Town of Oro Valley
Financial and Budgetary Policies


The Town of Oro Valley has an important responsibility to its residents to carefully account for public funds, manage its finances prudently, and to plan for the adequate funding of services desired by the public.  Sound financial policies will help to ensure the Town’s capability to adequately fund and provide the government services desired by the community.  Following these policies will enhance the Town’s financial health as well as its image and reputation with residents, the general public, bond and credit rating agencies and investors.  The policies will serve as guidelines for the Town’s overall fiscal planning and management.  In addition, the Government Finance Officers Association (GFOA), as well as the National Advisory Council on State and Local Budgeting (NACSLB) recommends formal adoption of financial policies by the jurisdiction’s governing board.  The policies contained herein are designed to foster and support the continued financial strength and stability of the Town of Oro Valley.

A.  Financial Planning Policies:
A.1 Balanced Budgeting and Fiscal Planning Policies
Fiscal planning is the process of identifying resources and allocating those resources among multiple and competing needs.  The primary vehicle for this planning is the preparation, monitoring and analysis of the Town’s budget.
A.1.1 
The Town shall develop an annual budget whereby recurring Town revenues shall be sufficient to support recurring operating expenditures with no use of General Fund contingency to support ongoing operational expenses.
A.1.2 
The Town’s annual budget will include contingency appropriation to provide for unanticipated increases in service delivery costs, emergencies, and needs that may arise through the fiscal year.  The contingency appropriation may only be expended upon Council approval.
A.1.3 
Budget development will use strategic multi-year fiscal planning; conservative revenue forecasts and a program/performance based budgeting method.  This method requires each department to establish fiscal year goals and objectives that will be evaluated to determine the effectiveness and efficiency of both department and Town resources.  Utilization of a program/performance budget format will provide a basis for evaluation of service and other impacts of potential increases or decreases in funding.
A.1.4 Monthly budget-to-actual revenue and expenditure reports will be prepared for all Town funds by the Finance Department and presented to the Town Council.  The reports will also include revenue and expenditure projections through the end of the fiscal year.
A.1.5 
The Town will not use one-time (non-recurring) revenues to fund continuing (recurring) uses, or use external borrowing for operational requirements.  The budget will incorporate the best available estimates of revenues and expenditures.
A.1.6 
All budgetary appropriations that have not been expended or lawfully encumbered shall lapse at the end of the fiscal year, June 30th.  Appropriations for capital projects in progress at fiscal year end shall be made for the subsequent fiscal year.
A.1.7 
The Town shall minimize the financial burden on its taxpayers by routinely evaluating both its administrative and direct service delivery systems in terms of efficiency, effectiveness and responsiveness.  Technology shall be utilized when feasible to increase efficiency and cost-effectiveness.
A.1.8 
Any fiscal year-end special revenue fund balance amounts in other special revenue funds of the Town shall be maintained, preserved separately, and carried forward within those funds and not considered as part of the contingency reserve requirement for the Town’s General Fund.
A.1.9 
The Town’s annual budget shall be legally adopted by the Town Council at the fund level, except in the General Fund, where it shall be adopted at the department level.  To provide sufficient control and accountability, budgets shall be prepared and monitored by major expenditure categories (personnel, operations and maintenance, capital outlay, debt service).
A.1.10
The Town shall promote the understanding that its employees are its most valuable resource and shall employ sound management practices when planning for service delivery.  The Town shall be committed to maintaining and improving the productivity of staff through a pleasant working environment, appropriate equipment, including office automation and computer applications, necessary training and adequate supplies and materials as resources and adopted policies permit.
A.2 Long Range Planning

A.2.1 
As part of the annual Town budget preparation cycle, the Finance Department shall prepare a minimum 5-year financial forecast of projected revenues and expenditures to measure the financial sustainability of the Town’s operations and service levels.
A.3 Cash Management and Investment Policy 

A.3.1  
Cash and investment programs will be maintained in accordance with the Town’s adopted Investment Policy and will ensure that proper controls and safeguards are maintained.  Town funds will be managed with an emphasis on safety of principal, liquidity and financial yield, in that order.
A.3.2 
Bond funds will be segregated from all other funds for arbitrage and accounting purposes.
A.3.3 
Ownership of the Town’s investment securities will be protected through third party custodial safekeeping.
A.3.4 
All Town bank accounts shall be reconciled and reviewed on a monthly basis.
A.3.5 
The Town will consolidate cash balances from various funds for investment purposes, and will allocate investment earnings to each participating fund.  This will allow the Town to maximize yields from its overall portfolio.
A.3.6 
Investment performance will be reviewed and reported on as outlined in the current adopted investment policy.
A.3.7 
All treasury activities with financial institutions will be conducted based upon written contracts between the Town and the respective financial institution(s).
A.4 Asset Inventory

A.4.1 
Capital assets are assets with an acquisition cost of $5,000 or more and an estimated useful life of two or more years.  Such assets shall be depreciated in the Town’s financial statements over their estimated useful lives.
A.4.2
Minor assets are assets with an acquisition cost of $1,000 or more but less than $5,000 and an estimated useful life of two or more years.  Such assets will not be depreciated in the Town’s financial statements.
A.4.3 
Expendable items are machinery and equipment purchases whose cost is less than $1,000.  These items will not be depreciated.
A.4.4 
The Town will depreciate capital assets using the straight line depreciation method.
A.4.5 
The Town will project equipment and vehicle replacement needs for the next five years and will update this projection each year.  Based on the availability of funding, Town departments will be charged an annual contribution amount to accumulate funds for this purpose based on a portion of their annual asset depreciation.
A.4.6 
The Finance Department shall be responsible for verifying the actual physical existence of capital and minor assets and the accuracy of the Town’s asset database.  These responsibilities will be accomplished through asset audits of Town departments and divisions.  Any significant irregularities must be reported to the Town Manager.
A.4.7 
The Town will maintain capital assets and infrastructure at a sufficient level to protect the Town’s investment, to minimize future replacement and maintenance costs, and to continue service levels.

B.  Revenue Policies:
B.1 Revenue Diversification

B.1.1 
The Town will strive for a General Fund revenue base consisting of a balance of sales taxes, state shared revenues, user fees and other revenue sources.
B.1.2 
The Town will maintain a diversified and stable revenue base to protect against short term fluctuations in any single revenue source and economic changes locally and nationally.
B.1.3 
The Town will estimate revenues in a realistic and conservative manner in order to minimize the risk of a revenue shortfall.

B.2 Fees and Charges
B.2.1 
All non-enterprise fund user fees and charges shall be examined annually to determine the cost recovery rate.  The acceptable recovery rate and any associated changes to user fees and charges will be approved by Town Council or as specified in Town code.
B.2.2 
Development impact fees for capital expenses attributable to new development will be reviewed periodically to ensure the fees recover all direct and indirect development related expenses and be approved by Town Council.
B.2.3 
For enterprise fund operations, the Town will establish rates and fees at levels to fully cover the total direct and indirect costs, including operations, capital outlay, debt service, debt coverage requirements and unrestricted cash reserve balances.  Enterprise funds will not be used to subsidize the operations of other funds.  Interfund charges will be assessed for the administrative support of the enterprise activity.
B.3 Use of One-time Revenues

B.3.1 
The Town will utilize one-time (non-recurring) revenues to fund one-time operating expenditures, prepay existing debt, or supplement “pay as you go” capital outlay.  One-time revenues shall not be used to fund recurring expenditures.
B.4 Use of Unpredictable Revenues

B.4.1 
If the Town should receive unpredictable revenues from sales tax audits, unbudgeted grant funding, gifts or donations, the Town shall account for these revenues as one-time revenues.  They shall not be used to fund recurring expenditures.
C.  Expenditure Policies:
C.1 Debt Capacity, Issuance and Management:
C.1.1 
The Town will seek to maintain and, if possible, improve its current bond rating in order to minimize borrowing costs and preserve access to credit.  The Town will encourage and maintain good relations with financial bond rating agencies and will follow a policy of full and open disclosure.
C.1.2 
Future bond issue proposals will be accompanied by an analysis showing how the new issue, combined with current debt, impacts the Town’s debt capacity and conformance with Town debt policies.
C.1.3 
The general policy of the Town is to fund capital projects with new, dedicated streams of revenue or voter-approved debt.  Non voter- approved debt may be utilized when a dedicated revenue source or sufficient general revenue can be identified to pay debt service expenditures.
C.1.4 
Financing shall not exceed the useful life of the acquired asset.
C.1.5 
The Town shall not use long term debt to finance current operations.
C.1.6 
The Town will establish debt repayment schedules with fixed annual principal and interest payments.
C.1.7 
Proceeds from bonded debt will be used in accordance with the purpose of the issuance.  Funds remaining after the project is completed will be used in accordance with the provisions stated in the bond ordinance that authorized the issuance of the debt.
C.1.8 
The Town shall comply with the Internal Revenue Service arbitrage rebate requirements for bonded indebtedness.
C.1.9 
Interest earnings on bond proceeds will be limited to 1) funding or acquiring the improvement(s) or asset(s) or 2) payment of debt service on the bonds.
C.1.10 
All projects funded with bonded debt must be included in the Town’s Capital Improvement Plan.
C.1.11 
When considering refunding any outstanding bonded debt, the Town will perform a cost benefit analysis to determine if the cost savings of refunding will be greater than the cost to refund.  Considerations will be made with regard to the existing bond covenants when refunding any bonded debt.
C.1.12 
When utility revenues are pledged as debt service payments, the Town will strive to maintain a 1.3 times debt service coverage ratio to ensure debt coverage in times of revenue fluctuation.  This will be in addition to the required ratio in the bond indenture.
C.1.13 
The Town will communicate, and where appropriate, coordinate with all jurisdictions with which we share a common tax base concerning our collective plans for future debt issues.
C.1.14 The Arizona Constitution limits the Town’s bonded debt capacity (outstanding principal) to a certain percentage of the Town’s secondary assessed valuation by the type of project to be constructed.  The limit for general purpose municipal projects is 6%.  For water, light, sewer, open space, public safety, park, law enforcement, fire and emergency services, and streets and transportation facilities projects, the limit is 20%.
C.2 Capital Improvement Plan Policies
The purpose of the Capital Improvement Plan (CIP) is to systematically identify, plan, schedule, finance, track and monitor capital projects to ensure cost-effectiveness as well as conformance to established policies.
C.2.1 
A five year Capital Improvement Plan will be developed and updated annually, including anticipated funding sources.  Capital improvement projects are defined as infrastructure, equipment purchases or construction which results in or makes improvements to a capitalized asset costing more than $50,000 and having a useful life of five or more years.
C.2.2 
The Capital Improvement Plan will include, in addition to estimated operating and maintenance expenditures, adequate funding to support repair and replacement of deteriorating infrastructure and avoidance of a significant unfunded liability.
C.2.3 
Proposed capital projects will be reviewed and prioritized by a cross-departmental team regarding accurate costing (design, capital and operating) and overall consistency with the Town’s goals and objectives.  Financing sources will then be identified for the projects ranking the highest based on the established ranking systems and limited monies.
C.2.4 
Capital improvement lifecycle costs will be coordinated with the development of the operating budget.  Future operating, maintenance and replacement costs associated with new capital improvements will be forecast, matched to available revenue sources and included in the operating budget.
C.2.5 
The current year of the Capital Improvement Plan will become the capital budget.

C.2.6 
Staff will monitor projects in progress to ensure their timely completion or the adjustment of the Capital Improvement Plan as approved by Council.  A quarterly status report will be presented to the Town Council to monitor each project’s progress and to identify any significant issues.

C.3 
Fund Balance Reserve Policies
C.3.1 Fund balance reserves,will be established to offset difficult economic times, stabilize fluctuations in cash flow requirements, provide for emergency situations threatening the public health or safety, provide for unanticipated increases in service delivery costs, unanticipated declines in revenue, unforeseen opportunities and contingencies.  Use of reserves should be utilized only after all budget sources have been examined for available funds, and subject to Town Council approval.

C.3.2 
In accordance with Governmental Accounting Standards Board Statement No. 54, fund balances will be classified in the following components:
· Nonspendable Fund Balance: That portion of a fund balance that includes amounts that cannot be spent because they are either (a) not in spendable form, such as prepaid items, supplies inventory, or loans receivable; or (b) legally or contractually required to be maintained intact, such as the principal portion of an endowment.  This category was traditionally reported as a “reserved” fund balance under the old standard.

· Restricted Fund Balance: That portion of a fund balance that reflects constraints placed on the use of resources (other than nonspendable items) that are either (a) externally imposed by creditors, such as debt covenants, grantors, contributors, or laws or regulations of other governments; or (b) imposed by law through constitutional provisions or enabling legislation.  This category was traditionally reported as a “reserved” fund balance under the old standard
· Committed Fund Balance: That portion of a fund balance that includes amounts 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, and remain binding unless remove din the same manner.  This category was traditionally reported as a “designated” fund balance under the old standard.
· Assigned Fund Balance: That portion of a fund balance that includes amounts that are constrained by the government’s intent to be used for specific purposes, but that are neither restricted nor committed.  Such intent needs to be established at either the highest level of decision making, or by an official designated for that purpose.  This category was traditionally reported as a “designated” fund balance under the old standard.
· Unassigned Fund Balance: That portion of a fund balance that includes amounts that do not fall into one of the above four categories.  The General Fund is the only fund that should report this category of fund balance.  This category was traditionally reported as an “undesignated” fund balance under the old standard.
C.3.3 
The Town shall maintain, at a minimum, a fund balance contingency reserve in the General Fund which represents 25% of the General Fund’s annual expenditures with no use of the General Fund contingency to support ongoing operational expenses.  This minimum reserve amount will be incorporated into the General Fund budget adopted by formal action taken by the Town Council.  Accordingly, these reserves will be classified as committed fund balances.
C.3.4 
Fund balance reserves may only be appropriated by authorization of the Town Council.  A plan will be developed to adequately replenish reserves when appropriations are projected to reduce reserves below the required minimum levels.

C.3.5 
When multiple categories of fund balance reserves are available for expenditure (for example, a construction project is being funded partly by a grant, funds set aside by the Town Council and unassigned fund balance), the Town will start with the most restricted category – spending those funds first – before moving down to the next category with available funds.
C.3.6 
Contingency reserves will be maintained at 5% of the operating budget expenditures for the Water Enterprise Fund. 

C.3.7 
All Town budgetary fund designations and reserves will be evaluated annually for long-term adequacy and use requirements in conjunction with development of the Town’s long-term financial forecast.
C.4 Operating Expenditure Accountability
C.4.1 
Expenditures will be controlled as outlined in the approved budget. 
C.4.2 
Department heads are responsible for monitoring expenditures to prevent exceeding their total departmental expenditure budget.  It is the responsibility of these department heads to immediately notify the Finance Director and Town Manager of any circumstances that could result in a departmental budget being exceeded.

C.4.3 
The Arizona Constitution sets a limit on the expenditures of local jurisdictions.  The Town will comply with these expenditure limitations and will submit an audited expenditure limitation report, audited financial statements, and audited reconciliation report as defined by the Uniform Expenditure Reporting System to the State Auditor General within prescribed timelines.
C.4.4 
Monthly budget-to-actual revenue and expenditure reports will be prepared for all Town funds by the Finance Department and presented to the Town Council.  The reports will also include revenue and expenditure projections through the end of the fiscal year.

C.4.5 
To provide flexibility in the management of departmental budgets for major expenditures (personnel, operations and maintenance, capital outlay and debt service) the following budget amendment and transfer provisions shall apply:
· Transfers between funds shall require the recommendation of the Town Manager and formal action by the Town Council.
· Transfers between the line items within each major expenditure category shall be permitted upon recommendation of the Department Head and approval by the Town Manager.
· Transfers between the line items or major expenditure categories to fund additional personnel or increased expenditures as a result of personnel reclassifications shall require the recommendation of the Town Manager and formal action by the Town Council.
· Transfers between the operations and maintenance and capital outlay major expenditure categories shall be permitted upon recommendation of the Department Head and approval by the Town Manager.
· Transfers that would reduce or eliminate funding for items designated in the adopted Capital Improvement Plan shall require the recommendation of the Town Manager and approval of the Town Council.
· Transfers that would reduce or eliminate funding for debt service shall require the recommendation of the Town Manager and approval by the Town Council.
D.  Financial Reporting Policies
D.1.1 
The Town’s accounting and financial reporting systems will be maintained in conformance with all state and federal laws, generally accepted accounting principles (GAAP) and standards of the Governmental Accounting Standards Board (GASB) and the Government Finance Officers Association (GFOA).
D.1.2 
An annual audit of the Town’s financial statements will be performed by an independent certified public accounting firm; with an audit opinion to be included with the Town’s published Comprehensive Annual Financial Report (CAFR).
D.1.3 
The Town’s CAFR will be submitted to the GFOA Certification of Achievement for Excellence in Financial Reporting Program.  The financial report should be in conformity with GAAP, demonstrate compliance with finance related legal and contractual provisions, disclose thoroughness and detail sufficiency, and minimize ambiguities and potential for misleading inference.
D.1.4 
The Town’s budget will be submitted annually to the GFOA for the Distinguished Budget Presentation Award.  The budget should satisfy criteria as a financial and programmatic policy document, as a comprehensive financial plan, as an operations guide for all organizational units and as a communications device for all significant budgetary issues, trends and resource choices.
D.1.5 
Financial systems will maintain internal controls to monitor revenues, expenditures and program performance on an ongoing basis.
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