CITIZENS’ GUIDE TO REVIEWING THE BUDGET

General Comments

This budget document describes Town services
and revenue sources adopted for the Town's
budget for the fiscal year from July 1, 2019
through June 30, 2020.

The Mayor and Council's adoption of an annual
budget is one of the most important decisions of
the Town as a service organization and
governmental entity.  The annual budget
translates the values of the Chapel Hill
community into a plan of action for services,
programs and projects, and resources for
providing services.

The Mayor and Council's decisions in adopting
a budget are in the form of an ordinance
allowing expenses and raising of revenue during
the coming budget year, an ordinance
authorizing employee positions and wage and
salary ranges, resolutions adopting fees and
charges and related actions.

In accord with normal accounting and budgeting
practices for cities and towns, Town services
supported partly or entirely with general taxes
are budgeted in a General Fund.

The General Fund includes costs and revenues
for police, fire, refuse collection, street
maintenance and other public works services,
human  services, planning, construction,
inspections, engineering, library, parks and
recreation, general administration and support
services, and some miscellaneous items.

The public transit, public parking, stormwater
management, public housing, internal service
funds and supplemental downtown district
services are budgeted in separate, individual
funds.

This budget is intended to identify most services

offered by the Town and proposed objectives for
quality, quantity, timing, etc. of services. The
individual department and division overviews
give details about current Town services
approved by Council. However, there may be a
few activities not described or noted only in
summary form here. We invite you to call the
appropriate Town departments as listed on the
Town’s website or in the blue pages of the
BellSouth directory for additional information.
Any changes, deletions or additions to current
services which may be decided during the
proposed budget discussions will be reflected in
the adopted budget for 2019-20.

The information in this budget document is
intended to be understandable to citizens with a
general knowledge of business practices and of
most Town services. We have attempted to
minimize the use of technical words and
phrases, or to define them when used. A
glossary of terms is provided in the Budget
Appendices. However, if something in this
material is not clear, we invite you to call us at
(919) 968-2712 or send an email to the Town
Manager at: manager@townofchapelhill.org.

State Laws Regarding Local Governmental
Budgets

The Town's fiscal year begins on July 1 in
accord with requirements in the North Carolina
Local Governmental Budget and Fiscal Control
Act.

This legislation requires that the Manager
submit a recommended budget to the Mayor and
Council, that the Council hold a public hearing,
and that the Council adopt an annual budget or
interim budget for 2019-20 by July 1. State laws
also determine the types of services and
regulatory authority which the Town can
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provide, the revenue sources available to the
Town and in many cases the maximum level of
such revenue. For example, the Town is not
authorized to levy income taxes, and Orange
County has enacted a local option sales tax at the
authorized limit of 2 and 1/2%. The Town is
authorized to provide various types of services
needed in urban areas, including police and fire
protection, refuse collection and street
maintenance services.

In North Carolina, county governments are
responsible for public health, education, social
services, and various other programs. Funding
for the Chapel Hill-Carrboro City School district
serving southeast Orange County is provided
through County and State government decisions
and funding.

Financial Management Principles

The adopted budget is based on financial
management principles including:

* The Town makes conservative estimates of
revenues and costs to minimize the chance
that actual revenues received during a budget
year may be less than expected, or that actual
costs may exceed estimates.

* The Town seeks to use stable, annually
recurring revenues to pay for costs (such as
wages, supplies, etc.) which tend to continue
from year to year. The Town avoids using
one-time revenues for annually recurring
costs.

* The Town seeks to keep a reserve of money
saved in past years (undesignated net assets
or fund balance) so that the Town will not
have to borrow funds early in the fiscal year
when revenues are less than the cost of
providing services, and so that the Town will
have a reserve for any major unexpected

costs or revenue fluctuations between budget
years. The Town's objective is to have a
General Fund balance of at least 12% of the
General Fund budget for cash flow purposes
in accord with State guidelines, and
additional ~ amounts  for  unforeseen
circumstances and emergencies.

The Town avoids or limits the deferral of
costs to future years. When deferrals are
proposed, the amount is limited to the extent
practical and the deferrals are specifically
identified.

The Town seeks to properly maintain
buildings and equipment to protect the
community's investment in these assets.

The Town seeks to recover from user fees all
or a significant portion of the cost of some
kinds of services, so that the citizens who
benefit most from a service will pay for the
service. However, several kinds of fees are
waived or lowered for low income families,
for youth and for senior citizens.

The Town uses general taxes to provide some
special services or assistance to citizens with
special needs because of low income or other
conditions.

The Town seeks to maintain a competitive
position in the Triangle labor market to
recruit and retain employees who will
provide services with the quality desired by
the community.

The Town from time to time issues bonds or
uses installment contracts authorized by State
law to finance capital projects which will
benefit the community for a long period and
which should therefore be paid for over a
long period.
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Budget Process

The Mayor and Council's process and schedule
for developing the 2019-20 budget included
forums and hearings for citizens to express their
views, raise questions and concerns and make
comments on services, policies and funding
items related to the budget.

The description of the budget process and the
budget calendar are included in this Introduction
and Background section.

Citizens were invited to make comments at any
time by letter to the Mayor and Council or to the
Town Manager at 405 Martin Luther King, Jr.
Blvd., Chapel Hill, NC 27514, by fax to Town
Hall at (919) 969-2063, or by electronic mail at
manager@townofchapelhill.org.

Citizens with disabilities in hearing or speaking
were invited to call the Town at (919) 968-2743
(TDD: (919) 968-2700) for assistance in
participating in public hearing or commenting
by other means.

Elements of the Budget Document

e Introduction and background
information with regard to the
development of the budget including
the budget process, the budget goals and
assumptions made.

e Department and division mission and

duties as well as their budget and a
summary of budget changes.

e Explanations of debt and the capital
program.

e Summary information with regard to

net assets (fund balance), revenues and
expenditures for all funds, tax rates and
tax collections and staffing and
organizational structure.

Each department has a separate overview. The
following is an explanation of the information
included for departments and divisions.

Department Sections

Each department section contains a department
overview intended to provide information about
the department; organizational charts for the
department; staffing charts for each department;
and a budget summary for the department. Also
included is the same information for individual
divisions within some of the larger departments.
Goals and performance measures are also
included for appropriate departments.

¢ Department Overview

Each department section starts with an overview
page which includes the Mission Statement and
summarizes key duties of the department.

¢ Organizational Chart

Following the department overview is an
organizational chart for the department that
displays the personnel in the department broken
out by divisions, where applicable.

¢ Staffing Chart

The staffing chart for each department lists all
positions within the department in full-time
equivalents in order to provide a snapshot of
staffing for the various department functions.
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¢ Budget Summary

The budget summary for each department
provides a summary of significant budget
changes in a brief narrative format. It also lists
expenditures summarized in the categories of
Personnel, Operating Costs and Capital Outlay.
Revenues are also listed in a summary format
based on revenue sources. These expenditure
and revenue summaries provide historic and
adopted information as follows:

2017-18 Actual

2018-19 Original Budget
2018-19 Revised Budget
2018-19 Estimated

2019-20 Adopted Budget

% Change from 2018-19 Original
Budget

¢ Departmental Trends and Performance
Measures

The departmental trends section provides trend
data for particular areas of each department.
This section states a Council goal, departmental
goal, and an objective for each measure. See the
“Performance Measures Program” on page 6 for
further explanation.

A reader’s guide entitled “Budget Format—The
Basics” follows.

In addition to the material described above, the
adopted 2019-20 budget contains supplemental
information intended to assist the reader. This
data includes details regarding fund structure,
fund descriptions, major revenues and a
glossary.



BUDGET FORMAT - THE BASICS

NOTE: All tables in the adopted budget present the same three-
year columns.

Budget for each category as
amended during the prior fiscal
year.

The adopted budget for the
new fiscal year that begins on
July 1.

Audited data from the last
completed fiscal year.

Budget for each category as
originally adopted for the

Estimate of prior

prior fiscal year. The fiscal
year begins July 1 of each

year final cost/
revenues by
category.

The percentage of change from
the original budget in the prior
year to the adopted budget.

calendar year.

EXPENDITURES \'
v v v
IncIuQes salaries, wages, and.employee 2018-19 2018-19 v 2019-20 % Change
benefits (for example FICA, insurances). | 2017-18  Original ~ Revised ~ 2018-19 Adopted from
J Actual Budget Budget  Estimated Budget 2018-19
Personnel 759,140 833,544 833,544 833,544 809,367 -2.9%
Operating Costs 123,123 106,693 151,605 122,484 107,446 0.7%
Capital Outlay \ 9,011 5,000 5,000 5,000 - -100.0%
\
— except those related to
Includes costs for land, buildings, personnel or capital.
equipment and other purchases with
an expected usefulness of 3 years or
more and a cost of more than
$5,000.
Revenues for the general benefit of the Town and not
related to specific functions. These revenues include
property taxes, State-shared revenues, sales taxes, interes
REVENUES and appropriated net assets (fund balance).
2018-19 2018-19 2019-20 % Change
2017-18  Original Revised 2018-19 Adopted from
Actual Budget Budget  Estimated Budget 2018-19
General Revenues 730,933 776,437 821,349 846,228 770,013 -0.8%
Grants - - - - - N/A
Charges for Services 11,678 10,800 10,800 11,800 11,800 9.3%
Licenses/Permits/Fines 90,594 85,000 85,000 40,000 70,000 -17.6%
Transfers/Other Sources 58,069 73,000 73,000 63,000 65,000 -11.0%
Total 89N274 945,237 990,149 961,028 916,813 -3.0%
\

\ These revenues are directly
related to departmental
functions.




Strategic Goals, Objectives, and Performance Management

FY 2020 — 2022 Strategic Goals and Objectives

Local governments use strategic planning as a tool to set goals, connect to stakeholders, track
progress, and communicate results. Approving Council goals and objectives is the first phase of
building a performance management system that links Council goals to staff work plans and
communicates outcomes to the public.

On June 26, 2019, the Town Council approved seven goal areas and nineteen objectives as an
operational framework for the Town. The Strategic Goals guide the development of the Town
Budget and Departmental Business Plans, which drive the allocation of resources and staff time.
Below are the FY 2020 - 2022 Strategic Goals and Objectives approved by the Town Council.

Environmental Stewardship

9

Affordable Housing

Vibrant & Inclusive
Community

. Connected Community
. Safe Community

Goal 1: Environmental Stewardship. To mitigate effects of climate changes through management of Town
resources, partnerships, and natural environment

e Objective 1: Reduce carbon footprint
e  Objective 2: Improve local waterways and conserve biological ecosystems
e Objective 3: Invest in green infrastructure and build community resiliency

Goal 2: Economic & Financial Stewardship. To steward public assets and support a vibrant economy where
there is opportunity for jobs and entrepreneurship that position Chapel Hill for the future

e  Objective 1: Attract and retrain companies that create jobs in Chapel Hill
e Objective 2: Make Downtown Chapel Hill a destination with diverse options for work, live, and play
e Objective 3: Adopt a budget strategy that aligns Town revenues and expenses



Goal 3: Affordable Housing. To increase access to housing for individuals across a range of incomes, and to
constantly strive for more equitable outcomes and opportunities for historically underserved populations

e Objective 1: Increase availability of affordable housing for all incomes
e Objective 2: Preserve existing affordable housing stock

Goal 4: Connected Community. To create a highly connected community where bicycling, walking, and transit
are convenient, everyday choices for our neighborhoods, businesses, and public spaces

e Objective 1: Improve management of traffic flow during peak times of day and at problem intersections
e Obijective 2: Increase connectivity between walking, bicycling, and multi-modal networks to reduce
amount of driving needed to get around Chapel Hill

Goal 5: Vibrant & Inclusive Community. To enrich the lives of those who live, work, and visit Chapel Hill by
building community and creating a place for everyone

e  Objective 1: Create diverse opportunities for community to engage with the arts

e  Objective 2: Improve connections and partnerships with historically disengaged and marginalized
populations

e  Objective 3: Preserve the history of Chapel Hill and embrace the future needs of the community

Goal 6: Safe Community. To preserve and protect life and property through the fair and effective delivery of
Town services

e Objective 1: Invest in facilities and infrastructure that support public safety
e  Objective 2: Maintain community safety using equitable policing practices
e  Objective 3: Deliver Town services fairly and effectively

Goal 7: Collaborative & Innovative Organization. To continue to build a Town workforce that leads with
collaboration and innovation to build a community where people thrive

e  Objective 1: Increase collaboration, innovation, and learning
e Objective 2: Attract and retain diverse and talented employees
e  Objective 3: Increase public transparency and information sharing

Performance Management

Performance management uses evidence from measurement to evaluate how Town resources are
meeting community and Council expectations. Departmental business plans set strategic
priorities and performance metrics for core programs and services for each fiscal year. The
FY20 Budget document illustrates performance data and targets that departments have identified
as performance measures in their FY20 Departmental Business Plans.

Below are additional Performance Management tools used by the Town to communicate how
annual investments are being used to meet Council goals and Community vision.

Performance Tools Data and Dashboards

Business Plans, Performance Chapel Hill Open Data, GIS & Analytics,
Measures, Community Survey, Personnel Dashboard, UNC Benchmarking
Employee Engagement, Capital Project

Project Management




CHAPEL HILL -
LOCATION, GOVERNMENT STRUCTURE & DEMOGRAPHICS

Location

The Town of Chapel Hill is located principally in Orange County and partially in Durham County in
the north central portion of North Carolina on the Piedmont Plateau, approximately equidistant between
Washington, D.C. and Atlanta, Georgia. The area’s topography is characterized by rolling hills. The
Town, which was incorporated in 1819, presently covers an area of 21.3 square miles and has a
population of 59,851 according to the latest estimate issued by the State of North Carolina for July
2016. The Town is the home of the University of North Carolina at Chapel Hill, the nation’s oldest
public university, established in 1789. Today, the University enjoys a reputation as one of the best
public universities in the United States.
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The Town conducts an ongoing planning and programming process through which it implements
orderly expansion and management of the growth and development of the community in accord with
the Comprehensive Plan, last revised in spring of 2000 and updated in May 2003. At present, the Town
exercises zoning and building controls over a 27.6 square mile area that includes the corporate limits
and a 6.3 square mile planning jurisdiction.
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The growth of the Town has been directly related to the expansion of the University of North Carolina
at Chapel Hill. Enrollment at the University has risen from 8,791 in 1960 to 29,911 in 2017-18. It is
anticipated that expansion will continue to occur in University-related health facilities such as the UNC
Health Care System.

Government Structure

The Town has a Council-Manager form of government. The Town Council is comprised of a Mayor
and an eight-member Council. All Council Members serve four-year terms. The Mayor and four
Council Members are elected every two years. All elections are on a non-partisan basis. The Council
appoints the Town Manager and Town Attorney. The Mayor presides over the Council meetings and
has full voting privileges. The Town Manager is the chief administrative officer of the Town. Town
departments are responsible to the Town Manager for the provision of public services.

Demographics
POPULATION GROWTH AND CHARACTERISTICS

Population Growth
Chapel Hill’s population increased by over 8,500 since the 2000 Census, totaling 57,233 in the 2010
Census. Figure 1 shows the Town’s population growth from 1980 to 2010. The 10-year growth from

2005 to 2016 amounts to 16.2 percent, about 1.3 percent faster than the County’s growth, and 0.7 percent
slower than the 16.9 percent statewide population growth.

Figure 2 shows the Town’s growth since the 2000 Census.

Figure 1. Chapel Hill Population: 1980-2010 Figure 2. Chapel Hill Population: 2005-2016
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Table 1. Chapel Hill Population by County

Chapel Hill

County Population
Durham County 3,160
Orange County 56,691
TOTAL 59,851

Source: NC Office of State Budget and Management, 2016

Racial Makeup, Hispanic Population Growth

A demographic shift in the 2010 Census revealed an increase in the number of people who described
themselves as being Hispanic or of Latino origin, a trend evident at the national, state and local levels.
Table 2 depicts the breakdown of population by race. Although Asian and Pacific Islanders and persons
of Hispanic origin comprise substantially smaller population segments than other races/origins, these
two groups have been increasing at the highest rate.

The percentage of White persons as a share of the Town’s total population declined from 2000 to
2010, although the total number for the group is higher. People who identified themselves as being
of more than one race totaled over 1500 in Chapel Hill, or 2.7 percent of the Town’s total
population.

Table 2: Chapel Hill Population by Race & Origin

Race/Origin 2010 %
White 41,666 72.8%
Black or African American 5,552 9.7%
American Indian and Alaska Natives 172 0.3%
Asian and Pacific Islander 6,811 11.9%
Some Other Race 1,488 2.6%
Two or More Races 1,545 2.7%
Total 57,233 100.0%
Hispanic Origin (any race) 3,663 6.4%

Source: US Census Bureau, 2010
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Age

Figure 3. Age Distribution

Figure 2 shows the population distribution for Chapel Hill and the State of North Carolina according to
age groups. For example, the bar chart illustrates that the concentration of residents who are in the 15 to
19 age group comprises 14.1 percent of the Town’s population, while the 20 to 24 age group comprises
20.9 percent. As a comparison, the 20 to 24 age group represents 7.0 percent of the State population.
The chart illustrates that Chapel Hill has a relatively young population. According to latest estimates,
the Town’s median age is 26.2 years old, while North Carolina’s median age is 38.3.
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ADDITIONAL DEMOGRAPHIC INFORMATION

Note: Unless otherwise noted, the following economic and demographic data are taken from the 2011-2016
American Community Survey 5-Year Estimates. The data is produced and disseminated by the US Census
Bureau's Population Estimates Program.

Table 3: Family Income (# of families)

Chapel Hill Orange County North Carolina

Family Income Family Income Family Income
Less than $10,000 378 1,044 133,313
$10,000 to $14,999 194 728 90,552
$15,000 to $24,999 302 1,646 233,926
$25,000 to $34,999 453 1,867 261,595
$35,000 to $49,999 1,036 3,798 364,724
$50,000 to $74,999 1,371 4,969 490,491
$75,000 to $99,999 950 3,545 344,601
$100,000 to $149,999 2,105 5,602 349,632
$150,000 to $199,999 1,360 3,102 125,767
$200,000 or more 2,656 5,381 120,736
Total Households/Families 10,805 31,683 2,515,338
Median Income $115,538 $88,887 $59,667
Mean Income $159,522 $127,746 $79,446

Table 3a: Family Income (% of total)

Chapel Hill Orange County North Carolina

Family Income Family Income Family Income
Less than $10,000 3.50% 2.80% 5.00%
$10,000 to $14,999 1.30% 1.80% 3.50%
$15,000 to $24,999 3.70% 5.20% 8.90%
$25,000 to $34,999 4.80% 6.10% 10.10%
$35,000 to $49,999 8.50% 11.10% 14.30%
$50,000 to $74,999 11.60% 16.00% 19.50%
$75,000 to $99,999 9.50% 11.90% 14.00%
$100,000 to $149,999 18.90% 17.60% 14.30%
$150,000 to $199,999 11.80% 9.80% 5.20%
$200,000 or more 26.30% 17.80% 5.30%
$50,000 or more 78.10% 73.10% 58.30%
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Table 4: Educational Attainment

Chapel Hill Orange County  North Carolina

Educational Attainment (% of total) (% of total) (% of total)

Less than 9th 2.40% 3.9% 5.4%

9th to 12th, No Diploma 2.10% 4.1% 8.8%

High School Graduate 7.70% 15.6% 26.7%

Some College, No Degree 9.20% 13.9% 21.8%

Associate's Degree 4.70% 6.0% 9.0%

Bachelor's Degree 29.30% 25.4% 18.4%

Graduate or Professional Degree 44.70% 31.2% 9.9%

Table 5: School Enrollment

School Enrollment 2013-14 2014-15 2015-16 2016-17 2017-18
Elementary (grades K-5) 5,570 5,529 5,508 5,529 5,582
Intermediate (grades 6-8) 2,858 2,865 2,870 2,827 2,828
Secondary (grades 9-12) 3,778 3,698 3,644 3,701 3,717
Total 12,206 12,092 12,022 12,057 12,127

Source: Chapel Hill-Carrboro City Schools Enrollment Report

Table 6: Unemployment Rates

Regional Average Unemployment Rates 2006-2018
Year Chapel Hill Orange Co. NC
2006 2.9 3.3 4.8
2007 2.9 3.2 4.7
2008 3.5 4.0 6.1
2009 54 6.5 10.6
2010 6.1 6.6 10.9
2011 6.6 6.5 10.3
2012 6.3 6.1 9.3
2013 5.7 5.3 8.0
2014 4.9 4.4 6.3
2015 5.2 4.6 5.8
2016 5.0 4.3 5.1
2017 4.6 3.8 4.6
2018 4.1 35 4.2

*2018 rates based on monthly averages through May.

Source: N.C. Employment Security Commission, U.S. Bureau of Labor
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Table 7a: Economic Indicators — Building Permits

Building Permits Issued in Chapel Hill - Last 10 Years
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Table 7b: Economic Indicators — Debt Percentage

Debt as a % of Assessed Value
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Table 7c: _Economic Indicators — Median Home Price

Median Home Price
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Table 8: Top Emplovers

Chapel Hill Top Employers By Size

Employer Number of Employees
University of North Carolina at Chapel Hill 20,000+
UNC Health Care 13,000+
Chapel Hill-Carrboro City Schools 2,000+
Town of Chapel Hill, Inc. 1,000+
Aramark Food and Support Services 500+
The Chapel Hill Residential Center 400+
UNC Physicians Network LLC 400+
United Parcel Services, Inc. 300+
Performance 250+
Carolina Inn 250+
Whole Foods 200+
A Southern Season 200+
Source: Orange County Economic Development

15



CHAPEL HILL -
MAJOR ECONOMIC DEVELOPMENT

Ephesus Fordham

The Ephesus Fordham Area became a new
zoning district in July 2014.

The goal is to renew and transform an area
characterized by strip malls, parking lots,
confusing roadways and traffic congestion. The
area includes some of Chapel Hill’s older,
suburban style shopping centers — including
Eastgate Shopping Center, built in 1958;
Village Plaza, built in 1974; and Rams Plaza,
built in 1982.

The vision for the district is to create a walkable
community with a mix of commercial uses,
upper story residences and offices, bike paths
and sidewalk cafes. The vision was created by
public input through visioning workshops with
residents and business owners that began in July
2010.

Goals for the new zoning district:

e Capital investments to improve transportation connectivity and reduce congestion, funded by an
$8.8 million of borrowing to be repaid with new tax revenues generated by new development in
the district.

e Improve stormwater management by creating high standards for new development in the district
and by making investments in stormwater projects in the area consistent with the Lower Booker
Creek Subwatershed Study.

e Create more affordable housing. The Town has provided 8.5 acres of property off Legion Road
to build between 140-170 units for seniors and low-income families.

e Incentivize developers to conserve energy and water resources through a pilot program that is
currently being organized to promote efficient building and site design.

e Create new shopping opportunities.

e Expand the commercial tax base in Chapel Hill.

Many future projects being considered include Fordham Boulevard apartments, the redevelopment of
Village Plaza Il, and the redevelopment of the former Hampton Inn (now Quality Inn).

Obey Creek

The Obey Creek project was approved through a Development Agreement in June 2015.

16



The project includes a mix of private development, affordable housing, preserved green spaces, and
public amenities including transit and transportation contributions.

The vision is to create a walkable complex with a mix of commercial uses, upper story residences and
offices, bike paths and permanent open space. The project was approved after an open negotiation that
included a community compass committee. Currently, Obey Creek is being marketed by the land owner
as a future development site.

Carraway Village

The Town has approved a Special Use Permit from Northwood Ravin, LLC for a mixed use development
on 55 acres in the Northwest corner of the Town adjacent to 1-40. Phase I, which includes 400 multi-
family residential units and roadway improvements, is currently underway. The development is adjacent
to an additional 40-60 acres that Council has designated for a new light-industrial, research, and flex
zoning to help create broader opportunities in this area of town.

Wegmans

In October 2016, the Chapel Hill Town Council approved an economic development agreement to build
a Wegmans Food Market on the site where Performance AutoMall off Fordham Boulevard in Chapel
Hill. Approximately 130,000 square feet of floor area with parking for 750 vehicles has been proposed.
Approximately 350 full-time equivalent jobs and about $1.5 million in annual retail sales tax will be
generated for Orange County and the Town of Chapel Hill. A $4.0 million performance-based incentive
agreement will be split 50/50 between Orange County ($2 million) and the Town of Chapel Hill ($2
million).

17



SUMMARY OF KEY
INTERGOVERNMENTAL RELATIONSHIPS

The Town of Chapel Hill has many relationships with surrounding communities and with
other State and regional organizations. Following is a summary of those relationships:

Town of Carrboro

e Receives fixed-route and E-Z Rider transit service from Chapel Hill.

e Appoints two members to Orange County Solid Waste Advisory Board and two
members to the Orange Water and Sewer Authority (OWASA) board of directors.

e Receives traffic signal system services from Chapel Hill.

e Mutual aid agreement for fire protection; limited joint training with Chapel Hill; uses

Chapel Hill’s fire training facilities.

Mutual aid agreement for police services.

Chapel Hill operates 30 public housing apartments in Carrboro.

Open facilities policy for recreation services.

Participates with Orange County in the Joint Planning Agreement.

Regular staff communications regarding services and policies.

Development at borders affects each community.

Orange County

e Mutual aid agreement for police services.

e Appoints two members to Orange County Solid Waste Advisory Board; provides
landfill and recycling services to Chapel Hill.

e Appoints two members to OWASA board of directors.

e Participates in Joint Planning Agreement.

e Operates 911 emergency communications system; dispatches fire and police service
units.

e Provides jail services for Chapel Hill.

e Provides tax assessing and collection services for Chapel Hill; Chapel Hill provides a
tax collection service point for Orange County.

e Provides grants to Chapel Hill for recreation, library services, Project Turnaround and
Retired Senior VVolunteer Program.

e Open facilities policy for recreation services.

e Enforces soil and erosion control ordinance in Town of Chapel Hill.
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SUMMARY OF KEY
INTERGOVERNMENTAL RELATIONSHIPS

Town of Hillsborough

e Mutual aid agreement for fire protection; uses Chapel Hill’s fire training facilities.
e Mutual aid agreement for police services.
e Appoints two members of the Orange County Solid Waste Advisory Board.

Orange Water and Sewer Authority

e Isa public, non-profit, community-owned water and sewer agency.

e Governed by a nine-member Board of Directors, to which the Chapel Hill Town
Council appoints five members.

e Operates in accord with State law, the contractual obligations in the OWASA Bond
Order and the 1977 purchase and sale agreements among Chapel Hill, Carrboro, the
University and OWASA.

e Isrequired to have cost-of-service rates; free service is prohibited.

e |s party to the water and sewer boundary, planning and management agreement with
Chapel Hill, Carrboro, Orange County and Hillsborough.

Chapel Hill-Carrboro School System

e Must submit development applications to Chapel Hill for approval if sites are in the
Chapel Hill zoning jurisdiction.

e Joint use agreements for use of some recreation facilities.

e Pays for school resource officers provided by Chapel Hill police department in high
schools and middle schools.

e Pays for school crossing guards at elementary schools.

e May designate and “reserve” school sites under Chapel Hill zoning ordinance.
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SUMMARY OF KEY
INTERGOVERNMENTAL RELATIONSHIPS

University of North Carolina

Purchases fixed-route transit service from Chapel Hill; provides own service to
supplement EZ-Rider service provided by the Town; provides Point-to-Point
transportation service for students, staff and faculty.

Provides refuse collection and recycling services for University properties.

Traffic signals and town streets in University campus area are maintained by Chapel
Hill.

Fire protection services are provided by Chapel Hill; University budget contributes
part of the revenues used by the state to pay part of the cost of fire protection services.
Mutual aid agreement for police services and other emergencies.

Must submit development applications to Chapel Hill when sites are within the
Chapel Hill zoning jurisdiction.

Joint Staff Committee meets quarterly.

City of Durham

Competes with Chapel Hill for transportation funding from State and federal
government.

Provides lead planning staff for Metropolitan Planning Organization (Transportation
Advisory Committee).

Durham-Chapel Hill Work Group meets regularly to review development issues.
Courtesy reviews of development projects along jurisdictional boundary.

Durham County

Portion of Chapel Hill is in Durham County.

Provides tax assessing and tax collection services for Chapel Hill portion of County.
Development at border affects each community.

Courtesy reviews of development projects along jurisdictional boundary.
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SUMMARY OF KEY
INTERGOVERNMENTAL RELATIONSHIPS

Chatham County

| e Orange-Chatham Work Group meets occasionally to review development issues.
e Development at border affects each community.

Triangle Transit Authority

Chapel Hill appoints one member of the 13-member governing board.

Provides bus service in Chapel Hill connecting to Durham, Research Triangle Park
and other areas of the Triangle.

Competes with Chapel Hill for transit funding from the federal and state government.

Triangle J Council of Governments (TJCOG)

Chapel Hill appoints one delegate and one alternate to the board of delegates.
The Town pays dues to support basic operations of the TICOG and receives planning
and other services.

State of North Carolina

The State established the Town by granting a municipal charter.

The Town’s powers are granted by the State, and the State imposes limits on the
powers of the Town.

The State constructed and maintains a road network within the Town limits.

The State is the conduit for transportation improvement funds used to maintain roads
and to maintain and operate the transit system.

The State collects certain taxes and shares proceeds with the Town (sales tax, beer
and wine tax, etc.) that amount to nearly a third of the total General Fund revenues in
normal years.

Town provides maintenance service for traffic signal system in Chapel Hill and
Carrboro for the State.
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FUND DESCRIPTIONS AND MAJOR REVENUES

Fund Title

GENERAL FUND

TRANSPORTATION

Transit Fund

Transit Capital
Reserve Fund

PARKING

Off-Street Parking Fund

On-Street Parking Fund

STORMWATER
MANAGEMENT

Stormwater
Management Fund

HOUSING

Public Housing Fund

Accounts For

Normal recurring Town activities
such as planning, inspections,
engineering, public works, public
safety, parks and recreation and
library

Operation and maintenance of
public transportation, E-Z Rider
and Shared Ride services

Reserve fund for replacement of
buses and other capital equipment
and improvements

Off-street parking facilities, James
Wallace Deck, and monthly rental
parking

Parking enforcement and parking
meters

Management of stormwater to
protect water quality as mandated
by NC General Statutes

Management of public housing
units and residential rehabilitation
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Primary Funding Sources

Property and other taxes,
State-shared revenues, grants,
charges for services, licenses,
permits and fines

Federal and State grants,
property taxes and charges for
services

Contributions from the Transit
Operating Fund

Short-term parking fees and
monthly rentals
Parking meter collections and

parking citations

Fees

Federal grants and rental
income



FUND DESCRIPTIONS AND MAJOR REVENUES

Fund Title
DEBT

Debt Service Fund

CAPITAL PROGRAMS

Capital Improvements
Funds

Capital Reserve Fund

OTHER FUNDS

Special Revenue Funds

Grants Fund

Downtown Service Fund

Library Gift Fund

Affordable Housing
Development Reserve
Internal Service Funds

Vehicle Replacement
Fund

Fleet Maintenance Fund

Computer Replacement
Fund

Accounts For

General obligation debt,
proprietary debt, COPS debt, and
other governmental debt

Capital improvements projects
such as park improvements, fire
hydrants, stormwater management
and traffic signals

Reserve fund for capital
improvements projects such as the
library facilities, parks and
recreation improvements, fire
hydrants, stormwater management
and traffic signals

Miscellaneous grants

Promotion of Downtown economic
development

Gifts and donations received for
the library

Development and preservation of
affordable housing.
Centrally managed vehicle

replacement

Centrally managed fleet
maintenance

Centrally managed computer
replacement
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Primary Funding Sources

Property taxes

Transfers from Capital
Reserve Fund and General
Fund

Transfer from General Fund

Federal and State Grants

Property taxes

Gifts and donations

General Fund

Charges to General Fund

Charges to General, Parking
and Housing Funds

Charges to General Fund



FUND BALANCE

Fund balance (net assets) is the accumulated difference between revenues and expenditures
in a governmental fund, and is similar to “working capital”” for a private business. Portions
of fund balance are intended to meet the cash flow and working capital needs of the Town
in accordance with reserve recommendations of the North Carolina Local Government

Commission (LGC).

A portion of fund balance is reserved for specific purposes and as

required by North Carolina statute and is not available for appropriation, and the remainder
is available for Council appropriation. Itisa Town goal to maintain fund balance at a level
that will meet on-going cash flow needs and provide available funds to meet unexpected

emergency situations.

Effective  with the financial
statements for FY11, fund balance
will be presented in the new
categories required by GASB
Statement No. 54 as shown at right.

Town practices with regard to net
assets (fund balance) include the
following:

Fund balance designation

Nonspendable Restricted
Not available

Restricted

Committed Constraint imposed by

Assigned Council action

. Available for

Unassigned - .

appropriation Available

¢ In June 2019, the Town Council adopted a fund balance policy which set a targeted
minimum unassigned fund balance of 22% of General Fund Expenditures. This target
is well above the financial reserve minimum of 12% recommended by the LGC. The
reserve is for cash flow, emergencies and opportunities.

e The Town seeks to maintain a level of net assets which is appropriate to retain its high

bond ratings:

Moody’s Investor Service—AAA and Standard and Poor’'s—AAA.

Bonding agencies use the percentage of unrestricted net assets as a key indicator when
assessing the Town’s creditworthiness.

Governmental Fund

Unavailable assets

Financial

Assets  —

(e.g., long-term loans receivable)

Assets subject to legal limitations.

Assets available for spending and
not subject to legal limitations

Liabilities normally expected to
be paid from current financial
resources

Not Spendable

Restricted (by others)

Committed (by ordinance or
Council action)

Assigned (by Council action)

Unassigned -
available for appropriation

-

[~ Net Assets

Liabilities

(Fund
Balance)
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DEBT
INTRODUCTION & BACKGROUND

The Town has the authority to finance capital projects and major equipment purchases
using long-term debt. The underlying principal for this type of financing is to spread the
cost of the project over a longer time-period to eliminate the spike in costs associated with
major projects. In addition, the use of long-term debt matches the repayment period of the
debt with the taxpayers who will be enjoying the benefits of the capital project. The Town,
like other government agencies, can borrow at low tax exempt rates for most capital
projects, thereby improving the affordability of issuing debt to finance capital projects.

The State of North Carolina provides local governments a number of methods to finance
these sorts of purchases:

General Obligation Bonds
Two-thirds General Obligation Bonds
Revenue Bonds

Contract Installment Financing

Essentials:

Town policy and practice limits annual general government debt service up to 10% of total
governmental funds.

State statutes only allow debt issuance for capital expenditures.
Per State law, the Town’s debt may not exceed 8% of the Town’s assessed property valuation.

General obligation bonds are secured by the pledge of “full faith and credit” and taxing authority
of the Town.

General Obligation Bonds

The issuance of General Obligation bonds (GO bonds) is the most commonly used
financing method for large-scale capital projects. Issuance of GO bonds requires approval
by voters through a bond referendum and requires approval by the North Carolina Local
Government Commission (LGC). When GO bonds are issued, a local government pledges
to repay the debt from any and all revenues available to the unit. This pledge is generally
referred to as a pledge of the “full faith and credit” of the governmental unit, including a
pledge of property tax revenue. GO bonds are typically issued with 20 year terms. In
North Carolina, the use of GO bond proceeds is limited to capital and capital related costs.

The statutory limit on the amount of debt issued by a local government in North Carolina
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DEBT
INTRODUCTION & BACKGROUND

is 8% of the value of the taxable property base in the unit. This limitation pertains to
principal only. In practice, most jurisdictions are far below the 8% limit, as the
affordability of debt service payments usually becomes an issue well before reaching the
8% limit.

Two-thirds GO Bonds

There is a provision in North Carolina Statutes that allows units to issue bonds in an amount
equal to two-thirds of the net principal amount of GO debt retired in the previous year.
These bonds can be issued without a referendum, for purposes specifically authorized in
the statute, and must be approved by the LGC in the same manner as other debt financing.
The amount of two-thirds bonds that can be issued at any time is relatively small and
therefore they are often combined with other debt issues in order to achieve economies of
scale with respect to the cost of issuance.

Revenue Bonds

Revenue bonds are typically issued for enterprise operations, where there is a stream of
revenues available to pledge for repayment of the bonds. Examples include parking
operations, water and sewer and electrical utilities. Revenue bonds are generally issued
for projects that are associated with a specific revenue stream that can be estimated and
pledged as a source of debt repayment. The approval process for revenue bonds includes,
among other things, an independent feasibility study including verification that pledged
revenue exceeds debt service by at least 20%. Ongoing independent evaluation of the
maintenance of the project and the adequacy of revenues to cover debt service are required
while the bonds are outstanding.

The Town currently does not have revenue bonds outstanding however, in past years the
Town issued revenue bonds for off-street parking operations, including the purchase of
parking lots 2 and 5 and for the James C. Wallace Parking Deck. In 1994, all of the Town’s
parking revenue bonds were replaced by Certificates of Participation.

Installment Contract Financing

General Statute 160A-20 allows local governments to enter into installment contracts to
finance the cost of capital projects. Under this method of financing, the unit enters into a
contract with a financial institution in which the financial institution provides funding for
the project. The financial institution maintains a security interest in the project
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DEBT
INTRODUCTION & BACKGROUND

until the governmental units repays the loan. For this method of financing, local units
pledge to pay the instaliments from any revenues available, but do not pledge the “full faith
and credit” of the unit. Contracts under $500,000 with less than a five-year maturity do
not require approval by the LGC.

Installment contracts greater than $500,000 or maturities over five years require approval
by the LGC, except the purchase of vehicles and rolling stock which may be purchased in
any amount without LGC approval. Installment contracts involving the purchase of land
or buildings, and improvements to land or buildings require approval by the LGC
regardless of the dollar amount or maturity involved.

The Town has used installment contract financing for various projects including the
purchase of vehicles and computers and for capital renovations to public buildings.

Certificates of Participation

General Statute 160A-20 also allows a local government unit to issue Certificates of
Participation (COPS) that are another form of installment contract financing. COPs are a
financial instrument that are secured by the installment payments made by a local
government. An installment financing is usually a transaction between a municipality and
a bank, a COPs transaction allows multiple investors to participate in the transaction
through an underwriting arrangement with an investment bank.

Debt Options under the Stimulus Act

Several debt options were made available to local governments with the passage of the
American Recovery and Reinvestment Act in February of 2009. The primary financing
tools are Build America Bonds (BABs) and Recovery Zone Economic Development Zone
Bonds (RZED). Both of these instruments are based on the issuance of taxable debt by the
municipality with the Federal Government providing a subsidy that effectively reduces the
borrowing rate to the equivalent of tax exempt debt or lower. Issuers of BABs receive a
35% rebate of interest costs by making an annual application to the IRS.

Additional Debt Information
Please refer to page 193 for additional information on the Town’s debt and bond ratings.
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CAPITAL PROGRAM
INTRODUCTION AND BACKGROUND

The Capital Program is a 15-year financial plan for the Town’s major capital and
infrastructure needs. The Capital Program identifies capital needs, establishes priorities,
identifies potential funding sources, and includes needs for which sources of funding have
not been identified. Key sources for identifying capital needs include the 2000 Facility
Condition Assessment, the Comprehensive Plan, Council Goals and Priorities, special
studies, and other ideas from the Council, citizens and staff.

The Capital Program is comprehensive in scope: It includes all identified capital projects
and a range of funding sources, as well as projects that have been identified but for which
funding is not available. It includes projects that are funded through the Town’s annually
budgeted Capital Improvements Fund, and also those projects that are funded through
bonds, State and federal grants, and other sources. The Capital Program does not include
the capital needs of the Chapel Hill-Carrboro City School System, the Orange Water and
Sewer Authority, or the Orange Regional Landfill which was transferred to Orange County
in 2000. Most projects funded by bonds, grants and other special funding sources are
accounted for in Multi-Year Capital Project Funds, such as various capital projects funded
from bonds, and are therefore not included in the annual operating budget.

Please refer to the Capital Program section (page 263) for additional information on the
Town’s Capital Improvements Fund.

28



FUND STRUCTURE & BASIS OF BUDGETING

The accounts of the Town are organized on the basis of funds each of which constitutes a separate
accounting entity. The operations of each fund are accounted for by providing a separate set of self-
balancing accounts reflecting its assets, liabilities, fund balance/retained earnings, revenues and
expenditures/expenses. The funds of the Town are created because of the diverse nature of governmental
operations and the necessity of complying with legal provisions. The Town has two broad fund
categories: governmental and proprietary.

BASIS OF BUDGETING

The budgets of general government type funds (for example, the General Fund and Debt Service Funds)
are prepared on a modified accrual basis. Briefly, this means that obligations of the Town (for example,
outstanding purchase orders) are budgeted as expenditures, but revenues are recognized only when they
are measurable and available.

The Enterprise Funds (Transit, Parking, Stormwater Management, Housing and Internal Service) also
recognize expenditures as encumbrances when a commitment is made (e.g., through a purchase order).
Revenues, on the other hand, are recognized when they are obligated to the Town (for example, charges
for transit services are recognized as revenue when service is provided).

In all cases (Enterprise Funds and General Governmental Funds) when goods and services are not
received by year end, encumbrances evidenced by unfilled purchase orders lapse, but are normally
reappropriated to the following year’s budget through an amendment to the budget approved by the
Town Council.

The Comprehensive Annual Financial Report (CAFR) shows the status of the Town’s finances on the
basis of “generally accepted accounting principles” (GAAP). In most cases this conforms to the way the
Town prepares its budget. Exceptions are as follows:

a. Compensated absence liabilities that are expected to be liquidated with expendable available
financial resources are accrued as earned by employees (GAAP basis) as opposed to being
expended when paid (Budget basis).

b. General staff and administrative charges for the Transit, Parking and Stormwater
Management Funds are accounted for and funded by operating transfers into the General
Fund from these funds on the Budget basis as opposed to a GAAP basis.

c. Principal payments on long-term debt within the Enterprise Funds are applied to the
outstanding liability on a GAAP basis, as opposed to being expended on a Budget basis.

d. Capital outlays within the Enterprise Funds are recorded as assets on a GAAP basis and
expended on a Budget basis.

e. Depreciation expense is recorded on a GAAP basis only.
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FUND STRUCTURE & BASIS OF BUDGETING

One type of budget entry that is shown differently for budgetary purposes and GAAP is the purchase of
an item using installment financing. The actual budget entries for an installment financing agreement
can make it appear that the Town is paying twice for the same purchase, because there are two pairs of
budget entries in the year that an installment financing takes place. The first pair gives the Town budget
authority to make a certain purchase, for example, a fire truck, and receive the financing from a bank or
other financial institution for the purchase. In the case of a fire truck costing $250,000, the budgetary
lines would show the following:

REVENUES Financing Proceeds $250,000
EXPENDITURES Capital Equipment $250,000

The second pair of budget entries allow for the first year repayment of the installment (or lease-purchase)
debt. That set of budget entries shows the amount of the debt to be paid in the year and the source of the
revenue that will provide the cash to make the payment. For the fire truck example, assuming that the
Town secures financing for eight years at 5% and that the Town will make a payment for one-eighth the
cost of the fire truck in the first year, the budgetary lines would show the interest and principal payment
as following:

REVENUES Appropriated Fund Balance

(or other revenue source) $38,680
EXPENDITURES Installment (lease/purchase)

financing payment $38,680

If the Town made no further installment financing agreements, the Town would show the budgetary
requirement for repaying the bank or other financial institution in each of the following seven years.

In addition to approving the budget authority for the above transactions, the Town Council would have
to specifically approve each installment financing agreement as required by State law.

The Comprehensive Annual Financial Report shows fund expenditures and revenues on both a GAAP
basis and Budget basis for comparison purposes. Because the Town prepares its financial statements
using the Government Accounting Standards Board 34 Model, the financial statements include
government-wide financial statements aimed at presenting a broad overview of a government’s finances.
There are two basic government-wide financial statements: the statement of net assets and the statement
of activities. These two statements report a government’s governmental activities separately from its
business-type activities. Fiduciary funds and fiduciary-like component units are excluded from the
government-wide financial statements. All activities included within the government-wide financial
statements, both governmental and business-type, are measured and reported using the economic
resources measurement focus and the full accrual basis of accounting.
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FUND STRUCTURE & BASIS OF BUDGETING

GOVERNMENTAL FUNDS

Governmental funds are those which finance most governmental functions of the Town. The Town
follows the modified accrual basis of accounting and budgeting for all governmental funds. Under this
method, revenues are recorded as the amount becomes susceptible to accrual by becoming measurable
and available to finance the Town's operations. Available means collectible within the current period or
soon enough thereafter to pay liabilities of the current period. Expenditures are recorded when the related
liability is incurred.

In applying the susceptible-to-accrual concept to intergovernmental revenues, the legal and contractual
requirements of the numerous individual programs are used as guidance. There are, however, essentially
two types of these revenues. In one, money must be expended on the specific purpose or project before
any amounts will be paid to the Town; therefore, revenues are recognized when the expenditures are
recorded. Major components of this type of revenue are grants and gas tax refunds. In the other, funds
are virtually unrestricted as to purpose of expenditure and are revocable only for failure to comply with
prescribed compliance requirements. These resources are reflected as revenues at the time of receipt or
earlier if the susceptible-to-accrual criteria are met. Major revenues susceptible-to-accrual under this
category are State-shared revenues.

Licenses and permits, charges for services and other revenues are recorded as revenues when received
in cash because they are generally not measurable until actually received. Interest on investments is
recorded as earned since it is both measurable and available.

The following are the Town's Governmental Fund Types:

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

Special Revenue Funds - Special Revenue Funds are used to account for the proceeds of specific revenue
sources that are legally restricted to expenditures for specified purposes. The Town's special revenue
funds consist of the Community Development Entitlement Grant Projects Ordinance Fund, the Transit
Grant Projects Ordinance Fund, the Grants Fund, the Downtown Service District Fund, Transitional
Housing Fund, Revolving Acquisition Fund, the Housing Loan Trust Fund, the Land Trust Fund, and
the Library Gift Fund.

Debt Service Fund - The Debt Service Fund is used to account for the payment of general obligation
long-term debt principal, interest and related costs. A portion of the property tax provides the revenues
for this fund. Payments of long-term debt associated with Enterprise Fund operations are shown in the
Enterprise Funds themselves.

31



FUND STRUCTURE & BASIS OF BUDGETING

Capital Projects Funds - Capital Projects Funds are used to account for financial resources to be used for
the acquisition or construction of major capital facilities (other than those financed by special revenue,
proprietary funds and trust funds). The Town has four capital projects funds: the Capital Projects
Ordinance Fund, the Capital Projects Fund, the Capital Improvements Fund and the Capital Reserve
Fund. Only the Capital Improvements Fund and Capital Reserve Fund are budgeted annually and are
included in detail in this document.

PROPRIETARY FUND TYPES

Enterprise Funds - Enterprise Funds are used to account for operations (a) that are financed and operated
in a manner similar to private business enterprises - where the intent of the governing body is that the
costs (total expenses including depreciation) of providing goods or services to the general public on a
continuing basis be financed or recovered primarily through user charges; or (b) where the governing
body has decided that periodic determination of revenues earned, expenses incurred and net income is
appropriate for capital maintenance, public policy, management control, accountability or other
purposes. The Town has four Enterprise Funds: the Transit Fund, the Parking Facilities Fund, the
Stormwater Management Fund and the Public Housing Fund. For budgeting purposes the Parking
Facilities Fund is shown in two parts, On-Street Parking and Off-Street Parking.

The enterprise funds are accounted for using the accrual basis of accounting. The revenues of these
funds are recognized when they are earned and expenses are recognized when they are incurred.

Internal Service Funds — Internal Service Funds are used to account for the financing of goods or services
provided by one unit, or to other governmental units, on a cost-reimbursement basis. The chief aim of
an internal service fund is cost reimbursement including the exhaustion of fixed assets or “depreciation
expense.” The Town has three Internal Service Funds: the Vehicle Replacement Fund, the Computer
Replacement Fund and the Fleet Maintenance Fund.

BUDGETARY CONTROL

The appropriations in the various funds are formally budgeted on a departmental or functional basis
depending on the fund type. Changes of functions and total budgets of any fund require approval by the
Town Council. Budgetary control is maintained at the individual budget object line item level (e.g.,
salaries, supplies, etc.). Neither an operational expenditure nor an encumbrance is processed when the
transaction would result in an overrun of an individual line item budget.

DEPARTMENTS/DIVISIONS

Departments may be further represented by divisions. In this document, each department or division
summary contains a key objective, a budget summary by expenditure category, major offsetting
revenues, major expenses, including capital outlay and an authorized full-time equivalent position count.
For departments consisting of more than one division, a department summary precedes the department's
division summaries.
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OVERVIEW OF BUDGET PROCESS

Jan Feb Mar Apr May June July Aug Sept Oct Nov

® <«—— Public Forum
®—®  Department submissions due to Manager
o «—— Council's Budget Goals and Strategic Planning Session
o +——— Budget Status Report to Council and Public Hearing
® <+—— Manager's Recommended Budget Presented to Council
®—® Budget work Sessions
® <«———— Public Hearing on Recommended Budget

® «———  Adoption of 2019-20 Budget

Budget preparation allows departments the opportunity to reassess goals and objectives and the
means for accomplishing them. Even though the budget may be heard by the Mayor and Town
Council in April and adopted in June, its preparation begins at least six months prior, with projection
of Town reserves, revenues, expenditure limit requirements, and financial capacity. It is with this
“groundwork” that departmental expenditure requests are made and subsequently reviewed.

Financial Capacity Phase

Forecasting is an integral part of our decision making process. Both long-range and short-range
projections are prepared. The Town’s Long-Range Financial Projections are updated annually to
assess not only current financial condition given existing Town programs, but future financial
capacity, given long range plans and objectives.

A five-year financial forecast is prepared for each major operating fund projecting both expenditures
and revenues and their fiscal impact on the respective funds.

Policy/Strategy Phase

The Town Council’s goals and directives set the tone for the development of the budget. Shortly
after the budget is adopted for the next year, the Council meets, as early as September, but not
later than January, to identify priorities, issues, and projects impacting the next fiscal year budget.
In January or February of each year, the Council holds a strategic planning meeting to  identify
key policy issues that will provide the direction and framework of the budget. The Manager and
Finance Officer provide an updated short- and long-range financial forecast to assist the Council in
providing budget policy and direction for the upcoming budget.
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OVERVIEW OF BUDGET PROCESS

Aside from the Council’s own objectives, Town departments identify and discuss their policy issues
with the Town Manager throughout the year. In December of each year, a budget kickoff meeting
led by the Manager provides budgetary directions and guidelines to the departments.

Participants also help formulate and identify internal and overall budget objectives for the coming
year.

The meeting includes discussion of Town-wide goals and objectives, budgeting guidelines for the
operating and capital budgets, timelines, an overview of fiscal constraints, and resources available
for allocation. The Budget Directives and Instructions distributed at these meetings are designed to
assist the departments in preparing all budget requests and forms.

Needs Assessment Phase

The departments have an opportunity to assess current conditions, programs and needs. During this
phase, departments are encouraged to thoroughly review all programs and services assessing their
value and priority to the citizens of the Town. Programs are examined for possible reductions,
eliminations or trade-offs. Additionally, departments reassess service level standards and workload
indicators. They then attempt to provide the “best fit” of resource allocation with service and
workload estimates. From this process, they prepare preliminary departmental budget requests that
are submitted to the Manager in February.

Review/Development Phase

Within the framework of the Town’s financial capacity, the Town Council and Town Manager
review priorities and departmental needs assessments; review budget requests; and a preliminary
Town-wide operating budget takes shape. The departments initially prepare and submit base
budgets. In addition, department heads submit proposals for program changes and budget additions
or deletions.

Implementation/Adoption Phase

After the Town Council’s initial budget planning session, the Council holds an initial budget public
forum to receive input, information and requests from citizens on any aspect of the Town’s budget
for the coming fiscal year, including the Town’s operating and capital improvement budget. The
forum also solicits comments on the Town’s use of federal Community Development funds, the
Town Public Housing program and use of federal and State grants for housing, public transit and
community development activities.

In March, each Departmental Budget Request is reviewed in detail with the Town Manager, Deputy

Manager, and the Finance Officer to review service and funding levels for each Department as part
of the total budget and to begin work on recommendations for the Council’s consideration.

34



OVERVIEW OF BUDGET PROCESS

In April and May, the Council also holds budget work sessions in which the Town presents
preliminary budget requests and discusses budget goals, policies and departmental needs with the
Council. The Town Manager and designated Department Directors also present requests for
additional services to the Council. In these sessions, the Town Council provides further direction
to the Manager and Departments on development of the budget for the coming year.

After the initial budget work sessions in April and May each year, the Manager presents to the
Council a status report on development of the operating and capital budgets and on preliminary
recommendations for the use of all federal and State grant funds for housing programs, public
transportation and community development activities.

The status report provides preliminary estimates of revenue and expenditures for the upcoming
budget, identifies the most important budget issues for the Council and provides an assessment of
how the preliminary revenue and expenditure estimates may impact the tax rate for the coming
year. The presentation of this report is provided at a public forum of the Council in which interested
citizens and community groups provide budgetary information, feedback or make funding requests
to the Town Council. In April and May, the Council may hold additional budget work sessions as
desired, providing further direction to the Manager and staff regarding a recommended budget.

In accord with North Carolina State law, the Manager is required to submit a recommended budget
to the Town Council. The Manager’s Recommended operating and capital budget is submitted to
the Town Council in early May and includes proposed revenue and expenditure levels and
recommended changes in the tax rate for the coming year. Submittal of the recommended budget
is followed by several budget work sessions as desired by the Council. A public hearing as required
by law on the recommended budget is held in early May, followed by additional budget working
sessions held by the Town Council.

In accord with State law, the Town Council must adopt a final budget and set the tax rate for the
next fiscal year by June 30 each year or must adopt an interim budget providing temporary
appropriations until a permanent budget is adopted. After adoption of the budget, management
control of the budget is maintained by conducting budget performance reviews at least quarterly
throughout the fiscal year. The reviews are aimed at examining expenditure patterns and
recommending corrective action to be taken during the year. Additionally, detailed financial records
are maintained to evaluate actual revenues and expenditures against the budget.

Budget Amendments

The Town Manager may transfer funds between departments within a function, between functions
of the operating budget of the same fund and between projects of the Capital Improvement Plan
(CIP) with a quarterly report to Council. The Town Manager may also approve intradepartmental
transfer requests and transfers between line items within capital project budgets. Transfers between
funds, however, may only be authorized by the Town Council.
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OVERVIEW OF BUDGET PROCESS

Budget Roles and Responsibilities

Every employee plays a role in budgeting, whether in its formulation, preparation, implementation,
administration or evaluation. Ultimately, of course, the Senior Management Team, through the
Town Manager, is accountable to the Town Council for the performance of departmental personnel
in meeting specific objectives within allocation resource limits. Actual budget preparation
responsibility can be identified more specifically:

1. Division heads and the Senior Management Team are responsible for reviewing, modifying and
assembling their cost data into a departmental request package and potential budget plan. The
Senior Management Team critically evaluates all requests, prioritizes, and submits only those
requests which are consistent with Council policies, administrative direction and departmental
objectives. The preparation of the budget requests, goals and objectives should coincide with stated
annual goals.

2. The Finance Officer and staff within the Business Management Department are responsible for
(a) preparing short and long range revenue and expenditure forecasts, (b) reviewing departmental
budgets with Senior Management and individual departments, (c) analyzing, summarizing, and
making recommendations on the budget requests to the Town Manager and the Deputy Manager,
and (d) reviewing the linkage between budget requests and overall budget goals and policies.

3. The Deputy Manager is responsible for reviewing the departmental operating and CIP requests
within the context of the Council priorities, Town Manager directives, and budget goals for their
respective groups and submitting their recommendations for review by the Town Manager.

4. The Town Manager is responsible for reviewing the total financial program and formulating the
Town-wide Recommended Budget to be submitted to the Town Council for adoption.

5. The Town Council is responsible for the review of the Manager’s Recommended Budget and
approval of a final budget.

Budgeting for the Capital Program

Each year, the Town Council, citizens, boards and commissions, and staff consider the Town’s
capital project needs and possible funding sources. Beginning in the fall of each year, departments
submit project requests that are reviewed by the Senior Management Team and the Town Manager.
This team develops a draft proposal for consideration by the Town Council.

At the same time, the Council solicits input from advisory boards and citizens on ideas for inclusion
in the Capital Improvements Plan. Input from the departmental review process and the citizen and
advisory boards assist the Council in deciding which capital improvements the Town may undertake
as funding becomes available.
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BUDGET GUIDELINES & PRACTICES

The budgetary guidelines and practices enumerated below outline a general framework of
budgetary goals and objectives regarding the operating budget, debt service, capital expenditures,
reserves, and financial reporting. They provide standards against which current budgetary
performance can be measured, as well as proposals for future program evaluation.

*hkkkk

OPERATING BUDGET

Guideline Comment

Current revenues will be sufficient The Town seeks to use stable, annually

to support current operating recurring revenues to pay for costs which tend
expenditures. to continue from year to year, and seeks to

avoid using one-time revenues for annually
recurring costs.

Financial systems are maintained to The Town maintains a computerized financial

monitor expenditures, revenues and system on a continuing basis that monitors and
program performance on a compares all actual revenues and expenditures
continuing basis. to approved budget estimates and

appropriations.

Revenues and expenditures are The Town’s annual budget includes a five-year
projected for a five-year period and forecast for the revenues and expenditures of the
updated annually. Town’s major operating funds, and monitors

and updates the forecast at periodic intervals
during the fiscal year.

All fund budgets are balanced. Planned expenditures equal anticipated revenues
including possible fund balance appropriations.
In North Carolina, it is required that the budget
submitted to the Town Council be balanced.

DEBT SERVICE

Guideline Comment
Long-term debt is not issued to In accordance with North Carolina State law,
finance current operations. long-term debt may be issued only to finance

capital improvements and capital purchases over
the life of the improvements or equipment.
Deficit financing for current operations is not
permitted by State law.
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BUDGET GUIDELINES & PRACTICES

General Obligation Bonds will be
issued to finance capital
improvements and equipment at
moderate levels that will not
exceed the Town’s resources and
capacity for repaying the debt.

General Obligation bonds are normally issued to
finance capital improvements as desired by the
Town Council and Town citizens at levels that
maintain financial stability and require moderate
and stable tax rate increases. Consistent with this
guideline, the Town strives to maintain annual
debt service payments totaling less than 10% of
General Fund expenditures in a given year. This
conservative guideline assists the Town in
maintaining its Triple A (AAA) bond rating.

CAPITAL EXPENDITURES

Guideline

Comment

Consistent with the policy of the
Town Council, a fifteen-year
capital improvements program is
developed and updated during the
annual budget process, including
anticipated funding sources.

Annually the Town prepares a fifteen-year
Capital Improvements Program Budget that
summarizes current capital improvements
projects and future capital improvement needs.
This program includes ongoing pay-as-you-go
financing, installment contract financing, current
and proposed long-term bond-financed projects,
and projects funded by grants and miscellaneous
funding sources.

Capital projects financed through
the issuance of bonds are financed
for a period not to exceed the
expected useful life of the project.

Consistent with general State law and guidelines
in North Carolina, general obligation bonds are
normally issued for a period of 20 years for
capital improvements that extend over the same
20-year period.

The Town coordinates
development of the capital
improvements budget with
development of the operating
budget. Future operating costs
associated with the new capital
improvements should be projected
and included in the operating
budget forecasts.

Operating costs of projects included in the Capital
Improvements Program and budget are
incorporated into the Town’s operating budget
annually, and are reflected in the Town’s annual
five-year forecast for its major operating funds.
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BUDGET GUIDELINES & PRACTICES

The Town strives to maintain all The Town strives to maintain its capital

its physical assets at a level investment by addressing future maintenance and
adequate to protect the Town’s replacement costs in its fifteen-year capital
capital investment and to improvements program. Both pay-as-you-go
minimize future maintenance and financing and installment financing are used to
replacement costs. address capital maintenance needs. When

deferrals of capital maintenance are proposed due
to unusual budgetary constraints, the amount of
deferrals are specifically identified and limited to
the extent practical.

NET ASSET (FUND BALANCE) RESERVES

Guideline Comment

The Town seeks to continue to The Town’s annual budget and revenue and
maintain its financial reserve expenditure recommendations are developed and
position consistent with the designed to ensure that its financial position and
recommendations of the North reserve levels are adequate to retain reserve levels
Carolina Local Government recommended by the North Carolina Local
Commission to reserve a Government Commission for the General Fund
minimum of 12% of General and other major operating funds, including the
Fund expenditures for cash flow Transportation and Parking enterprise funds. The
considerations and emergencies. Town’s current balances are consistent with the

minimum recommendation. The Town seeks to
increase these reserve levels as the expenditure
levels increase in each fund to maintain a
constant reserve percentage.
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BUDGET GUIDELINES & PRACTICES

FINANCIAL REPORTING

Guideline Comment

The Town’s accounting and The Town participates in the accounting and
financial reporting systems will be budgeting awards programs of the association,
maintained in conformance with receiving the Certificate of Achievement for
current generally accepted Excellence in Financial Reporting for fiscal year
accounting principles (GAAP) ending June 30, 2015 and Distinguished Budget
and standards of the Award in 2014-15 and in past years. The Town
Governmental Accounting plans to continue participation in these programs
Standards Board (GASB) and the annually.

Government Finance Officers
Association (GFOA).

Consistent with State law, an The Town prepares a Comprehensive Annual
annual audit will be performed by Financial Report that receives an unqualified

an independent public accounting opinion by an independent accounting firm each
firm with subsequent issuance of year. As required by State law, the annual report
a Comprehensive Annual is submitted to the N. C. Local Government
Financial Report (CAFR). Full Commission staff for a detailed review of
disclosure will be provided in the compliance with Commission recommendations
general financial statements and and guidelines and compliance with applicable
all bond representations. accounting and financial reporting standards.
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BUDGET ASSUMPTIONS

Major issues affecting Town revenues for the 2019-20 budget include a continuation of
slow property tax base growth that has not kept pace with the increase in expenditures.
Delays in the construction of major approved development projects and the diminishing
supply of developable land have exacerbated the problem. State and Federal budget
decisions also have a major effect on the Chapel Hill budget, particularly in the areas of
transportation and housing.

The 2019-20 budget incorporates the following assumptions:
e The property tax base is estimated to be $8.31 billion in 2019-20.

e \We estimate that the Town’s revenue from the local sales taxes will increase
slightly.

e Federal assistance for the Transit Fund will increase slightly for 2019-20.
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