Proposed Change to General Fund Balance Policy

The town’s general fund balance policy requires that the Rainy Day fund balance equal 50%
of operating expenditures for the current fiscal year. The Unassigned fund balance is set at
15% of operating expenditures. Because these requirements must be satisfied at the
beginning of a new fiscal year, any increase in the budget from the previous fiscal year
means that excess funds must be available from the previous year to satisfy current year
balance requirements. For example, the FY2026 Rainy Day requirement is $2,899,450,
more than $200,000 higher than the FY2025 requirement. Fortunately, these additional
funds were available from FY2025 surplus.

The goal in the budget process is to develop a balanced budget, not one thatincludes
substantial surplus. Even if the process included planning for a surplus, there would be
uncertainty in how much to plan for because the operating budget for the next fiscal year is
not determined until February.

To eliminate this uncertainty, a proposed alternative would set the initial Rainy Day fund
balance at 50% of the previous fiscal year’s balance. So, for example, the initial balance for
FY2027 would equal the current FY2026 balance of $2,899,450. The FY2027 budget would
include monthly or other periodic contributions to the Rainy Day fund so that the March 31,
2027 balance would equal 50% of the FY2027 operating expenditures. The Unassigned
balance would be allowed to increase gradually over the course of the year so that the end
of FY2027 balance would equal 15% of FY2027 operating expenditures, This proposed
change would alleviate any uncertainty about availability of surplus funds.
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The following policy focuses on funds within the General Fund that have not been
deS|gnated for a specific purpose The pollcy thueexetudesthe—ln#astruetu;e

batanee&mthe@ene#al—liundsets requwements for an aSS|qned fund mtended to
protect the town from serious adverse financial situations and an unassigned fund to
provide short-term financial protection..

Policy Summary

The policy has two primary components.

- The first component is an Assigned Rainy Day fund balance equal to atleast 6
months of operating expenditures. This Assigned balance is intended to protect the
town financially from the effects of catastrophic events such as a hurricane or other
event or condition that seriously impairs the town's revenues or causes significant
unanticipated expenses. The balance at the beginning of each fiscal year shall be
equal to 50% of the previous fiscal year’'s operating expenditures. The current fiscal
year’s budget shall include monthly or other periodic contributions to the Rainy Day
fund so that the balance at the end of the fiscal year shall be equal to 50% of
operating expenditures for that fiscal year.

- The second primary component is te-maintain-an Unassigned fund balance equal
to at least 15 percent, or nearly two months of operating expenditures. This
Unassigned balance provides protection against short-term imbalances in revenues
and expenditures.

The Unassigned balance at the beginning of the fiscal year shall be equal to 15% of
the previous fiscal year’s operating expenditures and shall be allowed to increase as
needed so that the balance at the end of the fiscal year is equal to 15% of operating
expenditures for that fiscal year. Any remaining funds in excess of the required
amount shaII be avallable for allocation to other uses. lseaiixeeta#neunt—setat—the

UnaSS|gned balance faIIs below the targeted amount |t is replenlshed elther from
excess revenues the following month or by transferring needed funds from the Rainy
Day balance. This replenishment process is managed by the Town's financial staff
with Town Manager approval.

If any projected shortfall in revenue or excess expenditures exceeds one month's
average budgeted expenditures, the Town Manager will propose for Commissioner
approval a plan for using Rainy Day funds to address the problem. The proposal will
also include a plan for replenishing the Rainy Day fund if use of these funds will

result in a remaining balance less than 6-menths-of budgeted-operating
expenditures-the required amount.









