SUMMARY INFORMATION ON THE BUDGET

THE BUDGET PROCESS:
BIENNIAL (2-YEAR) BUDGETING

The budget process used to develop this document
reflects an approach first adopted by the Board of
County Commissioners (BOCC) in 1995. At that time,
the BOCC approved a biennial budget process for FY
96 and FY 97. While Florida Statutes require a minimal
annual process to adopt the budget, there is nothing
prohibiting local governments from developing a budget
plan for a second year. In this way, when it is time to
legally adopt the second year of the budget plan, the
process of preparing the adopted budget represents an
“update” of the original plan. One of the greatest ad-
vantages of a biennial process is the literally thousands
of hours of staff time that are saved in the “off” year of
the process, while maintaining opportunities for public
input in the update process.

The biennial budget process increasingly used by local
governments varies from the process historically used
by some state governments. Unlike states that use a
biennial budget because the legislature meets infre-
quently, local government legislative bodies — councils
or commissions — meet regularly and can update the
second year's budget during an abbreviated update
process for the second year as well as make changes
during each year as unplanned circumstances arise.

The BOCC has continued this biennial process for suc-
ceeding budgets. As a result, in 1997, 1999, 2000 and
2002 the BOCC adopted biennial fiscal plans and this
year the BOCC will adopt a fifth biennial fiscal plan re-
flecting budgets for both FY 04 and FY 05.

The budget process used next year to update the FY
05 Planned Budget will include a review of revenue
projections, recalculation of fund balances based on
more current data and consideration of issues not
known then that may impact the FY 05 budget. The
update process does not include resubmittal of funding
requests not approved in the biennial budget for FY 04
and FY 05, but if the County’s financial condition im-
proves, consideration may be given to funding requests
previously submitted as part of the biennial process.

USES OF FUNDS

THE OPERATING BUDGET

A key component of the budget is the portion funding
day-to-day services -- the operating budget. As ex-
plained in the Taxpayer’s Guide to the Hillsborough
County Budget, there are factors that drive up the op-
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erating budget even in times of tight resources. One is
continuing population growth as shown in the section
titted “Economic Indicators.” A second is inflation. For-
tunately, inflation appears to be remaining at a rela-
tively low rate. In some program areas, demand for
specific services far outstrips the overall population
growth. Increasingly, the County continues to improve
the collection of performance measures to identify
these high levels of demand for County services and to
track performance in meeting the demands.

The operating budget is composed of three types of
expenditures: compensation, operating expenses, and
equipment (also referred to as capital outlay).

Compensation - This reflects salaries of elected offi-
cials, salaried and hourly employees, and temporary
employees. It includes overtime pay, mandatory con-
tributions to the Florida Retirement System (FRS), so-
cial security and Medicare taxes, employee health in-
surance and life insurance premiums, disability insur-
ance, workers compensation assessments and wage
loss payments. This category, frequently referred to as
“personal services,” crosses a variety of funding
sources. It covers not only the positions funded with
property taxes that receive the most public attention,
but also positions funded with revenue from federal and
state grants and programs that are funded with user
fees.

Operating Expenses - This category reflects costs of
supplies, utilities, fuel, rent, professional services con-
tracts, etc. This category also includes funds provided
by the County to support outside organizations — pri-
marily non-profits.

Increasing federal grant awards typically increase the
budget for operating expenses. Grants are subject to
the “all years” budgeting technique which is discussed
in detail in footnote 1. Beginning in FY 00, grants have
only been reflected in the year the revenue is received.
Any remaining funds at yearend are tracked by grant
until the grant expires or all funds are expended. This
is purely a change in budget technique, not an opera-
tional issue. Organizations continue to have access to
all grant funds that have been appropriated in prior
years.

A factor in the increasing budget for operating ex-
penses over the past few years has been the rental
payment program for fleet in most departments funded
with general revenues (excluding enterprise operations
and grant programs). When a fleet vehicle is replaced
in these departments, the Fleet Maintenance Depart-
ment retains ownership of the new vehicle and the de-
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partment begins paying the internal service fund an
annual charge needed to replace the vehicle based on
its calculated service life and projected salvage value,
coupled with the projected replacement cost. The in-
ternal service fund will be able to automatically replace
vehicles using accumulated rental payments. The
County has modernized its fleet, taken unnecessary
stand-by vehicles out of service, established minimum
annual mileage standards, and cut its maintenance
costs. During FY 01, fleet maintenance staff was re-
duced as a result of these changes.

This category includes a component referred to as
“Grants and Aids” in detailed breakouts of the budget
such as the table entitled “Fund Summary by Type of
Expenditure.” This component of operating expenses
reflects funds that the County receives but passes
through to other governments. A notable example is
more than $40 million per year in Community Invest-
ment Tax proceeds that the County pays to the School
Board, municipalities, and for debt on Raymond James
Stadium. Another example is tax increment district
revenue that the County receives but must pass on to
the City of Tampa and the City of Plant City to finance
their redevelopment projects. A third example is the
distribution of the 9™ cent gas tax revenue that the
County receives from the State and then disburses, in
part, to municipalities.

This component also includes several million dollars
annually in payments for services to various non-profit
service providers. Funding sources include general
County revenues, federal Community Development
Block Grants, and tourist development taxes. In addi-
tion, the payments reflect the County’s role as a re-
gional recipient of federal grants (such as Ryan White
grants that fund AIDS programs), which are passed on
to providers of services in Pinellas County and Pasco
County.

Equipment - This reflects costs of fleet, data process-
ing and other equipment such as playground and rec-
reation equipment. A major factor in the FY 04 budget
is a continuing investment in replacing worn fleet
equipment and upgrading the County’s use of technol-
ogy to serve our community.

Summary - The operating budget (compensation, op-
erating expenses, and equipment) has been the focus
of budget discussions in past years because it gener-
ally represented the cost of day-to-day services to
County residents. To some extent, that is becoming
less the case as pass-throughs account for an increas-
ing share of the operating budget and a significant
share of the annual increase in the operating budget.

With that caveat, it still represents the best focus for
comparison of how the budget is changing over time,
ignoring the spending down of borrowed funds for pro-
jects and the occasional fluctuations in debt service
requirements resulting from debt refinancing and other
activity.

THE CAPITAL BUDGET

A separate summary appears in the back of this docu-
ment, which presents detail on FY 04 and FY 05 pro-
jects. The entire six-year capital improvement program
(CIP) can be reviewed in the volume containing the
Adopted Capital Improvement Program for FY 04 —
FY 09.

The capital budget continues to reflect each year's
changes to the “all years” budget in the capital pro-
gram. “All years” budgeting is possible by using a fea-
ture of the County’s financial systems software."

“All years” budgeting within the capital budget means
that once the Board commits funds to a capital project,
those funds will remain in that project until the project is
completed, regardless of how many fiscal years the
project may last. The unspent funds will no longer
show up in the fund balance reported in the budget at
the beginning of each year or in the capital budget in
future years. Once a project is completed, unspent
funds will become available again for appropriation.

Previously, unspent funds were estimated in fund bal-
ance and re-budgeted in subsequent years. Re-
budgeting the same funds year after year overstates
the impact of the budget on the community since the
funds will only be spent once.

With this practice reflected in the budget, county resi-
dents and others who examine the budget should bet-
ter understand how funds are allocated to capital pro-
jects in the budget since the capital budget will reflect
only new funding allocated to projects. The capital im-
provement program, which is described in the second
budget book, will continue to reflect prior year funding
for projects in addition to any funding anticipated in this
budget or future budgets.

Lo years budgeting is a technique frequently used to account for
funds that may carry over from one fiscal year to the next for a de-
fined purpose such as a capital project or a grant program. It has not
been applied to other areas of the budget where unspent funds will
revert to fund balance at yearend and will be available to appropriate
in the next fiscal year to meet operational needs or reserve require-
ments. The use of this technique results in a smaller budget than

would otherwise be the case.
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Other key points about the capital budget are:

v" The capital budget continues to be largely funded
with a pay-as-you-go approach, including enter-
prise operations (water/wastewater and solid
waste). The decision on whether to finance a pro-
ject versus use a pay-as-you-go approach is typi-
cally made on a project-by-project basis. Explicit
debt and capital policies were adopted by the
BOCC in July 1998 to guide the decision-making
process. In part, the policy and procedures re-
quires the review of the capital program by the
City-County Planning Commission to ensure con-
sistency of the 6-year CIP and capital budget with
the elements of the County’s comprehensive land-
use plan.

v"Increasingly, the County is using short term financ-
ing as a tool as well as using a line of credit to
cover encumbrance requirements (contractual obli-
gations that precede the actual need for cash).
These techniques optimize the County’s ability to
time projects to meet operational requirements
while minimizing financing costs. In some cases,
short term financing allows the County to use state
or federal grants that would otherwise not be avail-
able if a project were delayed.

v" The budget funds environmental land acquisition
and protection program (ELAPP) purchases by
levying an operating millage to bring the total
ELAPP millage up to 0.25 mills. This pay-as-you-go
approach to ELAPP will maximize the revenue
available to that program as the millage levied to
pay debt service on existing ELAPP bonds gradu-
ally declines. The added expenditures will be within
the $100 million limit set by voters.

v" The capital program continues to reflect one per-
cent of both the General Fund and the Unincorpo-
rated General Fund being set aside to maintain ex-
isting County facilities. An additional $3 million per
year is being allocated in FY 04 and FY 05 for
Parks and Recreation facilities maintenance.

DEBT SERVICE

Wherever possible, existing debt has been refinanced
to lower interest expense. Detail on the County’s debt
capacity and debt obligations will be provided in a
separate section of the Adopted Budget.

TRANSFERS
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Transfers are non-economic transactions necessary
within a complex accounting system, but not conveying
much information when totaled. By definition, a trans-
fer reflected as a “source” must have a counter-
balancing transfer reflected as a “use.” For example, a
transfer from the General Fund to a specific grant is a
“use” while the grant fund will show a like dollar amount
as a “source.”

RESERVES

Reserves reflect a variety of Board actions and specific
purposes. Some reserves are established as a re-
guirement when the County borrows funds. Others are
set aside to meet actuarial requirements — such as in
the County’s self-insured employee health insurance
program. Some are created to allow the BOCC to fund
contingencies that arise during the year — with the full
expectation that most or all of these contingency funds
could be appropriated during the year.

During FY 99, the BOCC adopted a policy that uses
any excess fund balance in the County’s two major op-
erating funds to, in part, build reserves for catastrophic
emergencies and set aside reserves for previously un-
funded liabilities. (A third use for excess fund balance
was meeting industry fleet replacement standards.)

The BOCC adopted a second policy intended to build a
stabilization reserve in each of the two major operating
funds over an 8-year period to 5% of expenditures (ex-
clusive of other reserves). The 8-year target was
achieved ahead of schedule as a result of strong
growth in revenues. Meeting this funding target six
years early recognized the importance of funding re-
serves when the economy is strong. The Board recog-
nized that adding to reserves could be difficult in a fu-
ture year if the economy slowed.

THE PURPOSE OF BUDGET
DOCUMENTS AND THE BUDGET
PROCESS

Users of budget documents reflect a fairly wide spec-
trum of types and interests. Users include financial
analysts who may invest in the long-term securities
issued by the County from time-to-time or who may
review County finances in order to rate such bond is-
sues, and residents and business owners within the
community who desire a better understanding of the
services county government provides and what various
taxes and fees are collected to pay for those services.
Other users include researchers interested in compar-
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ing the structure of Hillsborough County’s organization
and finances against those of other jurisdictions; senior
and mid-level County managers interested in confirm-
ing the resources allocated to their organizations (both
dollars and staffing) and the expectations for their or-
ganizations in terms of mission, objectives and meas-
ures; employees and their bargaining units interested in
understanding the County’s allocation of priorities and
finances; and perhaps numerous other groups and in-
dividuals with similar and additional interests. As ex-
plained in the following section titled “Basis of Budget-
ing,” the formatting of a budget document does not al-
ways present the same disclosure that is required in an
annual financial report. This difference recognizes the
broader -- and frequently less technical -- audience
served by budget documents. Disclosures are pre-
sented to assist those who use both budgets and fi-
nancial reports to reconcile the differences.

The Government Finance Officers Association of the
United States and Canada (GFOA) has long recog-
nized the diversity of interests in budget documents
and structured a program to strengthen the ability of
state and local governments to meet these needs.
Hillsborough County is pleased to have regularly re-
ceived GFOA's recognition for meeting the various cri-
teria intended to meet these needs through the budget
documents it prepares, including the Taxpayers’ Guide,
which won a GFOA Award for Excellence in 1993 and
which served as a model for a variety of governments
throughout North America. More important, however,
is the ability of Hillsborough County to satisfy questions
that might not otherwise be answered because not
every user will take the time to call, write, or e-mail
County staff. Poor communication through budget ma-
terials can lead to suspicions that could undermine a
critical referendum, influence an election, reduce coop-
eration, or delay an action.

Several years ago, a group was formed to develop rec-
ommended budget practices for state and local gov-
ernments. Comprised of representatives of a variety of
organizations including elected officials, manag-
ers/administrators, unions, and appointed staff, the Na-
tional Advisory Council on State and Local Budgeting
(NACSLB) developed a series of 59 recommended
practices. The NACSLB intentionally stopped short of
declaring the recommendations to be “standards” by
recognizing that some jurisdictions may never be able
to adopt each recommendation. Overall, the practices
reflect a framework that encompasses planning, devel-
opment, implementation, and evaluation of a budget.
The 59 practices are organized into the following 4
principles and 12 elements:

Principle 1. Establish Broad Goals to Guide Gov-

ernment Decision Making

v' Element 1. Assess Community Needs, Priorities,
Challenges, and Opportunities

v' Element 2: Identify Opportunities and Challenges
for Government Services, Capital Assets, and
Management

v' Element 3: Develop and Disseminate Broad Goals

Principle 2: Develop Approaches to Achieve Goals

v" Element 4: Adopt Financial Policies

v' Element 5: Develop Programmatic, Operating and
Capital Policies and Plans

v' Element 6: Develop Programs and Services that
are Consistent with Policies and Plans

v' Element 7: Develop Management Strategies

Principle 3: Develop a Budget Consistent with Ap-

proaches to Achieve Goals

v' Element 8: Develop a Process for Preparing and
Adopting a Budget

v' Element 9: Develop and Evaluate Financial Op-
tions

v' Element 10: Make Choices Necessary to Adopt a
Budget

Principle 4: Evaluate Performance and Make Ad-

justments

v' Element 11: Monitor, Measure, and Evaluate
Performance

v' Element 12: Make Adjustments as Needed

Many of the NACSLB recommendations address proc-
esses that should be used, rather than information that
can be disclosed in a budget document. Hillsborough
County monitored development of the draft recommen-
dations prior to their being finalized in 1998, and many
of the practices are currently in place, based on a self-
assessment. For example, a set of comprehensive
financial policies developed and then approved by the
Board of County Commissioners in July 1998 reflected
examination of draft NACSLB recommendations.
Where possible, common language has been incorpo-
rated.

The County’s long range plans for quality programs
and performance measurement will address recom-
mended budget practices that are not currently in
place. Additional information on the NACSLB recom-
mended budget practices is available through GFOA'’s
web site at www.gfoa.org or by calling (312) 977-9700.2

2 Other participating organizations in the NACSLB included the
International City/County Management Association, the National
League of Cities, the National Association of Counties, the National
Conference of State Legislatures, the U.S. Conference of Mayors, the
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The Basis of Budgeting

For the most part, governmental accounting and finan-
cial reporting are conducted consistent with “Generally
Accepted Accounting Principles” -- commonly referred
to as “GAAP.” Financial readers are typically familiar
with a concept known as the “basis of accounting,”
which describes the measurement method used in ac-
counting for financial transactions. Examples include
cash accounting, modified accrual accounting, or ac-
crual accounting.

Hillsborough County uses the GAAP basis of account-
ing. Governmental funds reflect a modified accrual ba-
sis of accounting. Revenues are recorded when they
become both measurable and available to pay liabilities
of the current period. Expenditures are recorded when
a liability is incurred with certain limitations. Proprietary
funds use an accrual basis of accounting that is more
similar to that used by private businesses. Revenues
are recorded when earned and expenses are recorded
at the time liabilities are incurred. At the end of each
year, all budget appropriations lapse along with out-
standing encumbrances.® Funds may be reappropri-
ated in the subsequent fiscal year after review by the
Management and Budget Department and approval by
the Board of County Commissioners (BOCC).*

There is no requirement that Hillsborough County’s
budget be prepared consistent with GAAP. However,
the comparison of (final) budget to actual revenues and
expenditures in a subsequent Comprehensive Annual
Financial Report (CAFR) requires a reconciliation of the
budget to GAAP. Therefore, the County budget is
prepared, for the most part, to be consistent with
GAAP to minimize the degree of reconciliation
needed to compare the budget to actuals. How the
budget is prepared is labeled either the “basis of budg-
eting” or the “budgetary basis of accounting.” These
terms may be used interchangeably.

Several key differences should be disclosed to assist in
reconciling between the basis of budgeting used to de-
velop Hillsborough County’s budget documents, and
the basis of accounting that is reflected in the County’s

Council of State Governments, the Association of School Business
Officials International, the American Federation of State, County &
Municipal Employees, and the Service Employees International Un-
ion, as well as several academic and industry representatives.
® An encumbrance represents a commitment for future expenditures
based on a purchase order or contract that has been issued, and
where goods or services have been ordered but not received.
Additional disclosure of GAAP accounting may be found in the
“Notes to the Financial Statements” provided in the County's Com-
prehensive Annual Financial Report.
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CAFR prepared by the Clerk of Circuit Court as the
County’s Chief Financial Officer.

The primary differences include the budgets for the
Sheriff's Law Enforcement Fund, the Property Ap-
praiser's Property Assessment Fund, the Clerk of Cir-
cuit Court’'s Court System and Accounting Fund, and
the Tax Collector’'s Tax Collection Fund, which are pre-
pared on a basis of budgeting that differs from GAAP.
These budgets reflect transfers of funds from the Gen-
eral Fund. The CAFR excludes the transfer of funds,
but does present the account structure for the funds
maintained by these Constitutional Officers in their in-
dependent accounting systems. The budget, therefore,
shows the collection of the tax revenues used to fund
Constitutional Officers and the General Fund reflects
the transfer of funds for those budgets. Any unspent
funds at yearend are shown as other non-revenue
sources” to the General Fund.

With the Sheriff's Law Enforcement Fund and the Clerk
of Circuit Court's Fund, there may be a difference be-
tween the basis of budgeting and GAAP in the treat-
ment of certain capital leases related to equipment pur-
chases. On a budgetary basis only the current year's
payments are appropriated and these amounts are
classified as capital outlays, general governmental ex-
penditures, or public safety expenditures. On a GAAP
basis, the full obligation is recognized and the debt ser-
vice payments are recorded as appropriate.

With the Sheriff's Law Enforcement Fund, there is a
difference between the basis of budgeting and GAAP in
the treatment of certain grants. On a budgetary basis,
cost reimbursement type grant revenues and expendi-
tures are netted. On a GAAP basis, revenues and ex-
penditures from these grants area presented at gross
amounts in the financial statements.

With the Property Appraiser's and Tax Collector’s
Funds, there is a difference between the basis of budg-
eting and GAAP in the treatment of excess fee distribu-
tions to entities outside of the County’s reporting entity.
On a budgetary basis, the distribution of excess fees to
these entities is reported as an “other financing use.”
On a GAAP basis, these distributions are reported as
expenditures because there is a reduction in the net
financial resources of the County.

This BOCC budget does not disclose the fund structure
maintained by the Sheriff, Clerk, Property Appraiser, or
Tax Collector, including an unbudgeted Inmate Cateen
Fund used by the Sheriff and a fee-based budget main-
tained by the Clerk which use funds that do not pass
through the BOCC budget. The Property Appraiser



SUMMARY INFORMATION ON THE BUDGET

and Tax Collector receive revenues directly from other
taxing authorities and disperse unspent funds at year-
end according to their source.

Other elected officials (State Attorney, Public Defender,
and 13th Judicial Court) receive significant funding
from the State of Florida. Those State funds are not
reflected in the County budget or in the CAFR.

A second significant difference is the treatment of pro-
prietary funds, an accounting classification which in-
cludes both internal service funds (used to maintain the
County’s fleet, provide employee health insurance, col-
lect and disperse workers’ compensation payments,
and provide risk management) and enterprise funds
(used to manage the water and wastewater system and
to manage the solid waste system). These funds are
presented in the same format used for the majority of
County funds (known as governmental funds) with a
presentation of revenues and other sources equaling
expenditures and reserves. This budgetary presenta-
tion allows various revenues and expenditures to be
presented in a consistent format without regard to the
fund type and how accounting standards will require
them to be presented.

The CAFR presents the proprietary funds in a format
that breaks out operating revenues and operating ex-
penses to determine operating income prior to consid-
ering non-operating revenues and expenses.

The adopted budget reflects a management plan for
financial activity. It is subsequently revised during the
year to reflect revisions in that plan such as increases
or decreases in specific grants awarded to Hillsborough
County, the appropriation of contingency reserves by
the BOCC to address issues not known at the time the
budget was adopted, and shifts in funding based on
capital projects needs as project costs are refined. As
such, the revisions recognize the need to revise a fi-
nancial plan to be consistent with newer and better in-
formation, and to allow the management plan to
change accordingly.

Under GASB Statement 34, the CAFR reflects both the
adopted budget and the final revised budget which in-
cludes amendments that occur after the completion of
the fiscal year as final transactions are posted to the
fiscal year on a modified accrual or accrual accounting

basis. These final amendments reflect proper recording
of financial activity rather than a change in manage-
ment plan. Budget documents, therefore, typically dis-
close historical actuals — both actual revenues and
other sources and actual expenditures and other uses
— rather than revised budgets that may not truly reflect
the management plan.

The budget presents organizational summaries without
differentiating the level of control the BOCC may exer-
cise over individual organizations. Departments and
other offices under the County Administrator face the
highest level of control through the direct reporting rela-
tionship of the County Administrator to the BOCC.
Constitutional Officers — particularly the Sheriff and Su-
pervisor of Elections — receive the least control over
their budgets with control being primarily limited to level
of funding. The Sheriff, Clerk, Tax Collector and Prop-
erty Appraiser each maintain independent accounting
systems.

Organizations that report to appointed or elected com-
missions (Planning Commission, Environmental Pro-
tection Commission, Civil Service Board, etc.) are sub-
ject to less direct control over services, but the BOCC
may influence services as well as determine funding.
Statutory provisions determine the level of independ-
ence of each organization.

From time to time, new financial reporting requirements
may be imposed on governments by the Governmental
Accounting Standards Board (GASB) that redefine
what is referred to as GAAP. The accounting/reporting
changes may not be reflected in the budget, resulting in
a greater difference between the budget and what is
ultimately reported in the CAFR. A good example is
GASB Statement No. 31, which requires accounting
and financial reporting for changes in the fair market
value of certain investments. Hillsborough County’s
budget does not attempt to estimate how the value of
investments may change from one year to the next,
although it does reflect assumptions about interest
earnings. Similarly, the budget does not anticipate
changes in the accrual of compensated absences —
i.e., sick leave, vacation, or other forms of administra-
tive leave. Hillshorough County has frequently covered
this unbudgeted liability by absorbing the cost of pay-
outs when employees leave by keeping a position va-
cant long enough to offset the cost.
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