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COUNCIL FINANCE COMMITTEE 
AGENDA ITEM SUMMARY  

 
 

Staff:   Mike Beckstead, Chief Financial Officer 
Jessica Ping-Small, Sales Tax Manager 

 
SUBJECT:   Revenue Diversification 
 
 
EXECUTIVE SUMMARY  
Revenue Diversification is an important issue facing governmental entities. The attached 
presentation will lay the foundation for the ongoing revenue diversity discussion. The 
presentation focuses on our current revenue picture and how we compare to other jurisdictions in 
Colorado and nationally. 
 
 
GENERAL DIRECTION SOUGHT AND SPECIFIC QUESTIONS TO BE ANSWERED 
Does the Council Finance Committee want staff to take the next step of providing options for 
revenue diversity? Are there specific options Council Finance Committee wants staff to focus on 
as part of the ongoing analysis? 
 
 
BACKGROUND/DISCUSSION  
The City receives over 50% of its revenue from sales and use tax. Sales and use tax can be a volatile 
source or revenue during times of economic downturn. The conundrum of how to strike the balance 
of adequate revenue to fund current levels of service without an overreliance on sales and use tax is 
an ongoing issue. The presentation will address the following: 

1) Where are we now? 
2) How do we compare? 

 
This information will equip the organization with the data necessary to take the next step of the 
revenue diversification discussion which is analyzing feasible options.  
 
 
ATTACHMENTS  

1. PowerPoint Presentation 
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Futures Committee 

Revenue Diversification

September 10, 2012
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Overview

• Where Are We Now

• How Do We Compare
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Revenue Diversification
“Not putting all your eggs in one basket”

Revenue – the total income produced by a given source
Diversity – the condition of having or being composed of 
differing elements

There is merit in the notion that states and local 
governments should balance their tax systems 
through reliance on the "three-legged stool“**

** Source – National Conference of State Legislatures (NCLS) 

Is the “three-legged stool” a feasible option for Fort Collins?
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Fort Collins Governmental Revenue

Fort Collins is Currently More of a Two-Legged Stool

Sales & Use Tax
74,718,996

45%

Property Tax
17,832,713

11%

Other Revenue

Other Taxes
3,134,928

2%

68,956,811
42%

2010 Total Revenue
$164,643,444

Govermental Funds Only

Other Revenue

• Intergovernmental - $37M
• Charges for Service - $23M
• Other Misc. - $2.7M
• Fines & Forfeitures - $2.8M
• License/Permits - $1.2M
• Investments - $2.0M
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How do we compare in 
Colorado and Nationally?
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2010 Revenue Comparison  - Colorado Cities

Fort Collins reliance on sales tax increased to 51% with KFCG
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2010 Revenue Comparison – National Cities

Limited Revenue Diversification in Other Cities…. 
Diversity Requires Increase in Property Tax or an Income Tax
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Other Taxes

• Springfield, OH – Income Tax & 
State levied shared taxes

• State College, PA – Income Tax
• Williamsburg, VA – Restaurant 

Tax, Hotel-Motel Tax
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Tax Burden Comparison – Colorado & National Cities
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Fort Collins is in the Middle of the Pack 
on Citizen Tax Burden

What do the * mean on the graph??
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Fort Collins Combined Sales Tax Rate is on the Low End 

Current Sales Tax Rate Comparison – Colorado Cities

**Jurisdictions with multiple tax rates due to special districts and/or located in multiple counties

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

7.00%

8.00%

9.00%

10.00%

Other

Cultural

County

State

RTD

City

10

Layer Cake of Taxes….
Significant Portion of Tax Rate Sunsets 

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

19
68

19
70

19
72

19
74

19
76

19
78

19
80

19
82

19
84

19
86

19
88

19
90

19
92

19
94

19
96

19
98

20
00

20
02

20
04

20
06

20
08

20
10

20
12

20
14

20
16

20
18

20
20

20
22

20
24

20
26

20
28

20
30

20
32

20
34

S
al

es
 T

ax
 R

at
e

Sale and Use Tax Rate, 1968-2035

.25 BCC Community 
Enhancements, Voter 

Approved

1% by City Council Ordinance 140, 1979
1% DTT Voter 

Approved 

1% General, Voter Approved

.25% by City Council Ordinance 149, 1981

.25% Necessary 
Capital (RECAP)  
Voter Approved

.25% 
EPIC,
Voter 

.25% Choices 95 
Capital Program,
Voter Approved

.25% BCC Natural 
Areas and Parks, 
Voter Approved

.25% BCC 
Streets & 

Transportation, 

.25% Street 
Maintenance, 

Voter Approved

.25% BOB Community 
Enhancments, Voter 

Approved

.25%  City 
Natural Areas,
Voter Approved

.25%Pavement 
Management, 

Voter Approved

.25% Open Space, Yes,
Voter Approved

.85% KFCG
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Mill Levy Rate Comparison

Fort Collins is Slightly Above the Average of 8.828 mills 
Compared to Other Colorado Cities
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Conclusions of Comparison

• Only three Colorado communities analyzed achieve 
revenue diversity

• Revenue diversification in Fort Collins would require a 
three-fold increase in the property tax rate…the mill 
levy would need to be raised to….31.162!!

• Issue – How to reduce dependency on tax rates that 
sunset and carry the risk of non renewal
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Conclusion

• Future actions concerning revenue diversification should be 
integrated with the overall strategy to renew the BOB and 
Transportation ¼ cent taxes that sunset in 2015

Questions?

Council Direction…



COUNCIL FINANCE COMMITTEE 
AGENDA ITEM SUMMARY  

 
 
Staff:  Mike Beckstead, Chief Financial Officer 
 
SUBJECT FOR DISCUSSION: 
GERP Supplemental Option Review 
 
EXECUTIVE SUMMARY:  
The City maintains the benefit obligations for active, retired and vested participants of the 
GERP.  The unfunded liability of the GERP as of 12/31/2011 is estimated at $13.8M.  
Supplemental contributions by the City of $1.12M from 2013 to 2042 are necessary to fund the 
unfunded obligation for a total of $33.6M of cash outlay.  The General Funds share of the 
supplemental contribution is about 26%. 
 
GENERAL DIRECTION SOUGHT AND SPECIFIC QUESTIONS TO BE ANSWERED: 
Review the impacts associated with an increase in City Supplemental Contributions and 
additional contributions by active GERP participants. 
 

1. Impact of Increase in supplemental contribution to the plan: 
If the City were to change the annual supplemental contribution from $1.1 million for the 
next 30 years to $1.4 million for the next 19 years, total cash contributions from the City 
would be reduced by $7 million.  
 

2. Impact of additional Active Plan Participant contributions to plan: 
A 3% contribution by current active plan participants would generate $2.18 million in 
cash contributions in the near term and substantially reduce the total City cash 
contributions by $8.5 million over the remaining life of the plan.  A required 3% 
contribution into GERP by active participants would need to be coordinated with possible 
adjustments to their participation in the 401 program.  

 
BACKGROUND/DISCUSSION: 
For 2012, the GERP Unfunded Liability is projected to be $13.8 million.  As a result of a return 
assumption change from 7.5% to 6.8% and a negative (3.1%) actual return in 2011, the annual 
supplemental contributions paid by the City were increased from $740,000 for years 2013 - 2031 
(total cash outlay of $14.1 million) to $1,120,000 for years 2013 – 2042 (total cash outlay of 
$33.6 million). 
 
ATTACHMENTS: 

1) PowerPoint Presentation 
2) Memo dated August 15, 2012 
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GERP Supplemental Option Review

Council Finance Committee

September 17, 2012
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Agenda

• GERP Summary Review

• Contributions Impact

• Conclusion
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GERP – Plan Summary 

Demographics as of 1/1/2012:
• Total Participants = 462

(155 Active, 149 Retired, 136 Term Vested, 22 Beneficiary)
• Active Participant Ave. Age = 57.5 and Ave. Years of service = 24.2

Current Plan Assumption and Benefit Calculation:
• Investment Return Assumption = 6.8%
• City Contribution = 10.5% of Employee Salary 
• Benefit = Final Ave Monthly Salary x 1.5% x Credited Years of Service
• Benefit Example assuming $48K salary and 30 years of service:

$4,000x1.5%x30 = $1,800mo 
• 70% of retirees elect the monthly annuity vs. a lump sum payout
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Employee and Employer Contributions Comparison

401/457 Programs GERP & 401 GERP & 457 

Contributor:       City Staff City Staff City Staff 

Pre 2010 6.5 to 7.5% 3%*         7.5%**       3% #         7.5%**  Discretionary     
Post 2010  6.5 to 7.5% 3%* 10.5%***   3% #     10.5%***  Discretionary

* Required 401 contribution by staff.

#  GERP members who voluntarily elected to also participate in the City 401
program during the 90’s are also required to contribute 3% to the 401.
87% of GERP participants are in the 401 program.

** 4.5% to GERP and 3% to 401 or match up to 3% for 457 only members.

*** 10.5% to GERP.
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Average Return Unfunded Liability Supplemental Cash

• 4.8%                     $27.8M*                       $68.7M
• 5.8%                     $20.2M*                       $57.6M
• 6.8% (Baseline)               $13.8M                        $33.6M

• 7.8%                      $  8.5M*                       $16.6M
• 8.8%                          $  3.9M*                       $  9.4M

( Decreases in AVG Return = large increases in supplemental cost to City )

( Increases in AVG Return = large decreases in supplemental cost to City )

The Current Baseline Assumptions:        
Future return on of Assets:                 6.8%
Current Contribution Rate:                 10.5% of compensation
Additional Payroll Contribution Rate:      0%
Supplemental Contributions:              $1,120,000 for 2013 - 2042

*Estimates

The City owns the Investment Return Risk for the Plan

Investment Yield Sensitivity
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Each 1% Additional Staff Contribution Collects $727K   
The City Cash Savings  with a 3% Staff Contribution is $8.5M

Additional Staff Contributions

Contribution % Unfunded Liability City Cash Savings

• 1.0% ($727K)                 $13.4M                        $3.36M
• 2.0% ($1.45M)                  $13.0M                        $6.12M
• 3.0% ($2.18M)                  $12.5M                        $8.51M
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Baseline Projection of Market Value of Assets, Contributions, and Benefit Payments 
Future return on of Assets:                 6.8%
Current Contribution Rate:                 10.5% of compensation from the City
Additional Payroll Contribution Rate: 0%
Supplemental Contributions:              $1,120,000 for 2013 - 2042

Supplemental Contribution End Date = 2042

0% Staff Contribution
City Contribution = $1.12M  2012 – 2042
Supplemental Cash Outlay = $33.6M
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Projection of Market Value of Assets, Contributions, and Benefit Payments 
Future return on Assets:                      6.8%
Current Payroll Contribution Rate:     10.5% of compensation from the City
Additional Payroll Contribution Rate:      3% of compensation from Active Plan Members
Supplemental Contributions:              $1,120,000 for 2013 - 2035

Supplemental Contribution End Date = 2035

3% Staff Contribution
City Contribution = $1.12M  2012 – 2035

Supplemental Cash Outlay = $25.1M
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Projection of Market Value of Assets, Contributions, and Benefit Payments 
Future return on Assets:                      6.8%
Current Payroll Contribution Rate:     10.5% of compensation from the City
Additional Payroll Contribution Rate:      3% of compensation from Active Plan Members
Supplemental Contributions:              $1,400,000 for 2013 - 2027

Supplemental Contribution End Date = 2027

3% Staff Contribution
City Contribution = $1.40M  2012 – 2027

Supplemental cost = $21.0M
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Conclusion

1. A 3% annual Active Employee Contribution reduces the City 
Supplemental cash outlay by $8.5 million versus the current 
Baseline Projection.  

2. A 3% annual Active Employee Contribution and an Increase in 
City Supplemental Contributions to $1.4 million annually reduces 
City Supplemental cost by $12.6 million versus the current 
Baseline Projection.

3. The City maintains the investment risk on the assets.  Any 
deviation from the assumed 6.8% return will have an impact on 
future Supplemental contribution requirements. 



 
 
 
 
 
 
 

Finance Department 
2nd Floor 
215 N. Mason Street 
PO Box 580 
Fort Collins, CO 80522 
 

970.221.6788 
970.221.6782 - fax 
fcgov.com 
 
 

MEMORANDUM 
 
 
Date:  September 17, 2012 
 
To:  Council Audit and Finance Committee 
 
Through: Darin Atteberry, City Manager 
 
From:  Mike Beckstead, Chief Financial Officer 
  John Voss, Controller/Assistant Financial Officer 
 
Subject: Staff Response to McGladrey, LLP 2011 Compliance Report 
  Staff Response to McGladrey, LLP 2011 Report to the City Council 
 
 
The following are management’s responses to the findings and questioned costs in McGladrey, LLP 
Compliance Report.   
 

A. Material Weakness in Internal Control.  There were matters that materially affected the 
December 31, 2010 financial statements of the governmental activities and Urban Renewal 
Authority (URA) governmental major fund that resulted in a restatement to the related 
December 31, 2010 net assets and fund balance, respectively.  The restatement resulted in a 
$4,200,000 increase to notes receivable relating to a transaction that occurred in fiscal year 
2010.  We recommend that the City implement the necessary procedures to properly identify, 
record and track notes receivable. 

 
Response:  The finance department will monitor expenditures for potential notes receivables.  
In addition, the finance department will work with the Economic Development Department as 
well as the Urban Renewal Authority to improve communication in order to receive 
notification of any new notes receivable. 
 

B. Federal Transit Administration Grants (CFDA 20.507 and 20.500) and ARRA-Federal 
Transit Formula Grant. During a procurement audit performed in 2011, an outsourced firm 
on behalf of the Federal Transit Administration (FTA) reported that the City was not in 
compliance with certain federal procurement requirements of their transit program.  The 
Federal Transit Administration has multiple restrictions on how its grantees conduct their 
procurement process.  These requirements are referenced to the Master Agreements and FTA 
Circular 4220.1F.  The City awarded certain contracts without performing a required 
independent appraisal of the project cost, did not consistently have supporting documentation 
for sole source awards, and not including all FTA required language in procurement contracts. 
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The City’s procurement policy is not consistent with all of the FTA’s procurement 
requirements.  We recommend the City review its procurement procedures to ensure 
compliance with all grant agreements and federal compliance requirements. 

 
Response:  During 2011, the City performed a second independent analysis of the procurement 
function to identify any areas of potential noncompliance.  In addition, training was held for all 
staff involved with the expenditure of Federal Transit Administration funds.  Procedures were 
also updated to ensure compliance with all areas. 

 
The following are management’s responses to recommendations in McGladrey, LLP Report to the City 
Council.  On the whole, the Report to City Council is viewed as a tool to assist Finance in performing 
its duties and identifying areas where potential weaknesses may exist within internal controls.  It 
should be noted that these recommendations are not significant deficiencies or material weaknesses as 
was included in a separate Compliance Report issued by McGladrey, LLP.  Rather, in the professional 
opinion of the external auditors, these are items for management to review and report back to the 
auditors on the enhancements for City operations.   
 
In general, City staff agrees with the majority of comments.  Where City staff has a different 
professional opinion, it generally stems from being able to reconcile the desired benefit with the related 
cost the auditor’s recommendation may impose upon the organization (“Cost vs. Benefit”).  
 
 

C. Information Technology. 
 
Logical Access:  A formal information security policy has not been adopted by the City. A 
formal security policy outlines the standards and expectations of both logical and physical 
security. We recommend the City draft a policy that covers at a minimum the following 
topics:  

• User Administration  
• Termination Procedures  
• Physical Access  
• Remote Access  
• Firewall/Intrusion Detection System (IDS)  
• Antivirus  
• Acceptable Use (Internet)  

 
Response:  Staff agrees with the recommendation.  The IT Department Information 
Security Architect is in the process of developing policy directives and procedures based 
upon National Institute of Standards and Technology (NIST) Special Publication (SP) 800-
53 Recommended Controls for Federal Information Systems to address these and other 
relevant aspects of a formal information security policy for the Advance Meter Fort Collins 
project.  Work is expected to be completed by 4th quarter 2012.  
 
Logical Access:  Access reviews are not regularly performed to verify that access levels are 
appropriately adjusted role changes. This applies to all applications and domains. 
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Response:  Staff agrees with the recommendation.  These requirements are integral to 
enterprise security policy management and will be addressed in the course of security 
policy development. 
 
Logical Access:  The City has not undergone a general IT Audit.  This practice is relevant 
and necessary to an organization this size. 

 
Response:  Staff agrees with the recommendation.  An RFP to perform a security audit for 
the Advance Meter Fort Collins project has been developed and will be released during the 
2nd quarter of 2012 in conjunction with development of the Cyber Security Program for the 
project.   The security audit is scheduled to be completed by the 4th quarter of 2012. 
 
Change Management:  The City does not have a Change Management Policy. Due to the 
amount of development performed for JD Edwards, HMS and Accela such a document is 
necessary to establish standards of testing and documentation for application 
modifications. 

 
Response:  Staff has a different professional opinion regarding this issue.  Although the 
City does not maintain a general Change Management Policy, each of these programs 
follows a formal, documented change management process specific for each system that 
ensures thorough and proper testing of changes to systems.  These include the deployment 
of changes on development and test systems prior to deployment into production 
environments and thorough testing by Analysts and users.   
 
Change Management:  Developers have access to production environments. This 
segregation of duties issue allows developers to circumvent the change management 
process. We recommend access be divided to ensure that changes are authorized before 
being moved to production. This issue applies to JD Edwards, HMS, Banner and Accela. 

 
Response:  Staff has a different professional opinion regarding this issue.  Best practices of 
change management would certainly call for the segregation of such duties.  Unfortunately, 
the City does not maintain a level of staffing that makes this possible.  For instance, HMS, 
Accela and a number of other City applications have only one available Analyst to support 
the system; the exceptions are the larger applications, such as JDE and the Utilities’ CIS.  
Although the level of staffing simply does not facilitate the segregation of duties, this is an 
understood limitation.  IT and the Analyst staff professionally maintain these systems, 
following formal, documented procedures that facilitate and ensure the ongoing operations, 
maintenance and development of applications given existing staffing levels. 
 
Change Management:  Accela is being modified, tested and moved to production all by a 
single employee, No other users or supervisors are performing testing on the modifications 
prior to approval. We recommend all modifications to any system should be thoroughly 
tested which would involve a second employee performing testing and preferably user 
acceptance testing. 

 
Response:  Staff has a different professional opinion regarding this issue.   
IT had hired a second Analyst to work on the Accela program 4 years ago; however, that 
resource was lost due to budget shortfalls the following year.  As such, the program follows 
a formal, documented change management process and maintains completely redundant 
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testing and development environments, which facilitate thorough review of changes to the 
application prior to implementation in the production environment.  All changes are 
verified in the test environment by the supporting Analyst.  Very minor changes may be 
moved directly into the production environment after validation in the test and development 
environments without a review by a second individual, while changes of any significance 
are tested and reviewed by systems users. 
 

D. Journal Entry Review.  During testing performed on the City’s controls over journal entries 
we identified multiple manual journal entries that had not been reviewed by management, 
which is not in accordance with the City’s internal control policy.  Compensating controls in 
place consists of account reconciliations and segregation of duties over cash handling 
transactions.  We recommend the City properly implement its review procedures over manual 
journal entries and communicate these policies to all applicable employees.   
 
Response:  Staff agrees with the recommendation.  The City’s accounting department had 
created written procedures for reviewing journal entries in 2010.  These procedures have been 
communicated and reviewed by the accounting department.  All accounting department staff 
understands the procedures in place for journal entry review.   
 

E. Power and Light Capital Contributions.  The Light and Power Fund recognizes revenue for 
certain capital contributions at the time an agreement is in place with a customer, prior to the 
rendering of service to this customer.  Revenue recognition should not occur in the financial 
statement until after the related services have been provided, and the revenue therefore 
recognized.  This resulted in a passed audit adjustment of $544,000 for revenue 
inappropriately recognized in fiscal year 2011.  We recommend the City review its procedures 
to ensure all criteria required have been met prior to revenue recognition. 
 

F. Response:  Staff agrees with the recommendation.  Currently, Light and Power capital 
contributions are billed and recognized as revenues at the time the developer requests billing 
for the electric system additions.  50% of the billing is payable prior to any construction by the 
Utility and 50% is payable before the system is energized for use. Since fees typically are 
increased in January, billings are valid for 180 days or through December 31 of the year issued 
whichever is shorter.  If the developer fails to pay the first 50%, no work is performed and the 
billing is cancelled.  If the second 50% is not paid, the installed system will not be energized 
until payment is received at the current fees. Utility staff will work with the City’s Finance 
Department to determine a more appropriate timing for the recognition of this revenue in 
response to the auditors concerns.  
 

G.   Purchase-Cards.  During testing performed on the City’s Purchase card transactions, it was 
noted that purchase card transactions of certain executive employees are reviewed by 
employees who directly report to these same individuals, therefore making it difficult to ensure 
an independent review on the appropriateness of the expenditures is occurring.  We also noted 
that certain executive employees are not subject to the random audits of the purchase card 
transactions performed by the Finance Department.  It is our understanding based on 
discussions with the Finance Department, this exclusion from the periodic audits has been 
remediated.  We recommend the City review its control procedures over the purchase cards to 
ensure all transactions are adequately reviewed. 
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Response:  Staff agrees with the recommendation.  Since the beginning of the 2012, the City’s 
accounting staff has been subjecting all card holders with purchase card transactions to the 
random audits.  
 

The following are not control deficiencies but are suggestions for the City. 
 

Internal Service Funds:  The City maintains five internal service funds – Equipment, Self 
Insurance, Date and Communications, Benefits and Utility Customer Service and 
Administration.  Governmental Accounting Standards Board (GASB) Statement No. 34, 
paragraph 68, defines an internal serve fund as a fund to be used “to report any activity that 
provides goods or serves to other funds, departments or agencies of the primary government 
and its component units, or to other governments on a cost-reimbursement basis.”  As stated in 
the 2005 Governmental Accounting, Auditing, and Financial Report (GAAFR), “consistent 
with the cost-reimbursement goal of internal service funds, a significant surplus or deficit in an 
internal service fund could indicate that participating funds are not properly reporting the 
costs of the goods or services they receive from the internal service fund.  Thus, a long-term, 
significant surplus could be evident that user funds are being overcharged. 

 
Over the past several years, the City’s Benefits Fund has recorded significant increase in net 
asset balance each year, and as of December 31, 2011, it has a net asset balance (surplus) of 
approximately $12 million.  We recommend that the City evaluate the amounts that are being 
charged to other funds/departments in order to more closely align the results of this fund with 
the “cost-reimbursement” definition of an internal service fund as provided by the GASB. 

 
Response:  Management agrees that the policy about internal service funds be reviewed and 
better documented.  Those policies should; identify the method, procedures and benchmarks on 
how to set rates; establish a review process and standards that indicated rate adjustments are 
needed, and the timelines for making corrective action; and defines the cost-reimbursement 
basis for each fund.  Resources are not available at this time to address this citywide program.    
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