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Discussion Item Discussion of Adoption of Financial Policies 

Background The City of Takoma Park follows best practices in budgeting and financial 
processing. These practices have helped minimize risk, ensure that City services are 
provided without interruption and have allowed for responsible planning for 
infrastructure and other long-term investments. 
 
Many of these financial policies have not been formally adopted by the Takoma 
Park City Council. It is good practice to do so, however, so that current and future 
staff, Councilmembers and the public are clear on the reasons for the various 
policies, budget practices, and types of funds. This information allows us to 
understand past actions and gives a base of information for changes in the future as 
best practices change over time. 
 
With this work session, we will begin going over the financial policies the City has 
adopted, the financial policies the City follows but has not formally adopted, and the 
policies we would like to adopt in the future. It is expected that there will be other 
work session discussions before Code language is proposed. 
 
One benefit of adopting the financial policies is that adopted policies are required in 
order to apply for the Distinguished Budget Presentation Award from the 
Government Financial Officers Association (GFOA). The City has received the 
GFOA Certificate for Excellence in Financial Reporting for its Comprehensive 
Annual Financial Report (CAFR) every year since 2006, but has not been in the 
position to apply for the budget award. Both awards acknowledge the City’s ability 
to provide reliable and transparent financial statements to stakeholders. 
  

Policy Ensure a Takoma Park that is fiscally, environmentally, and economically 
sustainable 
 
Ensure that Takoma Park has an engaged, responsive, and service-oriented 
government. 

Fiscal Impact n/a 



 

Attachments • Memo from Incoming Finance Director to City Manager  
• GFOA. Distinguished Budget Presentation Awards Program. Awards 

Criteria. (p 4-5). 
http://www.gfoa.org/sites/default/files/u63/2014BudgetCriteriaExplanations.
pdf 

• GFOA. (2009). GFOA Best Practice. Determining the Appropriate Level of 
Unrestricted Fund Balance in the General Fund. October, 2009. Retrieved 
on August 17, 2015 from http://www.gfoa.org/determining-appropriate-
level-unrestricted-fund-balance-general-fund 

• GFOA. (2010a). GFOA Best Practice. Asset Maintenance and Replacement. 
March, 2010. Retrieved on August 17, 2015 from http://www.gfoa.org/asset-
maintenance-and-replacement. 

• GFOA. (2013b). GFOA Best Practice. Capital Planning Policies. 
September, 2013. Retrieved on August 17, 2015 from 
http://www.gfoa.org/capital-planning-policies. 

Other Links • GFOA. (1998). GFOA Best Practice.  Recommended Budget Practices from 
the National Advisory Council on State and Local Budgeting. January 1998. 
Retrieved August, 31, 2015 on from 
http://www.gfoa.org/sites/default/files/BUDGET_RECEOMMENDED_BU
DGET_PRACTICES_FROM_THE_0.pdf 

• GFOA. (2001). GFOA Best Practice.  Adopting Financial Policies. January 
2001. Retrieved August, 31, 2015 on from http://www.gfoa.org/adopting-
financial-policies 

• GFOA. (2010b). GFOA Best Practice. Creating an Investment Policy. 
October, 2010. Retrieved on August 31, 2015 from 
http://www.gfoa.org/asset-maintenance-and-replacement. 

• GFOA. (2012). GFOA Best Practice. Debt Management Policy. October, 
2012. Retrieved on August  31, 2015 from 
http://www.gfoa.org/sites/default/files/DEBT_DEBT_MANAGEMENT_PO
LICY.pdf 

• GFOA. (2013a). GFOA Best Practice. Establishing an Effective Grants 
Policy. February 2013. Retrieved on August  31, 2015 from 
http://www.gfoa.org/sites/default/files/BUDGET_CEDCP_ESTABLISHING
_AN_EFFECTIVE_GRANTS_POLICY.pdf 

• Maryland Municipal League (MML). (2015).  Finance and Budgeting. 
Municipal Government Finances. Retrieved on August 17, 2015 from 
http://www.mdmunicipal.org/DocumentCenter/Home/View/268. 

Recommendation Discuss requirements for the Distinguished Budget Award and review/implement 
the necessary policies to meet the GFOA criteria for the award. 
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M E M O R A N D U M 

 TO:    Suzanne Ludlow, City Manager 

FROM:   Kara Onorato, Incoming Finance Director 

Date:   September 4, 2015 

RE:    Fund Balance and Capital Planning Policy Analysis 

 

Summary 

The City of Takoma Park’s Comprehensive Annual Financial Report (CAFR) dated June 30, 2014 
references a variety of fiscal policies and procedures. These policies and procedures have historically 
been based on the best practices suggested by GFOA. There is a need to update financial policies to 
reflect the CAFR and current best practices.  In particular, capital improvement planning, asset 
maintenance and fund balance are areas which need to be addressed to be consistent with the current 
practices cited within the CAFR.  

Background 

Definition of Governmental Fund Balances per CAFR 

In the governmental fund financial statements located in the CAFR, fund balances are classified into five 
areas and are as follows: 

 
1. Non-Spendable Fund Balance – amounts that cannot be spent either because they are in a 

non-spendable form or because they are legally or contractually required to be maintained 
intact.  This is comprised of prepaid expenses and inventory for trash bins. 
 

2. Restricted Fund Balance – amounts that can be spent only for specific purposes because of 
restrictions imposed externally by creditors (such as through debt covenants), grantors, 
contributors or laws or regulations of other governments or imposed by the City Charter, City 
Code or enabling legislation. These can be for street improvements, speed camera fund, items 
in the special revenue funds and items in the rehabilitation loans and grant fund.  

 
3. Committed Fund Balance – amounts that can be used only for specific purposes determined by a 

formal action (ordinance) by City Council, the City’s highest level of decision-making authority, 
and can only be changed by a formal action by City Council ordinance.  This category is for the 
equipment replacement reserve, the emergency reserve and the facility maintenance reserve. 

 
4. Assigned Fund Balance – amounts that are constrained by the City’s intent that they will be 

used for specific purposes but are neither restricted nor committed. Pursuant to the City 
Charter, the City Manager and the City Council are authorized to assign amounts for specific 
purposes.  Storm water projects and future expenditures in the general fund will be dedicated 
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to this category.  
 

5. Unassigned Fund Balance – all amounts not included in the above spendable classifications. 
 

The 2014 CAFR further states that the City will spend restricted fund balances first when both 
restricted and unrestricted resources are available. The City also spends committed fund balances  
first, assigned fund balances to be spent second and unassigned fund balances be spent last when other 
unrestricted fund balance classifications are available for use.  

 
City of Takoma Park Charter:  Fund Balance 

The CAFR mentions the City Charter as it relates to expenditure contingency, but does not discuss the 
City Charter relative to equipment reserve calculation or policies and procedures.  The specific section of 
the Charter is noted below for reference.  

Section 804 Reserve Provisions 

(a)    Emergency Reserve. A separate reserve shall be established to be used 
exclusively for emergency expenditures necessary for the health, safety or welfare 
of persons, or actions necessary to perform essential governmental functions, as 
determined and authorized by the Council by Specific ordinance. Such Emergency 
Reserve shall be no less than $250,000 for Fiscal Year 1996, and each fiscal year 
thereafter shall increase by a percentage equal to the percentage increase in the 
Consumers Price Index for all Urban Consumers, Washington-Baltimore, DC-MD-VA-
WV (November 1996=100) (CPI-U) or any replacement or successor index, from 
January of the second previous year to January of the prior year. The budget for 
each fiscal year shall include an amount necessary to maintain the Emergency 
Reserve at not less than $250,000 for Fiscal Year 1996, plus a percentage increase 
each year equal to the percentage increase in the CPI-U, DC-MDVA- WV from 
January of the second previous year to January of the prior year. 

(b)    Equipment Replacement Reserve. There shall be established a separate 
reserve for the replacement of major capital items. This reserve shall be separate 
and apart from the Emergency Reserve, as prescribed in Section 804(a). Major 
capital items that have a purchase price greater than or equal to 0.5% of the total 
budget revenues, at the time of purchase, shall be included in this reserve. Each 
year’s budget shall include expenditures in the form of payments to the reserve, 
based on purchase price and the estimated useful life of each item, necessary to 
maintain the reserve at a level sufficient to replace the covered items. At such time 
it is determined necessary and appropriate to replace items covered by this reserve, 
that year’s budget shall include revenues to be drawn from the reserve to replace 
covered items; however, if it is determined that the reserve contains insufficient 
funds to fully fund the replacement of one or more items, additional revenues from 
other sources may also be designated. The list of items covered by this reserve, 
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along with the estimated useful life and amounts designated for replacement shall 
be available for public inspection. The Council shall enact by ordinance such 
additional criteria and procedures as are necessary to operate the Equipment 
Replacement Reserve. 

(c)    Other Reserves. As it deems necessary, the Council may establish and maintain 
additional reserves as may be necessary. Such reserves shall be established by 
ordinance. 

Capital Improvement Planning and Replacement per CAFR 
 
While the CAFR does not make reference to specific capital improvement planning and replacement 
procedures the City follows, it does address the following: 
 

1. Capital assets are considered to be items “which have an individual acquisition cost or 
donated value of at least $5,000 (except for infrastructure which is $100,000) and an 
estimated useful life of three years or more.”  
 

2. Intangible assets have an acquisition cost or donated value of “$500,000 for internally 
generated computer software, $250,000 for other computer software and $100,000 for 
land use rights and other intangible assets.”  

 
3. Straight line method of depreciation is used over the following useful life schedule: 

 
a. Buildings     20-40 years 
b. Improvements Other Than Buildings  25-50 years 
c. Equipment     4-10 years 
d. Infrastructure    25-50 years 

  
 

Specific GFOA Recommendations 

In a series of publications, GFOA makes recommendations for best financial practices.  The 
recommendations, which cover appropriate levels of fund balance, asset maintenance and replacement 
and capital planning, are applicable when discussing financial policies for the City of Takoma Park.  The 
summary of these recommendations is as follows: 

1. Establish a policy for a system that will allow for regular review of the condition of assets and 
devise a plan and budget for maintenance and replacement.   
 

a. Funds for maintenance and replacement of assets should be allocated in a multi-year 
capital plan that should include projections of estimated useful lives and replacement 
costs.   
 

b. Reports regarding replacement plans and allocation of funds should be given on a 
routine basis to elected officials and should be made available to the general public 
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upon request.   
 

2. Establish a policy that will outline guidelines for creating sustainable capital planning. 
 

a. Include guidelines for how capital projects will be coordinated and what the financing 
strategies will be.  
 

b. Explain what roles, responsibilities and expectations for the process will be shared by 
each stakeholder.   
 

3. Establish a policy to address the level of unassigned fund balance within the general fund.  
Minimum levels are recommended to be no less than two months of regular operating expenditures. 
The uses should be for non-recurring, one-time expenditures. 

 

Consistent with these GFOA recommendations, staff proposes reviewing and developing policies in the 
following areas:  

Fiscal Policies 

1. Asset Maintenance Policy 
2. Capital Improvement Policy 
3. Fund Balance and/or Reserves Policy 
4. Accounting, Auditing, and Financial Reporting Policy 
5. Investment/Cash Management Policy 
6. Debt Management Policy 
7. Operating and Capital Budget Policy 
8. Procurement/Purchasing Policy 
9. Purchasing/Credit Card Policy 
10. General Revenue Management Policy 
11. Fees and Cost Recovery Policy 

Internal/Administrative Policies 

1. Employee Expense Reimbursement Policy 
2. Travel Policy 
3. Grant Policy 
4. Gift and Donation Policy 
5. Insufficient Funds Policy  

Next Steps 

The Finance Department will work with the necessary staff to determine what, if any, policy exists in 
each area.  The Finance Department will then research GFOA best practice recommendations to assist in 
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drafting an effective policy. Staff will work with the City Attorney’s office to determine if changes are 
needed to the City Charter and Code. Where needed, the City Attorney’s office will draft legislation to 
be considered by the City Council.  

References 

Comprehensive Annual Financial Report (CAFR). (2014).  City of Takoma Park. June 30, 2014.  
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Distinguished Budget Presentation Awards Program 
Government Finance Officers Association 

  
Awards Criteria 

(and explanations of the Criteria) 
 
#C1.  Mandatory:  The document shall include a table of contents that makes it 
easier to locate information in the document. 
 
Criteria Location Guide Questions 

1. Is a comprehensive table of contents provided to help the reader locate 
information in the document? 

2. Are all pages in the document numbered or otherwise identified? 
3. Do the page number references in the budget or electronic table of contents agree 

with the related page numbers in the budget or electronic submission? 
 
Explanation 
Detailed indices preceding individual sections can be helpful, but they are not a substitute 
for a single comprehensive table of contents. Care should be taken in developing budget 
or electronic page number references in the table of contents, so they agree with the 
related page numbers in the budget document or electronic submission.  The use of whole 
numbers as page numbers is easier to follow. 
 
#P1: The document should include a coherent statement of organization-wide, 
strategic goals and strategies that address long-term concerns and issues. 
 
Criteria Location Guide Questions 

1. Are non-financial policies/goals included? 
2. Are these policies/goals included together in the Budget Message or in another 

section that is separate from the departmental sections? 
3. Are other planning processes discussed? 

 
Explanation 
This criterion relates to the long-term, entity-wide, strategic goals that provide the context 
for decisions within the annual budget.  Consider including action plans or strategies on 
how the goals will be achieved.    
 
Refer to GFOA’s best practice on Establishment of Strategic Plans. 
 
#P2: The document should describe the entity’s short-term factors that influence the 
decisions made in the development of the budget for the upcoming year. 
 
Criteria Location Guide Questions 

1. Are short-term factors addressed? 
2. Does the document discuss how the short-term factors guided the development of 

the annual budget? 
3. Is a summary of service level changes presented? 

 
Explanation 
This criterion requires a discussion of the key factors that guide the development of the 
upcoming year’s budget. Factors that might be included relate to: salary and benefit 
guidelines, fees, capital improvements, program enhancements or reductions, tax levels, 

Make sure every page in the budget 
document is sequentially numbered. 

Look at GFOA best practice on 
Establishment of Strategic Plans. 

Factors should include a mix of 
operational and financial items. 

Table of 
Contents 

Strategic 
Goals and 
Strategies 

Short-term   
organization
- wide 
factors



 2

use of reserves, service level assumptions, unfunded mandates, economic development 
strategies, inflation assumptions, and demographic assumptions.   
 
#P3. Mandatory:  The document shall include a budget message that articulates 
priorities and issues for the upcoming year. The message should describe significant 
changes in priorities from the current year and explain the factors that led to those 
changes. The message may take one of several forms (e.g., transmittal letter, budget 
summary section).      
 
Criteria Location Guide Questions 

1. Does the message highlight the principal issues facing the governing body in 
developing the budget (e.g., policy issues, economic factors, regulatory, and 
legislative challenges)? 

2. Does the message describe the action to be taken to address these issues? 
3. Does the message explain how the priorities for the budget year differ from the 

priorities of the current year? 
4. Is the message comprehensive enough to address the entire entity?  

 
Explanation 
This criterion requires a summary explanation of key issues and decisions made during 
the budget process. The budget message also should address the ramifications of these 
decisions.  It is recommended that the total amount of the budget be included in the 
budget message.  
 
#C2.  Mandatory: The document should provide an overview of significant 
budgetary items and trends. An overview should be presented within the budget 
document either in a separate section (e.g., executive summary) or integrated within 
the transmittal letter or as a separate budget-in-brief document. 
 
Criteria Location Guide Questions 

1. Is an overview contained in the budget message/transmittal letter, executive 
summary, or in a separate budget-in-brief document?  

2. Is summary information on significant budgetary items conveyed in an easy to 
read format?   

3. Is summary information on budgetary trends provided?   
 
Explanation 
The intent of this criterion is to help readers quickly understand major budgetary items 
and trends (revenues, expenditures, and capital). Highlighting, indentation, bullet points, 
outlines, tables, or graphs may help in communicating this information. If a budget-in-
brief is published as a separate document, inclusion of easy to read summary financial 
information in the main budget document is encouraged.    
 
Refer to GFOA’s best practice on Effective Presentation of the Budget Document. 
 
#O1. Mandatory:  The document shall include an organization chart(s) for the entire 
entity. 
 
Criteria Location Guide Question 
 

1. Is an organization chart provided which shows the entire entity? 
 

 

Discuss issues and offer solutions. 

Present the budget overview in a concise manner. 

Make sure the organization chart is legible. 

Priorities 
and Issues 

Budget 
Overview 

Organization 
Chart 
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Explanation 
This criterion requires that an organizational chart be presented only for the overall 
entity.  Organizational charts for individual units are not required.  When organizational 
charts are provided for individual units within the entity, those charts should be presented 
in such a way as to underscore the link between the individual unit and the overall entity. 
 
#F1:  The document should include and describe all funds that are subject to 
appropriation. 
 
Criteria Location Guide Questions 

1. Is a narrative or graphic overview of the entity’s budgetary fund structure 
included in the document? 

2. Does the document indicate which funds are appropriated?  (Other funds for 
which financial plans are prepared also may be included in the document.) 

3. Does the document include a description of each individual major fund included 
within the document?  

4. If additional or fewer funds are included in the audited financial statements, does 
the document indicate this fact? 

 
Explanation 
Showing an entity’s budgetary fund structure is essential for understanding its financial 
configuration. An overview of the budgeted funds should be included in the document.   
This overview should include each major fund’s name and either (1) an indication of 
whether the fund is a governmental, proprietary, or fiduciary fund OR (2) an indication of 
the fund type of each fund (e.g., general, special revenue, enterprise fund).  Any fund 
whose revenues or expenditures, excluding other financing sources and uses, constitute 
more than 10% of the revenues or expenditures of the appropriated budget should be 
considered a major fund for this purpose.  The entity needs to identify its major funds. 
 
#O2: The document should provide narrative, tables, schedules, or matrices to show 
the relationship between functional units, major funds, and nonmajor funds in the 
aggregate.   
 
Criteria Location Guide Questions 

1. Is the relationship between the entity’s functional units, major funds, and 
nonmajor funds in the aggregate explained or illustrated?  

 
  
Explanation 
Since most entities use more than one way of classifying financial and operational 
information, this criterion requires an explanation or illustration of the relationship 
between functional units, major funds, and nonmajor funds in the aggregate.  A matrix is 
one way to show this relationship.  
 
#F2:  The document shall explain the basis of budgeting for all funds, whether cash, 
modified accrual, or some other statutory basis. 
 
Criteria Location Guide Questions 

1. Is the basis of budgeting defined (eg., modified accrual, cash, or accrual) for all 
funds included in the document?  

2. If the basis of budgeting is the same as the basis of accounting used in the entity’s 
audited financial statements, is that fact clearly stated?  

An ‘organization chart’ of the government’s funds is useful. 

The department/fund relationship can be shown 
through the use of a matrix. 

Fund 
Descriptions 
and Fund 
Structure 

Department/ 
Fund 
Relationship 

Basis of 
Budgeting 
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3. If the basis of budgeting is not the same as the basis of accounting used in the 
entity’s audited financial statements, are the differences described?  

 
 

Explanation 
The document should clearly identify the basis of budgeting (e.g., modified accrual, cash, 
accrual) employed by the entity for each category of funds represented (governmental, 
proprietary, and fiduciary).   If the basis of budgeting is identical to the basis of 
accounting used in the audited fund financial statements in the basic financial statements 
for some or all categories of funds, that fact should be clearly stated.  Differences 
between the basis of budgeting and the basis of accounting should be identified.  
 
For examples of differences between the basis of budgeting and the basis of accounting, 
refer to GFOA’s best practice, Basis of Accounting versus Budgeting Basis. 
 
#P4. Mandatory: The document should include a coherent statement of entity-wide 
long-term financial policies.  
 
Criteria Location Guide Questions  

1. Is there a summary of financial policies and goals? 
2. Do the financial policies include the entity’s definition of a balanced budget? 
3. Are all financial policies presented in one place? 
 
 

Explanation 
This criterion requires a discussion of the long-term financial policies.  Financial policies 
that should be included (but not limited to) and formally adopted relate to: (1) financial 
planning policies, (2) revenue policies, and (3) expenditure policies.  The entity should 
adopt a policy(s) that defines a balanced operating budget, and indicate whether the 
budget presented is balanced. The entity should adopt a policy(s) that supports a financial 
planning process that assesses the long-term financial implications of current and 
proposed operating and capital budgets, budget policies, and cash management and 
investment policies.  The entity should adopt a policy(s) to inventory and assess the 
condition of all major capital assets.  Revenue policies should consist of diversification, 
fees and charges, and use of one-time and unpredictable revenues.  Expenditure policies 
should consist of debt capacity, issuance, and management, fund balance reserves, and 
operating/capital budget versus actual monitoring.   
 
Refer to GFOA’s best practices on  (1) Adopting Financial Policies, (2) Long-Term 
Financial Planning, (3) Multi-Year Capital Planning, (4) Establishing Government 
Charges and Fees, (5) Debt Management, (6) Determining the Appropriate Level of 
Unrestricted Fund Balance in the General Fund, (7) Determining the Appropriate Level 
of Working Capital in Enterprise Funds (8) Creating a Comprehensive Risk Management 
Program, and (9) Establishing an Effective Grants Policy. 
 
#P5.  Mandatory: The document shall describe the process for preparing, reviewing, 
and adopting the budget for the coming fiscal year. It also should describe the 
procedures for amending the budget after adoption.  
 
Criteria Location Guide Questions 

1. Is a description of the process used to develop, review, and adopt the budget 
included in the document?   

Make sure exceptions between basis of budgeting and basis of accounting are noted. 

Look at GFOA best 
practice on Adoption of 
Financial Polices. 

Financial 
Policies 

Budget 
Process 
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2. Is a budget calendar provided to supplement (not replace) the narrative 
information on the budget process?   

3. Is a discussion of how the budget is amended provided in the budget document 
available to the public (including the budgetary level of control)? 

 
Explanation 
This criterion requires a concise narrative description of the budget process, including an 
explanation of relevant legal or policy requirements. This description should include the 
internal process to prepare the budget, the opportunities for public input, and the actual 
adoption of the budget.  A budget calendar should be included (noting both key operating 
and capital dates), although its format may vary.  Inclusion of dates in the narrative 
description of the budget process will not satisfy this criterion. The process for amending 
the budget after adoption should be covered.  The description of the amendment process 
should identify the level at which the governing body must approve changes.   
 
Refer to GFOA’s best practice on Public Participation in Planning, Budgeting, and 
Performance Management as a guide on public involvement in the budget process. 
 
 
#F3.  Mandatory:  The document shall present a summary of major revenues and 
expenditures, as well as other financing sources and uses, to provide an overview of 
the total resources budgeted by the organization. 
 
Criteria Location Guide Questions 

1. Does the document include an overview of revenues and other financing sources 
and expenditures and other financing uses of all appropriated funds?  

2. Are revenues and other financing sources and expenditures and other financing 
uses presented either (1) together in a single schedule OR (2) in separate but 
adjacent/sequential schedules OR (3) in a matrix?   

3. Are revenues presented by major type in this schedule (e.g., property taxes, 
intergovernmental, sales taxes, fees and charges)?  

4. Are expenditures presented by function, organizational unit, or object in this 
schedule? (For funds other than the main operating fund of the entity, a 
presentation by fund normally would satisfy this requirement.) 

 
 

Explanation  
This criterion requires a summary of the revenues and other financing sources and 
expenditures and other financing uses of all appropriated funds in one place in the budget 
document.  Other funds may be included in this schedule, but appropriated funds must be 
included.  Both revenues and other financing sources and expenditures and other 
financing uses must be presented either (1) together in a single schedule OR (2) in 
separate but adjacent/sequential schedules OR (3) in a matrix.  Merely showing fund 
totals in a summary schedule is not proficient. 

 
Revenues should be presented by type (e.g., property tax, sales tax, fees and charges, 
intergovernmental) for all appropriated funds in total.  A more detailed presentation that 
also shows revenues by major fund is encouraged, but not required. Expenditures should 
be presented either by function, organizational unit or object.  
 
#F4.  Mandatory:  The document must include summaries of revenues and other 
financing sources, and of expenditures and other financing uses for the prior year 

Break out revenues by type and expenditures by function, 
organizational unit, or object.

Include the public in your budget process. 

Consolidated 
Financial 
Schedule 
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actual, the current year budget and/or estimated current year actual, and the 
proposed budget year. 
 
Criteria Location Guide Questions 

1. For annual budgets, are revenues and other financing sources and expenditures 
and other financing uses for the prior year, the current year, and the budget year 
presented together on the same schedule(s) or on schedules presented on 
adjacent/sequential pages?  

2. Is this information presented for the appropriated funds in total (or for the entity 
as a whole if no appropriated funds are included)? 

3. Is this information also presented at a minimum for each major fund and for other 
(i.e. nonmajor) funds in the aggregate (or for each significant fund and other 
funds in the aggregate if no appropriated funds are included)?  

4. For biennial budgets, are revenues and other financing sources and expenditures 
and other financing uses for the prior year, the current year, and both budget years 
presented together on the same schedule(s) or on separate schedules presented on 
adjacent/sequential pages?  

 
Explanation  
This criterion requires a schedule(s) that includes both revenues and other financing 
sources and expenditures and other financing uses for at least three budget periods (prior 
year actual, current year, and budget year).  The data for the prior year should be the 
actual revenues and expenditures.  However, the entity may choose whether to use 
current year budget and/or estimated figures.  Alternately, the document may include 
both the current year budget and the current year estimated amounts. Also, the document 
may include a discussion of any changes to the budget for the current year.  However, 
such a discussion is not required.  Any fund whose revenues or expenditures, excluding 
other financing sources and uses, constitute more than 10% of the revenues or 
expenditures of the appropriated budget should be considered a major fund.  Of course, 
information for other funds also may be presented. Information for individual major 
funds, nonmajor funds in the aggregate, and the entity as a whole may be presented on a 
single schedule OR on separate schedules.  Regardless of the format selected, the 
information for both revenues and expenditures must be included (1) on the same 
schedule(s) OR (2) on schedule(s) presented on adjacent/ sequential pages.  As in the 
prior criterion, revenues should be presented by type (e.g., property tax, sales tax, fees 
and charges, intergovernmental) and expenditures should be presented either by function, 
organizational unit or object. 
 
Entities with biennial budgets should present data for four years - one prior year actual, 
current year budget and/or estimated amount, and budget for both years of the biennium.   
 
#F5.  Mandatory:  The document shall include projected changes in fund balances, 
as defined by the entity in the document, for appropriated governmental funds 
included in the budget presentation (fund equity if no governmental funds are 
included in the document).   
    
Criteria Location Guide Questions 

1. Does the document include the entity’s definition of “fund balance” (or of “fund 
equity” if no governmental funds are included in the entity - frequently the 
noncapital portion of net assets)?   

2. Is the fund balance (equity) information presented for the budget year? 

Break out revenues by type and expenditures by 
function, organizational unit, or object for the all 
funds total and individual funds. 

Three (Four) 
Year 
Consolidated 
and Fund 
Financial 
Schedules 

Fund 
Balance 
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3. Is there a schedule showing (1) beginning fund balances, (2) increases and 
decreases in total fund balances (reported separately), and (3) ending fund 
balances for appropriated governmental funds? 

4. Is this information presented at a minimum for each major fund and for nonmajor 
governmental funds in the aggregate?   

5. If fund balances of any major fund or the nonmajor funds in the aggregate are 
anticipated to increase or decline by more than 10%, does the document include a 
discussion of the causes and/or consequences of these changes in fund balance?    

6. If an entity has no governmental funds, is the change in the fund equity presented 
for (1) the entity as a whole, (2) the main operating fund, and (3) each significant 
fund?   

7. If an entity has no governmental funds and the fund equity of any significant fund 
or other funds in the aggregate is anticipated to change by more than 10%, does 
the document include a discussion of the causes and/or consequences of any 
change in fund equity that is greater than 10% in either a significant fund or other 
funds in the aggregate? 

8. For biennial budgets is the change in fund equity presented separately for both 
years of the biennium? 

 
Explanation 
This criterion requires that beginning and ending fund balances, as defined by the entity 
in the budget document, be shown for the budget year, as well as revenues, expenditures, 
and other financing sources/uses. This information must be provided for each major fund 
and for the nonmajor governmental funds in the aggregate. The information may be 
included on the schedule(s) with the three-year data or may be presented on a separate 
schedule(s).  Both the beginning and ending fund balances must be clearly labeled.  If the 
entity budgets on a cash basis, the schedule may show beginning and ending cash rather 
than fund balance.  If the fund balances of any major fund or the nonmajor funds in the 
aggregate are expected to change by more than 10%, the changes should be discussed in 
the budget message/transmittal letter or at the bottom of the schedules identifying the 
change.  If the ending fund balances are greater than the amount or percentage that the 
financial policies require to be set aside, the entity is encouraged to state that fact.  
Changes in fund equities for entities with no governmental funds should be reported.  
 
Refer to GFOA’s best practice on Determining the Appropriate Level of Unrestricted 
Fund Balance in the General Fund and Determining the Appropriate Level of Working 
Capital in Enterprise Funds. 
 
#F6.  Mandatory:  The document shall describe major revenue sources, explain the 
underlying assumptions for the revenue estimates, and discuss significant revenue 
trends. 
 
Criteria Location Guide Questions 

1. Are individual revenue sources described?  
2. Do the revenue sources that are described represent at least 75 percent of the total 

revenues of all appropriated funds? 
3. Are the methods used to estimate revenues for the budget year described (e.g., 

trend analysis, estimates from another government or consulting firm)? 
4. If revenues are projected based on trend information, are both those trends and the 

underlying assumptions adequately described? 
 Trend graphs can be useful in revenue analysis. 

Discuss fund balance changes over 10%. 

Revenues 
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Explanation  
This criterion requires that the major revenues of the appropriated funds in the aggregate 
be identified and described.  If an outside source (e.g., another government or consulting 
firm) provides an estimate of the revenue for the budget year, that fact must be clearly 
stated.  If the entity uses trend analysis to project particular revenue, a discussion of the 
revenue trend is required in addition to any schedules or graphs depicting the revenue 
trend.  If the projections are based on trend analysis, the discussion must identify factors 
that affect the trend, such as changes in the local economy, a new housing development, 
or fee increases.  Do not just focus on General Fund revenues.  
 
Refer to GFOA’s best practice on Financial Forecasting in the Budget Preparation 
Process. 
 
#F7: The document should explain long-range financial plans and its effect upon the 
budget and the budget process. 
 
Criteria Location Guide Questions 

1. Are long-range financial plans identified?  
2. Do your long-range financial plans extend out at least two years beyond the 

budget year? 
3. Is there a concise explanation or illustration of the linkage between the entity’s 

long-range financial plans and strategic goals? 
 
 
Explanation 
This criterion requires the identification of long-range financial plans that extend beyond 
the budget year. The impacts of the long-range financial plan upon the current budget and 
future years should be noted.  
 
Refer to GFOA best practices on (1) Long-Term Financial Planning, (2) Establishment of 
Strategic Plans, (3) Budgeting for Results and Outcomes, and (4) Multi-Year Capital 
Planning. 
 
#F8. Mandatory: The document should include budgeted capital expenditures, 
whether authorized in the operating budget or in a separate capital budget. 
 
Criteria Location Guide Questions 

1. Does the document define “capital expenditures”? 
2. Does the document indicate the total dollar amount of capital expenditures for the 

budget year (both budget years for biennial budgets)? 
3. Are significant nonrecurring capital expenditures described along with dollar 

amounts? (Information in a separate CIP document does not satisfy this criterion.) 
4. If the entity has no significant nonrecurring capital expenditures, is that fact 

clearly stated in the document?  
 

Explanation  
This criterion does not mandate any particular definition of “capital expenditures,” only 
that whatever definition is being used by the entity be disclosed. 
 
After defining capital expenditures, the entity should indicate the total dollar amount of 
such expenditures for the budget year.  The entity is encouraged, but not required, to 
provide a summary of capital expenditures by major project, type, fund, or user.  

Include discussion on major capital projects. 

Include long-range financial plans that extend 
beyond the budget year. 

Long-
range 
Financial 
Plans 

Capital 
Expenditures 
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Recurring capital expenditures are those that 1) are included in almost every budget and 
2) will have no significant impact on the operating budget. For example, the construction 
of a new school building, because of its significant impact, would almost always be 
considered nonrecurring, even if such construction is a frequent occurrence. If the entity 
has only insignificant recurring capital expenditures, the document should clearly state 
that fact. 

If the entity has any significant, nonrecurring capital expenditures, the document should 
describe these items (i.e. indicate the project’s purpose and funding sources) and indicate 
the amount appropriated for the project during the budget year(s).  Also, the document 
should include the amount appropriated for significant, nonrecurring capital expenditures 
in the budget year.   

Refer to GFOA best practices on (1) Establishing Appropriate Capitalization Thresholds 
for Tangible Capital Assets, (2) Determining the Estimated Useful Lives of Capital 
Assets, (3) Incorporating a Capital Project Budget in the Budget Process, (4) Multi-Year 
Capital Planning and (5) Presenting the Capital Budget in the Operating Budget 
Document.  

#F9: The document should describe if and to what extent significant nonrecurring 
capital expenditures will affect the entity’s current and future operating budget and 
the services that the entity provides.  
 
Criteria Location Guide Questions 
 

1. Are anticipated operating costs associated with significant nonrecurring capital 
expenditures described and quantified (e.g., additional personnel costs, additional 
maintenance costs, or additional utility costs)?  (Information in a separate CIP 
document does not satisfy this criterion.) 

2. Are anticipated savings or revenues expected to result from significant 
nonrecurring capital expenditures described and quantified (e.g., reduced utility 
costs, lower maintenance costs)?  

 
Explanation  
This criterion asks for the identification of specific significant financial impacts upon 
current and future years that are likely to result from significant nonrecurring capital 
expenditures (other than the cost of the improvements themselves).  The entity may make 
its own determination of what is “significant.”  However, some examples of significant 
costs are those that (1) would require an increase in the tax rate OR (2) would result in a 
reduction in spending elsewhere in the budget OR (3) would require additional staff.  
Additional anticipated revenues and expenditure reductions also should be briefly 
described and quantified.  Concepts like net present value, return on investment, or 
payback period may be used. 
 
Identification of the anticipated non-financial impact of significant nonrecurring capital 
expenditures on services is encouraged.  Examples include a cleaner environment, 
improved response time by public safety employees, smaller class sizes in schools, and 
access to public buildings and public transportation by all citizens. 
 
#F10.  Mandatory:  The document shall include financial data on current debt 
obligations, describe the relationship between current debt levels and legal debt 
limits, and explain the effects of existing debt levels on current operations. 

Quantify and discuss operating impacts. 

Impact of 
Capital 
Improvements 
on Operating 
Budget 
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Criteria Location Guide Questions 

1. If the entity has legal debt limits: 
 Are debt limits described?   
 Are the amounts of debt limits expressed in terms of total dollars, 

millage rates or percentages of assessed value?  
 Are the amounts of debt subject to debt limits identified in the 

same terms used to describe the debt limits themselves?   
2. If the entity has no legal debt limits, is that fact clearly stated within the budget 

document?   
3. If the entity does not have and does not intend to issue debt, is that fact clearly 

stated?   
4. Is the amount of principal and interest payments for the budget year (two years for 

biennial budgets) shown for each major fund (for appropriated funds), for each 
significant unappropriated fund and for other funds in the aggregate?  

 
 
Explanation  
 
Entities should describe their legal debt limits.  The legal debt limits may be expressed in 
terms of total dollars, millage rates, or percentages of assessed value.  A graph may 
supplement the calculation, but may not be a substitute for the calculation.  If an entity 
has no legal debt limits, that fact should be clearly stated within the budget document.  
The budget document may omit the debt limits requirements only if the entity (1) has no 
debt, (2) has no intention of issuing debt, and (3) states this fact in the budget document.  
 
The document should indicate the impact of debt on the current budget by indicating the 
total amount of principal and interest payments to be paid during the year for each major 
appropriated fund and for each significant unappropriated and for other funds in the 
aggregate (two years for biennial budgets).    If the entity has variable rate debt or a 
balloon payment that could significantly alter debt levels in the future, the entity is 
encouraged to disclose that fact.  A repayment schedule may be presented, but is not 
required.  The entity is encouraged to discuss coverage requirements and actual coverage 
for revenue backed debt.  An entity may wish to discuss debt that it anticipates issuing 
separately from its discussion of outstanding debt. An entity should consider concisely 
describing the purpose and type of individual debt obligations. 
 
#O3. Mandatory: A schedule or summary table of personnel or position counts for 
prior, current and budgeted years shall be provided.   
 
Criteria Location Guide Questions 

1. Is a summary table of position counts provided for the entire entity?  
2. Does the table include the prior year, the current year, and budget year position 

counts?  
3. Are changes in staffing levels for the budget year explained? 
4. If there are no changes in staffing levels, is that item noted? 
 

 
Explanation 
This criterion requires a presentation of position counts or full time equivalents (FTEs) 
within the entity.  Presentation may be by position and/or by summaries of positions. 
Position summaries within individual departments may supplement, but not be a 
substitute for, the position counts on the consolidated schedule.  If presented, position 

Debt to maturity schedules breaking out 
principal and interest can be useful. 

Position counts are frequently presented 
showing individual department totals 
summing to a grand total. 

Debt 

Position 
Summary 
Schedule 
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counts on the departmental summaries should tie to the consolidated position count 
schedule for the entity as a whole.  Staffing level changes must be explained.  If there are 
no staffing level changes, then that fact must be noted.   
 
#O4. (Mandatory):  The document shall describe activities, services or functions 
carried out by organizational units. 
 
Criteria Location Guide Questions 

1. Does the document clearly present the organizational units (e.g., divisions, 
departments, offices, agencies, or programs)? 

2. Does the document provide descriptions of each organizational unit?    
 
Explanation 
This criterion requires a clear presentation of the organizational units within the budget 
document. A narrative description of the assigned services, functions, and activities of 
organizational units should be included. The presentation of relevant additional 
information should be included (e.g., shift in emphasis or responsibilities or major 
changes in costs).  
 
Refer to GFOA’s best practice on Departmental Presentation in the Operating Budget 
Document. 
 
#O5:  The document should include clearly stated goals and objectives of 
organizational units (e.g., departments, divisions, offices or programs). 
  
Criteria Location Guide Questions 

1. Are unit goals and objectives identified? 
2. Are unit goals clearly linked to the overall goals of the entity? 
3. Are objectives quantifiable? 
4. Are timeframes on objectives noted? 

 
Explanation 
This criterion requires that unit goals and objectives be clearly identified.  The 
relationship of unit goals to the overall goals of the entity should be apparent (perhaps, in 
the form of a matrix).  For purposes of this criterion, goals are long-term and general in 
nature, while objectives are more short-term oriented and specific.  Note when goals and 
objectives are expected to be accomplished. 
 
#O6:  The document should provide objective measures of progress toward 
accomplishing the government’s mission as well as goals and objectives for specific 
units and programs.  
 
Criteria Location Guide Questions 

1. Are performance data for individual departments included in the document? 
2. Are performance data directly related to the stated goals and objectives of the 

unit?  
3. Do performance measures focus on results and accomplishments (e.g., output 

measures, efficiency and effectiveness measures) rather than inputs (e.g., dollars 
spent)? 

 

Discuss major financial or program changes occurring in the different departments.

Consider a matrix linking department 
goals to overall entity goals. 

Department 
Descriptions 

Unit Goals 
and 
Objectives 

Performance 
Measures 

Link performance measures 
to unit goals and objectives 
and include efficiency and 
effectiveness measures. 
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Explanation 
Performance measures should include the outputs of individual units and provide a 
meaningful way to assess the effectiveness and efficiency of those units.  The measures 
should be related to the mission, goals, and objectives of each unit. Include information 
for at least three years (the prior year actual, current year estimate or budget, and budget 
year).   
 
Refer to GFOA’s best practice on A Systematic Approach to Managing Performance and 
Performance Management for Decision Making.  
 
#C3: The document should include statistical and supplemental data that describe 
the organization, its community, and population.  It should also furnish other 
pertinent background information related to the services provided. 
 
Criteria Location Guide Questions 

1. Is statistical information that defines the community included in the document 
(e.g., population, composition of population, land area, and average household 
income)? 

2. Is supplemental information on the local economy included in the document (e.g., 
major industries, top taxpayers, employment levels, and comparisons to other 
local communities)? 

3. Is other pertinent information on the community (e.g., local history, location, 
public safety, education, culture, recreation, transportation, healthcare, utilities, 
and governmental structure) included in the document? 

 
Explanation 
Background information should be included in the budget in the form of statistical and 
supplementary data, either in a separate section or throughout the document.  The goal is 
to provide a context for understanding the decisions incorporated into the budget 
document. The presentation should include factors that will affect current or future levels 
of service (e.g., population growth, economic strength in the region, or a change in the 
size of the school age population).   
 
Refer to GFOA’s best practice on The Statistical/Supplemental Section of the Budget 
Document for information that should be included as part of this discussion. 
 
#C4: A glossary should be included for any terminology (including abbreviations 
and acronyms) that is not readily understandable to a reasonably informed lay 
reader. 
 
Criteria Location Guide Questions 

1. Is a glossary that defines technical terms related to finance and accounting, as 
well as non-financial terms related to the entity, included in the document?   

2. Are acronyms or abbreviations used in the document defined in the glossary? 
3. Is the glossary written in non-technical language? 

 
Explanation 
The use of technical terms and acronyms ought to be kept to a minimum, to enhance the 
value of the document to the majority of stakeholders.  When technical terms and 
acronyms are used, they should be clearly and concisely described in the glossary. 
 

Make sure acronyms and non-financial terms are also included. 

Do not just copy the CAFR statistical/supplemental 
section into the budget document.

Statistical/ 
Supplemental 
Section 

Glossary 
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#C5: Charts and graphs should be used, where appropriate, to highlight financial 
and statistical information. Narrative interpretation should be provided when the 
messages conveyed by the graphs are not self-evident. 
 
Criteria Location Guide Questions 

1. Are charts and graphs used in the document to convey essential information (e.g., 
key policies, trends, choices and impacts)?  

2. Do the graphics supplement the information contained in the narratives? 
 
Explanation 
This criterion requires that graphics be used to communicate key information in the 
budget document.  Graphics should enhance the budget presentation, and clarify 
significant information. The entity determines the most effective format to present 
graphic information.  Graphics may be consolidated or included throughout the 
document.  Normally, narratives should accompany the graphs.  Graphs can be used for 
such topics as revenues, expenditures, fund balances, staffing, economic trends, capital 
expenditures, service levels, performance measures, or general statistical information.  
Originality is encouraged, but not at the expense of clarity and consistency.  Consider 
using captions to explain the significance of graphs.   
 
#C6: The document should be produced and formatted in such a way as to enhance 
its understanding by the average reader. It should be attractive, consistent, and 
oriented to the reader's needs. 
 
Criteria Location Guide Questions 

1. Is page formatting consistent?     
2. Are the main sections of the document easily identifiable? 
3. Is the level of detail appropriate?  
4. Are text, tables, and graphs legible? 
5. Are budget numbers in the document accurate and consistent throughout the 

document? 
 
Explanation 
The goal of this criterion is to make sure that the document itself contributes to the 
effectiveness of the communication to readers. Sequential page numbering throughout the 
document is encouraged.  Budget numbers (both financial and operational) should be 
accurate and consistent throughout the document.  Put similar topics in the same section.  
 
Refer to GFOA’s best practice on Making the Budget Document Easier to Understand 
and  Presenting Official Financial Documents on Your Government’s Website. 
 

Including captions with graphs can be helpful. 

Make sure the document is easy to read. 
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