OF WILLMAR, MINNESOTA

REQUEST FOR COMMITTEE ACTION Date: February 4. 2013
Agenda item Number: 2 [J Approved [ Denied
_ (] Amended = [] Tabled
Meeting Date: January 28_2013 [] Other

Attachments: Yes No

Originating Department:  Finance

Action Requested: Approval to start the process to increase the rates charged for the Waste Treatment
cperations.

Guiding Principle:  City Council Policy and Procedures

Introduction:  Staff needs direction and approval from Committee to implement rates calculated by
Springsted for the Wastewater Treatment Plant.

Background/Justification: (See Attachment)

Fiscal Impact: Increase in revenues and profitability for the Wastewater Treatment operations.

Alternatives: Subsidize rates with other revenues such as tax dollars. Not raising rates is not an option.

Staff Recommendation: Grant approval to prepare an ordinance to increase rates.

Reviewed by: Steven B. Okins, Finance Director

Preparer: Steven B. Okins, Finance Director Signature:

Comments:
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‘ CITY COUNCIL ACTION
CITY OF WILLMAR, MINNESOTA

REQUEST FOR COMMITTEE ACTION Date: February 4, 2013
Agenda Item Number: 3 [ ]Approved [ Denied
_ [J Amended [[] Tabled
Meeting Date: January 28, 2013 ] Other

Attachments: [X] Yes No

Originating Department:  Finance

Action Requested: Introduction and passage of a resolution approving a Fund Balance Policy.

Guiding Principle: City Charter and Council Policy/Procedures, Generally Accepted Accounting Principies

Introduction: After monthly availability and possible discussion opportunities, staff is requesting action on
the Policy submitted. ' :

Background/Justification: Generally Accepted Accounting Principles (GAAP) and Bond Rating Agencies
recommend formulation and adoption of Policy document. _

Fiscal Impact: Long term stability of the City of Willmar.

Alternatives: Amend the policy or sections but a policy is required.

Staff Recommendation: Introduce a resclufion and approve the Policy as submitted.

Reviewed by: Steven B. Okins, Finance Director

Preparer: Steven B. Okins, Finance Director Signature:

Comments:
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CITY OF WILLMAR, MN
FUND BALANCE POLICY
PURPOSE

The purpose of this policy is to establish the specific guidelines for the level of fund balances
available for current and future spending in the governmental funds. The fund balance policy
addresses a minimum level of unrestricted fund balance to be maintained, how the unrestricted
fund balance can be used or spent down and how that fund balance will be replenished if it falls
below the minimum level. In addition, the City sets a stabilization amount for use in emergency
situations or when revenue shortages or budgetary imbalances arise. The policy also addresses
when fund balances will be restricted to specific purposes. For the purpose of this policy any
reference to the City Administrator shall mean the City Administrator or his or her designee.

BACKGROUND

Government Accounting Standards Board (GASB) Statement No. 54 was enacted to enhance the
usefulness of fund balance information by providing clearer fund balance classifications that can
be more consistently applied and by clarifying the existing governmental fund type definitions.
In governmental funds, a City should identify fund balance separately between non-spendable,
restricted, committed, assigned or unassigned based on the relative strength of the constraints that
control how specific amounts can be spent.

Proprietary funds’ equity will be managed as a separate business-like enterprise as allowed by

‘U.S. Generally Accepted Accounting Principals (GAAP). The funds will be monitored through

operations and their rate structures. Examples of Proprietary funds include Hospital, Municipal
Utilities and Sewer. Proprietary fund balances will be classified as either invested in capital
assets net of related debt, restricted or unrestricted.

CLASSIFICATION OF FUND BALANCE/PROCEDURES
1. Nomnspendable

e This category includes fund balance that cannot be spent because it is either (i} not in
spendable form or (ii} is legally or contractually required to be maintained intact.
Examples include inventory, prepaid items, endowments and land held for resale.

2. Restricted

s Fund balance should be reported as restricted when constraints placed on those
resources are either (i) externally imposed by creditors, grantors, contributors, or
laws or regulations of other governments or (if) imposed by law through
constitutional provisions or enabling legistation. Examples include bond or grant
proceeds, tax increments and park dedication fees. -



City of Willmar — Fund Balance Policy

3. Committed

*

Fund balance that can only be used for specific purposes pursuant to constraints
imposed by formal action of the government’s highest level of decision-making
authority. The committed amounts cannot be used for any other purpose unless the
government removes or changes the specified use by taking the same type of action it
employed to commit those amounts.

The City’s highest level of decision making authority (City Council) will annually or
as deemed necessary commit specific revenue sources for specified purposes by
formal action. This formal action must occur prior to the end of the reporting period,
however, the amount to be subject to the constraint, may be determined in the
subsequent period. A committed fund balance cannot be a negative number.

4. Assigned

Amounts that are constrained by the government’s intent to use for specified
purposes, but are neither restricted nor committed. Assigned fund balance in the
General fund includes amounts that are intended to be used for specific purposes.

5. Unassigned

Unassigned fund balance represents the residual classification for the General fund.
Includes amounts that have not been assigned to other funds and that have not been
restricted, committed, or assigned to specific purposes within the General fund. The
General fund should be the only fund that reports a positive unassigned fund balance
amount.

a. The City will maintain an unrestricted fund balance in the General fund of an
amount not less than 100% of the next year's budgeted expenditures of the
General fund. This will assist in maintaining an adequate level of fund
balance to provide for cash flow requirements and contingency needs
because major revenues, including property taxes and other government aids
are received in the second half of the City’s fiscal year.

"b. If spending unrestricted fund balance in designated circumstances has
reduced unrestricted fund balance to a point below the minimum targeted
level, as noted above, the replenishment will be funded by property taxes
(funding source) within five years (period over which replenishment will
occur).

IV. STABIIZATION ARRANGEMENTS

Stabilization arrangements are defined as formally setting aside amounts for use in emergency
situations or when revenue shortages or budgetary imbalances arise.
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City of Willmar — Fund Balance Policy

VL

The City will set aside amounts by resolution as deemed necessary that can only be expended
when certain specific circumstances exist. The resolution will identify and describe the specific
circumstances under which a need for stabilization arises. The need for stabilization will only be
utilized for situations that are not expected to occur routinely.

MONITORING AND REPORTING

The City Council shall anpually review fund balances in relation to this policy in conjunction
with the development of the annual budget.

When both restricted and unrestricted resources are available for use, it is the City’s policy to first
use restricted resources, and then use unrestricted resources as they are needed.

When committed, assigned or unassigned resources are available for use, it is the City’s policy to
use resources in the following order; 1.) committed 2.) assigned and 3.} unassigned.

A negative residual amount may not be reported for restricted, committed, or assigned fund
balances in the General fund.

GOVERNMENTAL FUND DEFINITIONS

GASB Statement 54 provides clarification of the governmental funds definitions.  The
definitions are added to the fund balance policy to clearly define their reporting requirements. It
is also important to understand the fund classification when determining the classification of their

fund balances.

General Fund ~ Used to account for all financial resources not accounted for in another fund.
Special Revenue Funds — Used to account for reporting the proceeds of specific revenue sources

that are restricted or committed to expenditures for specific purposes (other than debt service or
capital projects).

¢ One or more specified restricted or committed revenues are the foundation for the fund
(comprise a substantial portion of fund’s inflows).

e Other inflows (i.c. interest and transfers) may be reported in fund, if restricted, committed
or assigned to the specified purpose of the fund.

e Restricted or committed proceeds of specific revenue sources should be expected to
continue to comprise a substantial portion of inflows of the fund.

s Exception for specific revenue rules — General fund of Blended Component Unit (EDA).

Debt Service Funds — Used to account for and report financial resources that are restricted,
committed, or assigned to expenditure for principal and interest payments.
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Capital Projects Funds — Used to account for and report financial resources that are restricted,
committed, or assigned to expenditures for capital outlays, including the acquisition or
construction of capital facilities and other capital assets. Capital project funds exclude those
types of capital related outflows financed by proprietary funds or for assets that will be held in
trust for individuals, private organizations, or other governments. |

ENTERPRISE FUND EQUITY

Enterprise funds are used to account for operations financed and operated in a manner similar to
private business enterprises, where the City intends the cost of providing goods or services to the
public be financed or recovered primarily through user charges. The City’s enterprise funds
include the Rice Memorial Hospital, Willmar Municipal Utilites and Sewer funds.

It is the City’s intent to cover all operating and non-operating expenses through user charges to
eliminate the impact on taxpayers. User charges will be reviewed annually to ensure adequate
rates are charged for the services provided. '

Enterprise funds’ equity will be classified in one of the following categories:

» Investment in Capifal Assets, Net of Related Debt. The component of net assets which is the
difference between assets and liabilities of proprietary funds that consists of capital assets Iess
both accumulated depreciation and the outstanding balance of debt that is directly attributable
to the acquisition, construction or improvement of the capital assets.

* Restricted. The component of net assets which is the difference in assets and liabilities of
proprietary funds that consist of assets with constraints placed on their use by either external
parties (i.e. creditors or grantors) or through constitutional provisions or enabling legislation.

e Unrestricted. The difference between the assets and liabilities of proprietary funds that is not
reported as Investment in Capital Assets, Net of Related Debt or Restricted net assets.

The City Council will not establish a minimum required level for equity in proprietary funds

other than the funds should cover their own operating and non-operating costs.

OTHER POLICY CONSIDERATIONS

The City will use all budgetary and financial accounting options available to maintain the

‘minimum level of fund balance available for appropriation in the General and Special Revenue

Funds. Some options available include the following items:

e A specific budgeted revenue increase (i.e. ad valorem property tax increase).
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¢ Increase fees for services.

‘¢ Reduction of expenditures in the budget.
e Transfers from other available funds.

» Sale of capital assets.

The City Council requires positive fund balances for all governmental, proprietary and fiduciary
funds, with a few exceptions. The Council will allow a negative fund balance in the following
instances:

¢ A project may be in a developmental phase in which all appropriations have not yet been
received. It is anticipated the appropriations will be received within the fiscal year or
early the following fiscal year. The City Administrator will present anticipated revenue
sources to the Council when a deficit occurs for this reason.

e An emergency occurred and all appropriations to pay for the emergency have not been

received yet. The City Administrator will keep a current listing of anticipated revenue .

sources to pay for the emergency.

e Pledges for a project are expected to be received over a period of time. In this case, a
long-term receivable may be recorded if the pledges are assured to be received. If the
receipt of the pledges is not guaranteed, the receivable cannot be recorded. The project
(fund in some cases} will carry a negative balance until all pledges are received.

¢ An inter-fund loan is not appropriate or not available to cover the fund deficit.

The City Administrator will report shortfalls or surpluses in the projected fund balance levels to
the City Council as soon as found to be a significant impact. '

If a fund deficit occurs, a written plan by the City Administrator to move the fund out of the
deficit is required. The City Council is responsible for reviewing and approving the financial
plan. The City Administrator will monitor the plan’s effectiveness on a monthly basis. The City
Administrator will report the plan’s effectiveness to the City Council on a quarterly basis.

A fund surplus, above all internal and external constraints, may also occur. In this case, the
Administrator will notify the City Council to discuss the circumstances of the surplus and
determine whether or not the established threshold is effective. Some appropriate plans for using
fund surpluses include the following items (but are not limited to):

e Move budgeted expenditure into a future year due to unforeseen circumstances.

e TFund a one-time project or project planning that would not normally be budgeted in the
on-going operations of the City.

e
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e Return unused dollars to donors. ' ' R
s  Transfer excess funds to another City fund to finance a project or cover a shortfall.

The City’s credit rating for debt financing and investing will also be considered in the level of
required General fund balance. The City Council may further restrict the required fund balance
level to'meet a higher credit rating need if possible. The City’s credit rating is reviewed annually

" by the City Administrator, Finance Director, and bond counsel when necessary. The City
Administrator shall be responsible for conducting rating reviews.

IV. REPORTING REQUIREMENTS

The City’s audit firm shall provide a City presentation of the previous year’s financial condition
in the modified and full accrual basis of accounting after the audit is completed. Any deficiencies
presented by the auditor will be followed up by the City Administrator with a written plan to
comply with this policy. The audit presentation will occur before June 30" following the
previous year's end. '

Adopted by the Willmar City Council on this 7 day of 7, 2012.

Frank Yanish Carlene Stevens
Mayor S City Administrator



