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PALM BEACH COUNTY
BOARD OF COUNTY COMMISSIONERS

AGENDA ITEM SUMMARY

Meeting Date:  November 1, 2011 Consent [X] Regular

[1]
[1 ‘Workshop [ ] Public Hearing

Department: Office of Financial Management & Budget

I. EXECUTIVE BRIEF

Motion and Title: Staff recommends motion to approve: financial policies for Palm Beach
County as recommended by the Government Finance Officers Association (GFOA).

Summary: Fach year the County’s budget is developed using financial policies described in the
budget document.  The purpose of these policies is to provide guidance for an effective budget
process and to facilitate management actions on financial decisions. These policies were developed
based on GFOA best practices and have guided the budget development process for many years.
Revisions have been made to recognize changes required by new accounting rules affecting fund
balance classification. The GFOA best practices also recommend financial policies be formally
adopted by the governing board, so the financial policies developed by OFMB for FY 2013 budget
development process, along with the recommended revisions, are now being brought forward for
formal discussion and approval. Further GFOA guidance calls for a staff review of the financial
policies annually. The results of that review will be shared with the Board during the review of the

proposed FY 2014 budget. Countywide (PFK)

Background and Policy Issues: The GFOA recommends that, at a minimum, financial policies in the
following areas be developed by professional staff and formally adopted by the governing board:

o Financial Planning Policies

e Revenue Policies

e Expenditure Policies.
These policies should be used to frame major policy initiatives and be summarized in the budget
document. It is further recommended that professional staff review these policies during the budget
process and the results of the review should be shared with the Board during the review of the
proposed budget.

The County has such policies and each year OFMB relies on them when developing the County
budget. These policies are published in the Annual Budget Document at the conclusion of the process.
OFMB, working with Finance and the external auditors, is revising the some of the policies to reflect
changes required by new accounting rules affecting fund balance classification.

Attachments: Recommended Financial Policies
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II. FISCAL IMPACT ANALYSIS

A. Five Year Summary of Fiscal Impact:

Fiscal Years: 2011 2012 2013 2014

2015

Capital Expenditures

Operating Costs

External Revenues

Program Income (County)

In-Kind Match (County)

NET FISCAL IMPACT 0 0 0 0 0
# ADDITIONAL FTE
POSITIONS (Cumulative)
Is Item Included In Current Budget? Yes No
Budget Account No: Fund Agency Org. Object
B. Recommended Sources of Funds/Summary of Fiscal Impact:

There is no fiscal impact associated with this item.

III. REVIEW COMMENTS
A. OFMB Fiscal and/or Contract Dev. and Control Comments:
QM/ / ) /o VA
/// [9/25] 11
YOFMB Contract Dev. and Control
&2;\“‘?&
B. Legal Sufficiency:
/Dokbif \ whsyy

Assistant County Atfginey

C. Other Department Review:

Department Director

This summary is not to be used as a basis for payment.




FINANCIAL POLICIES Palm Beach County, FL

Palm Beach County's FY 2012 Budget has been developed using the policies described in this segment of the
Budget document and is intended to facilitate management actions on financial decisions, as well as, to assist
other readers of this document in understanding County finances.

The establishment of consolidated financial policies will also have the folowing benefits:

e Provide a concise reference guide for consideration of County financial matters.

« Direct attention to overall financial condition, rather than a narrow focus on single issues.

» Exhibit a2 commitment to sound financial management and fiscal integrity, establishing credibility
and confidence for citizens, investors, and rating agencies.

+ Demonstrate compliance with applicable Florida statutory requirements.
The financial policies on the following pages are grouped into the following categories:

+ BUDGET POLICIES

+ REVENUE POLICIES

+ EXPENDITURE POLICIES

+ RESERVE POLICIES

+ DEBT POLICIES

¢ CAPITAL IMPROVEMENT POLICIES

I. BUDGET POLICIES

L.1 Balanced Budget

The County's Annual Budget shall be balanced; that is, the total estimated receipts, including balances brought
forward, shall equal the total appropriations and reserves (Florida Statutes, 129.01(2)(b)).

1.2 Budget Adoption
The County's Annual Budget shall be adopted by the Board of County Commissioners at the fund level.

1.3 Estimates of Receipts

The budgeted receipts shall include 95% of all receipts reasonably anticipated from all sources, including taxes
to be-levied, and 100% of balances brought forward at the beginning of the fiscal year (Florida Statutes,
129.01(2)(b) and 200.065(2)(a)).

L4 Contingencies

A reserve for contingencies may be budgeted in each operating and capital fund up to 10% of the total fund
budget. The Board of County Commissioners may reallocate these reserves to fund unforeseen needs during
the budget year (Florida Statutes, 129.01(2)(c)(1)).



FINANCIAL POLICIES Palm Beach County, FL

1.5 Cash Carryover

A reserve for cash carryover will be budgeted in any fund which requires monies to be carried forward into the
budget year to support operations until sufficient current revenues are received. This reserve will not exceed
20% of the fund budget (Florida Statutes, 129.01(2)(c)(2)). (See Section IV. 1 -OPERATING RESERVE)

1.6 Budget Transfers

The Director of the Office of Financial Management & Budget has authority to approve intra-departmental
transfers during the budget year. All other budget transfers (i.e. between departments, out of contingencies,
and between capital projects) must be approved by the Board of County Commissioners.

II. REVENUE POLICIES

I1.1 General Revenue Policy

Generally, the County reviews estimated revenue and fee schedules as part of the budget process. Estimated
revenue is conservatively projected (at 95% of estimate) for five years and updated annually. Proposed rate
increases are based upon:

¢ Legislative Constraints Fee policies applicable to each fund or activity
+ The related cost of the service provided

+ The impact of inflation on the provision of services

+ Equity of comparable fees

¢ Legislative constraints

The Revenue Policy of Palm Beach County includes these informal policies, with the addition of:

+ Maintenance of a diversified and stable revenue system to shelter the County from short run
fluctuations in any one revenue source

I1.2 Revenue Summaries

As part of the annual budget process, a consolidated summary of revenue sources will be prepared and
incorporated into the County's budget documents.

I1.3 Ad Valorem Taxes

The use of Ad Valorem tax revenues will generally be limited to the following funds:

Countywide:

General
Debt Service

Dependent Districts:

County Library
Fire Rescue MSTUs (Jupiter and Main Fire Rescue MSTU)

Specific allocations of such revenue will be made during the annual budget process.
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FINANCIAL POLICIES Palm Beach County, FL

I1.4 Gas Taxes

The use of Gas Tax revenues will generally be limited to the following funds:

County Transportation Trust
Transportation Improvement
Mass Transit

I1.5 Sales Taxes
The use of Sales tax revenue will generally be limited to the following funds:

General
County Transportation Trust
Debt Service

11.6 Impact Fees

Palm Beach County shall require new development activity to pay impact fees for new capital facilities or
expansion of existing facilities. Fees shall not exceed a pro rata share of the reasonably anticipated costs of
such improvements.

Impact fees have been implemented for parks, roads, libraries, Fire Rescue, public buildings, schools, and law
enforcement.

I1.7 Utility Taxes

The utility tax is a tax imposed on the purchase of utility services. It provides additional revenue necessary to
maintain adopted levels of service, primarily for the Sheriff's road patrol.

11.8 Tourist Development Taxes

The use of Tourist Development tax revenues will generally be limited to the Tourist Development Trust Fund
and the Beach Improvement Fund.

11.9 Grants

Only grants which can reasonably be expected to be received will be considered as revenue sources for budget
development purposes. The County shall amend its Budget to reflect additional grants received during the
year.

I1.10 Restricted Revenues - Bonds

Revenues which have been pledged to bondholders shall be restricted and will conform in every respect to
covenants.

II.11 Countywide Revenues

Countywide revenues collected on a Countywide basis will be allocated only to funds which provide
Countywide services. '



FINANCIAL POLICIES Palm Beach County, FL

IL12 Cost Recovery Fees (User Charges)

Cost recovery fees, where appropriate, should be established to offset the cost of providing specific services
and should be reviewed on a regular basis. Board policy provides for moving towards full recovery and the
Board will examine and act on exceptions to that policy.

Where full cost recovery is deemed inappropriate, cost recovery ratios should be established for consideration
by the Board. (Upon approval by the Board, cost recovery ratios will be incorporated into the County's
Financial Policies). '

I1.13 Private Contributions
The County provides many services to its residents; thereby, enhancing the "Quality of Life" in our County.

To the extent possible, efforts should be made to secure private contributions, whether in the form of volunteer
services, equipment, -or cash contributions. This is particularly important in helping to defray the taxpayer
burden of providing programs and activities which may be considered primarily "Quality of Life" in nature;
such as, various community services, cultural, and recreational activities.

L EXPENDITURE POLICIES

I11.1 Administrative Charges

The County has a federally approved overhead distribution system which allocates General Fund
Administrative Charges to the various County entities benefiting from such administrative activities. The
existence of this system assures qualification for federal reimbursement of administrative costs associated with
federal programs. '

IIL.2 County Grants

As part of its annual budget process, the County identifies amounts to be granted to various community
agencies which provide valuable services to the County's residents.

Because of increasing demands on the County’s limited resources, the County will provide a maximum of the
amount budgeted to each grant recipient. In the event that a grant recipient requests additional County funding,
such request will be considered in the next year's budget process.

111.3 Grant Supported County Programs

The County conducts a variety of programs which depend on outside grants to the County for partial funding.
In the event of reductions in such outside funding amounts, the program service levels will be reduced and
additional County support will not be provided to compensate for the reduction of outside funding.

Full recovery of vacation and sick leave for employees working under a grant shall be undertaken.
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FINANCIAL POLICIES Palm Beach County, FL

II1.4 Performance Measures

The County has developed "Performance Measures”" for each of its departments in order to assure that
maximum productivity is being achieved.

Where Performance Measures demonstrate that activities could more cost effectively be provided by outsiders,
outsourcing of such activities will be considered.

Performance Measures will also provide management with criteria to use in evaluating departmental requests
for increased funding levels.

IV. RESERVE POLICIES

A reserve policy is an important factor in maintaining the fiscal health of Palm Beach County. There are three
primary types of reserves: Operating, Capital, and Debt. The degree of need for these reserves differs based
upon the type of fund or operation involved. However, one policy statement for each type of reserve can be
uniformly applied to most funds (excluding Airport and Water and Sewer, which are subject to various
regulatory requirements). Board approval is required to move funds from Contingency Reserve accounts into
expenditure line items.

1V.1 Operating Reserves

The adopted budget for the General Fund will include unassigned reserves (reserve for balance brought
forward and contingency) in an amount which, when combined with the statutory reserve is between 10% and
15% of net budgeted expenditures and transfers for this fund.

IV.2 Capital Reserves

Capital Reserves are established primarily to set aside funds to provide for additional projects, or additions to
existing budgeted projects, which may be deemed appropriate for funding after the Annual Budget is adopted.

Capital Project Funds — Fund Balance
Assigned fund balance in capital projects funds include amounts which are being held for specific
projects.

Amounts in bond construction funds for which the bonds were issued will be reflected as restricted
fund balance.

IV.3 Debt Reserves

Debt reserves are established to protect bondholders from payment defaults. Adequate debt reserves are
essential in maintaining good bond ratings and the marketability of bonds. The amount of debt reserves is
established by bond indenture in association with each bond issuance.

Although these policy statements are intended to apply to various funds of the County, various Federal, State,
and Local laws and regulations, and specific financial policies may supersede them.
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FINANCIAL POLICIES Palm Beach County, FL

V. DEBT POLICIES

Palm Beach County will use debt financing when it is appropriate, which wiil be implemented through
procedures provided in county policy CW-F-074. It will be judged appropriate only when the following
conditions exist:

+ When non continuous capital improvements are desired, and;

4 When it can be determined that current and/or future citizens will receive a benefit from the
improvement. '

When Palm Beach County utilizes long-term debt financing, it will ensure that the debt is soundly financed by:

+ Conservatively projecting the revenue sources that will be utilized to pay the debt.
+ Financing the improvement over a period not greater than the useful life of the improvement.
Additionally, the County has the following policies in relation to debt financing:

¢ Where practical, the County will issue general obligation bonds instead of non-self supporting
revenue bonds.

¢+ Palm Beach County maintains good communications with bond rating agencies about its financial
condition.

+ Palm Beach County maintains overall outstanding debt less than $1,200 per capita.

+ Debt service payments, exclusive of general obligation and self-supporting debts, will be no more
than 5% of general governmental expenditures.

Annual budgets and long-range forecasts include debt service payments and reserve requirements for all debt
currently outstanding and for all proposed debt issues.

V.1 General Obligation Debt

The County will issue general obligation bonds only upon approval of the electorate after a general election as
required by the Florida Constitution.

V.2 Non-Self-Supporting Debt

The County may issue non-self-supporting debt to the extent that non-ad valorem revenues are at least twice
the annual amount of debt service on the non-self-supporting debt and to the extent that variable interest rate
on non-self-supporting debt is no more than 25% of total non-self-supporting debt in the aggregate.

V.3 Self-Supporting Debt

The County may issue self-supporting debt for proprietary fund activities based on analyses of revenues and
expenses to be incurred as a result of the project or projects to be funded by the debt.
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FINANCIAL POLICIES Palm Beach County, FL.

VL. CAPITAL IMPROVEMENT POLICIES

VL1 Five-Year Program

The County will develop a five-year Capital Improvement Program as part of each year's annual budget process
and will make all capital improvements in accordance with the adopted Annual County Budget.

The County will identify the estimated costs and potential funding sources for each capital project before it is
submitted to the Board of County Commissioners as a component of the five-year program.

VL2 Operating Costs

The costs of operating and maintaining afl proposed projects will be identified and incorporated into five-year
financial projections for operations.

VL3 Capital Financing

The County Administrator will determine, and recommend to the Board, the least costly financing method for
all capital projects. '

V1.4 Renewal and Replacement

The County shall develop and implement a program for identifying, scheduling, and budgeting for the renewal
and replacement requirements of capital facilities.



FUND STRUCTURE AND GOVERNMENTAL ACCOUNTING Palm Beach County, FL

Palm Beach County develops its Budget in accordance with the requirements of the Florida Statutes and
generally accepted accounting principles (GAAP). GAAP requires the budget for certain funds be developed
using the modified accrual accounting method. The County develops and adopts budgets for all of its funds
using the modified accrual accounting method.

Fund Accounting

In governmental accounting, the resources of the government are accounted for through funds. A fund is a
separate fiscal and budgetary entity. Funds are set up to demonstrate stewardship and fiscal accountability for
the resources entrusted to the government. The number and type of funds used is guided by sound financial
judgment and the requirements of the Florida Statutes. Palm Beach County utilizes the following types of
funds in its budget:

Governmental Funds

General Fund - Used to account for and report all financial resources not accounted for and reported in
another fund.

Special Revenue Funds - Used to account for and report the proceeds of specific revenue sources that are
restricted or committed to expenditures for specified purposes other than debt service or capital projects. The
restricted or committed proceeds of specific revenue sources should be expected to continue to comprise a
substantial portion of the inflows reported in the fund. The county uses a minimum of 50% as its definition of
substantial.

Debt Service Funds - Used for and reports financial resources that are restricted, committed or assigned to
expenditures for debt service.

Capital Project 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 facility and
other capital assets. Capital projects funds exclude those types of capital related outflows financed by
proprietary funds or assets that are held in trust for individuals, private organizations or other governments.

Proprietary Funds

Enterprise Funds - These funds are used to account for operations that are financed and operated in a manner
similar to that of a private business enterprise. The intent is to finance or recover the costs (expenses including
depreciation) of providing goods or services to the general public on a continuing basis through user charges.

Internal Service Funds - These funds are used to account for the goods and services that are provided by
departments for the benefit of other County departments on a cost reimbursement basis.
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Measurement Basis

In governmental accounting, the measurement basis used for the accounting sysiem depends on the fund or
funds involved.

Governmental funds use the modified accrual basis of accounting. Under this basis, revenues are recognized if
they are measurable and available for use during the year. Expenditures are recognized in the period the
liabilities are incurred if measurable, except for accrued interest on general long-term debt which is recognized
when payment is due to bondholders.

Proprietary funds use the full accrual basis of accounting. Under this basis, revenues are recognized in the
period earned and expenses are recognized in the period that the liabilities are incurred.

Financial Statements

In governmental accounting, the focus for budgeting, measuring, and reporting on financial activity depends on
the funds involved.

Governmental funds are accounted for on a "financial resource flow" focus. This means that governmental
fund balance sheets will only contain current assets, current liabilities, and the excess of current assets over
current liabilities, which is called fund balance or fund equity. Governmental fund operating statements
present increases in resources (revenues and other financing sources), uses of resources (expenditures and
other financing uses) and changes in fund balances.

Proprietary funds are accounted for on an "income determination” measurement focus. Accordingly, all assets
and liabilities are included on their balance sheets. Proprietary fund operating statements present increases
(revenues) and decreases (expenses) in total economic net worth (fund equity).

GASB Statement 34 establishes financial reporting standards which include government-wide financial
statements. These accrual-based financial statements are prepared using an economic resources measurement
focus. They report all assets, liabilities, revenues, expenses, gains, and losses of the government and
distinguish between governmental and business-type activities.

Fund Balance Reporting

GASB Statement 54 establishes financial reporting standards for Fund Balance Reporting and Governmental
Fund Type Definitions. Governmental fund balances are classified as nonspendable and spendable as follows:

Nonspendable Fund Balance includes fund balance amounts that cannot be spent either because it is not in
spendable form or because of legal or contractual requirements (eg. inventory, prepaids).

Spendable Fund Balance:
Restricted Fund Balance includes amounts that are constrained for specific purposes which are externally

imposed by providers (such as grantors or creditors) or enabling legislation. Restrictions may be changed or
lifted only with the consent of the resource providers.
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FUND STRUCTURE AND GOVERNMENTAL ACCOUNTING Palm Beach County, FL

Committed Fund Balance includes amounts that are constrained for specific purposes that are internally
imposed by the County's highest level of decision making authority, the Board of County Commissioners
(BCC). Formal action must be taken by the BCC prior to the end of the fiscal year. The same formal action
must be taken by the BCC to remove or change the limitations placed on the funds.

Assigned Fund Balance includes amounts that are intended to be used for specific purposes that are neither
restricted or committed. Fund Balance may be assigned by the BCC, the County Administrator, the Director
of OFMB or the Budget Director.

Unassigned Fund Balance includes amounts in the general fund that have not been classified in the previous
four categories. Unassigned fund balance could also include deficit residual balances for any governmental
funds after reporting amounts as restricted, committed or assigned. Deficit amounts cannot be reported for
restricted, committed or assigned fund balances in any fund.

The County shall maintain year-end General Fund unassigned fund balance at an amount which is between
15% and 20% of audited General Fund expenditures and transfers to other funds. To the extent that the year-
end audited fund balance falls outside of this range, corrective action shall be taken over a three-year period
to bring the balance into conformity with this policy.

Order of Use of Restricted and Unrestricted Funds:

When both restricted and unrestricted funds are available for expenditure, restricted funds will be used first.

When committed, assigned and unassigned funds are available for expenditure, committed funds should be
spent first, assigned funds second and unassigned funds last.

Basis of Budgeting

All funds are budgeted using the modified accrual basis of accounting, including proprietary funds. Fund
budgets are prepared using the governmental model, which in essence, is as if all funds were special revenue
funds. The only exception to this policy is the annual interest expense of proprictary funds which is budgeted
on the accrual basis. Proprietary fund financial statements are presented using the accrual basis of accounting.
When using the accrual basis of accounting, revenues are recorded when earned and expenses are recorded at
the time the liabilities are incurred.

Governmental fund financial statements are presented using the modified-accrual basis of accounting.
Accounting on the modified-accrual basis requires that revenues are recorded when susceptible to accrual, that
is, when they become both measurable and available to pay liabilities of the current period. For this purpose,
the County considers revenue to be available if it is collected within 60 days of year-end. Revenues not
considered available are recorded as deferred revenues. Expenditures generally are recorded when a liability is
incurred; however, debt service payments, expenditures related to compensated absences, and claims and
judgments are recorded only when payment is due.
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