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City of Colleyville
Audit Committee

Agenda

City Hall
100 Main Street

Colleyville, Texas 76034
817. 503.1000

www.colleyville.com

Tuesday, May 13, 2014
5:00 p.m.

City Manager’s Conference Room
Third Floor – City Hall 

1. CALL TO ORDER

2. PRESENTATION AND DISCUSSION
   2a Presentation of the Quarterly Investment report
   2b Review of the General and Utility Fund Balance policy

3. ADJOURNMENT

I hereby certify this agenda was posted on City Hall bulletin boards Friday, May 9, 
2014, by 5:00 p.m.

Terry Leake
Assistant City Manager and Chief Financial Officer

A quorum of the Colleyville City Council may be in attendance at this meeting.

Any matter on this agenda may, at the discretion of the governing body, be 
opened for public comment and discussion.

If you plan to attend this public meeting and have a disability that requires special 
accommodations, please advise Executive Secretary at least 48 hours in advance 
at 817.503.1111, and reasonable accommodations will be made to assist you.
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City of Colleyville
Audit Committee
Agenda Briefing

City Hall
100 Main Street

Colleyville, Texas 76034
www.colleyville.com

Agenda Number 2a Agenda Date 05/13/2014 Number 
Type Presentation and Discussion
Department City Manager
Title
Presentation of the Quarterly Investment report
  
Explanation
During the period of January 1, 2014 through March 31, 2014, the City of Colleyville 
had an average of $49,456,289 invested on a daily basis, which earned $23,330, with 
an average yield of 0.19%.  The average yield on investments for this quarter is .01% 
lower than the prior quarter's average of 0.20%.  As of March 31, 2014, the City had 
$50,191,493 invested in the LOGIC Investment Pool, CDARS Certificates of Deposit, 
and various debt instruments in the following percentages:
 
Logic 47.45%  FFCB Notes 22.51%
FHLB Notes 17.43%  CDARS CD’s 10.02%
Treasury Note 2.59%    
     

These percentages are within the guidelines for portfolio diversification in the City's 
investment policy.  The market value of the City's investments on March 31, 2014 was 
$21,392,578 as compared to a purchase price of $21,400,073 (this excludes LOGIC 
Investment Pool and CDARS Certificates of Deposit).  The Colleyville Economic 
Development Corporation currently holds a Treasury Note ($500,000) with a market 
value of $500,449 and a purchase price of $500,395.  Additionally, $997,570 was 
invested in the Corporation's name in the LOGIC Investment Pool.  These funds earned 
interest of $467 for the quarter.
 
Attachments 
1. Quarterly investment report for quarter ending March 31, 2014
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City of Colleyville
Audit Committee
Agenda Briefing

City Hall
100 Main Street

Colleyville, Texas 76034
www.colleyville.com

Agenda Number 2b Agenda Date 05/13/2014 Number 
Type Presentation and Discussion
Department City Manager
Title
Review of the General and Utility Fund Balance policy
  
Explanation
On September 20, 2005, the City Council adopted a General and Utility Fund Balance 
policy, which requires a review every three years by the Audit Committee.  The first 
review of the policy occurred in August 2008, and no changes were made.  In August 
2011, the Governmental Accounting Standards Board (GASB) adopted GASB 54, which 
designated five different types of reportable fund balance designations for financial 
reports issued after June 15, 2011.  To be in compliance with GASB 54, the City’s Fund 
Balance policy was updated to include the five required fund balance designations: 
nonspendable fund balance, restricted fund balance, committed fund balance, assigned 
fund balance, and unassigned fund balance, and was adopted on September 20, 2011 
by Resolution R-11-3400 (attached).  The adopted “General and Utility Fund Balance 
Policy – September 2011 Update” (attached) incorporated all changes for GASB 54 
compliance.  There are no current GASB required updates, therefore, no changes to 
the fund balance designations are proposed.  Additionally, there are no changes to the 
existing policy of three months (90 days) of Fund Balance reserves for both the 
General Fund and Utility Fund, which was the level set when the policy was first 
adopted in 2005.  Also attached is information from the Government Finance Officers 
Association about acceptable levels of fund balance in the General Fund, Enterprise 
Fund (Utility Fund), and replenishment of fund balance in the General Fund.

 
Attachments 
1. Resolution R-11-3400
2. General and Utility Fund Balance Policy - Adopted Resolution R-11-3400 - 

September 2011
3. GFOA - Appropriate Level of Unrestricted Fund Balance in the General Fund
4. GFOA - Appropriate Levels of Working Capital in Enterprise Funds
5. GFOA - Replenishing Fund Balance in the General Fund



RESOLUTION R-11-3400

A RESOLUTION APPROVING COUNCIL ACTION

UNDER CONSENT ITEMS AT THE REGULAR CITY

COUNCIL MEETING OF SEPTEMBER 20, 2011

WHEREAS, Council has taken action on certain items on the agenda under Consent

Items.

NOW, THEREFORE, BE IT RESOLVED BY THE CITY COUNCIL OF THE CITY OF

COLLEYVILLE, TEXAS:

Sec. 1. THAT the agenda decisions approved by Council action under Consent

Items as follows are hereby adopted:

a. Approval of the minutes of the regular City Council meeting of September

6, 2011

b. Approval of the minutes of the City Council worksession of August 9, 2011

c. Approval to renew the Horticulture Grounds Maintenance contract with

The Lawn Firm, Inc., in an amount not to exceed $147,667, and authorize

the city manager to execute same and any associated change orders, in

an amount not to exceed $25,000, and subject to the approval of funding
in the Fiscal Year 2012 (FY 2012) budget

d. Approval to renew the Grounds Maintenance Mowing contract with

Whitmore and Sons, Inc., in an amount not to exceed $124,312.59, and

authorize the city manager to execute same and any associated change

orders, in an amount not to exceed $25,000, and subject to the approval
of funding in the Fiscal Year 2012 (FY 2012) budget

e. Approval of an update to the Fund Balance policy for Governmental

Accounting Standards Board (GASB) 54 compliance

f. Approval of Service Agreements between the City of Colleyville and Trane

Service Group, through the Texas Cooperative Purchasing Network

TCPN) to provide for year one of a five-year agreement for the inspection,
maintenance, and repair of the HVAC systems in the Colleyville City Hall,

Colleyville Public Library, and Colleyville Justice Center, in an amount not

to exceed $54,920.92

AND IT IS SO RESOLVED.

APPROVED BY A~QTE OF ~ A ES, NAYS ND ~ ABSTENTIONS

ON THIS THE o?D "7 DAY OF 2011.
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ATTES .

nthia Singleton, TRMC,

City Secretary

CITY OF COLLEYVILLE

C David Kelly
Mayor



City of Colleyville 
General and Utility Fund Balance Policy 
(Adopted Resolution R-11-3400
September Year 2011 revision)

General: 

The objective of this policy is to ensure adequate fund balances are maintained, 
to have funding available for expenses in the event of unforeseen emergencies 
and to preserve the credit worthiness of the City for borrowing monies at 
favorable interest rates.  After designations of the available General and Utility 
Fund Balances are authorized, the remaining respective amount is defined as 
Unassigned Fund Balance.  Operating revenues will sufficiently fund current year 
operating expenditures.  (Operating deficits are normally contrary to City policy 
as well as reasonable financial prudence.)  All Unassigned Fund Balance are 
eligible for use at the discretion of the City Council.  Such determinations will be 
handled by the City Council on a case-by-case basis.  Operating revenues are 
defined as both (a) current year revenues and (b) revenues generated in prior 
fiscal years. 

Purpose:  

Establishing a policy for the fund balance in the General and Utility Funds is to 
provide a guideline for budgeting decisions and to insure that an adequate 
unassigned balance is provided to fund operations, by providing sufficient 
protection against uncollected taxes and shortfalls from municipal revenue 
sources.  The General Fund is the primary operating fund of the City for its non-
utility related operations.  In addition, the City of Colleyville desires to maintain its 
current debt rating of AAA.  Rating agencies are concerned about a 
government’s credit worthiness and the level of unassigned General and Utility 
Fund balances are a part of the rating agencies evaluation.  
 
There is no formula for determining an appropriate fund balance.  Items to 
consider include the timing of revenue collections, the local and national 
economic environment, the volatility of the major revenue sources, and the 
degree of protection desired to mitigate current and future financial risks.   The 
City of Colleyville obtains a substantial portion of its revenue from property taxes, 
sales taxes, franchise fees and utility fees.   

While the most stable of revenue sources, property tax growth over the coming 
years will stabilize in growth as the city nears build-out.  Sales tax collections are 
derived from local retail sales and are dependent upon both the local and 
national economies.  The collection of franchise fees, particularly those based 
upon sales of electricity and natural gas, vary widely depending upon local 
weather conditions.  Utility fees, similar to franchise fees, are subject to weather 
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conditions.  As a result, the desired level of unassigned General and Utility Fund 
balances are higher than the minimum level designated by the Government 
Finance Officers Association recommended practice on determining the 
appropriate level of unassigned fund balance for the General and Utility Funds.

Definitions

Fund Equity - A fund's equity is generally the difference between its assets and 
its liabilities.

Fund Balance - An accounting distinction is made between the portions of fund 
equity that are spendable and nonspendable. These are broken up into five 
categories:

1. Nonspendable fund balance - includes amounts that are not in a spendable 
form or are required to be maintained intact. Examples are inventory or 
permanent funds.

2. Restricted fund balance - includes amounts that can be spent only for the 
specific purposes stipulated by external resource providers either constitutionally 
or through enabling legislation. Examples include grants and child safety fees.

3. Committed fund balance - includes amounts that can be used only for the 
specific purposes determined by a formal action of the City Council. 
Commitments may be changed or lifted only by the City Council.

4. Assigned fund balance - comprises amounts intended to be used by the City of 
Colleyville for specific purposes. Intent can be expressed by the City Council.  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 Utility Fund and includes all amounts not contained in other classifications. 
Unassigned amounts are technically available for any purpose.

Policy
Committed Fund Balance
The City Council is the City's highest level of decision-making authority and the 
formal action that is required to be taken to establish, modify, or rescind a fund 
balance commitment is an ordinance approved by the Council at the City 
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Council meeting.  The ordinance must either be approved or rescinded, as 
applicable, prior to the last day of the fiscal year for which the commitment is 
made. The amount subject to the constraint may be determined in the 
subsequent period.

Assigned Fund Balance
The City Council has authorized the City's Assistant City Manager / Chief 
Financial Officer as the official authorized to assign fund balance to a specific 
purpose as approved by this fund balance policy and City Council action.

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 three months of that year’s budgeted expenditures for 
both the General and Utility Funds. The City Council may declare a fiscal 
emergency and withdraw any amount of the unassigned General and Utility Fund 
Balances for purposes of addressing the fiscal emergency.  Any such action 
must also provide for necessary appropriations to restore the designated fund 
balance to the balance within a three-year. 

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 with available funds, unless specified otherwise by the City 
Council.

Procedures: 

In order to achieve the objectives of this policy, the following guidelines shall be 
adhered to:

1. As part of the annual budget process, the Assistant City Manager / Chief 
Financial Officer will estimate and prepare a projection of the year-end 
unassigned fund balances.  Such projection will include an analysis of 
trends in fund balance levels on an historical and future projection basis.  
The Assistant City Manager / Chief Financial Officer shall present the 
findings to the City Council as a part of the budget review process for the 
ensuing fiscal year.
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2. Any anticipated balance in excess of the three months of Unassigned 
Fund Balance in the General and Utility Funds may be budgeted to reduce 
the ensuing year’s property tax levy and/or utility rates or may be allocated 
by the City Council during the course of the fiscal year for special projects.

3. This policy will be reviewed by the Audit Committee every three years 
following adoption or sooner, at the direction of the City Council.



 
 

BEST PRACTICE 
 

Appropriate Level of Unrestricted Fund Balance in the General Fund (2002 and 2009) (BUDGET 
and CAAFR) 

 
Background. Accountants employ the term fund balance to describe the net assets of governmental funds 
calculated in accordance with generally accepted accounting principles (GAAP). Budget professionals commonly 
use this same term to describe the net assets of governmental funds calculated on a government’s budgetary 
basis.1 In both cases, fund balance is intended to serve as a measure of the financial resources available  
in a governmental fund.  
 
Accountants distinguish up to five separate categories of fund balance, based on the extent to which the 
government is bound to honor constraints on the specific purposes for which amounts can be spent: nonspendable 
fund balance, restricted fund balance, committed fund balance, assigned fund balance, and unassigned fund 
balance.2 The total of the last three categories, which include only resources without a constraint on spending or 
for which the constraint on spending is imposed by the government itself, is termed unrestricted fund balance.  
 
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. Fund balance levels are a crucial 
consideration, too, in long-term financial planning.  
 
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 (i.e., the total of the amounts reported as committed, assigned, and unassigned fund balance) in the 
general fund.  
 
Credit rating agencies monitor levels of fund balance and unrestricted fund balance in a government’s general 
fund to evaluate a government’s continued creditworthiness. Likewise, laws and regulations often govern 
appropriate levels of fund balance and unrestricted fund balance for state and local governments.  
 
Those interested primarily in a government’s creditworthiness or economic condition (e.g., rating agencies) are 
likely to favor increased levels of fund balance. Opposing pressures often come from unions, taxpayers and 
citizens’ groups, which may view high levels of fund balance as "excessive."  
 
Recommendation. The Government Finance Officers Association (GFOA) recommends that governments 
establish a formal policy on the level of unrestricted fund balance that should be maintained in the general fund.3  
Such a guideline should be set by the appropriate policy body and should provide both a temporal framework and 

                                                 
1 For the sake of clarity, this recommended practice uses the terms GAAP fund balance and budgetary fund balance to 
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, which must be implemented for financial statements for periods ended 
June 30, 2011 and later. 
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.  
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specific plans for increasing or decreasing the level of unrestricted fund balance, if it is inconsistent with that 
policy. 4 
 
The adequacy of unrestricted fund balance in the general fund should be assessed based upon a government’s own 
specific circumstances. Nevertheless, GFOA recommends, at a minimum, that general-purpose governments, 
regardless of size, maintain unrestricted 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.6 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 
measures 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 level of unrestricted fund balance in the general fund, a government should 
consider a variety of factors, including:  
 

• The predictability of its revenues and the volatility of its expenditures (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); 

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

• The potential drain upon general fund resources from other funds as well as the availability of resources 
in other funds (i.e., deficits in other funds may require that a higher level of unrestricted fund balance be 
maintained in the general fund, just as, the availability of resources in other funds may reduce the amount 
of unrestricted fund balance needed in the general fund);7  

• Liquidity (i.e., a disparity between when financial resources actually become available to make payments 
and the average maturity of related liabilities may require that a higher level of resources be maintained); 
and 

• 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).  

 
Furthermore, 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. 
 
Naturally, any policy addressing desirable levels of unrestricted fund balance in the general fund should be in 
conformity with all applicable legal and regulatory constraints. In this case in particular, it is essential that 
differences between GAAP fund balance and budgetary fund balance be fully appreciated by all interested parties.  
 
Approved by the GFOA’s Executive Board, October, 2009. 

                                                 
4 See Recommended Practice 4.1 of the National Advisory Council on State and Local Budgeting governments on the need to 
"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 more 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.  
6 In either case, unusual items 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 or expenditures, that decision should be followed consistently from period to period.  
7 However, except as discussed in footnote 4, not to a level below the recommended minimum. 
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BEST PRACTICE 

 
Appropriate Levels of Working Capital in Enterprise Funds (BUDGET & CAAFR) (2011) (new) 

 
 
Background.  Enterprise funds distinguish between current and non-current assets and liabilities. It is possible to 
take advantage of this distinction to calculate working capital (i.e., current assets less current liabilities). The 
measure of working capital indicates the relatively liquid portion of total enterprise fund capital, which constitutes 
a margin or buffer for meeting obligations.  
 
It is essential that a government maintain adequate levels of working capital in its enterprise funds to mitigate 
current and future risks (e.g., revenue shortfalls and unanticipated expenses) and to ensure stable services and 
fees.  
 
Working capital is a crucial consideration, too, in long-term financial planning. Credit rating agencies consider 
the availability of working capital in their evaluations of continued creditworthiness. Likewise, laws and 
regulations may speak to appropriate levels of working capital for some enterprise funds. 
 
Recommendation. The Government Finance Officers Association (GFOA) recommends that local governments 
adopt a target amount of working capital to maintain in each of their enterprise funds. Ideally, targets would be 
formally described in a financial policy and/or financial plan.  
 
GFOA recommends that governments use working capital as the measure of available margin or buffer in 
enterprise funds. Although as previously stated, working capital is defined as current assets minus current 
liabilities, government finance officers should be aware of certain characteristics of working capital that affect its 
use as a measure. Specifically, the “current assets” portion of working capital includes assets or resources that are 
reasonably expected to be realized in cash (e.g., accounts receivable) or consumed (e.g., inventories and prepaids) 
within a year, which leads to two considerations for an accurate calculation of working capital: 
 

• Strength of collection practices. An appropriate allowance for uncollectibles should be established and 
the amount of the receivable that is expected to be collected in cash within one year should be determined 
in a manner that is consistent with the collection practices of the government. If the accounts receivable 
collection practices of the enterprise fund are inconsistent or weak, then less of the accounts receivable 
amount should be reported as current assets. 

• Historical consumption of inventories and prepaids. The amount of inventories and prepaids included 
in current assets should be a realistic estimate of the amount that will be consumed in one year based on a 
historical usage pattern and current operating levels (inventories) or based on the time periods to which 
the items relate (prepaids).  

 



 2

Because the purposes, customers, and other characteristics of enterprise funds can vary widely, GFOA 
recommends that governments develop a target amount of working capital that best fits local conditions for each 
fund. However, GFOA recommends that under no circumstances should the target for working capital be less than 
forty-five (45) days worth of annual operating expenses1  and other working capital needs of the enterprise fund.* 
A target of 45-days would only be appropriate for those enterprise funds with the least amount of need for cushion 
or buffer.  
 
In order to arrive at a customized target amount of working capital, governments should start with a baseline of 
ninety (90) days worth of working capital and then adjust the target based on the particular characteristics of the 
enterprise fund in question (using 45 days as the minimum acceptable level). The primary characteristics to think 
about when customizing a working capital target are presented below. The appendix to this Best Practices 
provides more detailed considerations for these characteristics as they pertain to common types of government 
enterprise funds.   
 

• Support from general government. Some enterprise funds may be supported by general taxes or 
transfers from a general government. These enterprise funds may require lower levels of working capital 
if they are supported by these contributors. For a heavily subsidized enterprise fund the 45-day minimum 
working capital recommendation contained in this Best Practice might be met through support from the 
general government, if a financial buffer or cushion for the enterprise fund is to be provided by the 
general government (or other outside contributor). 

• Transfers out. If the enterprise fund is expected to make a transfer to the general government or to some 
other fund, then this sort of claim on the enterprise fund’s assets may call for higher levels of working 
capital to maintain flexibility. Transfers could include an enterprise fund’s contributions to 
overhead/support functions, subsidies granted to other operations, or any other transfer of resources. 
Regardless of the rationale of the transfer, governments should take into account the claim on working 
capital when setting a target amount. 

• Cash cycles. Does the enterprise fund experience large peaks and valleys in its cash position during the 
year? For example, a water enterprise fund may experience significantly higher levels of cash on hand 
during the summer months compared to the winter. Volatile cash cycles call for higher levels of working 
capital. Another consideration is the length of the billing cycle. A longer billing cycle would call for 
higher levels of working capital because the enterprise fund will have longer durations between major 
infusions of cash.  

• Customer concentration. Is the enterprise fund dependent on a few customers for a large portion of its 
revenues or is the customer base diversified? For example, a port enterprise fund may be dependent on a 
few major shippers or commerce in a niche product. Lower customer concentration may mean that the 
enterprise fund can safely operate with lower levels of working capital. 

• Demand for services. Does the enterprise fund face a steady demand for service or is demand potentially 
volatile, thereby leading to volatility in of income? For example, the demand for utility services is steady 
compared to demand for air travel. Also consider the impact of competitive position on demand. Direct 
competitors or the availability of reasonable substitutes could lead to greater volatility in demand for the 
enterprise fund’s services. More volatility implies greater need for working capital margins. 

 
• Control over rates and revenues. Does the enterprise fund have the ability to change rates, implement 

new charges, or otherwise raise revenues from its customers in a simple fashion? For example, transit 
enterprise funds are often constrained from raising rates by political pressure. Other enterprise funds may 
be subject to a rate control board. Those that face competitors in their market may have less effective 
control over their rates and revenues. More revenue constrained enterprise funds may need higher levels 
of working capital. 

                                                 
1 The recommendation is to use annual operating expenses which include depreciation expense. If, however, annual 
depreciation expense is significantly more or less than the anticipated capital outlays of the next period to be paid from 
working capital consideration should be given to adjusting the benchmark. An appropriate adjusted benchmark may be 
annual operating expenses – annual depreciation expense + capital outlays of the next period to be paid from working capital. 
* Subject to the exception for heavily subsidized enterprises, described later in this Best Practice. 
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• Asset age and condition.  What is the age and condition of the enterprise fund's infrastructure? Older 
infrastructure has greater exposure to extraordinary repair needs. Enterprise funds with newer and/or well 
maintained capital assets may be able to operate with less working capital than other enterprise funds.  

• Volatility of expenses. Are the expenses of the enterprise fund volatile or does the enterprise fund have a 
high degree of control over its expenses? For example, the expenses of a solid waste enterprise fund tend 
to be fairly stable throughout the year. In another example, water or sewer enterprise funds may be more 
vulnerable to large expense spikes from extreme weather. Enterprise funds with more stable expenses can 
safely operate with less working capital than other enterprise funds.  

• Control over expenses. Consider the enterprise fund’s level of fixed and variable costs and the ability to 
reduce variable costs in response to lower revenues. For instance, if a convention center does not book an 
event, it does not need to hire temporary help and incur other expenditures in support of the event. An 
enterprise fund with a high percentage of operational costs which vary depending upon revenues or 
operating levels may operate with lower levels of working capital.  

• Management plans for working capital. Working capital includes assets, which can include both truly 
unrestricted resources and resources that have internal limitations placed upon them (e.g., board-
designated) and/or that may be committed for future capital spending. These amounts may appear as 
unrestricted on the balance sheet but, in actuality, may be unavailable in the future to serve as a buffer or 
tool to help manage financial risk. If these types of limitations exist, the working capital target should be 
adjusted to arrive at an amount that represents a true amount available as a tool to manage financial risk.   

• Separate targets for operating and capital needs. Depending on the nature of the enterprise fund, 
governments might also consider designating separate targets for operating and capital needs, especially 
when the enterprise fund is very capital intensive. For example, there might be a separate amount 
identified for equipment replacement or debt service. In such a case, targets should be separately 
evaluated based on the particular features of the isolated amounts.   

• Debt position. Enterprise funds often carry significant amounts of debt, which is used to acquire capital 
assets. The amount and type of debt an enterprise fund carries can have important ramifications for 
working capital targets. For example, an enterprise fund with a large amount of variable rate debt may 
need additional buffer to manage the risk associated with interest rate volatility. In addition, uneven and 
increasing or lump-sum debt principal payments to be made in future years may raise the amount of 
working capital that the enterprise fund should maintain. Viewing the amount of working capital in this 
broader context will help ensure that resources are available to make debt payments as they come due.  

 
Approved by the GFOA’s Executive Board, February, 2011. 
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BEST PRACTICE 
 

Replenishing Fund Balance in the General Fund (2011) (Budget and CAAFR) (new) 
 
Background.  It is essential that governments maintain adequate levels of fund balance to mitigate risks and 
provide a back-up for revenue shortfalls. 
 
The adequacy of unrestricted fund balance1 in the general fund should be assessed based upon a government’s 
specific circumstances. Nevertheless, the GFOA recommends, at a minimum, that general-purpose governments, 
regardless of size, incorporate in its financial policies that unrestricted fund balance in their general fund be no 
less than two months of regular general fund operating revenues or regular general fund operating expenditures.   
 
If fund balance falls below a government’s policy level, then it is important to have a solid plan to replenish fund 
balance levels. Rating agencies consider the government’s fund balance policy, history of use of fund balance, 
and policy and practice of replenishment of fund balance when assigning ratings. Thus, a well developed and 
transparent strategy to replenish fund balance may reduce the cost of borrowing. However, it can be challenging 
to build fund balances back up to the recommended levels because of other financial needs and various political 
considerations. 
 
Recommendation.  The Government Finance Officers Association (GFOA) recommends that governments adopt 
a formal fund balance policy that defines the appropriate level of fund balance target levels.  Also, management 
should consider specifying the purposes for which various portions of the fund balances are intended. For 
example, one portion of the fund balance may be for working capital, one for budgetary stabilization, and one for 
responding to extreme events. This additional transparency helps decision makers understand the reason for 
maintaining the target levels described in the fund balance policy.  

 
Governments should also consider providing broad guidance in their financial policies for how resources will be 
directed to fund balance replenishment. For example, a policy may define the revenue sources that would 
typically be looked to for replenishment of fund balance. This might include non-recurring revenues, budget 
surpluses, and excess resources in other funds (if legally permissible and if there is defensible rationale). Year-end 
surpluses are an especially appropriate source for replenishing fund balance.  
 
Finally, a government should consider including in its financial policy a statement that establishes the broad 
strategic intent of replenishing fund balances as soon as economic conditions allow. This emphasizes fund 
balance replenishment as a financial management priority. 
 
Governments are subject to a number of factors that could require the use of fund balances.  It is therefore 
incumbent on jurisdictions to minimize the use of fund balance, except in very specific circumstances. 
Replenishment should take place in a prompt fashion with amounts that have been used to ensure that the 
jurisdiction is properly prepared for contingencies. With the foundation of a financial policy in place, 
governments should use their long-term financial planning and budget processes to develop a more detailed 
strategy for using and replenishing fund balance. With these criteria in mind, the government should develop a 
replenishment strategy and timeline for replenishing fund balances as soon as possible, and that is still appropriate 
to prevailing budgetary and economic conditions and that considers the following: 
 

                                                 
1 Unrestricted fund balance comprises the committed, assigned, and unassigned fund balance categories. 
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1. The policy should define the time period within which and contingencies for which fund balances will be 
used. This gives the public a sense for how fund balance is being used as a “bridge” to ensure stable cash 
flow and provide service continuity.  

2. The policy should describe how the government’s expenditure levels will be adjusted to match any new 
economic realities that are behind the use of fund balance as a financing bridge.  

3. The policy should describe the time period over which the components of fund balance will be 
replenished and the means by which they will be replenished. Frequently, a key part of the replenishment 
plan will be to control operating expenditures and use budget surpluses to replenish fund balance. The 
replenishment plan might also specify any particular revenue source that will aid in the replenishment of 
fund balances. For example, if the government has a volatile sales tax yield, it might specify that yields 
that are significantly above average would be used to replenish fund balances. 

 
Generally, governments should seek to replenish their fund balances within one to three years of use. However, 
when developing the specifics of the replenishment plan, governments should consider a number of factors that 
influence the rate and time period over which fund balances will be replenished. Factors influencing the 
replenishment time horizon include: 
 

1. The budgetary reasons behind the fund balance targets. The government should consider special 
conditions that may have caused it to set its fund balance target levels higher than the GFOA-
recommended minimum level. For example, if targets are higher because the community has very volatile 
cash flows, then the government would want to build the fund balances back up more quickly compared 
to governments with more stable cash flows.   

2. Recovering from an extreme event. An extreme event, such as a natural disaster, that has required the 
government to use a portion of its fund balance, may make it infeasible to replenish the fund balance as 
quickly as normal, depending upon the severity of the event.  

3. Political continuity. Replenishing fund balance takes political will, and that will is often strengthened by 
the memory of the financial challenge that caused the use of fund balances in the first place. If the 
governing board and/or management are already committed to a particular financial policy, the 
replenishment strategy should be as consistent as possible with that policy in order to maximize political 
support. 

4. Financial planning time horizons. Fund balances should typically be replenished within the time horizon 
covered by the organization’s long-term financial plan. This puts the entire replenishment plan in context 
and shows the public and decision makers the expected positive outcome of the replenishment strategy. 

5. Long-term forecasts and economic conditions. Expectations for poor economic conditions may delay the 
point at which fund balances can be replenished. However, in its replenishment plan the government 
should be sure to set a benchmark (e.g., after fund balances have dropped to a certain point below desired 
target levels) for when use of fund balance is no longer acceptable as a source of funds. 

6. Milestones for gradual replenishment. A replenishment plan will likely be more successful if it 
establishes replenishment milestones at various time intervals. This is especially important if 
replenishment is expected to take place over multiple years (e.g., if you are starting from 75% of your 
target, set a goal to reach 80 percent of target in one year, 90 percent in two years, and 100 percent in 
three years). 

7. External financing expectations. A replenishment plan that is not consistent with credit rating agency 
expectations may increase the government’s cost of borrowing. It is important that the logic used by the 
government to develop the replenishment plan be communicated in an effective fashion to external 
lenders. 

 
References. 

• GFOA Best Practice Appropriate Level of Unrestricted Fund Balance in the General Fund, 2009. 
• For a fuller explanation of the concept of "bridging" in financial distress, please visit GFOA's financial 

recovery website at www.gfoa.org/financialrecovery. 
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