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Fund Balance Policy and Revisions to Capitalization Policy
DISTRICT CONTROLLER’S RECOMMENDATION

Review the proposed new District Fund Balance Policy and revisions to the Capital Expenditures
and Depreciable Fixed Assets Board Policy.

SUMMARY

This report outlines (1) a proposed Fund Balance Policy to establish appropriate District reserves
for financial stability and in accordance with GASB 54 and (2) proposed revisions to the
District’s existing Capital Expenditures and Depreciable Fixed Assets Policy to increase
capitalization thresholds streamline the calculation of depreciation and reduce the accounting
entries for asset disposals and retirements.

DISCUSSION

As the District has grown in size over the years, the complexity of its financial operations has
also increased and the recent passage of Measure AA will add to the complexity. The District
Controller recommends the Board of Directors adopt a new District Fund Balance Policy and
approve revisions to the Capital Expenditures and Depreciable Fixed Assets Policy to strengthen
the District’s financial management practices.

Fund Balance Policy

The proposed Fund Balance Policy (Attachment 1) meets the requirements of GASB 54 which
established the following five fund balance classifications with varying constraints: Non-
Spendable, Restricted, Committed, Assigned, and Unassigned. These classifications are defined
as part of the draft policy which is attached to this report and include Restricted funds for
Hawthorn and OPEB, Committed Funds for (non-Measure AA-funded) infrastructure,
emergency (fire, earthquake and flood) response, and equipment replacement, and minimum
balance requirements for the General Fund for working capital liquidity and land acquisitions
prior to general obligation bond reimbursement. The proposed policy describes the purpose of
each fund, authority for establishment and change, amount of each fund, trigger for usage,
procedure for replenishment, and frequency of review.
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Capital Expenditures and Depreciable Fixed Assets Policy

The District’s auditor, Chavan & Associates, recommended the District re-evaluate its
capitalization threshold, currently $10,000, given the value of the District’s assets and its annual
budget. Similar agencies typically have a capitalization threshold of $25,000 or more. The
proposed policy revisions (Attachment 2) would change the District’s capitalization threshold to
$25,000 for vehicles and equipment and $50,000 for structures and infrastructure. Attachments 2
and three provide a summary of the changes and capital asset definitions and Attachment 4
presents proposed changes to the current Board policy.

FISCAL IMPACT

The policy changes discussed in this report would have no fiscal impact.

PUBLIC NOTICE

Notice was provided pursuant to the Brown Act. No additional notice is necessary.
CEQA COMPLIANCE

No compliance is required as this action is not a project under CEQA.

NEXT STEPS

Following Board acceptance of the recommended policy changes, the General Manager will
implement the two policies.

Attachment:
1. Draft Fund Balance Policy in Accordance with GASB Statement No. 54
2. Fund Balance Policy Best Practices and MROSD Proposed Reserve Funds
3. Summary of Proposed Capitalization Policy Changes
4. Capital Assets Definitions
5. Proposed Revisions to the Capital Expenditures and Depreciable Fixed Assets Policy

Prepared by:

Michael Foster, Controller

Andrew Taylor, Accountant

Kate Drayson, Administrative Services Manager

Contact persons:
Michael Foster, Controller
Andrew Taylor, Accountant
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Policy #

Fund Balance Policy in Accordance
y Chapter 4 — Finance & Administration

with GASB Statement No. 54

Effective Date: Revised Date:

Prior Versions:

Purpose

The following policy is created and approved by the Board of Directors in order to [1] provide
adequate funding to meet the District’s short-term and long-term plans, [2] provide funds for
unforeseen expenditures related to emergencies such as natural disasters, [3] strengthen the
financial stability of the District against present and future uncertainties such as economic
downturns and revenue shortfalls, and [4] maintain an investment-grade bond rating. This policy
has been developed, with the counsel of the District auditors, to meet the requirements of GASB
54.

This policy identifies the required components of fund balance, the level of management
authorized to approve or change target balances in each fund, the amounts that the District will
strive to maintain in each fund, and the conditions under which fund balances may be spent,
reimbursed and reviewed.

Policy
The components of District fund balance are as follows:

Non-Spendable fund balance includes amounts that cannot be spent either because they are not
in spendable form, e.g. prepaid insurance, or because of legal or contractual constraints. At all
times, the District shall hold fund balance equal to the sum of its non-spendable assets.

Restricted fund balance includes amounts that are constrained for specific purposes which are
externally imposed by constitutional provisions, enabling legislation, creditors, or contracts.
Individual funds will be identified by the General Manager and Controller and the amounts set
based on legal or contractual requirements. Funds may only be spent as specified by contract or
as externally directed. The continuing need for each fund and the amount reserved will be
reviewed annually.

Committed fund balance includes amounts that are constrained for specific purposes that are
internally imposed by the District Board of Directors. Individual funds and target amounts will be
established by the Board. Projects to be funded by committed funds require the approval of the
Board. Funds spent from committed funds shall be reimbursed from the general fund within two
years. The continuing need for each fund and the amount reserved will be reviewed annually. Any
changes require the approval of two-thirds of the Board.



Assigned fund balance includes amounts that are intended to be used for specific purposes that
are neither restricted nor committed. Such amounts may be assigned by the General Manager if
authorized by the Board of Directors to make such designations. Projects to be funded by assigned
funds require the approval of the General Manager. Funds spent from assigned funds shall be
reimbursed from the general fund within two years. The continuing need for each fund and the
amount reserved will be reviewed annually.

Unassigned fund balance includes amounts within the general fund which have not been classified
within the above categories. The Board shall designate the minimum amount of unassigned fund
balance which is to be held in reserve in consideration of unanticipated events that could
adversely affect the financial condition of the District and jeopardize the continuation of necessary
public services. Any spending from this minimum general fund reserve requires the approval of
the Board. Any such spending will be reimbursed from the general fund within two years. The
minimum reserve amount will be reviewed annually.

The specific reserve funds and amounts are as follows:
Restricted Funds

[1] 2004 Bond Reserve Fund: required by the terms of the 2004 Revenue Bonds; held by Bond
Trustee; minimum amount $1,393,435.

[2] Retiree Healthcare Plan Fund: established in 2008 with a $1.9 million contribution to the
California Employers’ Retiree Benefit Trust; all withdrawals per Board-approved plan; amount of
annual contribution authorized by the Board as part of the annual budget.

[3] Hawthorns Fund: established in 2011 with a $2.0 million endowment from the Woods Family
Trust, to provide stewardship funding for the Hawthorns property in Portola Valley; amount to be
withdrawn each year authorized by the Board as part of the annual budget.

Committed Funds

[1] Infrastructure Fund: $15.0 million; projected requirement for field and office facilities over the
next five years; amount to be withdrawn each year authorized by the Board as part of the annual
budget.

[2] Equipment Replacement Fund: $2.4 million; projected requirement for equipment and vehicle
replacement over the next five years, based on the amount of accumulated depreciation; amount
to be withdrawn each year authorized by the Board as part of the annual budget.

[3] Natural Disaster Fund: $3.0 million; projected emergency expenditures required to respond
quickly to a major fire, earthquake or flood; all withdrawals require the approval of the General

Manager or an Assistant General Manager.

Assigned Funds



None
Unassigned Funds

[1] General Fund Reserve: minimum balance of $10.0 million; estimated amount needed to
maintain cash flow liquidity over the fiscal year and to close land acquisition transactions when
general obligation bond funding is not available; all withdrawals require the approval of the Board
and reimbursement shall be accomplished within one year.



ATTACHMENT 2: Fund Balance Policy Best Practices and MROSD Proposed Reserve Funds

Fund Policy Best Practices

* Policy in Writing, Board Approved

* Reserves Divided into GASB 54 Categories
* Purpose Stated for Each Reserve

* Maximum Size of Each Reserve

* Trigger for Usage of Each Reserve

* How/When Reserves are to be Replenished
* Frequency of Review of Reserves

* Authority for Changing Reserves

* Reserves Consistent with Capital Plans

reservepolicyl114

8:20 AM11/14/2014



ATTACHMENT 2: Fund Balance Policy Best Practices and MROSD Proposed Reserve Funds

Proposed MROSD Reserve Funds (per GASB 54)

NON-SPENDABLE FUNDS: Restricted for specific purpose by contract or law (e.g. prepaid insurance)
RESTRICTED FUNDS: Restricted for specific purpose by contract or law (e.g. endowment)
COMMITTED FUNDS: Restricted for specific purpose by board of directors (e.g. capex plan)
ASSIGNED FUNDS: Restricted for specific purpose by management (i.e. no board involvement)

UN-ASSIGNED FUNDS: Not restricted, but board may set minimum balance (i.e. General Fund)

(millions) RESTRICTED COMMITTED ASSIGNED UN-ASSIGNED
Hawthorn all
OPERB (retiree health) all
2004 Bonds $1.3
Infrastructure $15.0
(Staff Facilities)
Equipment Replacement $2.4
Natural Disaster $3.0
(Major Fire, Quake, or Flood Remediation)
Minimum General Fund Balance $10.0
(for liquidity and land acquisition prior to GO bond reimbursement)
$20.4 $0.0 $10.0

reservepolicyl114

8:20 AM11/14/2014



ATTACHMENT 3
The current policy document in force (Capital Expenditure and Depreciable Fixed Asset /CapEx
Guideline and Cal culation) needs to be updated in light of the passage of Measure AA.
The essence is not to define what isa* capital project,” but rather to establish thresholds for

which the District will include an expenditure on its balance sheet as a depreciable fixed asset for
purposes of its government-wide financial statements.

Capitalization/Depreciable Fixed Assets

Category Current Policy Proposed
Land (non-depreciable) $5,000 $1
Equipment $5,000 $25,000

(machinery, furniture, fixtures, etc)

Vehicles $5,000 $25,000
(patrol, maintenance and administrative office)

Structures & Improvements $5,000 $50,000
('buildings, garages, storage areas and related
HVAC, heating and other systems)

Infrastructure $5,000 $50,000
(trails, bridges, drainage, parking areas, roads,
etc)

The proposed changes are based on input from the external auditors, as well as areview of peer
agencies including East Bay Regional Park District. In particular, the District’ s external auditor
has endorsed these levels as being more consistent with similar agencies given the overall size of
the District’s balance sheet (in excess of $400 million).

The primary effect of this change will be to reduce the number of assets that the District tracks for
accounting purposes, however, physical tracking of the assets will be maintained. It will
streamline the cal culation of depreciation and reduce the accounting entries for asset disposals and
retirements.



Summary Statement

Capital Assets
Definition

Capitalized Costs

ATTACHMENT 4

Up to present, the District has been guided by the Capital
Expenditure and Depreciable (CapEx) document first approved
by the Board on March 27, 2002 and subsequently amended in
March 2005 and December 2010.

Generally accepted accounting principles (GAAP) dictate that
the District capitalize certain expenditures on its balance sheet
(land, equipment, buildings, etc) as an asset. Under the same
principles, a portion of the value of those assets is recorded as
a depreciation expense over the estimated useful life of the
particular asset (land being the exception and not subject to
depreciation).

With the passage of Measure AA, the District needs to define a
more formal policy regarding Capital Assets of the District.
The purpose of this update is to establish capitalization
thresholds which are more consistent with the scale of the
District’s balance sheet and moreover, to ensure proper and
accurate accounting treatment under GAAP as it relates to
recording capital (fixed) assets in the District’s accounts.

Assets with the following threshold values, and a useful life of
greater than one year will be capitalized:

¢ Land and permanent easements, either purchased or
donated with a value of greater than $1 are non-
depreciable capital assets.

¢ Land improvements, infrastructure, buildings, other
structures and leasehold improvements which are
either purchased, constructed or donated to the District,
with an estimated total cost or fair market value,
greater than $50,000 are depreciable assets.

e Machinery, equipment, fixtures and vehicles, either
purchased or donated to the District with a cost or fair
market value greater than $25,000 are depreciable
assets.

e Projects which extend the useful life or materially
increase the capacity of an existing capital asset, with a
value greater than $25,000 for machinery, equipment,
fixtures and vehicles, or $50,000 for land,
improvements, infrastructure and buildings, are
capitalized and depreciated over the remaining useful
life of the asset.

Capitalized costs shall include those costs for placing the asset
into service as prescribed by GAAP:



Depreciation &
Amortization

Disposal of
Capital Assets

Annual Inventory

ATTACHMENT 4

¢ In the case of purchased assets, this shall included
purchase costs, taxes, installation, and delivery/freight
charges

e For constructed assets, costs include design,
engineering (geotechnical, soils, structural, etc),
permits, construction and other related costs.

The overriding determination for capitalization of costs shall
be conformity with US GAAP and made in consultation with the
District Controller and external auditor.

For the purposes of presentation in the District’s financial
statements, capital assets will be depreciated/amortized over
their useful lives based on the following categories:

e Vehicles 5 years
e Equipment/fixtures 5 to 20 years
e Structures/improvements 50 years
e Software 5to 10 years
¢ Infrastructure for public

access 20 to 50 years

Once an asset is either disposed of or no longer in service, it should no
longer be maintained in the District’s accounting system.

The procedure and methods for disposing those assets deemed to be
obsolete or no longer needed shall be subject to a separate policy as
approved by the General Manager and/or Board.

Departments are required to report changes (disposals, damages,
impairments, casualty loss, etc) for assets under their control to the
District Controller and Accounting.

The Administrative Services Department performs an annual
inventory as part of procedures to safeguard the District’s assets.
Irrespective of cost, items such as laptops, cameras, printers, tools and
other highly portable devices will be tracked as inventory.
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Capital Expenditure and
Depreciable Fixed Assets Policy 3.05

(-Ga-pEx-)—Gu-idel-i-ne—and Chapter 3 - Fiscal Management
Ceolaniaddesn

Effective Date: 3/27/02 Revised Date: 41/13/1312/10/14

Prior Versions: 3/27/02,3/23/05, 12/8/10, 11/13/13

. PART-CAPITAL EXRPENDHUREAND FIXED ASSETS:

AcCapital expenditure-assetsis are defined as a-majorronrecurring-expenditurefixed assets

such as land, buildings, and equipment with a useful life of greater than one year and are
classified as follows:-that-exceed 0 i i

1. Land - Land and permanent easements, either purchased or donated, with a value greater
than S1 are non-depreciable capital assets.

2. Structures and Structure Improvements - Land improvements, infrastructure, buildings,
other structures, and leasehold improvements which are purchased, constructed, or
donated to the District, with an estimated total cost or fair market value greater than
$50,000, are depreciable assets.

3. Infrastructure - Infrastructure assets are long-lived fixed assets, with a value greater than
$50,000, that normally are stationary in nature and can be preserved for a number of years
significantly greater than most fixed assets. are capitalized and depreciated over the
remaining useful life of the asset. Examples of infrastructure assets include roads, bridges,
trail systems, tunnels, drainage systems, water and sewer systems, dams, and parking lots.

4. Equipment - Machinery, equipment, and fixtures, either purchased or donated to the
District with a cost or fair market value greater than $25,000, are depreciable assets.

5. Vehicles - Vehicles, either purchased or donated to the District with a cost or fair market
value greater than $25,000, include the basic vehicle itself and any added components that
are permanently affixed ody{used ageand
frame)oremergency-vehicle equipment- to which-customize-the vehicle prior to the in-

service date.

6. Projects which extend the useful life or materially increase the capacity of an existing capital
asset, with a value greater than $25,000 for machinery, equipment, fixtures and vehicles, or
$50,000 for land, improvements, infrastructure and buildings, are capitalized and
depreciated over the remaining useful life of the asset.
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The foregoing represents a general framework and is not intended to be exhaustive. The final

determination for capitalization issues shall be made in consultation with the District Controller
and external auditor.

1. DEPRECIATION AND AMORTIZATION

For the purposes of presentation in the District’s financial statements, capital assets will be
depreciated/amortized over their useful lives based on the following categories:

Vehicles 5 years
Equipment/fixtures 5 to 20 years
Structures/improvements 50 years
Software 5 to 10 years
Infrastructure for public access 20 to 50 years

Board Policy 3.05 Page 2 of 6
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