TO: Board of Trustees
THROUGH: Indra Winquest
District General Manager
FROM: Paul Navazio
Director of Finance
SUBJECT: Update to Selected Board Policies and Practices
DATE: October 13, 2021
I RECOMMENDATION

Staff recommends that the Board of Trustees review, discuss and provide feedback on
draft revisions to selected Board Policies and Practices, including:

Fund Balance Policy — (Board Policy 7.1.0 and Board Practice 7.2.0)
Working Capital Policy — (Board Policy 19.1.0 and Board Practice
19.2.0), and

Capitalization Policy — (Board Policies 8.10 and 9.10, and Board
Practice 2.9.0)

. BACKGROUND

The Board of Trustees and General Manager have identified the need to update Board
policies, procedures and practices as a priority initiative. Specific policies have been
identified by the Board of Trustees, third-party review of District policies and practices,
management’s review of internal controls and, most recently, during recent Board
budget workshops.

Staff has initiated a review of Board policies and practices, as well as internal
Accounting and Financial Procedures. This review includes areas highlighted during the
series of Board Budget Workshops as well as third-party review of selected accounting
and financial reporting practices.

Staff identified the priority areas for review of selected Board Policies and Practices
with a focus on those policies/practices with direct implications for Staff’s work in the
development and implementation of the District’s budget. A status report was presented
to the Board of Trustees at their meeting of April 29, 2021 which outlined the approach
to updating selected Board Policies and Practices, as follows:
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Update to Selected Board Policies and Practices-  -2- October 13, 2021

Policy — Focus Area Lead Support Target Date
Policy 6.1.0 Adoption of Financial Practices
6.1.2.1 -Revenues/Pricing Policies Staff Trustee Wong November 2021
Policy 7.1.0 / Practice 7.2.0 - Fund Balance Staff Trustee Tonking
Policy 19.1.0 / Practice 19.2.0 ~ Working Capital Staff / Consultants October 2021
(Raftelis)
Policies 8.1.0, Capitalization Thresholds Staff Trustee Tonking
Policy 9.1.0 / Practice 2.9.0 - Useful Life of Capital Assets | Staff / Consultants October 2021
(Moss Adams)
|
Policies 12.1.0 and 13.1.0 — Capital Project Planning Consultant Trustee Tonking | November 2021
and Capital Budgeting (Moss
Adams)
|
Policies 18.1.0 / Practice 18.2.0 — Central Services Cost | Staff Trustee Tonking | December 2021
Allocation (Budget Process)

. DISCUSSION
This memo provides the Board of Trustees with recommended updated to the following

current Board Policies and Practices:

e Policy 7.1.0 / Practice 7.2.0 - Fund Balance
e Policy 19.1.0/ Practice 19.2.0 — Working Capital

e Policies 8.1.0, Capitalization Thresholds
e Policy 9.1.0/ Practice 2.9.0 - Useful Life of Capital Assets

Based on Board of Trustees feedback, final revisions to the referenced Board Policies
and Practices will be brought back to the Board of Trustees for formal approval.

IV. FISCAL ANALYSIS

There is no direct fiscal impact from the recommendations contained in this
memorandum.

Attachments:

1) Fund Balance / Working Capital Policy

Background / Recommendations

DRAFT Update — Board Policy 7.1.1

Best Practices / GFOA Guidelines

Board Policy 7.1.0 and Practice 7.2.0 (current)
Board Policy 19.1.0 and Practice 19.2.0 (current)

2) - Capitalization Policy

Background / Recommendations

DRAFT Update — Board Policy 8.1.0

Best Practices / GFOA Guidelines

Board Policy 8.1.0 (current)

Board Policy 9.1.0 and Practice 2.9.0 (current)
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Board Policy Update:

Appropriate Level of Reserves
Fund Balance/ Working Capital

Background/ Recommendations
DRAFT - Updated Board Policy 7.1.0

e Replaces Board Policy 7.1 and Board Practice 7.2.0
e Replaced Board Policy 19.1 and Board Practice 19.2.0

Best Practices / GFOA Guidelines

Current Board Policy 7.1.0 and Practice 7.2.0 (7/1/15)
Current Board Policy 19.1.0 and Practice 19.2.0 (7/1/15)
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FUND BALANCE AND WORKING CAPITAL
Board Policy 7.1.0
Board Practice 7.2.0
Board Policy 19.1.0
Board Practice 19.2.0

Background -

o Board Policy 7.1.0 relates to "Appropriate Level of Fund Balance"
o GFOA and GAAP guidelines and definitions

e Board Practice 7.2.0 relates to "Appropriate Level of Fund Balance"
o Minimum requirement under NAC 354.650

e Board Policy 17.1.0 relates to "Appropriate Level of Working Capital”
o GFOA and GAAP guidelines and definitions

e Board Practice 17.2.0 relates to "Appropriate Level of Working Capital”
O Operating Working Capital = 25% of Operating Expenses
o Debt = 1-year interest expense
o Capital = 1-year of 3-year average depreciation

Best Practices and Resources:
¢ GFOA provides guidance on best practices for development of policies
related to Unrestricted Fund Balance and Appropriate Level of Working
Capital for Enterprise Funds.
o Based on "risk" to be mitigated
e Best practices suggest that formal fund balance policies be established to
provide for:

o Appropriate level of fund balance

o Appropriate use(s) of established reserves, and

o Guidelines for replenishment of reserves when used.

e Fund Balance - General Fund

o Nevada Administrative Code (NAC 354.650) establishes a
(minimum) fund balance of 4% of operating expenditures for public
agencies; the NAC further provides for notification/explanation to be
provided to the Department of Taxation in the event that reported
fund balances fall below 4% of actual expenditures.

o The GFOA acknowledges that the appropriate level of fund balance
for the General Fund should take into account each government's
own unique circumstances, but recommends general-purpose
governments maintain an unrestricted fund balance of no less than
2-months of regular general fund revenues or general fund
expenditures.
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Working Capital - Enterprise Funds
o GFOA recommends that government's target for working capital be
no less than 45-days of annual operating expenses (1.5 months).
o The District has contracted with an outside consultant (Raftelis) to
review the Public Works operations and capital asset management
and provide recommendations, to include appropriate level of
working capital to inform update of Board Policy 17.1.0 and Board

Practice 17.2.0.

Preliminary Recommendations:

1)

It is recommended that Board Policy 7.1.0, Board Practice 7.2.0, Board
Policy 17.1.0 and Board Practice 17.2.0 be updated to establish a target
minimum fund balance(s) as well as incorporate fund balance policy
language consistent with GFOA guidelines for best practices

It is recommended that Board Policy 17.1.0 and Board Practice 17.2.0
related to Appropriate Levels of Working Capital be updated to establish
appropriate level of working capital for the District's Enterprise Funds,
informed by pending recommendations from the review of the District's
utility operations by third-party consultant.

a. Debt Service should be reviewed in relation to bond covenants;
usually require annual revenues equal to 100-120% of annual debt
payments, which have priority over operating expenses

b. Policy should distinguish between Capital Reserve (as a % of annual
capital budget or depreciation) and Capital Asset Replacement fund
(as a percentage of five-year CIP).

Staff is reviewing the applicability of establishing a Working Capital policy
for its Internal Service Funds; while reported as Enterprise Funds, these
funds activities are generally self-funded with year-end adjustments made
to clear fund balances.

Board Practices 7.2.0 and 17.2.0 should also be updated to reflect the
transition of the District's Community Services Fund and Beach Fund from
Special Revenue Funds to Proprietary (Enterprise) Funds.

Consideration should be given to consolidating updates to Policies 7.1.0
and 17.1.0 as well as Practices 7.2.0 and 17.2.0 to provide for a
comprehensive Policy and related Practice related to appropriate levels of
fund balance and working capital across all District funds.
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DRAFT
Budgeting and Fiscal Management

Appropriate Level of Reserves
Policy 7.1.0

(Replaces Policy 7.1.0 and 19.1.0 and Practice 7.2.0 and 19.2.0)

POLICY. This policy establishes the minimum level of reserve funding to be
maintained by the District within the fund balance of its governmental funds and
net position of its proprietary funds. The policy further provides for the conditions
under which reserve funds may be utilized, and a timeline for replenishment of
reserve funds, when utilized

1.0 Purpose. The District desires to maintain prudent reserves for each of its
major funds, consistent with best practices, to guard against the financial
impacts associated with economic cycles, revenue fluctuation, and
unanticipated emergencies and/or mandates.

In addition, this policy will also establish appropriate level of working capital
that should be maintained within its Enterprise Funds in order to meet its cash
flow requirements related to routine operations and maintenance, contractual
obligations, capital program expenditures and debt service.

2.0 Target Reserve Levels

2.1 General Fund Reserves. The policy of the District shall be to maintain a
target fund balance within the General Fund equal to 15% of annual
budgeted expenditures (less transfers and debt), to provide for economic
uncertainty, fluctuations in General Fund revenues and unforeseen
events that may require of unbudgeted expenditures.

Of this amount, 5% is designated as a reserve for economic uncertainty in
the event that general fund revenues received within the fiscal year fall
short of the amounts assumed in the approved budget.

An additional 10% is to be designated as an emergency reserve to cover
unanticipated expenditures resulting from emergencies or unanticipated
mandates.

In no case shall the fund balance for the District's General Fund fall
below the 4% of expenditures required under Nevada Administrative
Code Section 354.

The target reserve level established for the District's General Fund shall
be reviewed annually. 336



3.0

2.2 Proprietary Fund Reserves. The policy of the District shall be to
maintain target levels of reserves within the Unrestricted Net Position of
each of its proprietary funds (excluding Internal Service Funds), as
follows:

2.2.1 Target Reserve Levels

Operating Reserve Target: 25% of annual budgeted operating
expenses (excluding depreciation and debi).

Capital Reserve Target: 1 year of 3-year average annual budgeted
depreciation.

Debt Reserve Target — The District’s approved annual budget
will maintain required debt coverage ratios for all existing
debt. In addition, should the District issue any variable-rate
debt obligations, an additional debt reserve shall be
established at a level equal to one year's interest expenses
related to variable-rate debt.

The target reserve levels established for each of the District’s enterprise
funds shall be reviewed annually.

2.2.2 Internal Services Funds.

Internal Service Funds (Engineering, Buildings, Fleet) are intended to
be self-funding business-type activities supporting internal customers.
At year-end, adjustments are made to user charges to ensure fund
revenues and expenditures are balanced. As such, operating reserves
are not required to be maintained.

Working Capital. The District will establish target levels of working capital
that should be maintained within its Enterprise Funds in order to meet its
cash flow requirements related to routine operations and maintenance,
contractual obligations, capital program expenditures and debt service.

3.1. Target Level of Working Capital:

Working Capital Target = 90-days operating expenses (inclusive of
depreciation and interest expense).

Working Capital serves primarily as a measure of fund liquidity and,
as such, should be viewed as a component of, and not incremental
to, the target reserves levels otherwise established by this policy. 337



4.0 Appropriate Use of Reserves

The targeted level of reserves established by Board policy serve to address
significant short-term issues, including unexpected revenue shortfalls, higher
than anticipated expenditures, or unforeseen emergencies.

It is the intent of the Board of Trustees to limit the use of reserves to address
unanticipated, non-recurring needs. Fund balances should not be applied to
recurring annual operating expenditures. Fund balances may, however, be
applied buffer the impacts of a loss or reduction in revenues to allow time for
the District to restructure its operations, but such use will only take place in the
context of a Board-approved long-term financial plan.

5.0 Excess Unrestricted Fund Balance or Net Position

At the end of each fiscal year, the Finance Department will report on the audited
year-end budgetary fiscal results. Should actual revenues exceed
expenditures, including contractual obligations and carryforward items, a year-
end surplus shall be reported

Any year-end operating surplus which results in unrestricted fund balances or
unrestricted net position in excess of the targeted reserve levels established by
the policy, shall be deemed available for allocation to specific needs, subject
to Board action.

Priorities for possible allocation of available funds in excess of established
target reserve levels include:
1) Payments toward unfunded liabilities, deferred maintenance and
asset replacement.
2) Transfer to other funds, as deemed appropriate, to offset year-end
deficits within those funds.
3) Allocation to capital projects with shortfalls in funding sources
and/or to provide matching funds for awarded grants.
4) Re-appropriation within the subsequent year's operating budget to
provide for one-time, non-recurring needs.

6.0 Replenishment of Reserves

If the any of the District’s reserve balances are required to be drawn-down below
the minimum level established by this policy, a plan will be developed and
implemented to replenish fund balances. Replenishing fund balances will be a
priority use of one-time resources, and minimum reserve balances will be
restored within a maximum of two fiscal years.
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7.0 Utility Rate Stabilization Fund
(To be updated in conjunction with pending Utility Rate Study)

The District may establish a Utility Rate Stabilization reserve intended to mitigate
potential future year's water and sewer rate adjustments necessary to meet
operating, capital and debt obligations of the District’s Utility Fund.

Consideration for establishing an appropriate Utility Rate Stabilization Fund should
be made in conjunction with development of a periodic multi-year Utility Rate Study
as well as annual utility rate adjustments.

Factors in determining whether, and to what extent, a Utility Rate Stabilization fund
is warranted should include:
e Managing long-term utility rates to avoid excessive rate increases in any
single year (example = in excess of 2.5-times CPI)
e Mitigating the rate impacts associated with financing significant one-time
capital projects
e Mitigating the potential impacts associated with significant fluctuations in
charges for service revenues, beyond those associated with normal
business cycles (example — mandated water conservation protocols).

8.0 Other Classifications

The District will apply other classifications and accounting standards under GASB
54 including the use of Non-spendable, Restricted, Committed, Assigned,
Unassigned and Unrestricted when presenting either a Statement of Net Assets or
other forms of fund balance in its financial reports.

Governmental Funds Proprietary Funds
Non-Spendable Net Investment in Capital Assets
Restricted Restricted
Committed Unrestricted
Unassigned Designated
Unreserved Fund Balance Operating
Reserve (per Policy) Capital Reserves (per Policy)

Debt
Other
Undesignated
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712712020 Fund Balance Guidelines for the General Fund

®

BESY PRACTICES

Fund Balance Guidelines for the General Fund

Governments should establish a formal policy on the level of unrestricted fund batance
that should be maintained in the general fund for GAAP and budgetary purposes.

In the context of financial reporting, the term fund balance is used to describe the net position of governmental funds caleulated in accordance with generally accepted accounting principles (GAAP). Budget
professionals commanly use this same term to describe the net position of governmental funds caleulated on a government's budgetary basis. While in both cases fund balanceis intended to serve as a measure of
the financial resoutces available in a governmental fund; it §s essential that differences between GAAP fund balance and budgetary fund balance be [ully appreciated,

1. GAAP financial statements repoet up to five separate categories of fund balance based on the type and source of constraints placed on how resources can be spent (presented in descending order fromn most
constraining to least constraining): nonspendable fund balance, restricted fund balance, committed fund balance, assigned fund balance, and igned fund balance.2 The total of the amounts in these last
three categories (where the only constraint on spending, if any, is imposed by the government itself) is termed unrestricted fund balance, In contrast, budgetary fund balance, while It is subject to the same
constraints on spending as GAAP fund balance, typically represents simply the total amount accumulated from prior years at a point in time,

2 The caleulation of GAAP fund balance and budgetary fund balance sometimes is complicated by the use of sub~{unds within the general fund, In such cases, GAAP fund balance includes amounts from all of the
subfunds, whereas budgetary fund balance typically does not.

3. Often the tinting of the tecognition of revenves and expenditures is different for purposes of GAAP {financial reporting and budgeting. For example, encumbrances arising from purchasc orders often are
recognized as expenditures for budgetary purposes, but never for the preparation of GAAP financial statements.

The effect of these and othier differences on the amounts reported as GAAP fund batance and budgetary fund balancein the general fund should be clatified, understood, and documented.

it is essential that govermments maintain adeqitate levels of fund balance to mitigate current and future risks (e.g., revenue shortfalls and unanticipated expenditures) and to ensure stable tox rates. In most cases,
discussions af fund balance will praperly focus on a government's general fund. Nonetheless, financial resources available in other funds shouid also be considered in assessing the adequacy of unrestricted fund

balance in the general fund,

GFOA recommends that governments establish a formal policy on the level of unrestricted fund
balance that shoutd be maintained in the general fund for GAAP and budgetary purposes.3 Such a
guldeline should be set by the appropriate policy body and articulate a framework and process for
how the government would increase or decrease the kevel of unrestricted fund balance overa
specific time period.4In particular, governments should provide broad guidance in the policy for
haw resources will be directed to replenish fund balance should the balance fatl below the levet
preseribed,

Appropriate Level, 'The adequacy of unrestricted fund balance in the general fund should take into account each governinent’s own unique circumstances. For example, governnients that may be valnerable to
natural disasters, more dependent on a volatile revenue source, or potentiaily subject to cuts in state aid and/or federal grants may need to maintain a higher level in the unrestricted fund balance, Articulating
these risks in a fund balance policy makes it casier to explain to stakeholders the rationale for a seemingly higher than normat tevel of fund halance that protects taxpayers and employees from unexpected changes
in financial condition. Nevertheless, GFOA recomends, at a minimum, that general-purpose governmients, regardless of size, maintaln unrestricted budgetary fund balance in thelr general fund of no less than
two months of regular general fund operating revenuces or regular general fund operating expenditures.s, The chojce of revenues or expenditures as a basis of comparison may be dictated by what is more
predictable in a government’s pacticular circumstances.6 Furtherntore, a government’s particular situation often may require a level of unrestricted fund balance in the general fund significantly in excess of this
recommended minimum level. In any case, such measures shouid be applied within the context of long~term forecasting, thereby avoiding the risk of placing too much emphasis upon the level of unrostricted {fund
balance in the general fund at any one time. In establishing a policy governing the level of unrestricted fund balance in the general fund, a government should consider a variety of factors, including:

1. The predictability of its revenues and the volatility of its expenditures (i.e., higher levels of unrestricted fund balance may be needed if significant revenue sources are subject to unpredictable luctuations or if

operating expenditures are highly volatile);
2 1ts perceived exposure to significant one-time outlays {e.g., disasters, immediate capital needs, state budget cuts);
3. The potential drain upon general fund resources from other funds, as well as, the availability of resources In other funds;
¢ The potential impact an the entity’s bond ratings and the carresponding increased cost of berrowed funds;

5 Commitments and assignments (i.e,, governments may wish to maintain higher levels of unrestricted fund balance to compensate for any portion of unrestricied fund balance already commitied or assigned
by the government for a specific purpose). Governments siay deem it appropriate to exclude from consideration resaurces that have been committed or assigned to some other purpose and focus on
unassigned fund balance, rather than gn unrestricted fund balance.

tse and Replenishment.

The fund balance pollcy should define conditions warranting Its use, and if a fund balance falis below the gaverninent’s policy level, a solid plan to replenish It In that context, the fund balance policy should:
1. Define the time period within which and contingencies for which fond balances will be used;
2 Describe how the govarnment's expenditure and/or revenue levels will be adjusted to match any new economic realities that are behind the use of fund balance as a financing bridge;
3. Describe the time period over which the components of fund balance will be replenished and the means by which they will be replenished.
Generally, governments should seck to replenish their fund balances within one to three years of use. Specifically, factors influencing the replenishment time horizon include:
1. The budgetary reasons behind the fund balance targets;

2 Recovering from an extreme event;

3, Political continuity; 3 4 0



712712020 Fund Balance Guidelines for the General Fund
4. Financial planning time horizons;
5. Long-term forecasts and economic conditions;

6. External financing expectations.

Revenue sources that would typicatly be Juoked to for replenishment of a fund balance include nonrecurring revenues, budget surpluses, and excess resources in other funds (if tegally penmissible and there is a

defensible rationale). Year-end surpluses are an appropriate ssurce for replenishing fund balance.

Unrestricted Fund Batance Above Forinal Policy Reguirement, In some rases, governments can find themselves in a position with an amount of unrestricted fund balance in the general fund over thelr formal
pulicy reserve requirement even afier taking into account potential financial risks in the foresecable future. Amounts over the formal policy imay reflect a structural trend, In which case governments should
consider a policy as to how this would be addressed. Additionally, an education or communication strategy, or at a minimum, explanation of Jarge changes in fund balance fs encouraged. fn all cases, use of those

funds should be prohibited as a funding svurce for ongoing recurring expenditures.

Notes:

1. For the salte of clarity, this reconunended practice uses the terms GAAP fund balance and
budgetary fund balance to distinguish these fwo different uses of the same term,

2 "These categories are set forth in Governmental Accounting Standards Soard (GASB) Statement
No. 54, Fund Balance Reporting and Governmental Fund ype Definitions,

3. Sometimes restricted fund balance includes resources available to finance items that typically
would require the use of unrestricted fund balance (e.g., a contingency reserve). In that case, such
atnotints should be included as part of unrestricted find balance for purposes of analysis,

4. See Recommended Practice 4.1 of the National Advisory Council on State and Lacal Budgeting
governments on the need to “maintain a prudent level of financial resources to protect against
reducing service levels or raising taxes and fees bucavse of tewmporary revenue shortfolls or
unpredicled one-time expenditures” (Recommended Practice 4.1),

5. In practice, a lovel of unrestricted fund balance significantly lower than the recommended
minitaum may be appropriate for states and America®s largest governments {e.g., cities,
counties, and school districts) because they often are in a better position to predict contingencies
(far the same reason that an insurance company cat more readily predict the number of
accidents for a pool of 500,000 drivers than for a pool of fifty), and because their revenues and
expenditures often are more diversified and thus potentially less subject to volatility.

6, In cither case, unusun! items that would distort trends {e.g., one-tine revenues and
expenditures) shouk! be excluded, whereas recurring transfers should be included. Once the
decision has been made to compare unrestricted fund balance to efther revenues and/or
expenditures, that decision should be followed consistently from period to period.

This best practice was previously titled Appropriate Level of Unrestricted Fund Balance in the General
Fund.
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712712020 Working Capital Targets for Enterprise Funds

BEST PRACTICES

Working Capital Targets for Enterprise Funds

Local governments should adopt a target amount of working capital to maintain in cach of
their enterprise funds. Additionally, governments should use working capital as the
measure of available margin or buffer in enterprise funds.

Enterprise funds distinguish between current and non-current assets and liabilities, It is possible to take advantage of this distinction to calculate working capital (i.e., current assets less current liabilities). The
measure of working capital indicates the relatively liquid portion of total enterprise fund capital, which constitutes a margin or buffer for meeting obligations.

1t Is essential that a government maintain adequate Jevels of worklng capital in {ts enterprise funds to mitigate current and future visks (e.g., revenue shortfalls and unanticipated cxpenses)and to ensure stable

services and fees.

Working capltal is a crucial consideration, too, in long~term financial planning. Credit rating agencies consider the availability of working capital in their cvaluations of continued creditworthiness, Likewlse, laws
and regulations may speak to approptiate levels of working capital for some enterprise funds.

GFOA recommends that Jocal governments adopt a target amount of working capltal to maintain in
each of their enterprise funds. Ideally, targets would be formally described in a financial policy
atid/or financial plan.

GFOA recommends that grovernments use working capital as the measure of available margin or
bufler in enterprise funds. Although as previously stated, working capital is defined as current
assets minus current liabilities, government finance officers should be aware of certain
characteristics of worling capital that affect its use as a measure. Specifically, the current assets: :
portion of working capital includes assets orr that are bly expected to he realized

in cash (e.g,, r ble) or ¢ d {e.g., inventories and prepaids) within a year, which
leads te two considerations for an accurate caleulation of working capltal:

.

Strength of eollection practices. An appropriate allowance for uncollectibles should be established and the amount of the receivable that is expected to be collected in cash within one year should be
determined in a manner that is consistent with the collection practices of the government, If the accounts receivable collection practices of the enterprise fund are incansistent or weak, then less of the

accounts receivable amount should be reported as current assets.

Historical consumption of inventories and prepalds. The amount of inventories and prepalds included in current assets should be a realistic estimate of the amount that wil} be conswined in one year based on
ahistorical usage pattern and current operating levels (inventories) or based on the time periods to which the ftems relate (prepaids).

Support from general government. Some enlerprise funds may be supparted by general taxes or transfers from a general government. These enterprise funds may require Jower levels of working capital if they
are supported by these contributors. For a heavily subsidized enterprise fund the 45-day minimum working capltal recominendation contained in this Best Practice might be met through suppert from the
general government, if a financial buffer or cushion for the enterprise fund is to be provided by the general government (or other outside contributor),

.

Transfers out. If the enterprise fund is expected ro malse a transfer to the general government or to some other fund, then this sort of claiim on the enterprise fund: s assets may call for higher levels of warldng
capital to malntain flexibility, Transfers could include an enterprise fund is contributions to overhead/support functions, subsidies granted ta other operations, or any other transfer of resources, Regardless of
the rationale of the transfer, governments should take into account the clain on working capital when setting a target amount.

Cash cycles. Does the enterprise fund experience large peaks and valleys in its cash position during the year? For example, a water enterprise fund may experience significantly higher levels of cash on hand
during the sunyner menths compared to the winter. Volatiie cash cycles call for higher levels of working capital. Another consideration s the length of the billing cycle. A longer billing cycle wonld cali for

higher levels of working capital because the enterprise fund witl have longer durations between major infusions of cash.

.

Customer concentration, Is the enterprise fund dependent on a few customers for a large portion of its revenues or is the customer base diversified? For example, a port enterprise fund may be dependent on a
few major shippers or commerce ina niche product. Lower customer concentration may mean that the enterprise fund can safely operate with lower Jevels of working capital.

Demand for services, Does the enterprise fund face a steady demand lor service or is demand potentially volatile, thereby leading to volatility in of income? For exarmple, (he demand for utility services is
steady compared to demand for air travel. Also consider the finpact of competitive position on demand. Direct competitors or the availability of reasonable substitutes could lead to greater volatility in demand
for the enterprise fund: s services. More volatility implies greater need for working capital margins.

Contrel over rates and revenues. Does the enterprise fund have the ability to change rates, implemment new charges, or otherwise raise revenues {rom its customets in a simple faskion? For example, transit
enterprise funds are often constrained from raising rates by political pressure. Other enterprise funds may be subject to a rate control board. Those that face competitors in their market may fave less effective
control over their rates and revenues. More revenue constrained enterprise funds may need higher levels of working capital,

Asset age and condition. What is the age and condition of the enterprise fund's Infrastructure? Older Infrastructure has greater exposure to estraordinary repair needs. Enterprise funds with newer and/or well

maintalned capital assets may be able to operate with less working capltal than ather enterprise funds.

Volatility of expenses. Ate the expenses of the enterprise fund volatile or does the enterprise fund have a high degree of control aver ils expenses? For example, the expenses of a solid waste enterprise fund
tend to be fairly stable throughout the year. In another example, water or sewer enterprise funds may be more vuinerable to large expense spikes from extreme weather. Entorprise fands with more stable

-

expenses can safely operate with less working capital than other enterprise funds,

.

Control over expenses. Consider the enterprise fund's level of fixed and variable costs and the ability (o reduce variable costs in response to luwer revenues. For instance, if a convention center does not baok
an event, it does not need to hire temporary help and incur other expenditures in support of the event. An enterprise fund with a high percentage of operational costs which vary depending upon revenues or

operating levels may operate with lower levels of working capital.

Management plans for working capital. Working capital includes assets, which can include both truly unrestricted resources and resources that have Interna) limitations placed upon them (e.g., board-
designated) andfor that may be committed for future capltal spending. These amounts may appear as unrestricted on the balance sheet but, in actuality, may be unavailable in the future to serve as abufferor 3 4 2
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.

too! to help manage financial risk. If these types of limitations exist, the working capital target should be adjusted to arrive at an amount that represents a true amount available as a tool 1o manage financial
risk.
targets for operating and capital needs, especially

Separate targets for operating and capital needs, Depending on the nature of the enterprise fund, gover s might also consider designating sey;
when the enterprise fund is very capital intensive, For example, there might be a separate amount jdentified for equipment replacement or debt service, In such a case, targets should be separately evaluated

based on the particular features of the isclated amounts.

Debt position. Enterprise funds often cavry significant mnounts of debt, which is used o acquire capital assets. The amount and type of debt an enterprise fund carries can have important ramifications for
working capital targets, For example, an enterprise fund with a Jarge amount of variable rate debt may need additional buffer to manage the risk associated with interest rate volatility, tn addition, uneven and
Increasing or luinp-sun: debt principal payments to be made {n future years may raise the amount of working capital that the enterprise fund shoutd maintain, viewing the amount of working capitat in this
broader context will help ensure that resources are available to make debt payments as they come due.

Notes:

1I'he recommendation is to use annuat eperating expenses which include depreciation expense. If,
however, annual depreciation expunse is significantly wore or less than the anticipated capital
outlays of the next period to be paid from working capital consideration should be given to adjusting
the benchinark, An appropriate adjusted benchmark may be annual operating expenses - annual
depreciation expense + capital outlays of the next period to be paid from working capital,

* Subject to the exception for heavily subsidized enterprises, described fater in this Best Practice.

This best practice was previously titled Determining the Appropriate Levels of Working Capital in
Enterprise Funds.
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Policy 7.1.0

POLICY. The District will maintain a formal practice on the level of Fund
Balance that should be maintained in the General and Special Revenue
Funds.

The adequacy of Unassigned Fund Balance in the General Fund should be
assessed based upon the District's own specific circumstances.
(Nevertheless, the Government Finance Officers Association (GFOA)
recommends, at a minimum, that general-purpose governments,
regardless of size, maintain Unassigned Fund Balance in their General
Fund of no less than five to fifteen percent of regular General Fund
operating revenues.) The Nevada Administrative Code (NAC 354.650)
requires a budgeted fund balance of 4%, based on the actual expenditures
of the General Fund'’s previous fiscal year.

Building “stabilization arrangements” in the General Fund is an
acknowledged purpose in response to revenue shortfalls and unanticipated
expenditures.

The District employs the term “fund balance” to describe the net position of
governmental funds calculated in accordance with Generally Accepted
Accounting Principles (GAAP) at the individual fund level. Budget
professionals commonly use this same term to describe the net position of
governmental funds calculated on a government’s budgetary basis. In both
cases, fund balance is intended to serve as a measure of the financial
resources available for use in a governmental fund type.

Financial reporting distinguishes restricted fund balance from unassigned
and unrestricted fund balance. Typically, only the latter is available for
spending. A “stabilization arrangement” indicates a designated portion of
unassigned or unrestricted fund balance is subject to an action by the
governing body concerning the use of that amount.

Effective July 1, 2015 1
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Practice 7.2.0

RELEVANT POLICIES: 1.1.0 Strategic Planning, 7.1.0 Appropriate Level of
Fund Balance, 12.1.0 Multi-Year Capital Planning, and 13.1.0 Capital
Project Budgeting, 14.1.0 Debt Management

PRACTICE. It is the practice of the Incline Village General Improvement
District, hereinafter referred to as the District, to maintain Fund Balance in the
General Fund and each governmental or proprietary fund type in a manner
which provides for contractual, bond and customer service obligations, while
meeting its routine and non-routine cash flow requirements and complying with
all federal, state and local statutes and regulations.

1.0 SCOPE

This Practice shall apply accounting principals as forth in Governmental
Accounting Standards Board (GASB) Statement 54 considering the unique
characteristics of the District. To that end the following measurements will apply

to each fund or type:

General Fund

The General Fund must meet the minimum balance requirements under
Nevada Administrative Code Section 354.

Proprietary Fund Types:
Measurements of target fund balances with Stabilization Arrangements:

Community Services .......... Operations - 25% of operating expenses
Debt Service - One year’s payments
Capital Expenditure — 1 year of a 3 year average
depreciation

Beach Enterprise................ Operations - 25% of operating expenses
Debt Service - One year’s payments
Capital Expenditure — 1 year of a 3 year average
depreciation
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Utilities ........coovvceeiieneeees Operations - 25% of operating expenses
Debt Service - One year’s payments
Capital Expenditure — 1 year of a 3 year average
depreciation

Internal Services................. Operations - 25% of operating expenses

Governmental Activities:
Workers Compensation......SIR - Stated Deductible

Operating expenses for these calculations do not include depreciation or
interest expense since they are covered by separate definitions.

2.0 Definition of Stabilization Arrangement

In conformity with GASB Statement 54, the District will establish a stabilization
arrangement only when it includes:

2.0.1 Recognition of the authority by which the arrangement is
established including resolution, ordinance or other action.

2.0.2 When to make additions to the stabilization amount
2.0.3 When stabilization amounts can be spent

2.0.4 That a balance will be reported at each fiscal year end.
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3.0 Other Classifications

The District will apply other classifications and accounting standards under
GASB 54 including the use of Nonspendable, Restricted, Committed, Assigned,
Unassigned and Unrestricted when presenting either a Statement of Net Assets
or other forms of fund balance in its financial reports.

Effective Date: June 30, 2009
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Policy 19.1.0

POLICY. The District will maintain a formal practice on the level of working
capital that should be maintained in the Enterprise (Utility) Fund.

Enterprise Funds distinguish between current and non-current assets and
liabilities. It is possible to take advantage of this distinction to calculate
Working Capital (i.e., current assets less current liabilities). The measure
of working capital indicates the relatively liquid portion of total Enterprise
Fund capital, which constitutes a margin or buffer for meeting obligations.

It is essential that the District maintain adequate levels of working capital in
its Enterprise Funds to mitigate current and future risks (e.g., revenue
shortfalls and unanticipated expenses) and to ensure stable services and
fees. Working Capital is a crucial consideration, too, in long-term financial
planning. Credit rating agencies consider the availability of working capital
in their evaluations of continued creditworthiness. Likewise, laws and
regulations may speak to appropriate levels of working capital for some
Enterprise Funds.

The Government Finance Officers Association (GFOA) recommends that
local governments adopt a target amount of working capital to maintain in
each of their Enterprise Funds. The District's targets will be formally
described in the Practice as adopted and amended as needed.

Working capital is defined as current assets minus current liabilities; the
District will consider certain characteristics of working capital that affect its
use as a measure. Specifically, the “current assets” portion of working
capital includes assets or resources that are reasonably expected to be
realized in cash (e.g., accounts receivable) or consumed (e.g., inventories
and prepaid expenses) within a year.

Stability of revenues and expenses are also considerations for an accurate
calculation of working capital. The District will consider the adequacy of
Working Capital in its Enterprise Funds during each annual budget
process. The majority of such consideration will be established by the
predictability of the revenues to be received from users. Building Working
Capital in the Enterprise Funds is an acknowledged purpose in response
to revenue shortfalls and unanticipated expenditures, debt service
requirements and planning for capital expenditures.

Effective July 1, 2015 1
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The District employs the term “Net Position” for Enterprise Funds,
calculated in accordance with Generally Accepted Accounting Principles
(GAAP). Financial reporting distinguishes Restricted from Unrestricted Net
Position. Typically, only the latter is available for spending. Working
Capital for operating needs should be sourced from Unrestricted Net
Position. The District has debt service and capital expenditure needs that
extend beyond one year. Therefore, amounts outside of the calculation of
Working Capital may develop for those purposes. As such these may also
be considered elements of both Restricted and Unrestricted Net Position.

Effective July 1, 2015 2
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RELEVANT POLICIES: 1.1.0 Strategic Planning, 12.1.0 Multi-Year Capital
Planning, and 13.1.0 Capital Project Budgeting, 14.1.0 Debt Management,
19.1.0 Appropriate Level of Working Capital

PRACTICE. It is the practice of the Incline Village General Improvement
District, hereinafter referred to as the District, to maintain Working Capital in
each Enterprise Fund in a manner which provides for contractual, bond and
customer service obligations, while meeting its routine and non-routine cash
flow requirements and complying with all federal, state and local statutes and

regulations.
1.0 SCOPE

This Practice shall apply accounting principals as forth in Generally Accepted
Accounting Principles (GAAP) considering the unique characteristics of the
District. To that end the following measurements will apply to each fund:

e Strength of collections of accounts receivable, to the extent they
can be converted to cash within a timeframe expected for use in
the District’s operations.

e Historical consumption of inventories and prepaid expenses, to the
extent they can be utilized to support operations within the
timeframe of the District’s budget cycle.

e Levels and flow of annual operating expenses. At no time will the
calculation consider less than 45 days operating needs. However,
any amount over 90 days needs must be specifically supported and
approved in writing by the District's General Manager.

e Support by the General Fund. This includes shared expenses and
operating transfers that represent Central Services Cost
Allocations.

e Control over rates and revenues.
e Asset age and condition, whether there is a chance of exira
ordinary repairs or a replacement under the Capital Improvement

Plan.
e Volatility of expenses and the ability to control fixed and variable
costs.
Effective July 1, 2015 1
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e Management plans for Working Capital including any inherent
affects of Restricted Net Position or items extending beyond one
year that would normally not be covered by Working Capital.

e Debt Service or Multi-Year Capital Plan needs identified as current
requirements.

2.0 Definition of Target amounts for Working Capital as measured each
Fiscal Year End

Utilities
Operations — 45 to 90 days of operating expenses™*

Debt Service — up to one year's payments of interest expense, since
current maturities of long term debt are already considered in determining
working capital, when classified as a current liability.

Capital Expenditure — up to 1 year of a 3 year average depreciation

** Operating expense excludes depreciation and interest.

3.0 Other Accumulation of Resources

The District may accumulate other resources in support of Debt Service or the
Multi-Year Capital Plan in addition to Working Capital since these needs extend
beyond the measurement period of one year.

Effective July 1, 2015 2
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Board Policy Update:

Capitalization of Fixed Assets

Useful Life / Capitalization Thresholds for
Capital Assets

e Background/ Recommendations
e DRAFT - Updated Board Policy 8.1.0

e Replaces Board Policy 8.1.0
e Replaced Board Policy 9.1.0 and Board Practice 2.9.0

o Best Practices / GFOA Guidelines

e Current Board Policy 8.1.0 (7/1/16)
e Current Board Policy 9.1.0 and Practice 2.9.0 (7/1/16)
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CAPITALIZATION POLICY
Board Policy 8.1.0
Board Policy 9.1.0

Board Practice 2.9.0

Background:

e Board Policy 8.1.0 relates to "Establishing Estimated Useful Life of Capital
Assets
e Board Policy 9.1.0 relates to Appropriate Capitalization Threshold for
Capital Assets
e Board Practice 2.9.0 relates to Capitalization of Fixed Assets
o Capitalization Threshold: Equipment =$ 5,000
Structures/ Improvements = $10,000
o Useful Life 3+ years (All assets categories)

Best Practices and Resources:

e GFOA provides guidance on best practices for development of policies
related to Capitalization Thresholds as well as Estimating Useful Life of
Capital Assets

e Moss Adams, LLP ldentified several observations and recommendations
related to capital asset accounting in their report, "Evaluation of Certain
Accounting and Reporting Matters," dated January 14, 2021, to include:

o District's policies and practices should be revised to acknowledge
different stages to a project, definition of costs incurred in each
stage, consistent with established and accepted governmental
accounting practices.

o The District should expense expenditures for feasibility studies and
master plans. Policies should be revised to address the few
circumstances where preliminary engineering, architectural, or
design costs are actually utilized in a capital project and eligible for
capitalization.

o Board policies and practices should be revised to provide for
capitalization of expenditures that truly increase service capacity, and
further, that provide the criteria to be followed in making the
increased service capacity decision on expenditures by nature or
function of the different asset types versus expenditures that should
be expensed.

e Staff has reviewed sample Capitalization Policies provided by consultants,
the District's Independent Auditor and comparable public agencies.
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Preliminary Recommendations:

1) Itis recommended that Board Policies 8.1.0 and 9.1.0 and Board Practice
2.9.0 be consolidated intoa single, comprehensive Capitalization Policy to

include direction related to:

a.
b.
c.

d.

2) Board Practice 2.9.0 should be updated to reflect:
b.
C.

Capitalization Thresholds

Estimated Useful Life of capital assets

Definition of capital expense to be capitalized versus repair and
maintenance costs to be expensed in period incurred

Distinction of costs incurred at various phases of capital project life-
cycle to inform expensing of costs incurred prior to establishment of
formal project definition, scope and financing plan. (Cross-reference
fo Board Policy 13.1.0 and Board Practice 13.2.0)

Specific Capitalization Thresholds for ALL asset types
Default Estimated Useful Life for All asset types

d. Application of distinction between capital costs to be capitalized and

e.

repairs and maintenance costs to be expensed
Definition of pre-planning costs to be expensed versus capitalized

3) The updated capitalization policy will also need to reflect implementation of
GASB 87, related to leases, which are required - as of 7/1/21 - to be
reported as "intangible assets" and depreciated of the remaining lease

term(s).
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DRAFT
Accounting, Auditing and Financial Reporting
Capitalization of Fixed Assets
Policy 8.1.0
(Replaces Policy 8.1.0, 9.1.0 and Practice 2.9.0)

Policy. Capital assets include land, improvements to land, water rights,

easements, buildings, building improvements, vehicles, machinery, equipment,
right to use, infrastructure, construction in process (CIP), andall other tangible or
intangible assets that are used in District operations that have initial useful lives

extending beyond two years and meet defined capitalization thresholds.

1.0 Classification of Capital Assets. The District classifies capital assets in

the following groups for financial reporting:
e Land

e Buildings and structures

e Venue Improvements

e Service Infrastructure

e Equipment and Vehicles

o Right to Use

e Construction in progress

2.0 Capitalization Thresholds. The District's capitalization threshold shall be
as follows:

ASSET CLASS CAPITALIZATION THRESHOLD
Land .o All

RighttoUse ......coooiiiiiice All

Building and Structures ............ccceevevnnen.. $ 25,000

Venue Improvements..........cccoeevvvveeeeees $ 10,000

Service Infrastructure.............................. $ 25,000

Equipment and Vehicles ...........c............ $ 10,000

3.0 Cost Basis. Capital assets purchased by the District are recorded
at cost. Capital assets donated to theDistrict are recorded at fair
value on the date accepted.

4.0 Useful Life of Capital Assets. Items should only be capitalized if
they have an estimated useful life of three years of more.

4.1 Capital assets are depreciated using the straight-line method
over the following estimated useful life:

Asset Class Years
Building and Structures 10-40
Venue Improvements 10-25
Service Infrastructure 5-40
Equipment and Vehicles 3-20

Note: The Accounting Division will maintain Schedule of Useful Life for specific assets.
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5.0 Criteria for Capitalization of Fixed Assets

5.1. Capital projects will be capitalized if they meet one of the following
criteria:
The project is creating a new asset for the District
The project significantly extends the useful life of an asset
beyond what was originally established as the estimated
useful life for that asset, and/or
o Significantly increases the service capacity of the asset

52 Right to Use assets represent leased equipment and will be
capitalized using the current value of all future lease payments per
GASB 87. If the lease does not have a stated interest rate to
determine current value with, an imputed rate will be determined by
other similar leases.

53 Expenditures that simply maintain a given level of service should be
expensed.

5.4. Three major categories of costs subsequent to original construction or
acquisition are incurredrelative to capital assets:

o Capital Improvements - an improvement is the substitution of a
better component for which possesses superior performance
capabilities, whereas a replacement is the substitution of a
similar component.

e Capital Replacement - a replacement, which is a substitution
of a component of the asset with one of similar quality is to
be expensed. On rare occasions, a replacement can be
considered improvements and be capitalized if it meets
certain established criteria.

o Capital Maintenance - activities budgeted as capital projects will
be expensed as repair and maintenance expenses if they
meet one of the following criteria:

o The activity is performed on a regular and recurring
basis to keep the District’s assets in their normal
operating condition over the course of the originally
established useful life.

o The project represents a repair activity that
restores an asset to its original condition.

6.0 Capital Project Phases. Major capital projects, as defined in Board Policy
12.1.0, will often (but not always) be managed through defined project phases.
These may include:
e Feasibility
e Planning
e Design
e Construction 356



6.1.

6.2

6.3

Costs incurred in pre-planning phases, including Master Plans
and Project Feasibility Studies, which explore potential capital
projects are to be expensed. Once a master-planning orfeasibility
study results in a defined project, with a specific scope and cost
estimate, and the Board determines that a funding plan is to be
developed for inclusion in the District's Capital Improvement
Budget, costs associated with advancing the capital project are
to be capitalized.

To facilitate the tracking of capital project costs to be expensed
versus capitalized, the District will, when appropriate, establish
separate capital project codes to distinguish between phases
where costs will be expensed and those capital project phases
where costs are to be capitalized.

Capital project costs to be capitalized will be reported as
Construction In Progress until the capital project is completed
and the capital asset is placed into service.
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|‘
BEST PRACTICES

Capitalization Thresholds for Capital Assets

State and local governments should adhere to appropriate guidelines for capitalization thresholds.

The term capital assets is used to describe assets that are used in operations and that have initial lives extending beyond a single
reporting period. Capital assets may be either intangible (e.g., easements, water rights, licenses, leases) or tangible (e.g., land,

buildings, building improvements, vehicles, machinery, equipment and infrastructure).

As a practical application of the materiality principle, not all tangible capital-type items with useful lives extending beyond a single
reporting period are required to be reported in a government’s statement of net position. Items with extremely short useful lives (e.g.,

less than 2 years) and/or of small monetary value are properly reported as an "expense' or "expenditure" in the period in which they

are acquired.

When outlays for capital-type items are, in fact, reported on the statement of net position, they are said to be capitalized. The
monetary criterion used to determine whether a given capital asset should be reported on the statement of net position is known as
the capitalization threshold. A government may establish a single capitalization threshold for all of its capital assets, or it may
establish different capitalization thresholds for different classes of capital assets. In selecting capitalization thresholds, governments

should be able to report and depreciate substantially all capital asset value while eliminating the cost of tracking a large number of

small-value items.

A government’s threshold for capitalization does not need to be calculated in the same way that the government would measure the
asset, if it is ultimately capitalized, for reporting in accordance with GAAP. For example, a government’s capitalization policy may be
to determine whether improvements to an office building (primarily plumbing and electrical upgrades) meet a dollar threshold
($20,000) before including the cost of new window and floor treatments, which will be part of the improvements, because it does not
consider those to be “core costs” of the asset improvement. For assets constructed by a government’s own employees, the dollar
threshold might distinguish between direct costs (time spent by construction workers, architects and engineers on that project) and

indirect costs (allocated costs of the capital improvements department of public works).1

The capitalization threshold should not be the only factor used when determining if an item should be capitalized. A government
should be cognizant of whether similar items are capitalized in order to be consistent in reporting. For example, assume a
government, with a capitalization threshold of $10,000, purchases two pieces of similar equipment. Item A was purchased three years
ago for $11,000, and item B was purchased in the current year for $9,000. The government also incurred its own direct costs (time
spent by construction workers, architects and engineers on that project) and indirect costs (allocated costs of the capital
improvements department of public works) for both items, which increased the values of the items to $13,000 for item A, and $11,000
for item B. Without the inclusion of the government’s own costs, item B would not have been capitalized, while other similar items

would be capitalized because they were purchased at a higher price. In this case, the government may choose to capitalize item B for

the sake of consistent treatment.

Capitalization is, of its nature, primarily a financial reporting matter. That is, a government’s principal concern in establishing
specific capitalization thresholds ought to be the anticipated information needs of the users of the government’s external financial

reports. While it is essential to maintain control over all potentially capitalizable items, there are more efficient means than
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capitalization for accomplishing this objective in the case of a government’s smaller tangible capital-type items. Furthermore,
practice has demonstrated that capital asset management systems that attempt to incorporate data on numerous smaller items are

often costly and difficult to maintain and operate.

Recommendation:

GFOA recommends that state and local governments adhere to the following guidelines for capitalization thresholds:
= Establish minimum cost and useful-life based thresholds to avoid the cost of capitalizing immaterial items;
o Establish a minimum capitalization threshold of $5,000 for any individual item;
o Establish a minimum capitalization threshold of at least a two-year useful life for any individual item;

o Consider establishing different dollar capitalization thresholds for different classes of capital assets (i.e. land, infrastructure,

buildings and improvements, and equipment);

o Capitalization thresholds are best applied to individual items rather than to groups of similar items (e. g., desks and tables),

unless the effect of doing so would be to eliminate a significant portion of total capital assets (e. g., books of a library district);
» Governments should perform a periodic review of their capitalization thresholds;

o In establishing capitalization thresholds, governments that are recipients of federal awards should be aware of federal

capitalization thresholds requirements; and

¢ Governments should exercise control over potentially capitalizable items that fall under the operative capitalization threshold

but require special attention.

1) Note that while indirect costs pertaining only to capital projects should be capitalized, general overhead costs such as human
resources services or the commissioner’s office staff of an agency not exclusively performing capital work should not be allocated to
capital projects and capitalized. [Accounting for Capital Assets, A Guide for State and Local Governments, Stephen J. Gauthier, GFOA,

2008].

This best practice was previously titled Establishing Capitalization Thresholds for Capital Assets.

Board approval date: Monday, February 6, 2006
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Policy 8.1.0

POLICY. The best source of relevant information on the estimated useful
lives of the District’'s capital assets comes from its own past experience
with similar assets. In situations where the documentation of the District’s
own past experience, for a given type of capital asset, is not adequate for
this purpose, the District will consider the experience of other
governments, professionally determined specifications, and private-sector
enterprises. The District will make whatever adjustments are needed to
estimated useful lives that were obtained from others to ensure that such
estimates are appropriate to its own particular circumstances. It is
especially important to consider the potential effect of each of the following
factors when depending on the experience of others:

1.0 Quality. Similar assets may differ substantially in quality, and hence
in their useful lives, because of differences in materials, design and
workmanship.

2.0 Application. The useful life of a given type of capital asset may vary
significantly depending upon its intended use.

3.0 Environment. Environmental conditions in the Tahoe Basin include
climate and regulatory sources. Conditions can be defined by the
Tahoe Regional Planning Agency, the United States Forest Service
Basin Management Unit and the North Lake Tahoe Fire Protection
District. The service life of some capital assets used in connection
with highly regulated activities could be affected by these agencies
codes or best management practices.

4.0 Life Cycle Considerations. The vast majority of the District’s capital
assets are used in conjunction with programming activities. Useful
lives reflect the amount of utilization that will be consumed by an
operating period and could affect the care and condition needed for
services rendered by those venues. The District should also
consider the possibility of varying useful lives for components of
larger assets, both for capitalization and to reflect the appropriate life
cycle maintenance interval for such components.

Effective July 1, 2016 1
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5.0 Maintenance. The potential effect of each of the factors just
described may be mitigated or exacerbated as a consequence of the
District’'s evaluation of capital asset care and condition, as well as
the approach to maintenance and replacement policy. Once
established, estimated useful lives for major categories of capital
assets should be periodically compared with the District’'s actual
experience and appropriate adjustments should be made to reflect

this experience.

Effective July 1, 2016 2
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Establishing Appropriate Capitalization Threshold for Capital Assets

Policy 9.1.0

POLICY. The District will consider the following guidelines in establishing
capitalization thresholds:

1.0

2.0

3.0

4.0

5.0

Potentially capitalizable items should only be capitalized if they have
an estimated useful life of greater than two years following the date
of acquisition or placed into service.

Capitalization thresholds are best applied to individual items rather
than to groups of similar items (e.g., desks and tables), unless the
effect of doing so would be to eliminate a significant portion of total
capital assets.

In no case will the District establish a capitalization threshold of less
than $5,000 for any individual item.

In establishing capitalization thresholds, when the District is a
recipient of federal awards, then federal requirements that prevent
the use of capitalization thresholds in excess of certain specified
maximum amounts for purposes of federal reimbursement will
prevail.

Capitalization of buildings and infrastructure should consider the use
of componentization as a way to reflect the varying life cycle
considerations of mechanical, structural elements, and wear items
that may require different cycles of maintenance and replacement
from the main asset being capitalized. The significance of such
componentization takes precedent over the $5,000 threshold, and
thus smaller amounts may be listed to facilitate proper asset
management.

Effective July 1, 2016 1

362



MINCUNE

V&l /I[LAGE

GENERAL IMPROVEMENT DISTRICT
ONE DISTRICT — ONE TEAM

Accounting, Auditing and Financial Reporting
Capitalization of Fixed Assets
Practice 2.9.0

RELEVANT POLICIES: 8.1.0 Establishing the Estimated Useful Lives
of Capital Assets and 9.1.0 Establishing Appropriate Capitalization
Threshold for Capital Assets

1.0 ACCOUNTING CONTROL

The capitalization threshold for all asset classes shall be identified during
the budget process each fiscal year by the Finance and Accounting staff
and approved by the Board of Trustees as part of the adoption of the
annual Debt Management Policy, including the Five Year Capital
Improvement Plan and its statement on Minimum level of expenditure.

1.1 The capitalization threshold per item shall be:

ASSET CLASS MINIMUM COST
Equipment ................cccoc $ 5,000.00
Structures and Land Improvements ...$10,000.00

1.2 In addition to cost, all of the following criteria shall also be
used:

1.2.1 The normal useful life of the item is three or more years.

1.2.2 The item has an acquisition cost (including freight and
installation) of at least the amounts listed above in each
asset class.

1.2.3 The item will not be substantially reduced in value by
immediate use.

1.2.4 In case of repair or refurbishment that will be
capitalized, the outlay will substantially prolong the life
on an existing fixed asset or increase its productivity
significantly, rather than merely returning the asset to a
functioning unit or making repairs of a routine nature.

Effective July 1, 2016 1
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1.2.5 The capitalization threshold is applied to individual items
rather than to groups of similar items (e.g. desks and
tables).

1.2.6 The utilization of componentization of assets under the
project, to provide a more appropriate management of
an assets care, condition and associate maintenance or
replacement, takes precedent over the stated
thresholds under section 1.1.

2.0 PHYSICAL CONTROL

All fixed assets acquired either as operating or capital expenditures will be
identified as IVGID property and recorded. Such items represent a value to
the operations that have an ongoing usefulness to justify safeguarding
them from loss or abuse. The items should be expected to be in service at
least two years and can be readily assigned to a function or activity as
responsible for its care and condition.

Effective July 1, 2016 2
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