City of Lawrence

Unrestricted General Fund Balance Policy
Purpose


The purpose of establishing a policy on the unrestricted balance in the General Fund is to provide a guideline for budgeting decisions and to insure that adequate reserves are established to fund operations by providing sufficient working capital, protection against uncollected taxes, shortfalls from municipal revenue sources, and cutbacks in distributions from the state or federal government.  The General Fund is the primary operating fund of the City for its non-utility related operations.  In addition, the City of Lawrence desires to maintain or improve its current debt rating.  Rating agencies are concerned about a government’s creditworthiness and the level of unrestricted General Fund balance is part of their 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 risks such as natural disasters or large claims.   The City of Lawrence obtains a substantial portion of its revenue from sales taxes and franchise fees.   Sales tax collections are derived from local retail sales.  In Lawrence, these collections are dependent upon 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.  As a result, the desired level of General Fund balance is higher than the levels desired by municipalities with revenues that are more stable on an annual basis.

The Government Accounting Standards Board (GASB) has adopted GASB 54 that redefines fund balance for governmental funds.  The standard provides up to five categories of fund balance.  The categories are an attempt to classify the ability of the government to spend portions of the fund balance.  The categories are: nonspendable, restricted, committed, assigned and unassigned fund balance.  The last three categories equal unrestricted fund balance.
Policy


The City should budget for current year General Fund revenues to be sufficient to finance current year expenditures.


Due to the volatility of some of the major revenue sources, a minimum unrestricted General Fund balance of 15% of expenditures should be maintained. The unrestricted General Fund balance is defined as the total amount of committed, assigned and unassigned fund balance.

To avoid a balance in excess of the level deemed sufficient for prudent fiscal management, unrestricted General Fund balance should not exceed 30% of expenditures.

The unrestricted General Fund balance is defined as the total amount of committed, assigned and unassigned fund balance.  To be classified as committed, the city commission must adopt a resolution identifying the purpose and amount of the expenditure.  An assignment of fund balance may be made by a motion of the city commission or in writing by the city manager.

If the General Fund balance falls outside of the above parameters, budgeted revenues will need to be either greater or less than budgeted expenditures in subsequent years to bring the General Fund balance into compliance with this policy.

When amounts for the same purpose are spent from more than one unrestricted fund balance category, the amount designated as committed will be considered paid first, followed by any amount designated as assigned and finally any remaining amount from the unassigned category. 
Definitions
Nonspendable Fund Balance – The portion of fund balance that includes governmental assets that is not in the form of cash, such as inventory, or when the principal amount cannot be spent, such as an endowment.
Restricted Fund Balance – The amount of fund balance that is legally required to be spent for a specific purpose.  The restriction must be imposed by parties outside the city, such as grantors, bondholders or other governments.

Committed Fund Balance – The portion of fund balance that is formally identified for a specific purpose by the city.  The commitment must be made by the governing body, typically by passing a resolution.

Assigned Fund Balance – The amount of fund balance that the city has expressed an intention to spend.  The assignment can be made by the governing body or the city manager.

Unassigned Fund Balance – The portion of fund balance that may be spent for any purpose.  Only the general fund will have an unassigned fund balance.

