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Financial Management Policies 
 

8. A five-year projection of revenues and expenditures for the General, 
Special Revenue, and Enterprise Funds is prepared each fiscal year to 
provide strategic perspective to each annual budget process. 

9. All appropriations shall lapse at the end of the budget year if not 
expended or encumbered. 

10. Any year-end operating surpluses will revert to fund balances for use in 
maintaining reserve levels set by policy (see policy on reserves) and the 
balance will be available for pay-go capital projects and/or one time 
capital outlays. 

11. The City Manager will submit budgetary reports to the Mayor and 
Council comparing actual revenues and expenditures with budgeted 
amounts quarterly.  

 
Budget Transfers: 
 

The City Manager has the authority to transfer budgeted amounts between 
departments within any fund, but changes in the total appropriation level for any 
given fund can only be enacted by the Mayor and Council through an 
amendment to the appropriations ordinance. 
 

1. All budget transfers must receive approval by the Department Director, 
and Budget and Finance Manager regardless of the budget transfer 
amount. In addition, any budget transfer over $50,000 requires City 
Manager approval.  

2. City Manager approval is required for transfers from one department to 
another.  

3. Approval of the budget transfer must be obtained prior to requisition, 
encumbrance or expenditure of funds taking place. 

 
Interfund Transfers and Loans: 
 

1. Any interfund transfers between funds for operating purposes can only 
be made by the Chief Financial Officer with City Manager approval in 
accordance with the adopted budget. 

2. These operating transfers, under which financial resources are 
transferred from one fund to another, are distinctly different from 
interfund borrowings, which are usually made for temporary cash flow 
reasons, and are not intended to result in a transfer of financial 
resources by the end of the fiscal year. 

3. Interfund transfers result in a change in fund equity; interfund 
borrowings do not, as the intent is to repay the loan in the near term. 

 
Fund Structure: 
 

1. The accounts of the City are organized into funds. The operations of 
each fund are accounted for with a separate set of self-balancing 

accounts that comprise its assets, liabilities, fund equity, revenue, and 
expenditures (or expenses, as appropriate). 

2. Government resources are allocated to and accounted for in individual 
funds based on the purposes for which they are to be expended and the 
means by which spending activities are controlled. The City uses 
governmental funds and enterprise funds. Governmental funds are 
those through which most governmental functions of the City are 
financed. The acquisition, use, and balance of the City’s expendable 
financial resources and the related liabilities (except for those accounted 
for in the enterprise funds) are accounted for through governmental 
funds. 

3. The City’s governmental funds are the General Fund, the Special 
Revenue Funds, the Capital Projects Fund, and the Debt Service Fund.  

• The General Fund is the general operating fund of the City. It is 
used to account for all financial resources except those required to 
be accounted for in another fund.  

• The Special Revenue Funds are used to account for the proceeds 
of specific revenue sources (other than major capital projects) that 
are restricted by legal and regulatory provisions or budgeted 
contributions from outside sources to finance specific activities. The 
City’s Special Revenue Funds are the Special Activities Fund, the 
Community Development Block Grant Fund and the Speed Camera 
Fund.  

• The Capital Projects Fund is used to account for financial resources 
used for the acquisition or construction of major capital facilities and 
general capital construction, including: streets, parks, and public 
buildings (other than those financed by enterprise funds).  

• The Debt Service Fund, which includes special assessments, is 
used to account for the accumulation of resources for, and the 
payment of, general long-term debt principal, interest, and related 
costs. 

4. The enterprise funds are the Water Fund, the Sewer Fund, the Refuse 
Fund, the Parking Fund, the Stormwater Management Fund, and the 
RedGate Golf Course Fund.  

5. Creation of new funds should be based on the following criteria: 
 

I. The revenue source is ongoing; i.e., more than one fiscal year. 
II. The amounts to be recorded are material. 
III. Interest income is required to be allocated. 
IV. The amounts are specifically designated. 
V. There is not another fund that can be used to account for the 

revenue source. 
VI. There are special circumstances that have led management to 

create a separate fund. 
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Financial Management Policies 
 

• The method of assessing and collecting fees should be as simple as 
possible in order to reduce the administrative cost of collection. 

• Rate structures should be sensitive to the “market” for similar services 
as well as to smaller, infrequent users of the service. 

• Fees should be charged to all entities using City services including 
Federal, State and County jurisdictions unless exempt by law. 

• City Manager may exempt fees where it is in the City’s best interest to 
do so, and in accordance with business need. 

 
Though the overall cost recovery goal is based on total cost recovery (direct and 
indirect costs), there are many programs that base their cost recovery on direct 
costs only. 
 
Where the City contracts out public employees to provide services to private 
individuals or businesses, such as police officers or meter readers, the fully 
loaded cost, (salary, benefits, overhead) should be charged to ensure that 100% 
of the employees time is paid for by the user of the service. 
 
Definitions:  
 
Direct costs are those that can be specifically identified with a particular cost 
objective, such as street maintenance, police protection, and water service. 
Indirect costs are not readily quantifiable with a direct operating program, but 
rather, are incurred for a joint purpose that benefits more than one cost objective.  
 
Common examples of indirect cost functions include accounting, purchasing, 
legal services, personnel administration and building maintenance. Although 
indirect costs are generally not directly linked with direct cost programs, their cost 
may be included as part of the total cost of providing specific goods and services.  
 
Regulatory Programs: 
 
Services under this category include mainly Planning, Building and Safety, and 
Engineering. Cost recovery goals for these services in most instances should be 
100 percent. However, in charging at this level, the City needs to clearly establish 
and articulate standards for its performance in reviewing developer applications 
to ensure that there is “value for cost.”  Despite having a cost recovery goal of 
100 percent, there are reasons why staff would recommend a fee below this 
policy goal.  These reasons include benchmarking fees to surrounding 
communities, the ability of the community and developers to pay, and the level of 
compliance with regulations.  In all instances, fees established below the full cost 
recovery goal imply that there is a level of community benefit to that service. 
 
Revenue-generating cost centers whose activities fall mostly under the regulatory 
program category include: 
 

• Zoning and Development Review (CPDS) 
• Application, Processing, and Permit Issuance, and Building, Fire and 

Life Safety inspections (CPDS) 

• Neighborhood Services (Police) 
• Community Enhancement / Code Enforcement (Police) 
• Development Review and Engineering (Public Works) 
• Forestry Development Review (Recreation and Parks) 

 
Recreation and Park Programs: 
 
Fees are reviewed annually by the Recreation and Parks Advisory Board. The 
fees that fall into this category include user fees of public recreation facilities and 
programs, rental fees for use of public grounds and facilities, admission fees for 
public events, special service fees for extraordinary items, and vendor fees for 
the privilege of selling goods and services on public property. In addition to these 
fees, grants and other financial contributions from businesses and other levels of 
government support recreation and parks programs. 
 
There are four categories of Recreation and Parks programs.  The level of cost 
recovery in each category is based on different service levels provided 
throughout the community.  Each revenue-generating cost center within the 
Department of Recreation and Parks has a target cost recovery goal that falls 
within the ranges defined as follows.   
 
Basic Services, Parks and Facilities: 
 
These services include operation and maintenance, open space and recreation 
facilities, neighborhood and Citywide parks, greenways, trails, right-of-way 
islands and landscaping including street trees, playgrounds, non-reservation 
amenities and other similar public facilities, maintenance operations facilities, as 
well as overall department administrative activities.  These services primarily 
serve to support individual and small-group non-reserved/non-consumptive/non 
facility-based amenities and recreation activities. 
 
No cost recovery is associated with the following functions.  These services are 
provided to the community with funds derived from tax revenues.   
 
These activities include but are not limited to: 
 

• Bike and pedestrian pathways maintenance  
• City uses for activities, meetings, etc. with no associated revenue  
• Dog Park maintenance  
• Facility landscaping and maintenance  
• Nature observation 
• Outdoor courts maintenance  
• Parks maintenance 
• Playgrounds maintenance 
• Picnic areas maintenance 
• Right-of-way landscaping 
• Skate Park maintenance 
• Trail and pathway maintenance 
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• Urban forestry maintenance 
 
Cost centers whose activities fall mostly under this category include: 
 

• Athletic Fields Services  
• East Parks Services 
• Facilities Maintenance 
• Horticulture Services 
• Parks Administration and Support  
• Rights-of Way Maintenance 
• Urban Forestry Maintenance 
• West Parks Services 

 
Community Benefit –Programs, Services and Facilities: 
 
These services include basic recreation programs, activities and events which 
utilize parks, recreation facilities and other public spaces, providing benefits to 
the entire community or a large portion thereof, are not routinely provided by the 
private sector and are partially supported by fees and charges.  These are 
considered to provide a baseline level of service and can be considered to 
enhance the quality of life for Rockville residents. 
 
Community Benefit programs and facility uses are expected to recover between 
5 percent and 20 percent of direct costs from fees, sponsorships and grants.  
Supplemental funding is provided via tax dollars.  
 
These activities include but are not limited to: 
 

• Farmers’ Market  
• Outdoor performing arts series  
• Senior Social Services 
• Senior transportation services 
• Seasonal programs and events 
• Special events 

 
Cost centers whose activities fall mostly under the Community Benefit category 
include: 
 

• Senior Citizen Support Services 
• Special Events 
 

 
 
 

Community/Individual Benefit Services: 

These services provide benefits that accrue both to the community at large as 
well as to the individual served.  They are available to all; however, space, time, 
consumptive use, cost of supply and other factors may limit or preclude 
participation.  The private sector, in particular non-profits, may offer some of 
these services.  Due to the limitations listed above and especially to “cost of 
supply” circumstances, these services have been designated to recover between 
20 percent and 100 percent of direct costs. These programs have the following 
bands with associated cost recovery percentages: Band A Recreation Programs 
(20%-50%); Band B Neighborhood Community Recreation Facilities (20%-50%); 
Band C Sports Programs (70%-100%) and Band D Major Recreation Facilities 
(65%-100+%). 

Supplemental funding is provided as necessary and appropriate with tax dollars.  
 
These activities include but are not limited to: 
 

• Adult sports leagues 
• After School programs  
• Arts Programs 
• Concert Band, Community Chorus, Rockville Regional Youth Orchestra, 

Civic Ballet  
• Grant supported programs  
• Introductory or basic skill level activities of all types for all ages 
• Outdoor adventure activities 
• Recreation/Community center, civic center programs and rentals  
• Resident Companies at F. Scott Fitzgerald Theater  
• Senior citizen recreation programs 
• Senior citizen sports and fitness programs 
• Summer Playgrounds 
• Swim and Fitness Center facility and program use (memberships, daily 

admissions, classes, swim team, etc.) 
• Teen programs 
• Youth sports leagues, including partner non-profit leagues 

 
Cost centers whose activities fall mostly under the Community/Individual Benefit 
category include: 
 
Band A – Recreation Programs (20%-50%) 

• After School Recreation 
• Arts 
• Outdoor Recreation 
• Senior Citizen Recreation 
• Senior Citizen Sports and Fitness 
• Summer Playgrounds 
• Teens 
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Financial Management Policies 
 
Repair, Renewal and Replacement Reserves – The Water Fund and Sewer Fund 
will maintain a repair, renewal and replacement reserve at a maximum of 1 
percent of the Fund’s book value of assets.  
 
Cash Improvement Plans – Any Enterprise Fund with a negative cash balance 
must submit plans that will allow the fund to show a positive cash balance within 
the rate setting period for each fund which generally is five years. Rates and fees 
should be set accordingly and the Reserve Deficiency guidelines set below 
should be followed. 
 
Reserve Deficiencies 
 
If reserves in any City fund fall below the prescribed minimums, the City will 
implement the following budgetary strategies to replenish funding deficiencies: 
 

• Seek reductions in recurring expenditures 
• Seek to increase current revenue streams or develop new revenue 

sources 
• Seek the use of ongoing grant funding to alleviate operating 

expenditures 
 
Fund Balance Reporting in Governmental Funds: Fund balance will be 
reported in governmental funds under the following categories using the 
definitions provided by GASB Statement No. 54:   
 
Nonspendable fund balance is the portion of net resources that cannot be spent 
(a) because of their form or (b) because they must be maintained intact. 
 
Restricted fund balance is the portion of net resources limited in use by (a) 
constitutional provisions or enabling legislation or (b) creditors, grantors, 
contributors, or (c) the laws and regulations of other governments. 
 
 Authority to restrict lies with the external parties noted above. 
 
Committed fund balance is the portion of net resources limited in use by the 
highest level of decision making authority in the City, which is the Mayor and 
Council. 
 
 Authority to commit lies with Mayor and Council. 
 
Assigned fund balance is the portion of net resources that are intended to be 
used for a designated purpose. 
 
 Authority to assign is designated by the Mayor and Council to the City 

Manager. 
 
Unassigned fund balance is the portion of net resources in excess of the 
nonspendable, restricted, committed and assigned fund balance. 

The City utilizes a variety of funds for recording the revenue and expenditures of 
the City. At each fiscal year end, operating surpluses that revert to fund balance 
over time constitute available reserves of the City.  
 
General Fund: 
 

1. The City will maintain an unreserved General Fund fund balance at a 
level not less than 15 percent of annual General Fund revenue (shown 
on page 4-5).  The purpose of this unreserved balance is to alleviate 
significant unanticipated budget shortfalls and to ensure the orderly 
provisions of services to residents. This is the minimum level necessary 
to maintain the City’s credit worthiness and maintain adequate cash 
flows. Use of funds below the 15 percent required level must be 
approved by specific action of the Mayor and Council. 

2. To the extent that the unreserved General Fund fund balance exceeds 
the target, the City may draw upon the fund balance to provide pay-go 
financing for capital projects or for other one-time capital items. 

3. The Mayor and Council may designate parts of the available fund 
balance that would represent tentative management plans rather than 
actual restrictions on the use of resources. 

 
General Fund Contingency Account: 
 
A contingency account equal to a maximum of 1 percent of the City’s General 
Fund budgeted appropriations will be maintained annually in the non-
departmental budget. This account will be available for unanticipated, 
unbudgeted expenditures of a non-recurring nature and/or to meet unexpected 
cost increases that require City Manager approval. All spending from the 
contingency account shall be reported to the Mayor and Council quarterly. 
 
Enterprise Funds: 

 
For the Water, Sewer, and Stormwater Management Funds, the City will maintain 
as reserves a working capital balance of 90 days of operating expenses. For the 
Refuse Fund the City will maintain as reserves a working capital balance of 30 
days. (Note: Fund reserve levels for Water are shown on page 4-6, Sewer page 
4-7, Refuse page 4-8, and Stormwater page 4-9). 
 
Enterprise funds with a negative cash balance should develop plans that will 
allow the fund to show a positive cash balance within five years, and rates and 
fees should be set accordingly. 
 
 
Debt Service Fund: 

 
The City will maintain a minimum fund balance equal to the average annual 
outstanding principal on the City’s general debt service schedule. 
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Financial Management Policies 
 
community. To this end, the City will constantly monitor and review our methods 
of operation to ensure that services continue to be delivered in the most cost 
effective manner possible. This review process encompasses a wide range of 
productivity issues, including: 

 
I. Analyzing systems and procedures to identify and remove 

unnecessary review requirements. 
II. Evaluating the ability of new technologies and related capital 

investments to improve productivity. 
III. Developing the skills and abilities of all City employees. 
IV. Developing and implementing appropriate methods of 

recognizing and rewarding exceptional employee performance. 
V. Evaluating the ability of the private sector to perform the same 

level of service at a lower cost. 
VI. Periodic formal reviews of operations on a systematic ongoing 

basis. 
VII. Encouraging accountability by delegating responsibility to the 

lowest possible level. 
VIII. Stimulating creativity, innovation and individual initiative. 
IX. Improving the organization’s ability to respond to changing 

needs, and identify and implement cost-saving programs. 
X. Assigning responsibility for effective operations and citizen 

responsiveness to the department. 
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