Audit Committee
Reserve and
Fund Balance

Discussion

Council Work Session
September 16, 2020



Work Session

Feedback from this work
session is sought to give

- : guidance to staff on the Reserve
McMI’*"\WILLF Fund Balance Policy draft in

o e, % order to bring a final version to

p“’"**' "'*E B Council for consideration and
adoption at an upcoming public
meeting
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Background

The Audit Committee met
7/14/2020
8/5/2020
8/26/2020

to review the City’s budgeted and actual fund balance
trends as well as best practices and literature regarding
municipal reserve policies to give staff parameters for
updating McMinnville’s reserve and fund balance policy
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McMinnville Reserve Review
Considerations




Moody’s Local Government Rating Scorecard

Credit
® Moody's uses a “scorecard” approach to provide a composite score of a local government’s credit

I m a Ct profile based on weighted factors as well as potential “below the line” notching factors
p @ Of the rating factors, only some are directly controllable by actions or inactions of the City

Broad Scorecard Factors ‘ Sub-Factors Sub-Factor Weighting ‘ Level of Control
Tax Base Size (Full Value) 10% Less/No Direct Control
Emnm;%rr;e;x Frane Full Value Per Capita 10% Less/No Direct Control
Wealth (Median Family Income) 10% Less/No Direct Control

Fund Balance (% of Revenues) 10% More Direct Control

Finances Fund Balance Trend (5-year Change) 5% More Direct Control

(30%) Cash Balance (% of Revenues) 10% More Direct Control

Cash Balance Trend (5-year Change) 5% More Direct Control
Management Institutional Framework 10% Less/No Direct Control

(20%) Operating History 10% More Direct Control

Debt to Full Value 5% More Direct Control

Debt to Revenue 5% More Direct Control

Debt/Pensions te-Adi NI

(20%) (vear Average) o Fullvalte 5% S B
?’;?3:;: ;ﬁ:‘;ﬁg?tgﬁgfmﬂgn Lk 5% Less/No Direct Control
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General Fund Reserve Trends

Appropriated Budget for Combined General Fund and Ambulance Fund

Reserve level based on Operating Expenses Budgeted Current Net Revenue
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General Fund Reserve Trends

Actuals for Combined General Fund and Ambulance Fund

Reserve level based on Operating Expenses

Fyas® Fyid Fyas® Fyib FfiF Fid Fri%

Harw: Opedal i relatve Unissind sFadityRarng
e we Oy aling relatbe BFH - AN ereding Tusd balanoe
Easdas Oy ting relatbe BFH - A ereding Tund balanos

* Fiscal year data is based on CAFR restatements
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General Fund

Revenues

Approximately 75%
of revenues are
inelastic, sheltering
the City from the
immediate impacts
of economic
downturns
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Property tax has averaged 48.2% with
arange from 47.1% to 49.7% of actual
General Fund revenue for the past
seven years (excluding FY17 with the

outlyer debt proceeds)
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City of McMinnville Council Meeting on Reserves September 2020




Property Tax

OCUS
The top ten

property tax payers
make up less than
9% of all revenues
collected; revenue
diversification is a

good thing.

City of McMinnville

City of McMinnville, Oregon
Principal Property Tax Payers
Current Year and Nine Years Age

Fiscal Year Ended June 30, 2019

Assessed

Taxpayer Type of Business Value Percentage  Rank
Cascade Steel Rolling Mills, Inc. Steel production 5 63,015,704 230 % 1
Willamette Valley Medical Center, LLC Health care 56,962,762 208 2
The Falls at McMinnville LLC Developerfevent center 22821998 0.83 3
HCP SH ELP1 Properties LLC (a) Retirement community 19,946,151 0.73 4
Jackson Family Wines INC Commercial wine producer 16,525,239 0.60 5
Lowes Home Improvement Warehouse, Inc. Home improvement retail store 14 615,482 0.53 6
Cooperative Regions of Organic Producer Organic consumer produce 13,714,166 0.50 7
March Hare LLC & McMincenter, LLC (b) Commercial real estate management 12,948 690 047 8
Michelbook Estates INC Recreation organization 12609470 0.46 9
Lafayette Place Apartments LLC Residential real estale management 11,283,371 041 10
Comcast Corporation Cable television - -
Aur Liquide Industrial U 5, LP Liquid oxygen, nifrogen, argon - -
Hillside Senior Living Community LLC (a) Retirement community - -
Verizon, Inc. Telephone communication - -
Homette (Skyline Corporation and Nomad) Mobile home and RY manufacturing - :
NEBS-McMinnville Plaza Commercial real estate management - -
Morthwest Natural Gas Co. Natural gas distnbutor - -
Total principal property tax payers 244 443,033
All other property tax payers 2,498,014 811 91.09
Total 5 2,742 457 844 100.00 %

Source: Yamhill County Assessor's Office

(a) Hillside Senior Living Community LLC has been aquired by another company, although the property

and facilities are the same

(b) Reef McMinnville Plaza LLC has been aquired by March Hare LLC & McMincenter, LLC, although the property

1A CAFR p. 147

and facilities are the same

Council Meeting on Reserves

September 2020



Policy Guidance

Reserve and Fund Balance 28B e

Policy based on reporting .
requirements and best ABOUT THE GASB

practices from two A

Established in 1984, the Governmental Accounting Standards Board (GASE) is the independent,

e L]
O rga n I Z a t I O n S private-sectar arganization based in Norwalk, Connecticut, that establishes acconnting and finanetal
reporting standards for 1.5, state and local governments that follow Generally Acoepted Accounting
Principles (GAAF)
The GASE standards are recognized as authoritative by state and loeal governments, state Boaras of
Accountancy, and the American Institute of CPAs (AICPAL The GASE dm‘:'.r.-]r': and issues Rceounting
Abo ut G FOA standards throagh a transparent and inclusive process intended to promote financial reparting that

provides useful information to taxpayers, public offidals, mvestors, and others who wse financial
reports.

The Government Finance Officers Association (GFOA), founded in 1906, represents public finance
officials throughout the United States and Canada. The association's more than 20,000 members are
federal, state/provincial, and local finance officials deeply involved in planning, financing, and
implementing thousands of governmental operations in each of their jurisdictions. GFOA's mission is to

The Finanefal Accounting Foundation (FAF) supports and oversees the GASE. Established in 1972, the

FAF bs the independent. private-sector, nol-for-profit erganization based in Norwalk, Connsctieut
responsible for the cversight, administration, finaneing. and sppointment of the GASE and the
Financial Aseounting Standards Board (FASE),

advance excellence in public finance.
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McMinnville Reserve and
Fund Balance Policy Elements




Reserve Policy Purpose

b

* Ensure present and future
municipal service levels ‘

e Withstand the next
economic downturn or fiscal §
stress (natural disaster, A
other emergency, revenue ~ P
or cash short fa ?3 F 1%

* Promote equitable and

stable rate, charge and fee
structures
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Reserve Policy Purpose

e Protect the City’s )
creditworthiness and bond g8,
rating AP

» Provide flexibility to respond = B
to unanticipated wE:
opportunities

e Consider long-term financial
planning needs, including
retirement system rate
Increases
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Prudent Reserve for
General Fund

Realistic and achievable — credit worthiness

Financial uncertainty — ability to move quickly
further constrained

Revenue comparatively stable — less urgency to
sequester resources beyond the GFOA
minimum
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Reserve Calculation

Reserves = budgeted contingencies + capital
savings reserves + unassigned ending fund balance

\ Historically McMinnville has included all
\ \ | / . . .
- unrestricted fund balances, which incorporates
EW — LOSAP reserve. Excluding this assigned reserve
7 / ( \\J from the calculation will reduce the reserve
\ level percentage

Operating expenses = personnel cost + materials
and services carrying costs
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Reserve
Communications

City Budget Process continues to be primary
methodology

Criteria Established for off
cycle discussions, like mid-
year FY21 review given

Covid-19 uncertainty COMMUNICATION
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Reserve Targets for all Funds

Reserve standards for all City funds based on
purpose and characteristics of each fund

o~ @ ©°

Governmental v. Enterprise funds reserve
calculations
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Fund Balance
Definition
Difference between

assets and liabilities in
governmental funds

19 CATR on p. 37

Assets
Cash and investments
Receivables
Due from other funds
Frepaids
Advances fo other funds
Due from component unit
Restricted cash and investments
Total assets

Liabilities
Accounts payable
Due to other funds
Accrued payroll and other payroll
liabilities
Retainage payable
Dieposits
Advances from other funds
Uneamed revenue
Total Liabilities

Deferred inflows of resources:
Unavailable revenues - taxes
Unavailable revenue - other

Total deferred infiows of resources

Fund Balances
Honspendable
Restricted
Committed
Aszigned
Unassigned
Total fund balances
Total liabilities, deferred inflows of
resources and fund balances

City of McMinnville Council Meeting on Reserves

City of McMinnville, Oregon
Balance Sheet

Governmental Funds

June 30, 2019

lotal Non-
Urban Major Total
Airport Debt R: | Debt ital G tal
General Maintenance Transportation Service Service Funds Funds

5 6.551.873 - 8 - 3 - % 228881 § 2820828 3§ 9,300,520

1.583718 723.588 - 251.504 14,254 737570 3.320.634

2.079.554 - - - - - 2,078,554

34,183 - - - - 43783 82,086

1,268,777 - - - - - 1,268,777

- 97,859 6.506,337 1.407.278 - 1.519434 9,580,800

5 11.528115 821,447 5 6506337 51658783 § 241215 § 4006483 3 25742380

3 352,071 Bi122 § 825827 0§ - 3 - % 300208 3 1,648,220

- - - - 2,079.554 - 2,078,554

1,378,000 - - - - 20420 1,300,430

- 6.608 41,404 - - - 48,192

267167 - - - - - 267,167

- - - - - 111,844 111,944

184,017 53,184 - - - 219,138 457,280

2,183,155 141,004 267,321 - 2,078,554 741,071 6,012,805

662,028 - - 184,142 0,032 - 858,100

100,214 714,221 - - - 38,857 853,202

762,240 714,221 - 184,142 0,932 38,857 1,708,202

2113747 - - - - 45783 2,162,540

- - 5,600,018 1474841 - 3,775,358 10,948,013

- - - - - 174734 174,734

855,308 - - - - 146,072 802,268

5.813.577 (33.778) - - (1.848.271) - 3.931.528

8582720 (33.778) 5.600.018 1.474.841 (1.848.271) 4,145,855 15,020,183

5 11,528,115 821,447 % 8506337 §$1858.782 § 2M1.215 § 4026483 § 25742380
September 2020



City of McMinnville, Oregon
Stavement of Met Position
Fropristary Funds

Working Capital T =
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Budgeting Approach

Strategic priorities and Council £ CITY GOVERNMENT CAPACITY

Sirengthen the City’s ability to prioritize and deliver municipal services with
discipline and focus

goal setting activities are key CIVIC LEADERSHP

Encourage a variety of leadership development opportunities to foster a
culture of civic pride and involvement

' 0 i n p U tS fo r Sta ff COMMUNITY SAFETY & RESILIENCY

Proactively plan for and respensively maintain a sofe and resilient community

oreparing annual | © wsowmemosery ...

across a balanced array of traditional and innovative industry sectors

6@ ENGAGEMENT & INCLUSION
= Create a culture of acceptance and mutual respect that acknowledges
differences and strives for equity

MACGTOWNIZ20372 oud get
STRATECIC PLAIN
9

oroposals @ SROWTH &DEVELOPMENT CHARACTER

to enhance our unique character

&) HOUSING OPPORTUNITIES (across THE INCOME SPECTRUM]
#  Create diverse housing opportunities that support great neighborhoods
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Budgeting Approach

Add
e Core services analysis
e Reserve target as budget floor




Compliance Cleanup
RULES, GASB 54 Requirements

.'I-_ﬁ?-l"-'
e

POLIC "'"-J  Define process for

|p'l_r|-|—_l_l'

establishing committed
and assigned fund balance

CﬂMFLl.ﬂNCE _ categories

sl | * Expenditure hierarchy goes
N e \C from reserved, committed,
s SPARENCY | assigned and only then

WL |

unassigned fund balances
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Questions? Thoughts?




