TO: Audit Committee

THROUGH: Matthew Dent, Audit Committee Chair

FROM: Sara Schmitz

SUBJECT: Review, discuss and possibly make a recommendation to the Board
of Trustees to allocate funding and approve a proposal for the
analysis and recommendations related to Enterprise (proprietary) vs.
Special Revenue (governmental) fund accounting, Central Services
cost allocations, punch card accounting for the Community Services
and Beach Funds, and the capitalization of consulting and repairs for
all of the District's Governmental and Proprietary Funds.

STRATEGIC

PLAN REFERENCE(S): Rather than Strategic Plan, this relates to Policy
2.1.0 Budgeting and Fiscal Management, Resolution 1838, Policy 6.1.0,
Policy 9.1.0, Practice 2.9.0, Policy 18.1.0 as well as NRS 318, NRS 354 and

GASB 34 Paragraph 67c

DATE: 8/25/2020

. RECOMMENDATION

The Audit Committee makes a motion to recommend the Board of Trustees
appropriate funding and approve a proposal for the services of an external
accounting firm to assess and make recommendations related to the District’s
form of accounting (Enterprise vs. Special Revenue), Central Services cost
allocations, capitalization of costs and policy, and punch card accounting.

. BACKGROUND

Enterprise vs. Governmental Accounting

Since its inception, the District used Enterprise Fund Accounting for the
Community Services and Beach Funds until 2015 when a change was made to
account and report these Funds as governmental Special Revenue, Capital
Project and Debt Service Funds. There are have been questions brought to the
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Audit Committee regarding the appropriateness of this change. The question
stems from the method of the District’s collection of annual Recreation and
Beach Standby Service and Availability of Use Fees as well as charges for
services and how that relates to the language under GASB 34 Paragraph 67(c).

Central Services Cost Allocations with Governmental Accounting

With the change to Special Revenue (governmental) accounting for the -
Community Services and Beach Funds, it brought forth another concern
regarding the District’s Central Services Cost Allocations. District Policies were
not updated to accurately reflect the changes until recently. The Audit Committee
has received letters questioning the legality of central services cost allocations
for the governmental funds due to the fact NRS 354.613(c) only references to

Enterprise Funds.

Punch Card Accounting ;

The method of accounting for punch card utilization has been brought to the
Audit Committee as an area of concern due to the method of transferring funds
from the Community Services Special Revenue Fund to the Beach Special
Revenue fund. The method of revenue recognition at recreational and beach
venues and subsequent contra revenue accounting has not been Board
approved nor has a policy or practice been developed. The revenues related to
the up to 5 punch cards per parcel are booked with the collection of the
Recreation and Beach Facility Fees.

Capitalization Policy and Implementation

Over the years, the District has been capitalizing costs related to consulting fees
for master plans and repairs made to the effluent pipeline. The policy and
practice for capitalization are inconsistent and therefore need updating. The
Audit Committee has been asked to evaluate the capitalization which may have
impacts related to past CAFRs where significant expenditures were capitalized.

Approach
These questions have been outstanding with the prior Audit Committee for years.

With a new General Manager, Director of Finance and Audit Committee it is an
opportunity to bring the questions to closure. It was agreed that by hiring an
outside accounting firm to analyze the questions and background information and
where appropriate review our existing policies and practices, the independent
recommendations would bring the District together with a common understanding
and direction for the future of District financial accounting and reporting.
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. BID RESULTS

This is a professional services proposal which does not require the bidding
process.

IV. FINANCIAL IMPACT AND BUDGET

While there is a cost associated with the various proposals, there is also a cost
and risk to the District to continue operating as it has in the past. The goal is to
get the District on the right path for financial reporting, cost allocations and
capitalization.

Depending on the outcome, the District may be required to restate past CAFRs
which would also have associated costs.

V. ALTERNATIVES

There are two options. First, would be to obtain additional proposals. The
second would be for the Audit Committee and management to reach consensus
on the issues identified. Since these questions have been outstanding and
ongoing for years, these may not be the best alternatives for the District.

VI. COMMENTS
By obtaining an outside independent opinion on the issues, the Director of
Finance will have clear direction for changes to be made to the financial

reporting, accounting methods and capitalization.

VIl. STRATEGIC PLAN REFERENCE(S)

The resolution, policy and practice, Nevada Revised Statutes and GASB
Statement have been identified at the beginning of this memo. They are more
appropriate than the strategic plan references.
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@ MOSSADAMS

August 26, 2020

Sara Schmitz

Incline Village General
improvement District
883 Southwood Blvd

Incline Village, Nevada 89451

Dear Ms. Schmitz:

We are pleased to submit our proposal to provide analysis and make
recommendations regarding certain accounting and reporting matters for Incline
Village General Improvement District (the District). Specifically, we'll analyze and
provide guidance on whether certain of the District’s activities should be reported in
enterprise funds vs. special revenue, capital projects, and debt service funds; the
allocation of central service costs; punch card accounting; and whether the District’s
current capitalization policies and actual practice are in agreement with current
accounting standards. We are confident we offer the governmental expertise,
capabilities, approach, and level of dedicated service that will meet or exceed your
expectations. Moss Adams offers the District a number of important qualifications
including: il
« Exiensive governmental accounting and financial reporting expertise.
Our proposed team specializes in accounting, auditing, and consulting services to
governmental entities. Jim Lanzarotta, our proposed engagement pariner, has
served the profession on a national level for the past fifteen years in his role as
the chair of the American Institute of Certified Public Accountant’s State and
Local Government Expert Panel, a member of the Governmental Accounting
Standards Advisory Council, and as a national speaker/trainer on governmental
accounting standards.

A comprehensive engagement approach. We have an organized and
tailored engagement approach that will provide you with the confidence you will
receive a quality end product sensitive to your needs.

¢ A proven ability to effectively meet your communication and timeline
expectations. We understand that entities like the District tend to have Board,
Management, and Community Members with varying opinions on the subject
matter and generally all have the entity’s best interests at heart. We havea
proven track record of working cooperatively with all stakeholders,
communicating in a professional manner, and finding effective solutions with
benefits to all concerned.

We commit to helping the District with observations and recommendations designed
to provide the best path for moving forward. Our personal promise to you is to ensure
that you receive the best service Moss Adams is capable of providing. This proposal
includes information about Moss Adams, our approach to this engagement, and an
initial fee estimate. Please contact Jim Lanzarotta if you have any questions.

Sincerely,

fonas (7 Logens T

James C. Lanzarotta, CPA
Partner
jim.lanzarotta@mossadams.com









The operations of a City’s convention center and performing arts venues.

The operations of a County’s health department

The operations of a County’s Federally Qualified Health Center

The operations of a City’s cable television operations

The operations of a County’s public libraries

The operations of a City’s activities to support affordable housing within the City

The operations of a community college

In addition to the analysis and conclusions provided in the engagements noted above, we routinely assist
clients with the proper accounting for activities and transactions. Some recent examples include:

The assessment of a Systems Development Charge to developers of residential property within the
boundaries of a Parks and Recreation District as a method for new owners to ‘buy into’ the capital
costs of existing recreation facilities.

The accounting for a City’s assessment of a Performance Delivery Fee to developers related to its
affordable housing programs.

The proper accounting for sales of property and related improvements owned by a Port District in
support of its economic development initiatives.

The benefits for a City to switch its water utility operations to the regulafory basis of accounting and
away from the accrual basis of accounting.

The accounting by a City that partnered with another City in the construction and use of a joint water
plant and water distribution lines as well as the use of the other City’s water rights.

The determination of whether the additional costs incurred by a Sewer Ultility to transport sewage to
another treatment facility while its treatment plant was off-line for substantial repairs and
improvements could be capitalized into the cost of the improvements.

The establishment and accounting by a small community for its capital asset replacement program.

KEY TEAM MEMBERS

Working with the right team of professionals makes all the difference to your engagement. The team
members we have thoughtfully selected to serve your specific needs have years of experience working
with local governments. But more than that, you will find they bring an optimistic perspective focused on
helping the District explore and embrace opportunities for improvement. Your Moss Adams team will
personally engage with your team and bring a high leve! of energy to the engagement. All of our team
members, from partner to staff, will be actively involved in the development of findings and
recommendations to deliver the highest possible value to the District.

Qur proposed team composition reflects a robust combination of quality assurance, project management,
technical accounting and financial reporting experience. Jim Lanzarotta, partner, will serve as your client
service partner responsible for providing quality assurance, technical support, analysis, observations and
recommendations, and communication to your audit commitiee. Kevin Mullerleile, Senior Manager, will
serve as the Project Manager and will handle information requests of you and staff of the District, provide
analysis, observations and recommendations, and supervise other staff. Harvey Wang, Manager, will
provide analysis, observations and recommendations.

Moss Adams | Proposal for Incline Village General Improvement Distriet 3
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Approach and Methodology

Project Methodology and Work Plan

Moss Adams conducts accounting and reporting assistance services with great care, independence, and
objectivity. In addition, we bring a solid understanding of the application of best practices. We take
adherence to independence standards seriously. Key internal controls are in place to provide high
quality, objective observations and recommendations. Internal controls include the following:

= Independence — Moss Adams accepts clients carefully and assigns staff with equal care so that no
external, personal, or organizational impairmenis exist.

=  Professional Judgment — Moss Adams uses careful planning to determine the type of assignment
to be performed and the standards that apply to the work. This includes defining the scope of work,
selecting a specific methodology, determining the type and amount of evidence to be gathered, and
providing high quality observations and recommendations. Professional judgment is also
demonstrated by an attitude of professional skepticism, which includes an inquisitive mind and a
critical assessment of evidence. Our standards of professional judgment demonstrate experience
and integrity.
Competence — The proposed professionals for this engagement are well qualified. Moss Adams has
a rigorous continuing professional education program in which all staff members must adhere to firm-
specified requirements for education. In addition, our Government Practice sponsors an annual
education forum, which includes training in relevant areas such as AICPA Consulting Standards,
Generally Accepted Government Audit Standards (GAGAS), Generally Accepted Audit Standards
(GAAS), and firm practices. in addition to rigorous CPE, our proposed staff members work in a
supervised environment, which fosters the development of experience and professionalism.

Quality Control and Assurance — Moss Adams has a rigorous process of internal quality control
and supervision. All engagements are assigned to a qualified engagement manager. All deliverables,
including workpapers, findings, recommendations, and final reports are processed through a critical
quality control review process, in which a qualified senior manager or partner reviews the work for
quality and professional standards. In addition to these regular quality control and assurance
controls, Moss Adams participates in a regular external peer review process.

Our accounting and financial reporting service methodology encompasses project planning; remote
fieldwork (given our current response to COVID-19 risks); interviews or discussions with key District
stakeholders; review of the issues identified; a comparison of the current accounting and reporting to the
governmental accounting standards, best practices, and state regulations where applicable; evaluation of
alternatives where applicable; and a project report that delivers high-impact analysis, observations, and
our recommendations. Our approach includes four major phases, which are broken down by task and
described in detail below, including deliverables.

Phase 1: Start-Up and Management

The objective of this phase is fo confirm the District’s desired project goals and outcomes, as well as {o
determine the accounting guidance and any state regulations that must be followed.

"
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Availability and Timeline

Projects of this scope and nature typically take approximately two months to complete from engagement
acceptance fo final reports. The longest duration task is the collection and review of data and the
development of our understanding of the Districts current accounting and reporting policies and practices
addressing the four main areas to be addressed in this engagement.

Understanding that the Audit Commitiee desires to review proposals and make a decision on engaging a
firm at its next scheduled meeting in early September, we propose the following schedule for the

engagement:

e«  Project Startup September 2020

¢ Fact Finding September 2020

= Analysis September/October 2020
Deliverables October 2020

Our proposed team has sufficient availability to meet the time commitments required to complete the
services described in this proposal in the specified timeframe.

Moss Adams | Proposal for Incline Village General Improvement District 10
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8/26/2020 NRS: CHAPTER 318 - GENERAL IMPROVEMENT DISTRICTS

(b) Levy a tax in addition to a tax authorized in paragraph (a), if the additional tax is authorized by the qualified electors of the district, as provided in subsections 4 to 7,
inclusive.

3. The proceeds of any tax levied pursuant to the provisions of this section must be used for purposes pertaining to the basic purpose stated in this section, including, without
limitation, the establishment and maintenance of:

(a) A cash-basis fund of not exceeding in any fiscal year 60 percent of the estimated expenditures for the fiscal year to defray expenses between the beginning of the fiscal year
and the respective times tax proceeds are received in the fiscal year; and

(b) An emergency fund of not exceeding in any fiscal year 25 percent of the estimated expenditures for the fiscal year to defray unusual and unanticipated expenses incurred
during epidemics or threatened epidemics from diseases from sources which the district may exterminate or abate.

4. Whenever it appears to the board of a district authorized to exercise the basic power stated in subsection 1 that the amount of money required during an ensuing fiscal year
will exceed the amount that can be raised by a levy permitted by paragraph (a) of subsection 2, the board may:

(2) Ata special election or the next primary or general election submit to the qualified electors of the district a question of whether a tax shall be voted for raising the additional
money;

(b) Provide the form of the ballot for the election, which must contain the words “Shall the district vote a tax to raise the additional sum of ........ 7 or words equivalent thereto;

(c) Provide the form of the notice of the election and provide for the notice to be given by publication; and

(d) Arrange other details in connection with the election.

5. A special election may be held only if the board determines, by a unanimous vote, that an emergency exists. The determination made by the board is conclusive unless it is
shown that the board acted with fraud or a gross abuse of discretion. An action to challenge the determination made by the board must be commenced within 15 days after the
board’s determination is final. As used in this subsection, “emergency” means any unexpected occurrence or combination of occurrences which requires immediate action by the
board to prevent or mitigate a substantial financial loss to the district or to enable the board to provide an essential service to the residents of the district.

6. Except as otherwise provided in this chapter:

(a) The secretary of the district shall give notice of the election by publication and shall arrange such other details in connection with the election as the board may direct;

(b) The election board officers shall conduct the election in the manner prescribed by law for the holding of general elections and shall make their returns to the secretary of the
district; and

(c) The board shall canvass the returns of the election at any regular or special meeting held within 6 working days following the date of the election, or at such later time as the
returns are available for canvass, and shall declare the results of the election. .

7. If a majority of the qualified electors of the district who voted on any proposition authorizing the additional tax voted in favor of the proposition, and the board so declares
the result of the election:

(2) The district board shall report the result to the board of county commissioners of the county in which the district is situated, stating the additional amount of money required
to be raised. If the district is in more than one county the additional amount must be prorated for each county by the district board in the same way that the district’s original total
estimate of money is prorated, and the district board shall furnish the board of county commissioners and auditor of each county a written statement of the apportionment for that
county; and

(b) The board of county commissioners of each county receiving the written statement shall, at the time of levying county taxes, levy an additional tax upon all the taxable
property of the district in the county sufficient to raise the amount apportioned to that county for the district.

8. The district shall not:

(a) Borrow money except for medium-term obligations pursuant to chapter 350 of NRS;

(b) Levy special assessments; or

(c) Fix any rates, fees or other charges except as otherwise provided in this section.

9. The district may determine to cause an owner of any real property to abate any nuisance pertaining to the basic power stated in this section, after a hearing on a proposal for
such an abatement and notice thereof by mail addressed to the last known owner or owners of record at the last known address or addresses of the owner or owners, as ascertained
from any source the board deems reliable, or in the absence of the abatement within a reasonable period fixed by the board, to cause the district to abate the nuisance, as follows:

(a) At the hearing, the district board shall redetermine whether the owner must abate the nuisance and prevent its recurrence, and shall specify a time within which the work
must be completed;

(b) If tge nuisance is not abated within the time specified in the notice or at the hearing, the district board shall abate the nuisance by destroying the larvae or pupae, or
otherwise, by taking appropriate measures to prevent the recurrence of further breeding;

(c) The cost of abatement must be repaid to the district by the owner;

(d) The money expended by the district in abating a nuisance or preventing its recurrence is a lien upon the property on which the nuisance is abated or its recurrence
revented;
P (e) Notice of the lien must be filed and recorded by the district board in the office of the county recorder of the county in which the property is situated within 6 months after
the first item of expenditure by the board;

(f) An action to foreclose the lien must be commenced within 6 months after the filing and recording of the notice of lien;

(g) The action must be brought by the district board in the name of the district;

(h) When the property is sold, enough of the proceeds to satisfy the lien and the costs of foreclosure must be paid to the district and the surplus, if any, must be paid to the
owner of the property if known, and if not known, must be paid into the court in which the lien was foreclosed for the use of the owner if ascertained; and

(i) The lien provisions of this section do not apply to the property of any county, city, district or other public corporation, except that the governing body of the county, city,
district or other public corporation shall repay to any district exercising the basic power stated in subsection 1 the amount expended by the district upon any of its property pursuant
to this chapter upon presentation by the district board of a verified claim or bill.

S
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(2) Special assessments; and
(3) Tolls, rates and charges pertaining to the facilities or services, or both facilities and services, furnished by any such district.
(d) The running of the statutes of limitations in force on May 1, 1967.

2. All incomplete proceedings had and taken by any such district, under any law repealed by chapter 542, Statutes of Nevada 1967, preliminary to and in the acquisition or
improvement of any project, the creation of any special assessment district, the levy and collection of any special assessment, or the issuance of any interim or temporary bond, or
any definitive bond, which proceedings are in substantial compliance herewith, may, at the option of the board, be completed hereunder the same as if such incomplete proceedings
had been had and taken pursuant to the provisions of this chapter.

3. The adoption of chapter 542, Statutes of Nevada 1967, shall not repeal or in any way affect or modify the power of a board of directors of a district organized pursuant to
chapter 311 of NRS prior to May 1, 1967, concerning the borrowing of money or the acceptance of any grant of public or private money, which power was exercised prior to May
1, 1967.

(Added to NRS by 1967, 1710)

(@
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BILbIZUZY NRS: CHAPTER 354 - LOCAL FINANCIAL ADMINISTRATION

(b) The manner in which the services provided by the local government must be limited to ensure a balanced budget for the local government,
=+ and submit his or her findings to the Committee.

2. The Committee shall review the findings submitted by the Executive Director pursuant to subsection 1. If the Committee determines that the severe financial emergency
which exists in the local government is unlikely to cease to exist within 3 years and that the findings made by the Executive Director are appropriate, the Committee shall submit its
recommendation and findings to the Nevada Tax Commission. If the Committee determines that the financial emergency is likely to cease to exist within 3 years, that decision is
not subject to review by the Nevada Tax Commission.

3. The Nevada Tax Commission shall schedule a public hearing not later than 30 days after the Committee submits its recommendation and findings. The Nevada Tax
Commission shall provide public notice of the hearing at least 10 days before the date on which the hearing will be held. The Executive Director shall provide copies of all
documents relevant to the recommendation and findings of the Committee to the governing body of the local government existing in a severe financial emergency.

4. If, after the public hearing, the Nevada Tax Commission adopts the recommendation and findings of the Committee, the Commission may:

(2) Require the submission of a question to the electors of the local government at the next primary or general municipal election or primary or general state election, as

applicable, asking whether the local government should be disincorporated or dissolved; or '
(b) Require the local government to take any other remedial action in accordance with the recommendation and findings of the Committee.
5. If'the electors of the local government do not approve the disincorporation or dissolution of the local government:
(2) The maximum ad valorem tax levied within the local government, if any, must be raised to $5 on each $100 of assessed valuation;

(b) Any other taxes or mandatory assessments levied in the local government, notwithstanding any limitation on those taxes or assessments provided by statute, must be raised
in an amount the Nevada Tax Commission determines is necessary to ensure a balanced budget for the local government; and

(¢) The services provided by the local government must be limited in a manner the Nevada Tax Commission determines is necessary to ensure a balanced budget for the local

overnment.
& 6. If the electors of the local government approve the disincorporation or dissolution of a local government that is:
(a) Created by another local government, it must be disincorporated or dissolved:

(1) Pursuant to the applicable provisions of law; or

(2) If there are no specific provisions of law providing for the disincorporation or dissolution of the local government, by the entity that created the local government. If, at
the time of the disincorporation or dissolution of the local government pursuant to this paragraph, there are any outstanding loans or bonded indebtedness of the local government,
including, without limitation, loans made to the local government by the county in which the local government is located, the taxes for the payment of the bonds or other
indebtedness must continue to be levied and collected in the same manner as if the local government had not been disincorporated or dissolved until all outstanding indebtedness is
repaid, but for all other purposes the local government shall be deemed disincorporated or dissolved at the time that the entity which created the local government disincorporates or
dissolves the local government. Any other liabilities and any remaining assets shall revert to the entity that created the local government which is being disincorporated or
dissolved.

(b) Created by a special or local act of the Legislature, it may only be disincorporated or dissolved by the Legislature. The Executive Director shall submit notification of the
vote approving the disincorporation or dissolution of the local government to the Director of the Legislative Counsel Bureau for transmittal to the Legislature. At the first
opportunity, the Legislature shall consider the question of whether the special or local act will be repealed.

(¢) Created in any other manner, it must be disincorporated or dissolved:

(1) Pursuant to the applicable provisions of law; or

(2) If there are no specific provisions of law providing for the disincorporation or dissolution of the local government, by the governing body of that local government. If,
at the time of the disincorporation or dissolution of the local government pursuant to this paragraph, there are any outstanding loans or bonded indebtedness of the local
government, including, without limitation, loans made to the local government by the county or counties in which the local government is located, the taxes for the payment of the
bonds or other indebtedness must continue to be levied and collected in the same manner as if the local government had not been disincorporated or dissolved until all outstanding
indebtedness is repaid, but for all other purposes the local government shall be deemed disincorporated or dissolved at the time that the governing body of the local government
disincorporates or dissolves the local government. Except as otherwise provided in this subparagraph, any other liabilities and any remaining assets of the local government shall
revert to the board of county commissioners of the county in which the local government is located. If the local government is located in more than one county, the governing body
of the local government shall apportion the remaining liabilities and assets among the boards of county commissioners of the counties in which the local government is located.

7. Not later than 10 days after the Nevada Tax Commission requires the submission of a question to the electors to disincorporate or dissolve a local government pursuant to
subsection 4, the Executive Director shall notify:

(a) The city clerk, if the local government is a city; or

(b) The county clerk in all other cases,
= and provide the clerk with the amount any tax or mandatory assessment levied by the local government must be raised and a description of the manner in which the services
provided by the local government must be limited to ensure a balanced budget for the local government.

8. After the Executive Director notifies the city clerk or the county clerk, as applicable, pursuant to subsection 7, the clerk shall cause to be published in a newspaper of
general circulation that is printed in the local government a notice of the election once in each calendar week for 2 successive calendar weeks by two weekly insertions a week
apart, the first publication to be not more than 30 days nor less than 22 days next preceding the date of the election. If no newspaper is printed in the local government, publication
of the notice of election must be made in a newspaper printed in this State and having a general circulation in the local government.

9. The notice required pursuant to subsection 8 must contain the following information:

(a) That the Nevada Tax Commission has determined that the severe financial emergency which exists in the local government is unlikely to cease to exist within 3 years;

(b) That the question of whether the local government should be disincorporated or dissolved will be submitted to the electors of the local government at the next primary or
__, general municipal election or the next primary or general state election, as applicable; and
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frust funds, defined in paragraph 72, which should be used to report situations in
which the government is required to use the principal or earnings for the benefit of
individuals, private organizations, or other govermments.)

Proprietary Funds

66. Proprietary fund reporting focuses on the determination of operating income,
changes in net assets (or cost recovery), financial position, and cash flows. The
proprietary fund category includes enterprise and internal service funds.

67. Enterprise funds may be used to report any activity for which a fee is
charged to external users for goods or services. Activities are required to be
reported as enterprise funds if any one of the following criteria is met. Govern-
ments should apply each of these criteria in the context of the activity’s principal
revenue sources.33

a. The activity is financed with debt that is secured solely by a pledge of the net
revenues from fees and charges of the activity. Debt that is secured by a
pledge of net revenues from fees and charges and the full faith and credit of
a related primary government or component unit—even if that government is
not expected to make any payments—is not payable solely from fees and
charges of the activity. (Some debt may be secured, in part, by a portion of
its own proceeds but should be considered as payable “solely” from the
revenues of the activity.)

b. Laws or regulations require that the activity’s costs of providing services,
including capital costs (such as depreciation or debt service), be recovered
with fees and charges, rather than with taxes or similar revenues.34

33These criteria do not require insignificant activities of governments to be reported as enterprise
funds. For example, state law may require a county’s small claims court {o assess plaintiffs a fee
to cover the cost of frivolous claims. However, taxes, not fees, are the principal revenue source
of the county’s court system, and the fees in question cover only the cost of frivolous small claims
court cases. In this case, the county would not be required to remove its court system or the
small claims court activity from its general fund and report it in an enterprise fund. Conversely,
a state department of environmental protection regulation may require a water utility to recover
the costs of operating its water plant, including debt service costs, through charges fo its
customers—the tility’s principal revenue source. Because these charges are the activity's
principal revenue source and because the water utility is required to recover its costs, the utility
should be reported as an enterprise fund.

34Based on this criterion, state unemployment compensation funds should be reported in
enterprise funds.

26

109



c. The pricing policies of the activity establish fees and charges designed to
recover its costs, including capital costs (such as depreciation or debt
service).

68. Internal service funds may be used to report any activity that provides
goods or services to other funds, departments, or agencies of the primary
government and its component units, or to other governments, on a cost-
reimbursement basis. Internal service funds should be used only if the reporting
government is the predominant participant in the activity. Otherwise, the activity
should be reported as an enterprise fund.

Fiduciary Funds

69. Fiduciary fund reporting focuses on net assets and changes in net assets.
Fiduciary funds should be used to report assets held in a trustee or agency
capacity for others and therefore cannot be used to support the government’s
own programs. The fiduciary fund category includes pension (and other em-
ployee benefit) trust funds, investment trust funds, private-purpose trust funds,
and agency funds. The three types of trust funds should be used to report
resources held and administered by the reporting government when it is acting
in a fiduciary capacity for individuals, private organizations, or-other govern-
ments. These funds are distinguished from agency funds generally by the
existence of a trust agreement that affects the degree of management involve-
ment and the length of time that the resources are held.

70. Pension (and other employee benefit) trust funds should be used to report
resources that are required to be held in trust for the members and beneficiaries
of defined benefit pension plans, defined contribution plans, other postemploy-
ment benefit plans, or other employee benefit plans.

71. Investment trust funds should be used to report the external portion of
investment pools reported by the sponsoring government, as required by State-
ment 31, paragraph 18.

72. Private-purpose trust funds, such as a fund used to report escheat prop-
erty, should be used to report all other trust arrangements under which principal
and income benefit individuals, private organizations, or other governments.
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