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1999 Budget - Dakota County, Minnesota

Financial Policies and Guidelines

Fund Balance Management

Background

"Moody's has upgraded the rating on Dakota County,

Minnesota general obligation bonds to Aa2 from Aa3 due to the county's strong financial operations, which provide broad levels of reserve, on going tax base expansion and minimal direct debt obligations,"

Moody's, Dec. 7, 1998

When reviewing fund balance it is important to understand how it is built and used. Dakota County's fund balance management practices have grown and evolved significantly over the last decade. In the 1980's, planned sources and uses of fund balance were very limited. Today, the practices are defined and planned.      

Current Bond Ratings 

Moody's Municipal:        Aa2 

Standard & Poor's:        AA

Our practices and policies help  

to assure an appropriate growth  in fund balance and allow for   the planned use of fund balance for defined purposes, including  property tax relief and service 

improvements.

Our financial strength and

practices were recently affirmed when both Moody's and Standard and Poor's upgraded the County's bond rating in 1995 and Moody's again in 1998.

The County plans to be able to maintain long-term fund balance growth. It is our desire to maintain an appropriate fund balance level which allows the County sufficient time and resources to respond to budget deficits arising from revenue losses or expenditure increases.

The proper amount of fund balance and budget surplus is a very difficult issue. We believe the proper amount of fund balance varies for every county. Our belief is supported by their being no widely accepted guidelines for proper fund balance amounts. We also believe that each county's fund balance needs may vary from year-to-year. Dakota County's fund balance needs may increase when planning for major capital expenditures or when we fear declining revenue.

The major issue related to fund balance is not the amount but rather that we understand our financial condition, we have a solid financial plan, and we review our plan on a regular basis.

Five Year Budget Plan - Expanded Scope

Improved fund balance management practices have included the adoption of two five-year budget plans. Dakota County's Five Year Budget Plans have been key to helping maintain service levels with a minimal annual increase in property taxes. The Five Year Budget Plans leverage annual projected budget savings and planned sustainable surpluses to help respond to service growth and capital needs.
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The first step in the plan was the elimination of property tax levy for capital equipment. The source of funds for capital equipment is now sustainable and planned budget surpluses.

By eliminating the property tax levy for capital equipment, the property tax levy was increased in CIP to provide a short-term infusion of cash ($7.8 million from 1994-1998) for capital improvement projects. Over this same five-year period, from   1994-1998, equal installments of levy were          transferred from ClP back to operations to help fund the increasing demand for services.

The second Five-Year Budget Plan, approved as part of the 1997 budget, was a progression of the first plan. The goals of the second plan, as the first, is to responsibly manage fund balance and provide resources to the operating budget.

The second plan outlines how anticipated savings in County costs achieved through expenditure reductions and/or revenue increases will be used in the budget.         The plan establishes that cost savings will be spread-out over multiple years (five) rather than realizing the entire benefit in the year the savings occurs. This method helps to promote a more stable growth in operations. It avoids the "peaks" and "valley's" and allows management to deal with changes with a long-term focus.

The development of the two Five Year Budget Plans provided the foundation for development of a Dakota County Fund Balance Plan. The Five-Year Plans are integral part of the Fund Balance Plan. The Fund Balance Plan defines County objectives regarding fund balance and provides examples of objectives have been and will be achieved.
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Dakota County’s Fund Balance Plan
	Components of Fund Balance Plan
	Demonstration of Achievement of Plan 

	Maintain and grow fund balance to meet obligations
	Cash flow requirements fully designated 

BNR fully designated

Compensated absences increases fully covered (annual transfer to Internal Service Fund)

	Rely on budget surplus to fund capital equipment and other defined one-time short- term funding needs (encourage and reward savings)                                                
	Budget Incentive Program provides a funding source for both small-capital needs of departments and other defined one-time short-term funding needs 

Capital Equipment Program provides $2.0 million annually for large capital items (mostly replacement)

Capital Equipment Program available to provide one-time enhanced funding of $1 0 million over a five year period (1999 to 2003) for both major capital equipment upgrades and new initiatives

	Supplement the Building Fund resources as circumstances permit
	$8 plus million from first Five-Year Budget Plan

$4 million for the Juvenile Detention Center

$12-$20 million in the proposed Building CIP funding plan

	Supplement the operating budget                        
	Two Five-Year Budget Plans - over $9 million from 1994 to 1999

	Maintain flexibility to cover unforeseen costs         
	Eliminated property tax funded contingency funds 

Child placements

Sheriff overtime (past years)
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Explanation of Fund Balance Plan Components
Maintain and grow fund balance to meet obligations. Dakota County currently has fund balance fully sufficient to cover all cash flow requirements, incurred but not recognized (IBNR) items, and compensated absences for employees.

Rely on budget surplus to fund capital equipment and other defined one-time short-term funding needs (encourage and reward savings). Beginning in 1994, the County began to use budget surplus to fund capital equipment purchases versus property tax dollars. In addition, short-term funding needs (e.g., contracted consultants for special projects) are funded from budget surplus. This practice helps to promote and reward savings by the departments.

Budget Incentive Policy (BIP)

This policy, adopted in 1994, provides departments an opportunity to retain up to 50% of their budget surplus. Part of fund balance growth is due to savings achieved by departments.  Departments have an incentive to achieve budget surplus in part because of the Budget Incentive Policy. BIP funds may be used for non-recurring costs such as capital equipment and staff training.

Because of the creation of BIP the County no longer levies property tax for capital equipment. Capital equipment needs are met through the use of department budget incentive funds and fund balance.

Supplement the Building Fund resources as circumstances permit. As part of the annual budget process the County analyzes its current and projected reserved and designated fund balance amounts to determine whether resources are or will be available to supplement the Building Fund resources. This determination is made by evaluating fund balance requirements or needs against available balances. Since 1994, $13.3 million has been transferred from the General Fund to Capital Projects. The County Board indicated during the 1999 budget discussions that they intend to transfer an additional $12-$20 million to Capital Projects over the next several years. These funds are needed to balance the Long Range Facility Plan.

Supplement the operating budget. On average, department's underspend budgets by 2.5% in the attempt to ensure that budget amounts are not exceeded. In addition, departments are provided an incentive (Budget Incentive Policy) to either underspend or increase revenue because they receive a portion of the savings directly back to them.  Department budget savings is considered a sustainable source and is used to supplement the operating budget rather than to only increase fund balance.

Maintain flexibility to cover unforeseen costs. Dakota County manages its fund balance to ensure that unforeseen expenditure increases or revenue losses can be covered in the short- term; allowing the County Board and management sufficient time to respond to the financial situation.
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Fund Types

The accounts of Dakota County are organized on the basis of funds and account groups, each of which is considered a separate accounting entity. The operations of each fund are accounted for with a separate set of self-balancing accounts that comprise its assets, liabilities, fund equity, revenues, expenditures, and expenses government resources are allocated to and accounted for in individual funds based upon the purposes for which they are to be spent and the means by which spending activities are controlled.

Government Fund Type. Governmental funds are accounted for on a "spending" or "financial flow" measurement focus. This means that the operating statements report increases revenues and other financing sources) and decreases (expenditures and other financing Indicates the funds for which the County does not budget uses) in available spendable or appropriable resources. Only current assets and current liabilities are generally included on their governmental fund balance sheets. The reported fund balance (net current assets) is considered a measure of "available spendable resources". Noncurrent portions of long-term receivables due to governmental funds are reported on their balance sheets, in spite of their spending measurement focus. Special reporting treatments are used to indicate that they should not be considered available spendable resources, since they do not represent net current assets.  Recognition of governmental fund type revenues represented by non-current receivables is deferred until they become available.

The General Fund is the general operating fund of the County. It is used to account for all financial resources except those accounted for in another fund.

Special Revenue Funds are used to account for the proceeds of specific revenue sources (other than expendable trusts or major capital projects) that are legally restricted to expenditures for specified purposes.

Capital Projects Funds are used to account for financial resources to be used for the acquisition or construction of major capital facilities.
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Debt Service Funds are used to account for the accumulation or resources for, and the payment of, principal, interest, and related costs of general long-term debt.

Proprietary Fund Type. Proprietary funds are accounted for on an "income determination" or "cost of services" measurement focus (similar to commercial/industrial "for profit" organizations). Therefore, the operating statements report increases (revenues) and decreases (expenses) in economic net worth, and the fund equity on the balance sheet provides an indication of the economic net worth. All assets and all liabilities (whether current or non-current) associated with their activity are included on their balance sheets. Their reported fund equity (net total assets) is segregated into contributed capital and retained earnings components.

Enterprise Funds account for operations (a) that are financed and operated in a manner similar to private business enterprises--where the intent of the governing body is that the costs (expenses, including depreciation) of providing goods or services to the general public on a continuing basis be financed or recovered primarily through user charges; or (b) where the governing body has decided that periodic determination of revenues earned, expenses incurred, and/or net income is appropriate for capital maintenance, public policy, management control, accountability, or other purposes. The County has one enterprise fund, the Geographic Information System Fund (GIS), to account for the sale of GIS data/maps and updating the GIS database.

Internal Service Funds accounts for operations that provide services to other departments or agencies of the county, or to other governments, on a cost-reimbursed basis. The County has one internal service fund, the Employee Services Reserve Fund, to account for services provided by employees, including compensated absences.

Fiduciary Fund Type

Expendable Trust and Agency Funds are accounted for in essentially the same manner as governmental funds. Agency funds are used to account for assets held by the County as an agent for individuals, private organizations, other governments, or other funds. Agency funds are custodial in nature (assets equal liabilities) and do not involve measurement of results of operations.

Account Groups

General Fixed Assets used in governmental fund type operations (general fixed assets) are accounted for in the General Fixed Assets Account Group, rather than in governmental funds. Long-term liabilities expected to be financed from governmental funds are accounted for in the General Long-Term Debt Account Group, not in governmental funds. The two account groups are not funds. They are concerned only with measurement of financial position and are not involved with measurement of results of operations. Since depreciation is an expense, but not an expenditure of available spendable resources, depreciation is reported on the operating statements of proprietary funds similar to commercial/industrial.

General Long-Term Obligation Account Group is used to account for the County's long- term liabilities other than those accounted for in enterprise funds.
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Organization Structure

Dakota County prepares and presents its budget by organization (by division) structure versus by fund type. Dakota County has one blended component unit; the Dakota County Regional Rail Authority. Dakota County adopts a budget for all funds reported on in the Comprehensive Annual Financial Report with the exception of the Internal Service Fund and Trust and Agency Funds. Table 2, below, lists the fund type where expenditures and revenues for each County department, including the Dakota County Regional Rail Authority, are recorded and budgeted. The table is organized by division.

	TABLE 2. Fund Type to Account for Department Budgets

	Division/Department                            Fund Type
	Division/Department               Fund Type

	County Administration 

County Administration                        General Revenue Fund

County Board                                      General Revenue Fund

General Services Division

General Services Administration        General Revenue Fund

Assessor                                            General Revenue Fund

Information Technology                     General Revenue Fund

Financial Services                              General Revenue Fund

Property Records                               General Revenue Fund

Facilities Management                       General Revenue Fund

County Fair                                         General Revenue Fund

Historical Society                                General Revenue Fund

Library                                                 General Revenue Fund

Employee Relations                            General Revenue Fund

Treasurer-Auditor                             General Revenue Fund

Countywide Operations                   General Revenue Fund 

Physical Development Division

Phy. Dev. Admin.                                General Revenue Fund

Fund Highway                                     Special Revenue Fund 

Parks                                                   Special Revenue Fund 

Office of Planning                               General Revenue Fund 

Soil & Water Conservation Dist.         General Revenue Fund 

Survey and Land Information             General Revenue Fund 

Geographic Information System         Enterprise Fund


	Community Services Division
Comm. Serv. Admin.         Special Revenue Fund

Social Services                  Special Revenue Fund 

Employ. & Econ. Asst.       Special Revenue Fund

Public Health                      Special Revenue Fund 

Veterans' Services             Special Revenue Fund 

Community Corrections      Special Revenue Fund

Extension Services             Special Revenue Fund

Public Safety

County Sheriff                   General Revenue Fund

Emergency Services         General Revenue Fund

Coroner                             General Revenue Fund 

County Attorney              General Revenue Fund

District Court                   General Revenue Fund

Capital Improvement Programs

lntermodal CIP                  General Revenue Fund

Highway CIP                     Special Revenue Fund 

Parks CIP                          Special Revenue Fund

Building CIP                      Capital Projects

Debt Service                     Debt Service Fund

Regional Rail                    Special Revenue Fund 

Authority   
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Reserved and Designated Fund Balance

Dakota County recognizes the makeup of fund balance in terms of reserved and designated. Reserved fund balance is the portion of fund balance that is either legally restricted to a specific future use or is not available for appropriation or expenditure. Designated fund balance reflects management plans to segregate financial resources for specific future purposes. Fund balance is reserved for construction, encumbrances, inventory, debt service, and other incidental items. Fund balance is designated for future expenditures, carryover and insurance, cash flow, Capital Improvement Program, Budget Incentive Program, Capital Equipment Program, budget stabilization, and petty cash. The chart below provides a break-down of fund balance in terms of the reserved and designated categories as of December 31, 1997. Dakota County had no undesignated fund balance as of December 31, 1997.

Explanation of Reserved and Designated Fund Balance
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Budget

Stabilization $19.64

Fixed Assets

$131.10

Budget

Incentive Plan $10.47

At the end of 1997, Dakota County had $38.07 million of fund balance reserved, $119.36 million designated, and the balance of $131.10 in fixed assets.

Debt Service

for Bond

Refinancing

(Reserved)

$33.87

Capital

Improvement

Projects $18.03

Cash Flow

$32.13
Fund balance is projected to increase by $10 million plus from 1997 to 1998, excluding changes in fixed assets and a reduction in Debt Service for bond refinancing.

Other

(Reserved) $1.65
Carryover & Insurance 

$4.67

Fixed Assets. The value of land; buildings, improvements; machinery and equipment; and construction in progress make up the fixed assets fund balance.

Budget Stabilization. Designation of fund balance to provide funding for the Five-Year Budget Plan in years when current year surpluses are not adequate to provide funding. The amount of designation will change from year-to-year depending on actual budget surplus amount.

Capital Equipment Program and Budget Incentive Program. The County has and will continue to designate a portion of annual growth in fund balance to fund the Capital Equipment
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Program (CEP), and the Budget Incentive Program (BIP). The use of fund balance as a funding source is limited to one-time expenditures and not long-term commitments.

Capital Improvement Projects. The unspent funds approved for capital improvement projects are designated at year end for future expenditure. The amount of designation varies from year to year due to timing diff erences between when cash is received and when it is spent.

Cash Flow. Fund balance is designated to ensure that cash is available to cover expenditures made prior to annual cash inflow from property tax collection (twice a year) and other revenues. Cash flow designation is maintained at 40% of current property tax amount, excluding current property tax for Capital Improvement Program.

Carryover and Insurance. Funds balance is designated to cover insurance liabilities and County Board approved carryover of expenditure authority due to timing of projects or other defined circumstances.

Future Expenditures. The amount departments have set-aside to use to finance future years' budgeted expenditures.

Other Reserved. This includes reserves for inventory, pre-paid expenses, and encumbrances. Reserved fund balance is the portion of fund balance legally restricted to a specific future use or is not available for appropriation or expenditure. Inventory is defined as the amount of goods to be used in operations that are still available at year-end. Other reserved may also include fund balance legally restricted to a specific future use, for example, an endowment to the Library.

Construction Reserved. Commitments that relate to unperformed contracts for goods and services.

Debt Service for Bond Refinancing. Reserved funds for bond refinancing. Refinancing bond payments were completed in 1998 eliminating this reserve.

Note. Compensated Absences. In 1997 Dakota County changed compensated absences from designated fund balance to a liability. Compensated absences refers to unused accumulated vacation leave, compensatory time, vested sick leave, and flex leave which would be due to employees at termination. Dakota County reduced fund balance, in 1997, when $8.9 million was transferred to a newly created Employee Services Reserve Internal Service Fund.
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Future Fund Balance Changes

Most fund balance reserves and designations vary significantly from year to year based on the timing of expenditures and revenues (i.e., cash may be collected in one year and expended in another). However, the year-end Cash Flow Designation and Budget Stabilization Designation are not impacted by timing of expenditures and revenues. The County's Fund Balance Plan is structured to insure that an appropriate amount of fund balance is available for these needs. Table 3, below, provides a long-term projection for change in fund balance designations for the Budget Stabilization Fund and cash flow requirements.

	TABLE 3. Long-Term - Projected Change in Fund Balance (not adjusted for inflation)

Available for Cash Flow and Budget Stabilization Fund Needs

	                                                                            1998      1999       2000       2001      2002       2003         2004          2005    2006

	Year End Fund Balance Designations:

Cash Flow Designation                                        34.63     37.13      39.63      42.13     44.63      47.13        49.63         52.13   54.63

Budget Stabilization Fund Designation                20.00     23.46      23,59      22.01     17.73      12.95        11.20         11.45   11.70 

	Beginning Balances of Designations                   54.63     60.59      63.22      64.14     62.36      60.08        60.83         63.58   66.33
Anticipated Annual Budget Surplus;

Investment Income                                                8.00      8.00       8.00        8.00         8.00        8.00         8,00          8.00      8.00 

Identified Budget Surpluses                                  3.14      4.71       5.00        5.00          5.00       5.00         5.00          5.00       5.00 

Annual 2.5% Savings of Department                    1.75      1.75       1.75        1.75          1.75       1.75         1.75          1.75       1.75 Operating Levy (due to department

attempt to remain within budget

amounts)

Other                                                                     3.50      2.50       1.50       0.50

	Total                                                                    16.39     16.96      16.25      15.25     14.75      14.75        14.75         14.75   14.75

Anticipated Annual Use of Budget Surplus:

Budget lncentiva/Capital Equipment                     6.00      6.00         5.00        6.00        6.00         6.00          6.00        6.00       6.00 Pmgrams

Five Year Budget Plan - Supplemental                 1.40      3.30        4.30        6.00        6.00          6.00         6.00         6.00    6.0O funding for Operations

Supplemental Capital Improvement                       4.00      4.00       4.00       4.00      4.00

Program

Supplemental Capital Equipment                                       2.00       2.00      2.00      2.00       2.00

Program

	Total                                                                    11.40     15.30      15.30      18.00     18.00      14.00        12.00         12.00   12.00

Net Change in Fund Balance - That is                 2.49      (0.84)     (2.55)     (5.25)    (5.75)     (1.75)       0.25          0.25    0.25 available for Cash Flow and Budget

Stabilization Designations

Net Change in Designations:
Cash Flow Designation                                          2.50      2.50       2.50         2.50       2.50        2.50           2.50          2.50      2.50  

Budget Stabilization Fund Designation                  2.49      (0.84)     (2.55)     (5.25)    (5.75)     (1.75)           0.25          0.25      0.25 

Not Change in Designations                                4.99      1.66       (0.05)     (2,75)    (3,25)        0.75          2.75         2.76      2.76
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Goals of Five-Year Budget Plan


Provide property tax relief


Provide incentive to save


Provide additional resources for Operations and Capital Improvement





Tool to manage fund balance growth





Fund Types and Account Groups


Fund Balance as of 


12/31/97 


Type                                                             In Millions of Dollars


Governmental Fund Typ              ........................... $156.9 M


- General                               $47.5 M


- Special Revenue                 $66.0 M 


- Debt Service                        $33.9 M 


- Capital Projects                   $9.5 M


Proprietary Fund Type          ..................................... $0.2 m


- Enterprise                             $0.2 M 


- Internal Service*                    n/a


Fiduciary Fund Type            ....................................... $0.6 M 


- Trust and Agency*               $0.6 M


Account Groups          ........................................... $131.1 m    


-General Fixed Assets        $131.1 M 


-General Long-term Obligation    n/a





Total County Fund Balance................................ $288.8 m 





*Indicates the funds for which the County does not budget
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