VILLAGE OF SHOREWOOD HILLS
FINANCE COMMITTEE
Meeting Minutes - DRAFT
Tuesday, October 10, 2023 — 5:30 pm
Location: Virtual via Zoom

. Call to Order:

Finance Committee Chairperson Mark Lederer called the meeting to order at 5:32 pm.

. Roll Call:

Members Present: Chair Mark Lederer, Dietmar Bassuner, Gloria Beach, Liz Heiner,
and Marilyn Townsend

Member Absent: Gard Strother (unexcused)

Member Joining Late: Sean Cote (5:38 pm)

Also in Attendance: Village Administrator Sharon Eveland and Clerk-Treasurer
Julie Fitzgerald

. Note Compliance with Open Meeting Laws:

Eveland stated the meeting had been properly posted and noticed.

. Approval of Meeting Minutes — August 28, 2023, and September 12, 2023:

M/S Heiner/Bassuner to approve the August 28 and September 12, 2023, minutes as
presented. Motion carried.

. Discussion / Possible Action regarding financial impact and borrowing needs for

2024-2028 CIP, including potential 2023 CIP shortfall:

Eveland reminded the Committee that they are not approving, just advising the Board that the
presented CIP is financially feasible and the borrowing scenario is acceptable. Eveland
reviewed the packet materials with the Committee.

5:38 Sean Cote Joins Meeting

The Committee discussed the pros and cons of possibly increasing the Debt Policy to
increase the debt threshold from 25% to 30% of revenues. Several Committee members
expressed their concern about increasing the Village’s self-imposed debt limit of 25% of
revenues. Eveland recommended that they review this policy next year.

M/S Bassuner/Lederer to advise the Board that the 2024-2028 CIP as it is currently
presented appears financially feasible with the caveat that the 2025 borrowing would
need to be further evaluated and considered given that the projections show that it
would exceed the Village’s policy of limiting debt payments to no more than 25% of
operating revenue. Motion failed.

The Committee continued discussion to provide some guidance to the Board before the
2024 budget hearing.

M/S Townsend/Heiner to recommend approval for the financing of the 2024 CIP
projects as presented. Motion carried.
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6. Discussion regarding 2024 Budget:
Eveland reviewed the tax levy calculations presented in the packet. She advised the
Committee that the Public Budget Hearing notice for November 13 will need to be submitted
soon to meet publication deadlines.
M/S Heiner/Cote to authorize the administrator to publish the Public Hearing notice
with the tax levy as presented. Motion carried.

7. Suggested items for future agendas — None.

8. Next Meeting Date: To Be Determined

9. Adjourn:
M/S Bassuner/Townsend to adjourn. Motion carried.
The Finance Committee adjourned at 7:20 pm.

Respectfully submitted,

Julie Fitzgerald
Village Clerk/Treasurer
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VILLAGE OF SHOREWOOD HILLS
FINANCE COMMITTEE
Meeting Minutes - DRAFT
Tuesday, October 30, 2023 — 7:00 pm
Location: Village Hall — Hybrid / Zoom

. Call to Order:

Finance Committee Chairperson Mark Lederer called the meeting to order at 7:00 pm.

. Roll Call:

Members Present: Chair Mark Lederer, Dietmar Bassuner, Gloria Beach, Sean Cote,

and Marilyn Townsend

Member Absent: Liz Heiner (excused) and Gard Strother (unexcused)

Also in Attendance: Village Administrator Sharon Eveland (via Zoom) and Clerk-Treasurer
Julie Fitzgerald

. Note Compliance with Open Meeting Laws:

Fitzgerald stated the meeting had been properly posted and noticed.

Discussion / Possible Action regarding 2023 Levy for 2024 Budget:

Eveland reviewed the packet materials with the Committee. There is approximately $15K
additional levy that is available to use over the amount presented in the draft budget.

The Committee discussed the percentage of fund balance to expenditures in the two options
presented. Corrections were made to page 3 of the packet due to formula errors in the Excel
document. It was determined that the original levy presented was a conservative and prudent
estimate and that it was not necessary to levy the full amount available

M/S Bassuner/Cote to recommend to the Board the approval of the 2023 total levy for
the 2024 budget in the amount of $3,398,858. Motion carried.

Suggested items for future agendas
a. Financial Policy Update — November/December

. Next Meeting Date: November 27, 2023 — 7:00 pm (hybrid)

. Adjourn:

M/S Bassuner/Cote to adjourn. Motion carried.
The Finance Committee adjourned at 7:58 pm.

Respectfully submitted,

Julie Fitzgerald
Village Clerk/Treasurer
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To: Finance Committee

From: Mark Lederer

cc: Sharon Eveland & John Imes
Date: February 21, 2024

Re: Long-Term Financing Objective(s)

At the upcoming February meeting of the Finance Committee and very likely several meetings
thereafter, the main topic of discussion will be potential updates to the Village’s Financial Policy
(the Policy). However, before we again dive into the weeds of the specific financial metrics and
other constraints/prohibitions therein, | wanted to focus your attention on the strategic
guestion of the Village’s long-term financial objectives. Given the very large backlog of capital
projects, one response might be to minimize interest expense by maintaining the Village’s AAA
credit rating. That assumes that having a triple AAA rating, the lowest possible interest expense
and greatest availability of funding, is our objective. Due to the very restrictive criteria required
to earn the highest rating, the Village has significantly limited its borrowings and capital
projects, spacing them out over many years. In effect, we have minimized interest expense, but
at what cost?

An alternative goal might be to focus on minimizing the total expenses associated with capital
projects. That includes future interest expense, but also future construction costs. For many
years inflation was relatively low and stable, and may be so again, but in recent years
construction costs have greatly outpaced general inflation and some projections predict it will
do so in the medium term as well. It is also the case that maintaining the existing, aging
buildings and infrastructure will become increasingly expensive over time. These added costs
may exceed the incremental benefit of borrowing as a AAA credit as opposed to some
marginally lower rated issuer.

The AAA rating was hard earned and a considerable source of pride. After any downgrade, it will
be difficult to recover the AAA rating. As noted above, there are several important advantages
to maintaining the rating. While our Policy does not specify that is our objective, the current
metrics and restrictions lead us in that direction. Is that where we want to go?

Therefore, | would like us to discuss what our financing objective(s) is for capital projects.
Sharon and | have invited our financial adviser (Baird and possible others?) to provide some
data and perspective that helps to identify the rating’s criteria and quantify the associated
benefits and costs/risks for a range of high-quality ratings, including how they would impact our
CIP. That will not happen until our March meeting, giving us time at our February meeting to
discuss merits of taking this route and incorporating your input going forward.
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BA.
Fund Balance Policy

. Objective:

A formal policy governing the purpose of an unassigned general fund balance— is an effective
financial management tool. A formally adopted policy helps eliminate ambiguity regarding the
proper amount to maintain in the unassigned fund balance.

I1. Definition:

The General Fund is the general operating fund of the Village. It is used to account for all financial
resources except those accounted for in another fund. The unassigned fund balance is the portion of
the General Fund not assigned to a defined purpose.

I11. Policy:

To preserve working capital and to adequately prepare for unforeseen events which-that require
ready access to funds, it is the policy of the Village to maintain as-thea minimum unassigned fund
balance a-stm-egual-te-15%-to of 25 20% of the General Fund annual budget and any tax levy for
other funds. _If the fund balance is diminished below the target amount, then efforts should be made
to restore it in subsequent year(s) before other decisions are made to use the fund balance.

In addition, the Village should review annually any amounts in excess of this policy and may, but is
not obligated to, apply them toward any one of the following:

A. Non-—recurring expenditures (e.q. revaluation, debt reduction, OPEB funding)

B. Capital Expenditures for infrastructure or equipment (preferably with a long useful life
cycle).

C. Expenditures which, in the opinion of the Village Board would constitute “an investment

in the community” such as:

1. Investment in a revolving loan program to assist local business

Investment in technology upgrades

2
3. Investment in community branding to highlight the attributes of the Village.
4

Investment in a long-term development project that will return the Village’s
investment and is secured by a collateral and a Development Agreement that
protects the Village’s investment.

The use of Fund Balance as part of the annual operating budget is subject to simple majority
approval by the Village Board, the same as the annual budget. Any appropriation from the
unassigned fund balance mid-year that is outside of the approval of the operating budget shall
requires a two-thirds affirmative vote of the Board.
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IV. Procedure:

The Village Administrator and the Finance Committee shall annually review the levels of the
unassigned fund balance to ensure that appropriate levels are maintained.

V. Formula:
The formula for computing the unassigned fund balance percentage is as follows:

Current Year Unassigned Fund Balance
Current Year General Fund Budget + any tax = % of Fund Balance
levy for other funds

V1. Determination of Fund Balance Designation:

The Village acknowledges the recommended fund balance designations as shown below:

A. Nonspendable — Includes balance amounts that cannot be spent either because
they are not in spendable form or because legal or contractual requirements
require them to be maintained intact.

B. Restricted — Consists of fund balances with constraints on their use either by
external groups such as creditors, grantors, contributors, or laws or regulations of
other governments or by law through constitutional provisions or enabling
legislation.

C. Committed — Includes fund balance amounts that are constrained for specific
purposes that are internally imposed by the government through formal action of
the highest level of decision-making authority. Fund balance amounts are
committed through a formal action by the Village Board. This formal action
must occur prior to the end of the reporting period, but the amount of the
commitment which will be subject to the constraints may be determined in the
subsequent period. Any changes to the constraints imposed require the same
formal action of the Village Board that originally created the commitment.

D. Assigned — Includes spendable fund balance amounts that are intended to be used
for specific purposes that do not meet the criteria to be classified as restricted or
committed. The Village Administrator is authorized to assign specific amounts
for a specific purpose. Assignments may take place after the end of the reporting
period.

E. Unassigned — Includes residual positive fund balance within the general fund
which has not been classified within the other above-mentioned categories.
Unassigned fund balance may also include negative balances for any
governmental fund if expenditures exceed amounts restricted, committed, or
assigned for those purposes.
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B.

Tax Rate Stability

I. Growth Projections and Assumptions - The Village Board reviews alternate tax base
growth scenarios for purposes of projecting impacts on future tax rates. While it is the
Village’s policy to encourage growth consistent with its master plan, for the purposes of
financial planning, the Village will use a conservative growth model that assumes 75% of
the actual average annal equalized value change occurring over the prior five (5) years.

1. Capital Improvement Financing - The Village shall seek to obtain and maintain an
equalized tax rate for debt at a level which does not exceed $2.00 per $1,000 of equalized
valuation for purposes of financing its five-year capital improvement plan. The Village
acknowledges temporary fluctuation in the tax rate may occur if the Village chooses to use
multi-year debt financing.

I11. Operating Expenditures & Staffing - The Village will project operating expenditures and
staffing needs and will integrate the projected impact of these needs with capital financing
plans so that the tax rate required to finance both operations and capital can be coordinated
and maintained at affordable levels but to avoid a rollercoaster effect upon taxpayers. This
will require annually reviewing projections and amending the operating and/or capital plan
to address changing environmental conditions as part of the annual budget process.

Revised: 11/19/2012
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Special Revenue Funds

|. Obijectives:

The Village has established special revenue funds in compliance with GASB 54. Such funds
are committed to the specific purpose for which they were created. Certain special revenue
funds have been designated to pay a fee each year to provide the Village with a reasonable rate
of return on its original investment into the facility and to compensate the Village for the use of
the spaces occupied by the special revenue fund operations and the financial risk and
operational obligations ultimately born by the Village taxpayers. The Board may change the
percentage or amount for a fund in any given year. These funds are transferred into the General
Fund. Such funds designated to pay this fee each year are listed below along with the current
percentage or amount each fund currently pays.

SW|mm|nq Pool Fund 6.5% of gross revenues. Ihe#ﬂ%age—BeaFd—estabmmd—the

HIll. Waterfront Fund — The Waterfront Fund pays a flat fee each year. Effective in 2023,
that fee is $18,808 and shall increase bv 2% each year.

1VV. Recreation Programs — 10% of gross revenues except that Gold is 5%.

Note: The Village has other special revenue funds but those not specifically listed do not pay a fee
to the General Fund.
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D.
Debt Policy

. Obijectives:

The Village shall strive to maintain a balanced financing of its capital improvements through
utilization of current revenues and issuance of long term debt. The Village recognizes that access to
capital markets over the long term is dependent upon the Village’s commitment to full and timely
repayment of debt.

Il. Policy:

The Village may issue bonds and notes for purposes of financing its capital improvements or to
refund existing debt. Capital improvements include projects to acquire, plan, design, construct,
improve and equip all or any part of its facilities or systems, promote economic development or to
secure quality of life improvements.

I11. General Guidelines:

a. The Village has developed and will maintain a working relationship with a reputable
financial advisor to seek advice on capital financing options, assist with the market
presentation of its new debt, and consult on applicable legislation and trends that affect debt
strateqy.

b. The Village shall assess the fiscal impact of the debt prior to issuance.

b-c. __General obligation debt shall not exceed Wisconsin State statute limitations of 5 percent of
equalized valuation._The Village’s goal is to, on average, use no more than 3.75% of its
general obligation debt capacity. This will be commonly referred to as a 75% utilization rate
(3.75% of the maximum 5.0%). This policy allows the Village to control its debt burden
while still meetings its capital needs.

ed. Total annual debt service payments on taxlevy-supported debt, excluding tax increment
finance debt, of the Village will normally not exceed 25 percent (25%) of total general
government operating revenue._The Village may consider exceeding this threshold for new

buildings or major infrastructure projects.

d-e.  The Village shall not enter into any contracts creating significant unfunded liabilities.

e——The Village shall not incur debt obligations which have variable interest rates, negative
amortization or other risky attributes, including but not limited to auction-rate bond issues, or
loans with unusual deferred principal payment.
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1V. Maximum Maturity:

All tax supported debt obligations shall have a maximum maturity of the earlier of: (i) the estimated
useful life of the capital improvements being financed; (ii) twenty years; or (iii) in the event they are
being issued to refinance outstanding debt obligation, the final maturity of the debt obligations
being refinanced unless a longer term is recommended by the Finance Committee.

V. Refunding:

Periodic reviews of outstanding debt by Village staff shall be undertaken to determine refunding
opportunities. Refunding may be considered by the Finance Committee if it appears there may be a
net economic benefit of the refunding.

In general, refunding for economic savings may be undertaken when the present value of future
annual debt service savings net of issuance cost amount to at least two percent (2%) of the refunded
debt.

VI.

a.

Needs Assessment and Fund Alternatives:

Identifying Useful Life of Project.

Capital projects and equipment financed through the issuance of debt shall be financed for a
period not to exceed their expected useful lives. Utilization of debt for capital expenditures
shall normally be limited to the purchase of equipment or real property that has a useful life of
twe-four or more years and a cost of $10,000 or more, with the exception of equipment such as
furnaces, fixtures or equipment that lose identity when installed on real property._ltems that do
not meet the cost threshold but do meet the useful life threshold may classified as small capital
items and included in the Small Capital Fund, which is funded by the tax levy.

Review of Financing Alternatives.

i. The Village may consider using non-general obligation debt to finance activities that are
funded from sources other than general property taxes. This includes the use of revenue
financing for major utility and pool capital projects. The Village will maintain adequate
user fees to support annual debt service on the cumulative amount of debt obligation related
to utility and pool capital projects.

ii._The Village may implement impact fees, and negotiate developer contributions and seek
grants to finance capital improvements whenever possible to ensure that new development
pays its fair share of the increased costs created by the new development.

H-lilL The Village may consider utilizing special assessments as a means of covering a
portion of the debt payments associated with Village infrastructure improvement projects. It
is Village policy to structure the debt service payments to coincide with special assessment
collections to provide adequate cash flow for the debt service as well as avoid a general tax
levy to cover debt payments for which special assessments are to be received. It is expected
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VII.

VIILI.

that advance payments of special assessments be reserved for future debt service payments
or for possible debt prepayments.

HEdVv. As the budget is prepared, the Village may determine, based upon the financial
interests of the Village, the appropriate mix of tax levy paid projects to financed projects.

PV, Under no circumstances shall the Village install public improvements for private
development without fully securing the financial interests of Fthe Village.

Issuance of Obligations:

Legal and Regulatory Requirements.

It is the policy of the Village that the Village Administrator, Village Clerk, the Village
Attorney,; Village Financial Advisor and Village Bond Counsel coordinate their activities to
ensure that all securities and other debt obligations are in compliance with all applicable legal
requirements and that the securities and other debt obligations are issued in the most cost-
effective manner.

Disclosure:

The Village is committed to transparent financial disclosure, and to cooperating fully with rating
agencies, institutional investors, other units of government, and the general public, in order to
share clear, comprehensible, and accurate financial information.

The Village Administrator or designee shall provide continuing disclosure in compliance with any
continuing disclosure certifications that may be made at the time of each debt issuance.

Post-Issuance Compliance Policy for Tax Exempt Obligations

This policy is intended to provide reasonable assurance that the Village of Shorewood Hills will
maintain compliance with applicable provisions of the Internal Revenue Code, and with any
applicable disclosure requirements prescribed by SEC Rule 15¢2-12, following the issuance of tax

exempt obligations.

The Village Administrator with assistance from the Village Clerk shall be responsible for assuring
that the Village maintains post-issuance compliance with applicable provisions of the Internal
Revenue Code, and SEC Rule 15¢2-12, for each separate issue of tax exempt obligations that the

Village may issue.

In order to assure that the Village maintains such post-issuance compliance, the Village
Administrator or the Village Clerk as directed by the Village Administrator shall consult at least

annually with Village bond counsel, and at least annually with Village auditors, to review and
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update any guidance they have provided with respect to post-issuance compliance, for each
separate issue of tax exempt obligations that the Village may issue, including but not limited to
guidance concerning:

1. documents and records that must be maintained;

2. compliance procedures or systems that may be necessary or appropriate;

3. applicable rules and regulations with respect to arbitrage or other matters;

4. any actions that must be taken, together with any applicable deadlines, in order to maintain
compliance; and

5. any actions that must be avoided in order to maintain compliance.

6. In consultation with Village auditors and bond counsel, adequate training will be offered to ensure

that appropriate Village public officials understand their specific responsibilities in this area.

It is the policy of the Village that the Village auditors and bond counsel shall each document their
initial guidance, and any new guidance or change in guidance, in the form a letter to the Village
Administrator. It is also the policy of the Village that, upon receipt of such a letter, the Village
Administrator and/or Clerk shall take any actions that may be necessary or appropriate, and
document the fact that those actions have been taken.
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E.

Investment Policy

I. Objective:

To establish a uniform policy governing the investment of operating funds of the Village of
Shorewood Hills.

Il. Policy:
As a matter of policy, the Village does not invest in stocks, corporate bonds, futures, or
derivatives, and has limited deposits and investments of Village funds to those that are
specified as “authorized and suitable” in Part VI of these financial policies. The limitation of
deposits and investments to those that are “authorized and suitable” is designed to assure the
safety of principal and to minimize both credit risks and interest rate risks.

Investment Objective:

With respect to deposits and investments of Village funds that are specified as “authorized and
suitable” in Part VI, the primary objectives, in order of importance, shall be:

Safety. Deposits and investments and shall be undertaken in a manner that seeks to ensure the
preservation of principal, and to minimize credit risk and interest rate risk.

Liquidity. Deposits and investments shall be sufficiently liquid to enable the Village to meet
all reasonably anticipated operating requirements.

Return on Funds. Deposits and investments shall seek a high rate of return commensurate
with the objectives of safety and liquidity.

I11. Delegation of Authority:

Management responsibility for the investment of funds is hereby delegated to the Village
Administrator and Village Clerk with oversight by the Finance Committee

IV. Ethics and Conflicts of Interest:

Officers, elected and appointed officials, and employees involved in the investment of funds
shall abide by the Village Ethics Code. Employees and investment officials shall disclose to the
Village Administrator any material financial interest in financial institutions that conduct
business within the Village, and they shall further disclose any large personal financial
investment positions that could be related to the performance of their duties for the Village of
Shorewood Hills, particularly with regard to the time of purchases and sales.
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V. Authorized and Suitable Investments:

The investment of Village funds shall be in accordance with Wisconsin statutes. Village policy
when practicable is to maintain checking account balances under $100,000 with excess
amounts transferred to the Local Government Investment Pool. As practicable, investment
amounts are limited to the maximum of state and FDIC insurance limits for each institution
unless collateralized.

Certificates of Deposit. Village funds may be invested in time deposits in any credit
union, bank, savings bank, trust company, or savings and loan association, which is
authorized to transact business in the state of Wisconsin if the time deposits mature in
less than three (3) years. Preference may be given, within reason, to area financial
institutions.

Government Bonds and Securities. Village funds may be invested in United States
government bonds or securities which are direct obligations of, or guaranteed as to
principal and interest by, the federal government; and bonds, or securities which are
obligations of an agency, commission, board or other instrumentality of the federal
government, where principal and interest are guaranteed by the federal government. The
securities must be purchased through finance institutions authorized to conduct business
in the state of Wisconsin and placed in safekeeping in a segregated account in the
Village’s name as any designated public depository or approved financial institution.

Local Government Investment Pool (LGIP). Village funds may be invested in the
Wisconsin Local Government Investment Pool.

Savings Deposit. Village funds may be invested in interest bearing savings, demand
deposits, and money market accounts.

Should we consider other options? Brad mentioned municipal bonds of Wisconsin issuers
related AA or higher.

V1. Internal Control:

The Village Administrator shall maintain an annual process of independent review by an
external auditor and maintain a system of internal controls.
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F.

Capitalization Policy

Governmental Accounting Standards Board (GASB) Statement 34 requires the Village to record
and depreciate capital assets as appropriate. Capital assets include land and land improvements,
buildings and building improvements, machinery and equipment, construction work in progress,
infrastructure, and all other tangible or intangible assets that are used in operations that have initial
useful life of at least one year. Infrastructure assets are generally long-lived capital assets that are
stationary in nature.

l. General Guidance

Capitalization Criteria

GASB No. 34 requires the following treatment of various cost categories for users of the
depreciation method.

Issue Treatment

Maintenance Costs * Expense

Preservation Costs ** Capitalize

Additions Capitalize

Improvements Capitalize

Ancillary Costs (freight, etc.) Capitalize

Interest cost during construction Expenseper GASB 89
* These costs do not increase the useful lives of the assets.

** These costs do extend the lives of the assets.

Capitalization Thresholds

Capital assets will be reported at historical cost. The cost of a capital asset includes the
acquisition price plus the expenditures necessary to place the asset in its intended location
and condition for use, including engineering expenditures. Donated or contributed assets are
recorded at fair market value as of the date the asset is acquired.

GENERAL CAPITAL ASSETS

Class of Asset Examples of Costs to be Threshold
Capitalized

Machinery and equipment  Purchase price, freight $5,000

charges, assembly, installation
Land & land improvements Purchase price or market value, Capitalize all

closing costs, cost of pre- land *, capi-

paring the land for use, talize improvements-
Revised: 11/19/2012 16
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demolition of existing greater than
building and improvements $5,000

Buildings and building Materials, labor permits, $5,000

improvements

design costs, site excava-
tion, purchase price

Construction work in

Progress

*

**

Class of Asset

**

Land — The Village capitalizes all land acquisitions, regardless of cost. This results
in a complete inventory of land owned by the Village and reduces the possibility of
confusion about whether additional parcels should have been included in the capital
asset records.

Construction work in progress is reported for assets that will ultimately be
capitalized based on the capitalization policy for the particular asset.
INFRASTRUCTURE CAPITAL ASSETS

Threshold

All infrastructure networks $25,000

See Attachment A for specific guidance on the treatment of infrastructure costs to be capitalized.

1. Useful

Lives

Consider the following when determining the useful life of an asset:

The length of time these assets have historically lasted

Anticipated changes in technology

Specific asset use

Maintenance practices — among Village departments, similar assets may be assigned
different useful lives, depending on asset use and maintenance

GENERAL CAPITAL ASSETS - GENERAL GUIDANCE:

Buildings and building improvements — 10 to 40 years
Equipment — 5 to 25 years

Vehicles — 4 to 20 years

Land Improvements (depreciable) — 10 to 20 years

GENERAL CAPITAL ASSETS - SPECIFIC GUIDANCE:

See Attachment B for a list of specific asset types and suggested useful lives.
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VI.

INFRASTRUCTURE CAPITAL ASSETS - SPECIFIC GUIDANCE:

o Asphalt Roads .........c.ovviiiiii 50 years

®  SHOIM SEBWET ...ttt e 50 years

o Waterinfrastructure.............oooviiiiiii e 40-100 years
e Sanitary Sewer infrastructure..............oooeviiiiiiiiiiiiinn. 40-100 years
o RetaiNingWalls ........coooiiriiiii e, 75 years

O Trails ..o 15 years

o BikePaths.......coooiii 15 years

The useful lives of the general capital assets and infrastructure capital needs will be
reviewed periodically and adjustments will be made to the capital asset records as necessary.

Salvage Value

The salvage value of general capital assets is deemed to be immaterial to the financial
statements. Therefore, generally the Village will not record salvage value on general capital
assets.

Disposition of Assets

Fixed assets may be disposed of due to sale, obsolescence, loss, destruction, or replacement.
Upon disposal of an asset, the capital asset records will be relieved of the cost and related
depreciation.

Depreciation Method

The straight-line depreciation method will be used for all general capital assets. The capital
asset software program used by the Village allows for depreciation to be calculated on an
individual asset basis. In addition, depreciation will be calculated in the year of addition
based on the date the asset was put into use (i.e. only a portion of depreciation will be
recorded in the year of addition).

Infrastructure capital assets will be depreciated on the straight-line method on an annual
basis. Assets will be depreciated on an individual segment basis, when possible, or a
composite method when determined to be more reasonable.

Collections

The general Village policy is that assets will be reported individually in the capital asset
system. However, collections of assets (and all additions to the collection) will be
capitalized together if the collection meets all of the following conditions:

a. The collection is held for public exhibit, education, or research in furtherance of
public service, rather than financial gain.

b. The collection is protected, kept unencumbered, cared for, and preserved.
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C. The collection is subject to a Village policy that requires the sale of the collection
items to be used to acquire other items for the collection.

Capitalized collections should be depreciated over their estimated useful lives, unless the
collection is inexhaustible.

Capitalization Policy
Attachment A — Specific Infrastructure Capitalization Guidance

Examples of Costs to Examples of Costs to
Network be Capitalized be Expensed
Roads New construction, partial Crack filling, sweeping,
reconstruction, full recon- patching, sealcoating,
struction pavement rehabilitation,
pavement recycling,
overlay
Water Mains, valves, pumps Water repairs

meters, new construction

Sanitary Sewer Mains,jetter,new construction Sewer repairs
lift station
Storm Sewers New storm sewers, replacement Storm sewer repairs

of storm sewers

Bridge New construction, partial Crack filling, patching
reconstruction, full
reconstruction

Retaining New construction, partial Crack filling, patching
Walls reconstruction, full
Reconstruction

Bike Paths New construction, partial Crack filling, patching,
Reconstruction, full overlay
Reconstruction
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BEST PRACTICES

Fund Balance Guidelines for the
General Fund

Governments should establish a formal policy on the level of unrestricted fund balance that
should be maintained in the general fund for GAAP and budgetary purposes.

In the context of financial reporting, the term fund balance is used to describe the net
position of governmental funds calculated in accordance with generally accepted accounting
principles (GAAP). Budget professionals commonly use this same term to describe the net
position of governmental funds calculated on a government’s budgetary basis.1 While in both
cases fund balance is intended to serve as a measure of the financial resources available in a
governmental fund; it is essential that differences between GAAP fund balance and budgetary

fund balancebe fully appreciated.

1. GAAP financial statements report up to five separate categories of fund balance based on
the type and source of constraints placed on how resources can be spent (presented in
descending order from most constraining to least constraining): nonspendable fund
balance, restricted fund balance, committed fund balance, assigned fund balance, and
unassigned fund balance.2 The total of the amounts in these last three categories (where
the only constraint on spending, if any, is imposed by the government itself) is termed
unrestricted fund balance. In contrast, budgetary fund balance, while it is subject to the
same constraints on spending as GAAP fund balance, typically represents simply the total

amount accumulated from prior years at a point in time.
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2. The calculation of GAAP fund balance and budgetary fund balance sometimes is
complicated by the use of sub-funds within the general fund. In such cases, GAAP fund
balance includes amounts from all of the subfunds, whereas budgetary fund balance

typically does not.

3. Often the timing of the recognition of revenues and expenditures is different for purposes
of GAAP financial reporting and budgeting. For example, encumbrances arising from
purchase orders often are recognized as expenditures for budgetary purposes, but never

for the preparation of GAAP financial statements.

The effect of these and other differences on the amounts reported as GAAP fund balance and

budgetary fund balance in the general fund should be clarified, understood, and documented.

It is essential that governments maintain adequate levels of fund balance to mitigate current
and future risks (e.g., revenue shortfalls and unanticipated expenditures) and to ensure stable
tax rates. In most cases, discussions of fund balance will properly focus on a government’s
general fund. Nonetheless, financial resources available in other funds should also be

considered in assessing the adequacy of unrestricted fund balance in the general fund.

GFOA recommends that governments establish a formal policy on the level of
unrestricted fund balance that should be maintained in the general fund for GAAP and
budgetary purposes.3 Such a guideline should be set by the appropriate policy body and
articulate a framework and process for how the government would increase or decrease
the level of unrestricted fund balance over a specific time period.4In particular,
governments should provide broad guidance in the policy for how resources will be

directed to replenish fund balance should the balance fall below the level prescribed.

Appropriate Level. The adequacy of unrestricted fund balance in the general fund should take
into account each government’s own unique circumstances. For example, governments that
may be vulnerable to natural disasters, more dependent on a volatile revenue source, or
potentially subject to cuts in state aid and/or federal grants may need to maintain a higher

level in the unrestricted fund balance. Articulating these risks in a fund balance policy makes
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it easier to explain to stakeholders the rationale for a seemingly higher than normal level of
fund balance that protects taxpayers and employees from unexpected changes in financial
condition. Nevertheless, GFOA recommends, at a minimum, that general-purpose
governments, regardless of size, maintain unrestricted budgetary fund balance in their
general fund of no less than two months of regular general fund operating revenues or regular
general fund operating expenditures.5 The choice of revenues or expenditures as a basis of
comparison may be dictated by what is more predictable in a government’s particular
circumstances.6 Furthermore, a government’s particular situation often may require a level
of unrestricted fund balance in the general fund significantly in excess of this recommended
minimum level. In any case, such measures should be applied within the context of long-term
forecasting, thereby avoiding the risk of placing too much emphasis upon the level of
unrestricted fund balance in the general fund at any one time. In establishing a policy
governing the level of unrestricted fund balance in the general fund, a government should

consider a variety of factors, including:

1. The predictability of its revenues and the volatility of its expenditures (i.e., higher levels
of unrestricted fund balance may be needed if significant revenue sources are subject to

unpredictable fluctuations or if operating expenditures are highly volatile);

2. Its perceived exposure to significant one-time outlays (e.g., disasters, immediate capital

needs, state budget cuts);

3. The potential drain upon general fund resources from other funds, as well as, the

availability of resources in other funds;

4. The potential impact on the entity’s bond ratings and the corresponding increased cost

of borrowed funds;

5. Commitments and assignments (i.e., governments may wish to maintain higher levels of
unrestricted fund balance to compensate for any portion of unrestricted fund balance
already committed or assigned by the government for a specific purpose). Governments
may deem it appropriate to exclude from consideration resources that have been
committed or assigned to some other purpose and focus on unassigned fund balance,

rather than on unrestricted fund balance.
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Use and Replenishment.

The fund balance policy should define conditions warranting its use, and if a fund balance
falls below the government’s policy level, a solid plan to replenish it. In that context, the fund

balance policy should:

1. Define the time period within which and contingencies for which fund balances will be

used;

2. Describe how the government’s expenditure and/or revenue levels will be adjusted to
match any new economic realities that are behind the use of fund balance as a financing

bridge;

3. Describe the time period over which the components of fund balance will be replenished

and the means by which they will be replenished.

Generally, governments should seek to replenish their fund balances within one to three years

of use. Specifically, factors influencing the replenishment time horizon include:
1. The budgetary reasons behind the fund balance targets;
2. Recovering from an extreme event;
3. Political continuity;
4. Financial planning time horizons;
5. Long-term forecasts and economic conditions;
6. External financing expectations.

Revenue sources that would typically be looked to for replenishment of a fund balance include
nonrecurring revenues, budget surpluses, and excess resources in other funds (if legally
permissible and there is a defensible rationale). Year-end surpluses are an appropriate source

for replenishing fund balance.

Unrestricted Fund Balance Above Formal Policy Requirement. In some cases, governments

can find themselves in a position with an amount of unrestricted fund balance in the general
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fund over their formal policy reserve requirement even after taking into account potential
financial risks in the foreseeable future. Amounts over the formal policy may reflect a
structural trend, in which case governments should consider a policy as to how this would be
addressed. Additionally, an education or communication strategy, or at a minimum,
explanation of large changes in fund balance is encouraged. In all cases, use of those funds

should be prohibited as a funding source for ongoing recurring expenditures.

Notes:

1. For the sake of clarity, this recommended practice uses the terms GAAP fund balance

and budgetary fund balance to distinguish these two different uses of the same term.

2. These categories are set forth in Governmental Accounting Standards Board (GASB)

Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions.

3. Sometimes restricted fund balance includes resources available to finance items that
typically would require the use of unrestricted fund balance (e.g., a contingency
reserve). In that case, such amounts should be included as part of unrestricted fund

balance for purposes of analysis.

4. See Recommended Practice 4.1 of the National Advisory Council on State and Local
Budgeting governments on the need to ""maintain a prudent level of financial
resources to protect against reducing service levels or raising taxes and fees because
of temporary revenue shortfalls or unpredicted one-time expenditures"

(Recommended Practice 4.1).

5. In practice, a level of unrestricted fund balance significantly lower than the
recommended minimum may be appropriate for states and America’s largest
governments (e.g., cities, counties, and school districts) because they often are in a
better position to predict contingencies (for the same reason that an insurance
company can more readily predict the number of accidents for a pool of 500,000
drivers than for a pool of fifty), and because their revenues and expenditures often are

more diversified and thus potentially less subject to volatility.
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6. In either case, unusual items that would distort trends (e.g., one-time revenues and
expenditures) should be excluded, whereas recurring transfers should be included.
Once the decision has been made to compare unrestricted fund balance to either
revenues and/or expenditures, that decision should be followed consistently from

period to period.

This best practice was previously titled Appropriate Level of Unrestricted Fund Balance in
the General Fund.

Board approval date: Wednesday, September 30, 2015
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BEST PRACTICES

Debt Management Policy

The GFOA recommends that Governments adopt comprehensive written debt management
policies that reflect applicable local, state, and federal laws and regulations. The GFOA also
recommends that Governments review their debt management policies periodically for
necessary updates.

The London Interbank Offered Rate (LIBOR) is scheduled to end by June 30, 2023. New
contracts should not reference LIBOR. For more information, please reference GFOA’s

LIBOR cessation website.

Utilizing municipal bonds and other types of debt (including bank loans and lines of credit) to
fund public infrastructure is a valuable strategy for Governments to spread the cost of
significant long-term assets over their useful life. It is important to involve all stakeholders
in the decision to issue debt and to make sure resources are identified to prepare for the

issuance of debt and to address on-going requirements throughout its term.

Various GFOA Best Practices provide a comprehensive overview of the requirements
associated with a the incurrence of debt, but it is also recommended that any government or
authority considering entering into a debt obligation consult the expertise of bond counsel,
disclosure counsel, and a municipal advisor to determine the best course of action for their

specific project and to assist with the development of debt management policies.

Debt management policies are written guidelines, allowances, and requirements that guide

the process of debt evaluation and debt issuance practices of Governments, including the
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issuance process, management of a debt portfolio, adherence to various laws and regulations,
federal tax compliance, and compliance with post-issuance continuing disclosure
requirements. A debt management policy should improve the quality of decisions, articulate
policy goals, provide guidelines for the structure of debt issuance, and demonstrate a
commitment to long-term capital and financial planning. Adherence to a debt management
policy signals to rating agencies, lenders, and investors that a Government is well managed

and therefore is likely to meet its debt obligations in a timely manner.

Debt management policies should be written with attention to the issuer's specific
needs and available financing options and are typically implemented through more
specific operating procedures. Finally, debt management policies should be approved by
the issuer’s governing body to provide credibility, transparency and to ensure that there

is a common understanding among elected officials and staff regarding the issuer’s

approach to debt financing.

Debt Management Policies should include at least the following:
1. Debt Limits. Governments should consider criteria for evaluating when debt should be
issued and set specific limits or acceptable ranges for each type of debt in their debt

policies. Limits generally are set for legal, public policy, financial restrictions, and
planning considerations.

a. Legal restrictions may be determined by:

« State constitution or law,
« Local charter, by-laws, resolution, or ordinance,

« Bond indenture, resolution, trust agreement, lease, or similar document, and

» Bond referenda approved by voters.

b. Public Policies will address the internal standards and considerations within a

Government and can include:

« Purposes for which debt proceeds may be used or prohibited,
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» Types of debt that may be issued or prohibited,
« Relationship to and integration with the Capital Improvement Program, and

« Policy goals related to economic development, including use of tax increment

financing and public-private partnerships.

c. Financial restrictions or planning considerations generally reflect public policy or
other financial resources constraints, such as reduced use of a particular type of debt
due to changing financial conditions. Appropriate debt limits can have a positive
impact on bond ratings, particularly if the Government demonstrates adherence to
such policies over time. Financial limits often are expressed as ratios customarily
used by credit analysts. Different financial limits are used for different types of debt.
Examples include:

i. Direct Debt, including general obligation bonds, are subject to legal requirements
and may be able to be measured or limited by the following ratios:

« Debt per capita,
» Debt to personal income,
« Debt to taxable property value, and

 Debt service payments as a percentage of general fund revenues or

expenditures.

ii. Revenue Debt levels often are limited by debt service coverage ratios (e.g., annual
net pledged revenues to annual debt service), additional bond provisions

contained in bond covenants, and potential credit rating impacts.

iii. Conduit Debtlimitations may reflect the right of the issuing Government to
approve the borrower’s creditworthiness, including a minimum credit rating, and
the purpose of the borrowing issue. Such limitations reflect sound public policy,
particularly if there is a contingent impact on the general revenues of the

Government or marketability of the Government’s own direct debt.
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iv. Short-Term Debt Issuance should describe the specific purposes and
circumstances under which it can be used, as well as limitations in term or size of

borrowing.

v. Variable Rate Debt should include information about when using non-fixed rate
debt is acceptable to the entity either due to the term of the project, market
conditions, or debt portfolio structuring purposes (See GFOA Advisory: Using

Variable Rate Debt Instruments).

2. Debt Structuring Practices. The Policy should include specific guidelines regarding the
debt structuring practices for each type of bond, including:
« Maximum term (often stated in absolute terms or based on the useful life of the

asset(s)),
« Average maturity,

« Debt repayment structure, such as equal annual debt service payments or equal

principal amortization,

« Use of optional redemption features that reflect market conditions and/or needs of

the Government,

« Use of variable or fixed-rate debt, short-term debt, and limitations as to when, and to

what extent, each can be used,

« Considerations for the use of structural features to bolster ratings and credit

assessment, such as debt service reserve accounts and bond insurance, and

« Other structuring practices should be considered, such as capitalizing interest during
the construction of a revenue bond project and deferral of principal, and/or other

internal credit support, including general obligation pledges.

3. Debt Issuance Practices. The Policy should provide guidance regarding the issuance
process, which may differ for each type of debt. These practices include:
« Selection and use of professional service providers, including independent municipal

advisors, bond counsel, and disclosure counsel,
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Criteria for determining the method of sale (competitive, negotiated, private

placement, bank loan),

Use of comparative bond pricing services or market indices as a benchmark in
negotiated transactions, as well as to evaluate final bond pricing results, which is

often done by, or in consultation with, a municipal advisor,
Criteria for the issuance of taxable bonds,

Use of credit ratings, minimum bond ratings, determination of the number of ratings,

and selection of rating services, and

Primary market disclosure practices and procedures.

4. Debt Management Practices. The Policy should provide guidance for ongoing

administrative activities including:

Investment of bond proceeds,
Budgeting for and making debt service payments;

Continuing disclosure procedures; including annual certifications as required by debt
documents as well as those related to ensure compliance with any continuing

disclosure undertaking (CDA),

Tax law compliance monitoring, including arbitrage rebate monitoring and filing,

and - monitoring the use of tax-exempt bond financed facilities for private use,
Federal and state law compliance practices,

Monitoring outstanding debt for refunding opportunities and establishing criteria for

when to pursue a refunding, and

Ongoing investor relations efforts.

5. Use of Derivatives. The Debt Management Policy should clearly state whether or not the

entity can or should use derivatives. If the policy allows for the use of derivatives, a

separate and comprehensive derivatives policy should be developed (see GFOA’s

Advisory: Use of Debt-Related Derivatives Products).
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References:
« GFOA Best Practice: Post-Issuance Policies and Procedures, 2020

« GFOA Best Practice: Understanding Your Continuing Disclosure Responsibilities,

2020
« GFOA Best Practice: Refunding Municipal Bonds, 2019
« GFOA Advisory: Using Variable Rate Debt Instruments, 2010.
« GFOA Advisory: Use of Debt-Related Derivatives Products, 2010.
o GFOA Best Practice: Bank Loans and Direct Placements, 2020.
» GFOA Best Practice: Selecting Bond Counsel, 2008.
« GFOA Best Practice: Selecting and Managing the Method of Sale of Bonds, 2020.
« GFOA Best Practice: Selecting and Managing Municipal Advisors, 2014.
« GFOA Best Practice: Selecting Underwriters for a Negotiated Bond Sale, 2008.

« GFOA Best Practice: Primary Market Disclosure, 2020.

Board approval date: Friday, March 6, 2020
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