Appendix

FINANANCIAL MANAGEMENT POLICIES

The City of Shakopee has an important responsibility to its citizens to plan the adequate funding of services desired by
the public, including the provision and maintenance of public facilities, to manage municipal finances and resources
wisely, and to carefully account for public funds. The city strives to ensure that it is capable of adequately funding and
providing local government services needed by the community. The city will maintain or improve its infrastructure on
a systematic basis to maintain quality neighborhoods. These policies provide the framework for fiscal management
and guide the decision-making process. The policies operate independently of changing circumstances and
conditions.

Objectives

1. To protect the council's policy-making ability by ensuring that important decisions are not controlled by
financial problems or emergencies.

2. To enhance the council's policy-making ability by providing accurate information on the cost of various
authority or service levels.

3. To assist sound management of the city government by providing accurate and timely information on
financial condition.

4. To provide sound principles to guide the important decisions of the council and of management which have
significant fiscal impact.

5. To set forth operational principals which minimize the cost of local government, to the extent consistent with
services desired by the public, and which minimize financial risk.

6. Toemploy revenue policies and forecasting tools to prevent undue or unbalanced reliance on certain
revenues, especially property taxes, which distribute the cost of municipal services fairly, and which provide
adequate funds to operate desired programs.

7. To provide essential public facilities and prevent deterioration of the city's infrastructure including its various
facilities.

8. To protect and enhance the city's credit rating and prevent default on any municipal debts.

9. Ensure the legal use and protection of all city funds through a good system of financial and accounting
controls.

10. Manage risk through loss awareness, loss prevention, loss control and loss financing.

OPERATING BUDGET POLICY

The operating budget policies ensure that the city's annual operating expenditures are consistent with past
expenditures and respond to long-term objectives rather than short-term benefits. The policies allow the city to
maintain a stable level of service, expenditures and tax levies over time. These policies are most critical to programs
funded with property tax revenue because accommodating large fluctuations in this revenue source can be difficult.

1. The city will adopt a balanced operating budget for the General Fund with current revenues equal or greater
than current expenditures. It is not the policy to finance ongoing operations with one-time revenues or fund
balance. One-time revenues and fund balance will only be used for one- time expenditures.

2. An objective analytical process will be used to forecast revenues.

3. Opportunities for other revenue sources will be explored to reduce property tax levels.

4. The city will avoid postponing expenditures and provide for the adequate maintenance, replacement and
improvement of the city’s physical assets to protect the capital investment and minimize future maintenance
and replacement costs.

5. To protect against unforeseen events, the city will budget a contingency and maintain fund balances
according to the city’s policies.
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6. The city will apportion its administrative and general government costs to all its funds as appropriate and
practical.

7. The city staff will monitor revenues and expenditures to adhere to their budgeted amounts. Monthly reports
comparing budget with revenues and expenditures will be prepared. Line items within a division may be
overspent if the total division budget is not overspent.

8. Appropriations will be included in the operating budgets to keep internal service fund resources at an
appropriate level.

9. Appropriations lapse at year end.

FUND BALANCE/NET POSITION POLICY

Fund balance is the difference between the assets and liabilities in a governmental fund. A governmental fund
generally involves tax support, and the focus of accounting is the flow or control of money. The General, Special
Revenue, Debt Service and Capital Projects funds are governmental funds.

Net Position is similar to fund balance but applies to enterprise and internal services fund and has a longer-term focus
including fixed assets, accumulated depreciation and long-term debt.

This fund balance policy applies to unrestricted fund balances comprised of committed, assigned, unassigned
amounts. The city council can assign fund balance by expressing its intent or the finance director is hereby authorized
to assign fund balance. When both restricted and unrestricted resources are available for use, it is the city’s policy to
first use restricted resources, and then use unrestricted resources as they are needed. When unrestricted resources are
available for use, it is the city’s policy to use resources in the following order: (1) committed, (2) assigned, and (3)
unassigned.

General Fund:

e The General Fund may have a portion of its fund balance classified as non-spendable if there are long term
receivables, inventories, or prepaid items on the balance sheet.

e The General Fund is the only fund that can have any unassigned positive fund balance. The working capital
balance of the general fund will fall into the unassigned fund balance classification.

e Thetarget level of unassigned fund balance as recommended by the Office of the Minnesota State Auditor is
35 to 50% of ensuing year's expenditure budget. This amount of unassigned fund balance will provide
adequate funds until the next property tax revenue collection cycle for cash flow, unexpected decline in
revenue such as state aid unallotment and unforeseen expenditures such as natural disasters.

¢ Unassigned fund balance can be spent down by city council action or appropriation or due to emergency
situations. Replenishing fund balance when it falls below the target level shall be accomplished by interfund
transfers or budgeting for expenditures and other uses to be less than revenue and other sources over a
period not to exceed three years. Annually the city council will decide what to do with the General Fund
unassigned fund balance that exceeds 50% of the ensuing year’s expenditure budget. Any excess fund
balance transfers will not be used as a funding source for ongoing recurring expenditures.

e Unrestricted fund balance can be spent down by city council action, appropriation or due to emergency
situations. Replenishing fund balance when it falls below the target level shall be accomplished by inter-fund
transfers or budgeting for expenditures and other uses to be less than revenue and other sources over a
period not to exceed three years.

Special Revenue Funds : These funds shall maintain sufficient fund balance to provide for working capital.

Debt Service Funds: These funds shall maintain sufficient fund balance to provide for the timely payment of
principal, interest, and service charges.

Capital Project Funds : There are no fund balance requirements for these funds. Long-range planning through use of
the Capital Improvement Plan (CIP) and other forecasting methods should be utilized to ensure long-term
sustainability.



147

Enterprise Funds : These funds shall have sufficient equity and liquid assets to provide for six to twelve months
operating costs, annual debt service requirements and at least ten percent (10%) of accumulated depreciation to
provide for capital outlay.

Internal Service Funds : These funds shall have sufficient equity to smooth out the “peaks and valleys” of major
expenditures over the long term; provide funding equal to at least the current liability for employee compensated
absences and other post-employment benefits; and provide sufficient funding to take advantage of premium
discounts for general liability and workers’ comp premiums.

REVENUE AND EXPENDITURE POLICY

The revenue policy is designed to ensure; 1) diversified and stable revenue sources, 2) adequate long-term funding by
using specific revenue sources to fund related programs and services, and 3) funding levels to accommodate needed
city services and programs equitably.

1. The city will provide long-term financial stability through sound short- and long-term financial planning. The
city will maintain a diversified and stable revenue system to avoid short-term fluctuations in a single revenue
source.

2. The city will conservatively estimate its annual revenues. All existing and potential revenue sources will be re-
examined annually.

3. The city will use one-time or special purpose revenue for capital expenditures or for expenditures required by
the revenue, and not to subsidize recurring personnel, operation, and maintenance costs.

4. The city will establish all fees and charges at a level related to the cost of providing the services, or as adjusted
for program goals. The city will review the full cost of activities supported by fees and charges to identify the
impact of inflation and other cost increases and will review these fees and charges along with resulting net
property tax costs with the council at budget time.

5. The city will seek a balanced tax base through support of a sound mix of residential, commercial, and
industrial development.

6. The city will set enterprise fund fees at a level that fully supports the total direct and indirect cost of the
activity (net of any grants or similar revenues), including depreciation of capital assets and debt service, to
maintain a positive cash flow and provide adequate working capital. Replacement (or bonding for
replacement) of enterprise infrastructure will be paid for from accumulated (or annual) earnings of the
particular fund.

7. The city will offset reduced revenues with reduced expenditures.

8. Department heads are responsible to monitor their respective budget and control spending so that the
budget is not exceeded. Expenditures over $25,000 will have prior council approval. Any unauthorized
expenditure or exceeding the budget may be a personal obligation of the person incurring the obligation.

ACCOUNTING, AUDITING AND FINANCIAL REPORTING POLICY

The accounting, auditing and financial reporting policy are designed to maintain a system of financial monitoring,
control and reporting for all operations and funds to provide effective means of ensuring that overall city goals and
objectives will be met and to assure the city’s residents and investors that the city is well managed and fiscally sound.

1. The city will adhere to a policy of full and open public discourse of all financial activity. The proposed budget
will be prepared in a manner to maximize its understanding by citizens and elected officials. Copies of
financial documents will be made available to all interested parties. Opportunities will be provided for full
citizen participation prior to adopting the budget.

2. The city will maintain its accounting records and report on its financial condition and results of operations in
accordance with city, state and federal law and regulations, and Generally Accepted Accounting Principles
(GAAP), and standards established by the Governmental Accounting Standard Board (GASB). Budgetary
reporting will be in accordance with city and state budget laws.
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An independent firm of certified public accountants will annually perform a financial and compliance audit of
the city’s financial statements. Their opinions will be contained in the city’s Annual Comprehensive Financial
Report.

As an additional independent confirmation of the quality of the city’s financial reporting, the city will annually
seek to obtain the Government Finance Officers Association Certificate of Achievement for Excellence in
Financial Reporting. The Annual Comprehensive Financial Report will be presented in a way designed to
communicate with citizens about the financial affairs of the city.

DEBT POLICY

The debt policy ensures that the city's debt 1) does not weaken the city's financial structure; and 2) provide limits on
debt to avoid problems in servicing debt. This policy is critical for maintaining the best possible credit rating.

10.

11.
12.
13.

14.

15.
16.

The city will not use long-term debt for current operations.

The city will avoid the issuance of short-term debt such as, Budget, Tax and Revenue Anticipation Notes.
The city will confine long-term borrowing to capital improvements, equipment or projects that have a life of
more than 5 years and cannot be financed from current revenues.

The city will use special assessments, revenue bonds, and/or any other available self-liquidating debt
measures instead of general obligation bonds where and when possible, applicable and practical.

The city will pay back debt within a period not to exceed the expected life of the project.

Tax supported debt such as building bonds shall not exceed a term of twenty years unless there are
extraordinary reasons.

Debt supported by special assessments shall have a term of ten years or less depending on the size of the
assessments.

Special assessments financed internally will bear 8% or lower interest, based on the current market.

The city will not exceed 3 percent of the market value of taxable property for pure general obligation debt per
state statutes.

The city will maintain good communications with bond rating agencies about its financial condition and will
follow a policy of full disclosure in every financial report and bond prospectus. The city will comply with
Securities Exchange Commission (SEC) reporting requirements.

The city will follow a policy of full disclosure on financial reports and bond prospectus.

The city may refinance or call any debt issue when beneficial for future savings.

Inter-fund loans will not exceed two years duration and interest earning on the investment portfolio will
determine the interest rate to be paid to the lending fund.

Business/development subsidy financing will be based on pay as you go financing to the greatest extent
possible.

The maturity of direct debt shall have 50% maturity in ten years or less.

The terms of the debt shall not exceed the life of the asset financed.

CAPITAL ASSET THRESHOLD

Fixed asset capitalization threshold is $10,000 and a life of more than two years. Items such as lengths of fire hose and
firefighter's turn out gear or non-major software are not capitalized. Significant software that the city uses is not
purchased outright. Items purchased in lots where the individual items are less than $10,000 are not capitalized. For
infrastructure or buildings, repairs/additions of less than $10,000 or not materially improving or extending the life of
the assets are not capitalized.

Developer contributions of infrastructure items shall have 15% added to the estimated construction cost for indirect

costs.
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CAPITAL EQUIPMENT POLICY

The purpose of the city's capital equipment program is to plan for the replacement of obsolete equipment and the
purchase of new items without needing significant changes in the tax levy.

b

The city will plan for the purchase of any vehicles and mobile equipment costing over $20,000 and a life of 1
year or more as part of the city's ten-year capital equipment program.

The city will plan the capital equipment program to assure that funds remain in the capital equipment fund to
accrue interest and use its fund balance to provide a revenue source for the fund.

The city will anticipate equipment replacements and additions based on realistic asset life expectancies and
cash balances.

The city will project any future operating costs of purchases into the upcoming operating budgets. For
example, the addition of park equipment might require more maintenance expenditures in future years.

The city will maintain its assets to protect its capital investment and to minimize future capital expenditures.
The city will use the least expensive financing method for all capital equipment purchases including multiple
cost estimates and bids when appropriate and required by law.

CAPITAL IMPROVEMENT PROGRAM POLICY

The purpose of the capital improvement policy is to plan for the construction, replacement, and maintenance of the
city's infrastructure with as little impact to city funds as possible.

The city will develop a 5-year plan for capital improvements and update it annually.

The city will identify the estimated cost and potential funding sources for each capital project.

The city will coordinate development of the capital improvement budget with the development of the
operating budget. Future operating costs associated with new capital improvements will be projected and
included in the operating budget.

The city will use inter-governmental assistance to finance those capital improvements that are consistent with
the capital improvement plan and city priorities.

The city will maintain all its assets at a level adequate to protect the city's and its citizens' capital investment
and to minimize future maintenance and replacement costs.

Federal, state, and other intergovernmental and private funding sources of a special revenue nature shall be
sought out and used as available to assist in financing capital improvements.

RISK MANAGEMENT POLICY

The risk management policy assures proper insurance coverage of city assets while minimizing risk and cost.

Insurance policies will be analyzed regularly to assure proper coverage on city assets.

The city will maintain the highest deductible amount considered prudent considering the relationship
between the cost of insurance, the estimated deductible to be paid and the city's ability to sustain the loss.
The city will ensure that contractors, license holders and parties using city facilities have appropriate insurance
to protect the city.



