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MEETING OF JANUARY 9,2002 

FROM: FINANCE DEPARTMENT 
DATE: DECEMBER 18,2002 
SUBJECT: Standardize accounting terminology and accounting practices for, 

Contingency Appropriation, Emergency Reserves, General Fund 
Undesignated Fund Balance, and General Fund Designated Fund Balance. 

Recommended Action: Accept report. 

BACKGROUND 
There are several financial terms that are used by staff and Council on a regular basis that would 
benefit from standardized interpretations: 

1. Contingency Appropriation. 
2. Emergency Reserves. 
3. General Fund Undesignated Fund Balance. 
4. General Fund Designated Fund Balance. 

DISCUSSION 
Contingency Appropriation and Emergency Reserves are addressed in the City's Financial 
Management Policies, issued June 8' 2000 as follows: 

1. CONTINGENCY APPROPRIATION. 
For each fiscal year, the final adopted General Fund budget shall contain a funded 
Contingency Appropriation equal to ten percent (1 0%) of General Fund 
Expenditures. The City shall implement a strategy to reach the required funding level 
in no more than five fiscal years. The Contingency Appropriation " will provide a 
prudent level of financial resources to protect against temporary revenue shortfalls or 
unanticipated operating costs, and/or to meet short-term cash flow requirements. " 

2. EMERGENCY RESERVES. 
To protect against significant one-time costs, which might arise from major 
unpredictable emergency events, in addition to the Contingency Appropriation, the 
City shall maintain a funded emergency reserve equal to five percent (5%) of 
General Fund budgeted expenditures. 

Staff recommends the following guidelines be applied to each of these terms, including the 
following accounting practices: 

e, Connthgency Appropriation 
a. will be accounted for as a separate fund. 
b. The assets of this fund are limited to cash. 



c. The fund will be included in the monthly Treasurer's report. 
d. This cash is available to the City Manager to cover short-term cash shortages. 

Emergency Reserves 
a. Will be accounted for as a separate fund 
b. The assets of this fund are limited to cash. 
c. The fund will be included in the monthly Treasurer's report. 
d. This cash is not available to the City Manager to cover short-term cash shortages, 

without prior notification by the City Manager to the City Council. 

The 2002-03 fiscal year operating budget does not include, nor fund a Contingency Appropriation 
Fund as defined above. The 2002-03 fiscal year operating budget includes an Emergency Reserves 
Fund, with a budgeted year-end cash balance of $488,200. This fund is currently included in the 
monthly Treasurers' report. 

Included in the Governmental Accounting, Auditing, and Financial Reporting Glossary are the 
following dehtions: 

Fund - A fiscal and accounting entity with a self-balancing set of accounts recording cash 
and other financial resources, together with all related liabilities and residual equities or 
balances, and changes therein, that are segregated for the purpose of carrying on specific 
activities or attaining certain objectives in accordance with special regulations, restrictions, 
or limitations. 
Fund Balance - The difference between assets and liabilities reported in a governmental 
fund. 
General Fund - The general fund is used to account for all financial resources except those 
required to be accounted for in another fund. 
Designated Fund Balance -Designations reflect a government's self-imposed limitations 
on the use of otherwise available expendable financial resources in governmental funds. 
Undesignated Fund Balance - Available expendable financial resources in a governmental 
h d  that are not the object of tentative management plans (i.e., designations). 

SUMMARY 
Applying these concepts to the four terms results in the following interpretations: 

1. Contingency Appropriation - A separate, cash only fund, available to the City Manager for 
short-term cash shortages, available to fund unanticipated operating costs with prior Council 
authorizatioli. 

2. Emergency Reserves - A separate, cash only fund, restricted to major unpredictable 
emergency events, Council authorization required. 

3. General Fund Undesignated Fund Balance - The difference between total assets and total 
liabilities (including any designation of fund balance), includes but not limited to cash, 
available to fund unanticipated operating costs with prior Council authorization. Once 
Council authorizes the operating cost the funds are reclassified £rom Undesignated to 
Designated. A reconciliation of the undesignated fund balance is included in the monthly 
Treasurer's report. 

4. General Fund Designated Fund Balance - The difference between total assets and total 
liabilities, whch is included as a source for operating costs during the annual budget 
process. For the 2002-03 fiscal year the amount designated was $ 541,570. 

Report Prepared By: M. Braucht, Finance Director Reviewed and Forwarded 
By City Manager: 



GLOSSARY OF TERMS 
(also refer to Redevelopment Agency Glossary of Terms in the fo'OBBowhg pages) 

Accouaathg System - The set of records and procedures, which are used to record, classify, and 
report information on the financial status and operations of the City. 

Accrual Basis Accoaantinag - Under this accounting method, transactions are recognized when they 
occur, regardless of the timing of related cash receipts and disbursements. 

Ad Valorem - Latin for 'IN PROPORTION TO THE VALUE'. This refers to property taxes 
levied on value and includes the general obligation (G.). bond rates added to the 1 % rate allowed by 
Prop. 13. These rates are applied to the secured, unsecured, supplemental, and other miscellaneous 
tax rolls. 

Adoption - Formal action by the City Council which sets the spending limits for the fiscal year. 
The City's budget is adopted by Council resolution. 

Annual Budget - A budget applicable to a single fiscal year. 

Appropriation - An authorization made by the City Council, which permits officials to incur 
obligations against and to make expenditures of government resources. Appropriations are typically 
granted for a one-year period. 

Assessed Valuation - A value established for real property for use as a basis in levying property 
taxes. For all agencies in the State of California, assessed value is established by the County for the 
secured and unsecured property tax rolls; the utility property tax roll is valued by the State Board of 
Equalization. Under Article XI11 of the State Constitution (Proposition 13 adopted by the voters on 
June 6, l978), properties are assessed at 100% of full value. Proposition 13 also modified the value 
of real taxable property for fiscal 1979 by rolling back values to fiscal 1976 levels. From this base 
of assessment, subsequent annual increases in valuation are limited to a maximum of 2%. 
However, increases to full value are allowed for property improvements or upon change of 
ownership. Personal property is excluded fkom these limitations, and is subject to annual 
reappraisal. 

Audit - Prepared by an independent Certified Public Accountant (CPA),. the primary objective of 
an audit is to determine if the City's Financial Statements present fairly the City's fmancial position 
and results of operations in conformity with generally accepted accounting principles. In 
conjunction with their perfonnance of an audit, it is customary for an independent auditor to issue a 
Management Letter stating the adequacy of the City's internal controls as well as recommending 
improvements to the City's financial management practices. 

Boltads - A bond is a written promise to pay a specified sum of money (called the face value or 
principle amount) at a specified date or dates in the future ( called the maturity date) together with 
period interest at a specified rate. Bonds are typically used to finance capital facilities. 

Budget- As the City's financial operating plan for the fiscal year, the budget displays the estimated 
expenditures (costs) for providing services and the estimated sources of revenue (income) to pay for 
them. Once the City Council adopts the budget, the total becomes the maximum spending limit. 
Capitola's budget encompasses fiscal year (July 1, through June 30). 



Budget Amendment - The Council has the sole responsibility for adopting the City's budget, and 
may amend or supplement the budget at any time after adoption. The City Manager has the 
authority to approve administrative adjustments to the budget as outlined in the Financial and 
Administrative Policies set by Council. 

Budget Calendar - The schedule of key dates which the follows in the preparation and adoption of 
the budget. 

Budget Document - The official financial spending and resource plan submitted by the City 
Manager and adopted by the City Council explaining the approved budget to the public and City 
Council. 

Budget Overview - This section provides an overview of the changes adopted in the budget. 
Additionally, the significant impacts of budgetary changes are outlined along with dollar amounts 
(increaseldecrease). 

Budget Policies - General and specific guidelines adopted by the Council that govern the financial 
plan's preparation and administration. 

Building Permit - Fee required for new construction or for any alteration or addition to a residence 
or commercial building. The fee is based on square footage and valuation. Electrical or 
plwnbinglmechanical work will require a similar permit. 

Business License Tax - Imposed on those conducting business within the limits. 

Capital or Community Improvements - Capital or community improvements are major 
construction, acquisition or maintenancelrepair projects. Typical examples of major construction 
would include new street improvements, park development and public buildings. Acquisition 
includes land for parks and open space. Major maintenancelrepairs may include street resurfacing 
or modifications to public buildings. 

Capital Improvement Plan (CIP) - The plan or schedule of expenditures for major construction 
of roads, sidewalks, facilities andlor park improvements and for the purchase of equipment. The 
City of Capitola 1 CIP follows a five-year schedule. Although the City adopts the C P  budget in a 
process, whch is separate from the adoption of the budget, the budget incorporates the first year of 
the five-year CIP. 

Capital Projects Fund - In governmental accounting, a fund that accounts for financial resources 
to be used for the acquisition or construction of capital facilities. The total cost of a capital project 
is accumulated in a single expenditures account, which accumulates until the project is completed, 
at which time the fund ceases to exist. 

Capital Outlay - Expenditures which result in the acquisition of or additions to fixed assets. 
Examples include land, buildings, machinery, equipment and construction projects. 

Capital Assets - Assets of significant value and having a useful life of several years. Capital assets 
are also called fixed assets. 

Cash Basis Accounting - A basis of accounting under whch transactions are recognized only 
when cash is received or disbursed. 



CDBG (Coamamup~ity Develcr~pment Block Grant) - Federal grant funds distributed from the U.S. 
Department of Housing and Urban Development that are passed through to the City. The City 
primarily uses these funds for housing rehabilitation, public improvements and local social 
programs. 

Code - A book that contains the City Council approved ordinances currently in effect. The code 
defines City policy with respect to areas such as planning, etc. 

COLA - Cost of living allowance. 

Comprehensive A m u d  Financial Report QCAFR) - The official financial report of the City. It 
includes an audit opinion as well as basic financial statements and supporting schedules necessary 
to demonstrate compliance with finance-related legal and contractual provisions. 

Coastant DoPllars - A measure of the cost of goods or services with the effects of inflation 
removed. 

Contingency - A budgetary reserve set aside for emergencies or unforeseen expenditures not 
otherwise budgeted. 

Contingent Liab%ties - Items which may become liabilities of the City but are undetermined at a 
given date, such as pending lawsuits, unsettled disputed claims, unfilled purchase orders and 
uncompleted contracts. 

Contract Services - Services provided to the City from the private sector or other public agencies. 

Contributed Capitall - Resources, which are extremely restricted for the acquisition or 
construction of capital assets. This category includes, but is not limited to, capital grants, residual 
equity transfers in and contributions fi-om developers. 

Cost Allocatiolra - A fair and equitable methodology for identifying and distributing direct and 
indirect cost, from a service provider to the service consumer. In the City's case, the general fund is 
the service provider and the external funds are the service consumer. 

Court Fhes ,- Portion of the fines collected upon conviction of a misdemeanor or infraction 
committed within boundaries. 

Debt Hnsltrument - Methods of borrowing funds, including General Obligation (G.O.) bonds, 
revenue bonds, lease/purchase agreements, lease-revenue bonds, tax allocation bonds, Certificates 
of Participation (COPs), and assessment district bonds(L1DS s). (See Bonds.) 

Debt Service - Payment of the principal and interest on an obligation resulting from the issuance of 
bonds, notes, or Certificates of Participation (COPs). 

Debt Service Fund - A fund established to account for the accumulation of resources for, and the 
payment of, genera1 long-term debt principal and interest. 

Deficit - The excess of liabilities over assets. 



Department - A major organizational unit of the City, whch has been assigned overall 
management responsibility for an operation or a group of related operations withm a functional 
area. In Capitola, Department Heads are the chef administrators within a department. 

~ e v e l o ~ e r  Fees and Permits - Fees that are charge for specific Planning services. 

Documentary Transfer Tax - Imposed on the transfer of real property, exclusive of any lien or 
encumbrance. The City receives 50% of revenue collected by the County. 

Encumbrances - Commitments against an approved budget for unperformed (executory) contracts 
for goods or services. They cease to be encumbrances when the obligations are paid or otherwise 
terminated. 

Enterprise Funds - Established to account for the financing of self-supporting activities of 
govemmental units, whch render services on a user charge basis to the general public. 

Equipment Replacement Fund - Equipment Replacement Fund is used to account for the 
replacement of existing fixed assets as equipment, machnery or building improvements become 
unserviceable or obsolete. 

Expenditure - The outflow of funds paid or to be paid for an asset obtained or goods and services 
obtained. Note: An encumbrance is not expenditure; an encumbrance reserves funds to be 
expended. (See encumbrances.) 

FEMA - Federal Emergency Management Agency. 

FHWA - Federal Highway Administration - a governmental agency responsible for administration 
of Federal grant programs for streets and highways. 

Fiscal Year - A 12 month period to which the annual operating budget applies and at the end of 
which the City determines its financial position and results of its operations. The City's fiscal yeas 
runs from July lSt to June30th. 

Five-Year Financial Forecast - Estimates of hture revenues and expenditures to help predict the 
future financial condition of the community. 

Fixed Assets - Non-consumable assets of long-term nature such as land, buildings, machinery, 
furniture, and the other equipment. The City has defined such assets as those with an expected life 
in excess of one year and value in excess of $5,000. 

FLSA (Fair Labor Standards Act) - The Fair Labor Standards Act sets minimum wage, overtime 
pay, equal pay and Child Labor Standards for private and public sector employees. Enforcement of 
the FSLA is assigned to the Department of Labor, Wage and Hour Division. 

Franchise Fees - Imposed on utility companies for the privilege of doing business in the City. 
Fees are usually based upon a percentage of gross revenue derived &om business conducted in the 
City. 

Full-Time Equivalents (FTE) - The amount of time a position has been budgeted for in terms of 
the amount of time a regulas, full-time employee nonnally works in a year. Full-time employees 



are paid for 2,080 hours in a year equating 1.0 FTE. Correspondingly, a part-time employee who 
worked 1,040 hours would relate to 0.5 FTE. 

Fnnd- An independent fiscal and accounting entity with a self-balancing set of accounts in which 
cities record financial transactions relating to revenues, expenditures, assets and liabilities. Each 
fund has a budget with exception of the General Fund ( which accounts for general purpose actions 
and has unrestricted revenue sources). Each remaining fund typically has a unique funding source 
and purpose. Establishing funds enables the to account for the use of restricted revenue sources 
and carry on specific activities or pursue specific objectives. 

Fund Accounting - System used by non-profit organizations, particularly governments. Since 
there is no profit motive, accountability is measured instead of profitability. The main purpose is 
stewardshp of financial resources received and expended in compliance with legal requirements. 

Furad Balance - Also lcnown as financial position, fund balance is the excess of current assets over 
current liabilities, and represents the cumulative effect of revenues and other financing sources over 
expenditure and other financing uses. 

Fund Descriptions - The basic accounting and reporting entity for the City is a fund. A fund is "an 
independent fiscal and accounting entity used to record all financial transactions related to the 
specific purpose for which the fund was created." Funds are established for the purpose of camying 
on specific activities or attaining certain objectives in accordance with special regulations, 
restrictions, or limitations. 

Funds used in government are classified into three broad categories: governmental, proprietary and 
fiduciary. Governmental funds include activities usually associated with a typical state or local 
govermnent's operations (public safety, general government activities, etc. Proprietary funds are 
used in govemnents to account for activities often found in the private section (utilities, stadiums 
and golf courses are prime examples). Trust and Agency funds are utilized in situations where the 
government is acting in a fiduciary capacity as a trustee or agent. The various funds are grouped in 
fund types and categories as follows: 

G M P  (Gemerrally Accepted Accoupathg Prhciples) - Uniform minimum standards for financial 
accounting and reporting. They govern the fonn and content of the basic financial statements. 

General Fixed Assets and General Long Term Debt Account Groanps - accounts for fixed assets 
and long-term debt not used in proprietary fund operations or accounted for in trust funds. 

Gas Fund Tax - The Gas Fund Tax is used to account for revenues and expenditures apportioned 
under the Streets and Highways Code of the State of California. Expenditures may be made for any 
street related purpose in the City's system of streets. 

Genera11 Fnnd - In governmental accounting, fi~nd used to account for all assets and liabilities of a 
non-profit entity, except those particularly assigned for other purposes in another more specialized 
fund. It is the primary operating fund of the City . 

General Liability Self Insurance Fund - The General Liability Self Insurance Fund is used to 
provide the City with liability insurance. Coverage is provided through the City's participation in a 
joint powers agreement through (MBIAF) Monterey Bay Area Insurance Fund. 



General Obligation Bonds - Bonds for whch the pledges its full faith and credit for repayment. 
Debt Service is paid from property tax revenue levied (in the case of voter-approved bonds) or other 
general revenue. 

I .  

Goal - A statement of broad direction, purpose, or intent. 

Governmental Funds - Include activities usually associated with the governmental entities' 
operation (police, fire, and general governmental functions). 

Grant - External contributions, andlor gifts of cash, or other assets typically fi-om another 
governmental entity to be used or expended for a specific purpose, activity, or facility. An example 
is Community Development Block grant funding from the Federal Government. 

Home Owners' Property Tax Relief POPER) - Is the tax on the $7,000 reduction in assessed 
value, which is allowed on owner occupied residential property. The State pays the tax on this 
exemption. 

Housing Set-Aside Fund - Fund is used to account for the 20% set aside property tax increment 
revenues and the associated expenditures to be used for increasing or improving low and moderate 
income housing. 

Improvements - Buildings, structures or attachments to land such as sidewalks, trees, drives, 
tunnels, drains and sewers. 

Interest/Income - The prudent investment of idle funds. The types of investments that can be 
made are limited by the Government Code to protect the safety of taxpayer's money. 

Intergovernmental Revenue - Revenue received fi-om other governmental agencies and 
municipalities, such as grants from the State or Federal government. 

Internal Services Fund - The internal Service Funds are used to finance and account for special 
activities and services performed by a designated department for other departments on a cost 
reimbursement basis. 

Inter-fund Transfers - When the moves money between its various funds, it makes an inter-fund 
transfer, referred to as transfers-in and transfers-out. In aggregate, transfers in and out offset each 
other for the fiscal yeax. 

Lease-Purchase Agreements - Contractual agreements which are termed "leases", but which in 
substance amount to purchase contracts. 

Levy - To impose taxes, special assessments or service charges for the support of governmental 
activities (Verb). The total amount of taxes, special assessments or service charges imposed by 
Santa Cruz County levying property taxes. 

Licenses and Permits - Revenues earned by the issuance of licenses or permits levied in 
accordance with the benefits conferred by the license or permit. 












