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History


Lynchburg, Virginia is located in Campbell County, which is in South Central Virginia.  Lynchburg was named after John Lynch, a local ferry owner who made a living by transporting goods up and down the James River.  He became an important individual during the American Civil War by providing supplies to the Confederate soldiers (Lynchburg, retrieved January 31, 2024). 


Lynchburg is home to Liberty University, a well-known Christian university offering online and in-person classes and they are Lynchburg’s largest employer.  Local attractions include Thomas Jefferson’s vacation home Popular Forest, the National D-Day Memorial, and the Appomattox Court House National Park, which is where General Robert E. Lee surrendered to Ulysses S. Grant to end the American Civil War (Lynchburg, retrieved January 31, 2024).


According to the 2020 Census, Lynchburg has a population of 79,009 and operates as a Council/Manager form of government.  The City Council is made up of seven members who serve four-year terms.  The Mayor and Vice Mayor are chosen from the Council Members and serve two-year terms.  The City Manager is appointed by City Council (Lynchburg, retrieved January 31, 2024).  The City of Lynchburg’s Organizational Chart is located in Appendix 1.


The Budget includes “Full-Time equivalent (FTE) employees totaling 1,171.89, comprised of 1,035.06 full-time classified, 40.24 part-time classified, 42.00 hourly, and 54.59 state-funded positions.  The City’s workforce in all funds total 1,431.96 FTEs.  This includes 1,258.66 full-time classified 43.43 part-time classified, 28.00 grant-funded, 47.28 hourly, and 54.59 state-funded positions” (Budget, retrieved January 31, 2024).

Vision, Mission, Values, Goals


According to Lynchburg’s Comprehensive Budget Plan, it lists the vision, mission statement, values, and goals as the following:


Vision Statement – “A Great Place to Live, Work, and Play”.


Mission Statement – “To deliver services to City residents, workers, and visitors in an efficient, effective and equitable manner and to build a stronger community”.


Values include – “Open Communications, Personal Responsibility, Integrity, and Customer Focus”.


Goals and Priorities – “Public Safety, Infrastructure, Lifelong Learning, Economic Development, and Quality of Life”.


The goal and priorities for Public Safety include purchasing 10 additional take home police cars, hiring 11 more police officers, implementing a pay progression to increase recruitment and retention, building a new fire station close to Liberty University, and hiring two additional Sheriff’s Deputies to support the Court System (Budget, retrieved January 31, 2024).  


Infrastructure goals include intersection and signal reconstruction at several intersections, bridge replacements with bikeway access, adding a roundabout to replace an intersection, and park improvements.  All projects are expected to improve the community and the environment (Budget, retrieved January 31, 2024).  


Educational efforts include improving the school system by implementing a Lifelong Learning plan.  The plan supports a $3 million investment over last year’s budget for teacher salary increases (Budget, retrieved January 31, 2024).  This pay increase is expected to attract and retain teachers.  A well-staffed school system will allow the community to thrive in the future.


Economic Development is a continued focus area.  The improvements made with infrastructure will attract business and improve the community.  The city also plans to focus its marketing campaign on the slogan “LYH Loves You”, taken from the “Virginia is for Lovers” state slogan (Budget, retrieved January 31, 2024).  These improvements hope to attract people to stay and visit Lynchburg.    


People want to live in an area where they have the most quality of life.  This focus has been a growing trend for cities to get established as safe, friendly, and an affordable place to live.  The City plans to establish a “Toolkit” as a “Housing Trust Fund to increase housing options, eliminate or re-purpose derelict buildings and revitalize neighborhoods” (Budget, retrieved January 31, 2024).  

Budget Calendar


The City of Lynchburg’s Budget Calendar, located in Appendix 2, includes deadlines for the Capital Improvement Program (CIP) Budget submission due dates and the Operations Budget Submission due dates are identified on the calendar.  The calendar shows regular meetings with department heads to ensure the budget will be completed on time.  Council Work Sessions are also scheduled to evaluate property tax assessments and the CIP to make any adjustments to adopt and finalize the budget by July 1 (Budget, retrieved January 31, 2024).


The City of Lynchburg does follow sound budgeting processes as outlined in the Recommended Budget Practices: A Framework for Improved State and Local Government Budgeting.  “A good budget process has a long-term perspective, broad organizational goals, and focuses on results and outcomes” (Recommend, p. 12).  The City of Lynchburg’s budget is structured to provide a vision for future progression with a successful outline of priorities that can be measured and achieved.  For Fiscal Year 2022, Lynchburg received the Distinguished Budget Presentation Award by the Government Finance Officers Association of the United States (Budget 2024, p. 5).


A gap in the 2023 Budget asked for department managers to submit budgets for non-personnel expenditures equal to or less than funds for the 2022 Budget, this is due to continued uncertainty of the COVID Pandemic.  If departments had a special request, they were asked to meet directly with the City Manager to discuss this request (Budget 2023, p. 30).  Lynchburg City Schools requested $3.1 million more than the 2022 (Budget 2023, p. 30).  Another budget gap, created during the COVID Pandemic was that the city experienced revenue growth which allowed City Council to use the extra funding to support their key initiatives of public safety, economic development, and lifelong learning into 2023 (Budget 2023, p. 30).  

Revenue Analysis


According to the City Manager’s Budget Letter, the 2024 Operating Budget and Capital Improvement Program totals $547.7 million, a decrease of 7.7% from 2023 Adopted Budget.  This decrease is due to a reduction of projects within the Capital Improvement Program (CIP).  Lynchburg is committed to improve the quality of life of its citizens, although there is a reduction in the CIP, Lynchburg has prioritized plans to improve many infrastructure opportunities including building repairs, street improvements, downtown economic development, park maintenance upgrades, and school grounds improvements (Lynchburg Budget, 2023, p. 51).  


Budget highlights include tax relief for residents and businesses, a 5% General Wage increase, and an increased investment in public safety.  The budget also includes funding for Lynchburg City Schools in the amount of $51.9 million.  Expected tax relief includes a reduction in the real estate tax rate ($4,488,612), personal property vehicle tax ($2,021,458), a waiver of refuse collection for two years ($5,410,000), and a waiver of the Motor Vehicle License Fee for one year ($1,550,000).  These tax relief savings amount to a reduction in the budget of $10,765,070 (Lynchburg Budget, 2023, p. 54).


The top five revenue sources for the City of Lynchburg are Real Property Tax, Personal Property Tax, Local Sales and Use Tax, Meals Tax, and Lodging Tax.  Lynchburg also receives revenue from a Consumer Electric Utility Tax ($3.5 million) and a Communications Sales and Use Tax ($2.0 million).  Chart A shows how the revenue sources compare against the total revenues for the City of Lynchburg (Lynchburg Budget, 2023, p. 55-56).  

Chart A – Revenue Analysis City of Lynchburg, Virginia
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Real Property Tax is estimated at $78.6 million.  This amount is an increase of $9.3 million compared to 2023 and it also includes a tax rate reduction of six cents per $100 on Real Property.  Lynchburg also plans for tax relief for the elderly ($600,000) and rehabilitation tax credits ($1,454,262).  The total value of property in the City of Lynchburg is $9,996,405,700 (Lynchburg Budget, 2023, p. 55).  


Personal Property Tax amounts to $27.7 million, this is an increase of 4.4% above the Adopted 2023 Budget.  City Council approved a measure to decrease the personal property tax $58.61 per vehicle (Lynchburg Budget, 2023, p. 56).


Local Sales and Use Tax is $23.1 million, this is an increase of $3.1 million (Lynchburg Budget, 2023, p. 56).


Meals Tax equals $20.3 million, an increase of $2.6 million (Lynchburg Budget, 2023, p. 56).


Lodging Tax accounts for $3.8 million (Lynchburg Budget, 2023, p. 56).  Lynchburg sees a large influx of visitors from out of town due to Liberty University.  Liberty University not only attracts people to the city because of its education and for sporting events, concerts, and seminars (Liberty, retrieved February 10, 2024).    


Table 1 shows five years of revenue budget data.  Real Property Tax is expected to increase 6% over the next two years due to the increase in housing demand driving prices up and property reassessments (Zillow, retrieved March 13, 2024).  Personal Property Tax is expected to increase 4% due to the increase of price of automobiles and more people driving (Fortune, retrieved March 13, 2024).  The budget also expects an increase in Local Sales Tax (15%), Meals Tax (16%), and Lodging Tax (24%).  
 Table 1 – Five Years of Revenue Data, City of Lynchburg, Virginia
	Top Five Revenue Sources
	FY22 Adopted Budget
	FY23 Adopted Budget
	FY24 Adopted Budget
	FY25 Projected
	% Change from FY24 to FY25
	FY26 Projected
	% Change from FY25 to Fy26

	Real Property Tax
	66.9 million
	69.3 million
	78.6 million
	83.3 million
	6%
	 88.3 million
	6%

	Personal Property Tax
	25.2 million
	26.8 million
	27.7 million
	28.8 million
	4%
	29.9 million
	4%

	Local Sales and Use Tax
	17.0 million
	20.0 million
	23.1 million
	26.5 million
	15%
	20.4 million
	15%

	Meals Tax
	13.8 million
	17.7 million
	20.3 million
	23.5 million
	16%
	27.3 million
	16%

	Lodging Tax
	2.3 million
	3.0 million
	3.8 million
	4.7 million
	24%
	5.7 million
	23%



A major strength with the budget is that the City of Lynchburg continues to grow and bring jobs to the area.  The quality-of-life Lynchburg provides is evident in the improvements with parks and recreation, street improvements, and housing options (Blueprint, retrieved March 13, 2024).  


A weakness of the budget is that the budget estimates may fall short on projection.  This could create problems for the next years fiscal budget.  Past trends may not be a current indicator of future performance (Tax Policy, Retrieved March 13, 2024).  


An example of an opportunity for the budget is that expenses could increase due to inflation costs.  Higher interest rates could create problems for borrowing money and over spending (Budget forecasting, retrieved February 21, 2024).


A potential threat to the budget is that expected revenue may not be reached.  Proper forecasting minimizes risks to the business strategy and helps with decision making (Budget forecasting, retrieved February 21, 2024).


The key areas the City of Lynchburg should consider according to the Budgeting Best Practices are “to manage the budget process and changes to budget practices, adjusting for organizational structure and issues, desire to have change or to prevent change, level of resources available for programs, dealing with high (or low) expectations, the level of stakeholder understanding, accuracy of projections and assumptions” (Recommend, p. 16).  

Expenditures


Total expenditures for the City of Lynchburg are $595 million, which is an increase of $19.1 million (9.4%) above the budget year of 2022.  The budget increased significantly due to City Council’s priority requests for the fiscal year.  These requests include Community Development ($285,000), Fire Department ($2,652,128), Library ($384,027), Police ($1,293,729), Public Works ($1,174,791), and Personnel Salary Adjustments ($4,094,825) (Lynchburg Budget 2023, p. 33).


 The Top 5 expenditures for the City of Lynchburg are Education, Capital Outlay (General Fund and Schools), Sewer, Public Safety, and Health and Human Services (Lynchburg Budget 2023, p. 65).  Chart B shows how the Top 5 expenditures compared against the total expenditures for the City of Lynchburg (Lynchburg Budget, 2023, p. 55-56).
Chart B – Expenditure Analysis City of Lynchburg, Virginia
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Expenditures for Education are $156,139,841 million (Lynchburg Budget 2023, p. 65).  Education will increase by $28.2 million for the Proposed FY 2023 Budget to cover operating expenses and debt funding.  School System local funding amounts to $48.2 million, this is an increase of $3.1 million (Lynchburg Budget 2023, p. 34).


Capital Outlay (General Fund and Schools) expenses amount to $96,583,242 million (Lynchburg Budget 2023, p. 65).


Sewer expenses are $81,026,876 million (Lynchburg Budget 2023, p. 65).  Over the next five years, the City of Lynchburg plans to make an investment to improve the aging sewer system and expand services to more citizens.  Revenue for the Sewer Fund is expected to increase by $4 million for 2023 due to a proposed rate increase (Lynchburg Budget 2023, p. 41-42).


Health and Human Services expenditures are $32,381,415 million (Lynchburg Budget 2023, p. 65).  This is an increase of $344,477 due to an increase in Juvenile Services for the Lynchburg Detention Center (Lynchburg Budget 2023, p. 33).


Public Safety expenditures total $52,557,542 million (Lynchburg Budget 2023, p. 65).  As a continued investment in Public Safety, the City of Lynchburg plans to increase the department by adding five Full-Time Employees to the 911 Center, increasing the salary range for Fire Fighters from $38,000 to $47,000 as well as pay progression of current Fire Fighters, and salary increases for the Police Department along with funding technology to improve officer safety (Lynchburg Budget 2023, p. 28).


Table 2 shows five years of expenditure budget data.  Education is expected to decrease going forward due to more students being home schooled and teacher shortages (Schools, Retrieved March 13, 2024).  Sewer expenditures will decrease in 2025 since the upgrades in the sewer system will be almost complete (Lynchburg Budget 2024, p. 64).  Health and Human Services is expected to increase expenditures due to hiring a Full Time Child Protective Services Investigator and four Family Services Specialists (Lynchburg Budget 2024, p. 60).

Table 2 – Five Years of Expenditure Data, City of Lynchburg, Virginia


A major strength of the top expenditures is that they are short term assumptions.  “It allows managers to plan ahead, allocate resources effectively, and improve communication and coordination” (Advantages, retrieved March 13, 2024).


Expenditure weaknesses sometimes can be “inflexible, making it difficult to adapt to unforeseen changes in the business environment.  Strict adherence to a budget may lead to missed opportunities or inefficiencies when circumstances change unexpectedly” (Budgeting Disadvantages, retrieved March 13, 2024).


An example of an opportunity is that “budgets are based on forecasts and assumptions about future revenues, expenses, and market conditions.  However, these forecasts may be inaccurate, particularly to volatile or rapidly changing industries.  Inaccuracies can result in a budget that is not representative of the actual financial situation” (Budgeting Disadvantages, retrieved March 13, 2024).


A potential threat of the expenditures is that a “budget can be manipulated by management to present a more favorable financial picture, either to meet performance targets or to secure funding.  Unsubstantiated expenditure levels can lead to unrealistic expectations and poor decision making” (Budgeting Disadvantages, retrieved March 13, 2024).

Annual Comprehensive Financial Report Analysis

 
The 2023 Annual Comprehensive Financial Report (ACFR) was audited by Brown Edwards Certified Public Accountants.  The Independent Auditor’s Report identified the City of Lynchburg as having a “clean” unmodified opinion.  “The purpose of this report is solely to describe the scope of testing of internal control over financial reporting and compliance and the results of that testing, and not to provide an opinion on the effectiveness of the City’s internal control over financial reporting or on compliance.  The report is an integral part of an audit performed in accordance with Government Auditing Standards in considering the City’s internal control over financial reporting and compliance” (ACFR, p. 23).  


Based on the Statement of Revenues, Expenditures, and Changes in Fund Balance – Budget and Actual General Fund, there was not any significant negative variances in the budget verses the actual financial numbers.  There are several significant increases, however.  Tax revenue increased from $152,396,287 to $164,305,615 for a difference of $11,909,328.  Total overall revenues increased from $241,085,262 to $260,162,139, an increase of $19,076,877 (CAFR, p.28).


The increase in revenue is primarily due to program revenues – Opioid abatement funds $1.0 million, Ambulance service fees $700,000, and $500,000 from the Lynchburg Regional Juvenile Detention Center (CAFR, p. 28).  General Revenues increased $2.5 million from real estate and personal property taxes.  Other revenue from meals tax, local sales tax, lodging, and licenses increased $3.5 million (CAFR, p. 28).


The General Fund is the operating fund for the City.  Table 3 identifies the City of Lynchburg’s Fund Balance Totals.  The City of Lynchburg “reported combined fund balances of $177.7 million, an increase of $57.4 million from FY 2022.  Of that amount, $2.3 million was restricted, $94.8 million was committed, $12.5 million was assigned and $68.1 million was unassigned.  The general fund’s increase in fund balance was $5.9 million.  This increase was primarily attributed to increased sales and meals tax collections due to increased inflation.  The City capital projects fund’s increase in fund balance was $52.0 million.  The increase is due to the bond issue on March 7, 2023, and the transfer from the general fund for the new police department.  The school capital projects fund’s increase in fund balance was $0.9 million and was primarily due to a decrease in project expenses of $0.5 million and an increase in CARES funding of $0.4 million.  Special revenue funds decrease in fund balance was $1.5 million” (CAFR, p. 33).  

Table 3 – City of Lynchburg Fund Balance Totals
	              Fund Balance Total

	Restricted
	-

	Committed
	$15,738,181 

	Assigned
	$12,516,535 

	Unassigned
	$68,092,249 

	Total
	$96,346,965 


Financial Policies


Financial Policies are important to local governments to align goals from the mission statement to financial objectives.  Financial polices outline rules and guidelines to follow to make good decisions about the financial future of the organization.  Financial Policies also help set accountability and clearly define expectations to employees (Purpose, retrieved April 4, 2024).  Financial policies ensure there is a long term and strategic plan for the future to manage its funding for the community (Adopting, retrieved April 4, 2024).  A list of the City of Lynchburg’s Financial Polices is included in Appendix 3.  


Financial Policies help a locality to borrow money.  To borrow money, the locality must have a good credit rating.  The better the credit rating the better the interest rate, localities should strive to receive a AAA bond rating.  The three main agencies that evaluate ratings are Moody’s, Standard & Poor, and Fitch (Bond, retrieved April 4, 2024).


The City of Lynchburg’s Rainy-Day Fund can be found in the Unassigned General Fund Balance.  The Unassigned Fund allows for enough financial means to have a safe cushion to cover emergencies and unexpected declines in revenue without having to borrow.  The Unassigned Fund should be a minimum of 10% of the General Fund revenues with a goal to have 15%, if the City must borrow from the account, they must plan to replace the money within three years (Budget, p. 360).


An interesting policy that the City of Lynchburg has is the “Ethics and Conflict of Interest” policy.  The Ethics and Conflict of Interest Policy states that employees of the City involved with investment activities shall refrain from personal business activities that could conflict with the execution and management of the investments that could impair their ability to make impartial decisions.  Employees should not make personal investments with the same individuals contracted with the City.  City officials are not allowed to take gifts or money from individuals or use confidential information for their own benefit.  These are all provisions mandated by the Virginia Conflict of Interests Act (Budget, p. 366).

Financial Ratios


Based on the Local Government Fiscal Distress Monitoring Report from 2019, the following ratios were calculated to determine fiscal distress within the City of Lynchburg for 2023.  

Ratio #6 


Unassigned + Assigned / Total Expenditures


$68,092,249 + $12,516,535 / $214,235,292 = 37.62%

This ratio measures unrestricted reserves plus any reserves set aside in relation to expenditures.  The ratio determines if the locality can fund expenditures from reserves if a shortfall occurs.  Lynchburg is in a good position to cover an unexpected shortfall (Fiscal 2019, p. 16).  

Ratio #7


Total Fund Balance / Total Revenues


$96,346,965 / $260,162,139 = 37.03%

This ratio measures the reserves to the general fund revenue.  This determines if the locality can make up revenue shortfalls with reserves.  Lynchburg is in a good position to have significant reserves in the event of a shortfall (Fiscal, 2019, p. 16).

Ratio # 8


Total Revenues / Total Expenditures


$260,162,139 / $214,235,292 = 121.43%

This ratio measures if revenues will pay for annual operations.  The benchmark for this ratio is 100% or higher.  Lynchburg is in a good position to cover annual operations in the event of a shortfall (Fiscal 2019, p. 16).

Ratio #10


Change in General Fund Unassigned Fund Balance


Current Year 2023 / Prior Year 2022


$6,200,000 / $16,300,000 = 38.03%

This ratio identifies changes (increase or decrease) in unassigned fund balances from the prior year and identifies how rapidly the fund balance is decreasing over time.  The ratio for Lynchburg is showing positive indicating the unrestricted fund balance is growing.  


These ratios were compared to the results of 2019 and 2020/2021 Virginia Ratio Analysis Report.  The comparison can be found in Table 4.  The comparison shows the City of Lynchburg is in good financial position to cover shortfalls and has proper cash flow to maintain the budget.

Table #4 – Ratio Analysis of Fiscal Distress City of Lynchburg Virginia
	Year
	Ratio #6
	Ratio #7
	Ratio #8
	Ratio #10

	2023
	37.62%
	37.03%
	121.43%
	38.03%

	2020/2021
	21.43%
	36.02%
	105.94%
	0.06%

	2019
	20.99%
	34.48%
	105.23%
	7.55%


Conclusion


In conclusion, Lynchburg’s 2023 Fiscal Budget Report is well organized and easy to understand.  The City of Lynchburg is in good financial standing with the auditors giving a Clean Unmodified Opinion (CAFR, p. 23).  Lynchburg has good financial policies in place that guide their decision making and their Fund Balance is in good standing and increasing each year.


Lynchburg does an overall good job managing revenues and expenditures to maintain their budget.  The area is increasingly growing and expanding allowing the City to generate a lot of property and sales tax revenue.  Even with the value of real estate property increasing, the City has been able to cut the tax rate to compensate for the extra tax expense (Lynchburg Budget, 2023, p. 54).


Lynchburg is also making strides to improve the quality of life of its residents by improving Public Safety, Infrastructure, and Lifelong Learning through the Public School System (Budget, retrieved January 31, 2024).  By continuing to improve and update the city, Lynchburg is considered to be a safe, friendly, and affordable place to live.  


The City of Lynchburg’s financial policies, strategic goals, budgeting practices, and long-term planning put them in a good position to continue to meet annual operations to show continued positive financial performance into the future.
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Appendix 1 – City of Lynchburg Organizational Chart
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Appendix 2 – Budget Calendar
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BUDGET CALENDAR
FY 2023
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Capital Improvement Program (CIP) Budget Submissions Due
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Operating Budget Submissions Due from Departments: Spm

Meet with Departments regarding Operating Budget Submissions and Priorities
Operating Budget Submissions for Airport, Water, Sewer, Stormwater, and Schools
Funds Due

Operating Budget Review with City Manager

Capital Improvement Program (CIP) Budget Submissions Due from Airport, Water,
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Joint City/Schools Meeting - 4:00 p.m. - 600 p.m. - Lynchburg Business Alliance
F¥2023 Proposed Budget Public Hearing 7:00 p.m.

Council Budget Work Session - FY 2023 Proposed Budget

Water Resources Rate Study Briefing

Council Budget Work Session - FY 2023 Proposed Budget

Water Resources Rate Study Public Hearing 7:00 p.m.

Council Budget Work Session - FY 2023 Proposed Budget

Council Budget Work Session - Finalize FY 2023 Proposed Budget

Council Meeting - First Reading of the Budget

Council Meeting - Second Reading and Adoption of the Budget

FY2023 Adopted Budget available online




Appendix 3 – City of Lynchburg Financial Policies

BASIS FOR SOUND FINANCIAL MANAGEMENT POLICIES

The primary objective of sound financial management policies is for the City Council to create a framework within which financial decisions can be made. These policies are a statement of the guidelines and goals that influence and guide the financial management practices of the City of Lynchburg. Financial management policies that are adopted, adhered to, and regularly reviewed are recognized as the cornerstone of sound financial management. Sound financial management policies: 

· Contribute significantly to the City’s ability to insulate itself from fiscal crisis and economic disruption. 

· Enhance short-term and long-term financial credit ability by helping to achieve the highest credit and bond ratings possible. 

· Promote long-term financial stability by establishing clear and consistent guidelines. 

· Direct attention to the total financial picture of the City rather than single-issue areas. 

· Promote the view of linking long-term financial planning with day-to-day operations. 

· Provide the City Council and citizens a framework for measuring the fiscal impact of government services against established fiscal parameters and guidelines. 

· Ensure that the organization has sufficient resources to perform mandated responsibilities. 

· Provide a foundation for evaluating financial analysis and condition. 

FINANCIAL MANAGEMENT POLICIES

The City intends to adhere to these policies. If there is any anticipated or unplanned variance from these policies, staff will advise City Council and establish a plan for recovery within three years. 

Policy I - Fund Balance 
General Fund 
Unassigned Fund Balance 

· The City of Lynchburg’s Unassigned General Fund Balance will be maintained at a level to provide the City with sufficient working capital and a comfortable margin of safety to address emergencies and unexpected declines in revenue without borrowing. 

· The City shall not use the Unassigned General Fund Balance to finance recurring operating expenditures. 

· The City will maintain an Unassigned General Fund Balance (UGFB) equal to a minimum of 10% of General Fund revenues with a goal of 15% as the City strives to grow incrementally each year subject to revenues available. In the event the UGFB is used to provide for temporary funding of unforeseen emergency needs, the City shall restore the Unassigned General Fund Balance to the previous level within three years. 

· The City will balance moving towards the 15% targeted fund balance with its annual “Pay as you go” capital improvement requirements. 

Committed Fund Balance 

· Committed fund balance includes amounts that can only be used for specific purposes pursuant to constraints imposed by formal action of City Council. These committed fund balance amounts cannot be used for any other purpose unless City Council removes or changes the specified use by taking the same type of action (ordinance or resolution) it employed to previously commit those amounts. Committed fund balance also includes contractual obligations to the extent that existing resources in the fund have been specifically committed for use in satisfying those contractual requirements. 

Assigned Fund Balance 

· Assigned fund balance includes amounts that are constrained by the government’s intent to be used for specific purposes but are neither restricted nor committed. Fund Balance may be assigned either through the encumbrance process as a result of normal purchasing activity (which includes the issuance of a purchase order), or by the City Manager or designee, in accordance with Council adopted fund balance policy. 

Restricted Fund Balance 

· Restricted fund balance includes amounts that have constraints placed on their use by external sources such as creditors, grantors, contributors, laws or regulations of other governments or imposed by law through constitutional provisions or enabling legislation. 

Non-Spendable Fund Balance 

· Non-spendable Fund Balance includes amounts that cannot be spent because they are either not in spendable form such as inventories and prepaids or they are legally or contractually required to be maintained intact. 

Policy on the order of spending resources 

· The City considers restricted fund balance to be spent when expenditure is incurred for purposes for which restricted and unrestricted fund balance are available unless prohibited by legal documents or contracts. When expenditure is incurred for purposes for which committed, assigned or unassigned amounts are available, the City considers committed fund balance to be spent first, then assigned fund balance, and lastly unassigned fund balance. 
Enterprise Funds
Water Fund 

· Minimum ending fund balance shall not be less than 25% of total fund appropriations with a target balance of 40% of total fund appropriations. In the event the ending fund balance falls below the minimum of 25% of total fund appropriations, the City shall restore the fund balance to the minimum of 25% within three years. Funds in excess of the annual requirements may be considered for “pay-as-you-go” capital outlay expenditures, other non-recurring expenditures or funding of necessary reserves. Total appropriations include operating expenses, debt service and transfers. 

· A rate review will be conducted at least every two years. 

Sewer Fund

· In accordance with the Virginia Department of Environmental Quality Special Order, the City shall annually adjust sewer system reserve funds to no more than 40% of the subsequent fiscal years’ budgeted operating expenses and debt service. 

· Minimum ending fund balance shall not be less than 25% of total fund appropriations. In the event the ending fund balance falls below the minimum of 25% of total fund appropriations, the City shall restore the fund balance to the minimum of 25% within three years. Total appropriations include operating expenses, debt service and transfers. 

· Ending fund balance in excess of 40% will be reallocated to “pay-as-you-go” capital outlay expenditures. 

· A rate review will be conducted at least every two years. 

Stormwater Fund 

· Minimum ending fund balance shall not be less than 15% of total fund appropriations with a target balance of 20% of total fund appropriations. In the event the ending fund balance falls below the minimum of 15% of total fund appropriations, the City shall restore the fund balance to the minimum of 15% within three years. Total appropriations include operating expenses, debt service and transfers. 

· Funds in excess of the annual requirements may be considered for “pay-as-you-go” capital outlay expenditures, other non-recurring expenditures or funding of necessary reserves.

· A rate review will be conducted at least every two years.

Policy II - Debt Management 
Tax-Supported Debt 
Tax-supported obligations are those that are expected to be repaid from the General Fund tax revenue of the City of Lynchburg. These include general obligation bonds (except self-supporting bonds) and capital leases. General obligation bonds issued for self-supporting enterprise funds are not included in calculations of tax-supported bonds. 

· The City will not use long-term debt to fund current operations. 

· The City will not use short-term borrowing to fund current operations. 

· Whenever the City finds it necessary to issue tax-supported bonds, the following policy will be adhered to: 

1. The City will never borrow more than it has the capacity to repay. 

2. The term of any bond issue will not exceed the useful life of the capital project/facility or equipment for which the borrowing is intended. 

3. Annual debt service expenditures for tax-supported debt should not exceed 10% of total General Fund Expenditures plus School Component Unit Expenditures minus the General Fund Transfer to Schools. 

4. Total tax-supported debt will not exceed 4.50% of the net assessed valuation of taxable property in the City of Lynchburg. 

5. The 10-Year Principal Payout Ratio shall not be less than 60% at the end of each adopted five-year Capital Improvement Program for Tax-Supported General Obligation Indebtedness. 
Revenue-Supported Debt
The Water, Sewer and Stormwater Funds may issue General Obligation or Revenue-Supported Debt. 

Revenue-supported obligations are those for which the debt service is payable solely from the revenue generated from the operation of the project being financed or a category of facilities (i.e. water, sewer). These are not considered tax-supported debt of the City. Whenever the City finds it necessary to issue revenue-supported bonds, the following guidelines will be adhered to: 

1. The term of any revenue-supported or general obligation bond issue will not exceed the useful life of the capital project/facility or equipment for which borrowing is intended. 

2. Revenue-supported and general obligation bonds will be structured to allow equal or declining annual debt service payments over a term not to exceed the life of the project being financed. For those revenue-supported bonds issued through the Virginia Revolving Loan Fund, annual debt service payments shall not exceed thirty years. 

3. The Water, Sewer and Stormwater Funds, net revenues available for debt service shall not be less than 1.2 times annual debt service for each fiscal year. For the Sewer Fund, in accordance with the Virginia Department of Environmental Quality Special Order, net revenues shall not exceed 1.5 times annual debt service computed on a three-year rolling average. Net revenues available for debt service will be calculated as operating income, plus depreciation and amortization, plus interest income, plus governmental grants, plus miscellaneous income, plus capital contributions of others who jointly share in ownership of an infrastructure or facility, and plus any capitalized costs. Debt service will include all debt service paid by the respective fund; however, the principal portion of any bond anticipation notes or other short-term financing should be excluded. 

4. In the event net revenues available for debt service falls below 1.2 times annual debt service of any fiscal year, the City shall restore the net revenues available for debt service to the minimum of 1.2 within three years. 
Refinancing of Debt 
· The City shall issue refunding bonds to achieve debt service savings, eliminate onerous covenants or provisions in outstanding bond documents, or to respond to a financial emergency. 

· The City shall continually monitor its outstanding debt to identify instances where the City may achieve savings through an advance refunding or current refunding transaction. 

· The City shall receive a written refunding analysis indicating the amount of net present value savings from its financial advisor prior to selling bonds to refund any outstanding bonds.

· A refunding transaction to achieve debt service savings should only be undertaken when the net present value of the savings, net of issuance costs, will be at least 3% of the principal amount of the refunded bonds. Refunding transactions for revenue bonds can be structured so that savings are realized over the life of the refunding bonds or up-front, depending on the results of a cost-benefit analysis. 

General Debt Policies 
· The City will maintain communication with bond rating agencies to keep them abreast of its financial condition and will provide them with information on a timely basis including the City’s Comprehensive Annual Financial Report, Annual Adopted Budget and Capital Improvement Program. 

· The City shall comply with all of its undertakings in accordance with Securities and Exchange Commission Rule 15c2-12 and will follow the Government Finance Officers’ Association and Securities and Exchange Commission requirements for continuing disclosure. 

· The City may use the Virginia Public School Authority (VPSA) or State Literary Fund loans to finance school capital projects. City bonds sold to the VPSA and Literary Fund loans constitute general obligation debt of the City. City Council shall approve any application to the VPSA or the Department of Education for a Literary Fund loan. City Council shall approve the issuance of the bonds as required by the Public Finance Act. The School Board shall recommend such financings before a proposed financing is brought to City Council for approval. 

Policy III - Budget 
Principles 
· Public participation in the budgetary process will be encouraged. 

· The City will avoid dedicating revenue to a specific project or program because of the constraint this may place on flexibility in resource allocation except in instances where programs are expected to be self-sufficient or where revenue is dedicated to a program for statutory or policy reasons. 

· The budget process will be coordinated in a way that major policy issues are identified for City Council several months prior to consideration of budget approval. This will allow adequate time for appropriate decisions and analysis of financial impacts. 
Policies 
· City Council shall adopt a balanced budget in accordance with all legal requirements. 

· A structured budget preparation and formulation process shall be used for all departments and agencies receiving funding from the City. 

· Departmental budgets shall be managed within the total appropriated budget for each fiscal year. 

· All operating budget appropriations shall lapse at the end of the fiscal year to the extent that they are not expended or encumbered. 

· The budget shall be adopted by the favorable vote of a majority of members of City Council. 

· The Vision and priorities established by City Council as well as the Comprehensive Plan will serve as the framework for the budget proposed by the City Manager. 

· The fiscal year for the City is July 1 through June 30 as defined by the City Code, Section 18-1. 

· One-time revenues shall be used for one-time expenditures only. 

· A General Fund Reserve for Contingencies of $1.2 million shall be used as a source of funding for unanticipated expenditures during the budget year. The Reserve for Contingencies is limited to one-time expenditures and shall not be considered a source for recurring financing. 
Process 
· The City Manager shall annually prepare a Proposed Budget for City Council review. The Proposed Budget shall serve as a financial plan for the upcoming fiscal year and shall contain the following information: 

1. A budget message that outlines the proposed revenue and expenditures for the upcoming fiscal year together with an explanation of any major changes from the previous fiscal year. The budget message should also include any proposals for major changes in financial policy. 

2. Charts indicating the major revenues and expenditures in each major fund (General, Water, Sewer, Stormwater, Airport) as well as changes in fund balance for all funds. 

3. Summaries of proposed expenditures by function, department and activity for all funds proposed to be expended in a fiscal year. 

4. A schedule of estimated requirements for the principal and interest of each bond issue. 

5. A three-year history of revenues and expenditures to include the prior year actual, current year adopted, revised and proposed budgets for each major fund. 

6. The proposed budget appropriation resolution, including the tax levy. 

· The City Council shall hold a public hearing on the budget submitted by the City Manager and all interested citizens shall be given an opportunity to be heard on issues related to the proposed budget, including the Capital Improvement Program. 

· Following the public hearing on the Proposed Budget, City Council may make adjustments. In instances where City Council increases the total proposed expenditures, it shall also identify a source of funding at least equal to the proposed expenditures. 
Capital Improvement Program 
· A five-year Capital Improvement Program (CIP) that serves as the basis for annual capital appropriations and debt financing requirements shall be prepared and updated annually. 

· The CIP shall include descriptions, timeline, cost estimates, and a schedule of expected expenditures for each project. 

· Debt service requirements and funding needs for schools and City government shall be determined based on the Adopted CIP. 

· Long-term borrowing shall be confined to major capital improvements and equipment purchases. 

· Short-term borrowing shall be limited to bond anticipation notes and equipment leasing, where feasible, with a life of less than 8 years. 

· Capital project appropriations shall lapse upon project completion, allowing for an adequate warranty period. Lapsed appropriations shall remain in the Capital Fund for reallocation to other projects. 

· Incremental operating costs associated with capital projects shall be funded in the operating budget after being identified and approved in the Capital Improvement Program. 

· Pay-as-you-go funding, including State Highway Maintenance Funds, State Revenue Sharing Funds, State and federal grants, and other cash sources, shall not be less than 10%, with a goal of 15%, of the City’s 5-Year CIP. 
Quarterly Financial Reporting 
The City Manager will present to the City Council’s Finance Committee (with copies to the remainder of Council) quarterly financial reports identifying meaningful trends in revenues and expenditures for the General, Water, Sewer, Stormwater, Airport, Children’s Services Act, Juvenile Detention, and Greater Lynchburg Transit Company Funds. 
Third Quarter Review 
In March, Budget staff will evaluate all expenditures and revenues as compared to budget and make recommendations to City Council regarding possible budget adjustments. Section 15.2-2507 of the Code of Virginia requires that a public hearing be held prior to City Council action when a proposed amendment of the budget exceeds one percent of the total expenditures shown in the currently adopted budget. 

 First Quarter Review 
In September, Budget staff will evaluate requests for the carry forward of funds remaining from prior year appropriations and other possible budget adjustments. Section 15.2-2507 of the Code of Virginia requires that a public hearing be held prior to City Council action when a proposed budget amendment exceeds one percent of the total expenditures shown in the currently adopted budget. 

Policy IV - Investment 

I. Policy Statement 

It is the policy of The City of Lynchburg, Virginia (“the City”) that the investment and administration of its funds be made in accordance with the Code of Virginia Investment of Public Funds Act, the applicable provisions of any outstanding bond indebtedness, and this policy. The City shall be in complete compliance with all applicable federal, state and local laws, and other regulations and statutes governing the investment of public funds. Within those parameters, the goal of this policy is to achieve the highest rate of return that is reasonable. The City will establish an Investment Committee consisting of the City Manager, Deputy City Manager, and Director of Financial Services. This Committee will provide broad policy oversight over investments. This policy will be reviewed on an annual basis. Any changes must be approved by the Investment Committee and be reaffirmed by City Council. See Appendix 1 for a Glossary of Investment Terms. 

II. Scope 

This policy applies to the investment of all the financial assets and funds held by the City. Specific requirements or limitations imposed upon the investment of Bond Proceeds, Debt Service Funds and Debt Service Reserve Funds are located in Section X of this Policy. These Funds are accounted for in the City of Lynchburg’s Comprehensive Annual Financial Report and include the General, Special Revenue, Capital Projects, and Proprietary Funds. 

III. Objectives 

Funds shall be invested in only those investments permitted by Federal, State and local law as it relates to public funds, as well as any contractual agreements entered into by the City. All of the City’s funds, regardless of term, shall be invested with the following objectives listed in the order of priority: 

1. Safety - Investments shall be undertaken in a manner that seeks to ensure the preservation of capital in the portfolio. Specifically, the City will: 

a. seek to avoid realizing any loss through the sale or disposal of an investment; and 

b. seek to mitigate the risk of unrealized losses due to a decline in value of investments held in the 

portfolio. 

2. Liquidity - The investment portfolio shall remain sufficiently liquid to meet all cash requirements that 

may be reasonably anticipated. This shall be accomplished by structuring the portfolio in the following 

manner: 

a. The City will purchase investments scheduled to mature in accordance with its anticipated cash 

needs, in order to minimize the need to sell investments prior to maturity; 

b. A portion of City Funds will be maintained in cash equivalents, including money market funds, 

investment pools and overnight securities, which may be easily liquidated without a loss of 

principal should an unexpected need for cash arise; and 

c. The portfolio will consist largely of investments with active secondary markets. 

3. Yield - The City’s investment portfolio shall be designed with the objective of maximizing a fair rate of 

return consistent with the investment risk constraints and cash flow characteristics of the portfolio. 

The Investment Committee shall establish suitable benchmarks for the measurement of the portfolio’s 

return. 

IV. Delegation of Authority 

Under the guidance of the Investment Committee, the City’s Director of Financial Services is the official charged with collecting, safeguarding and disbursing City funds. In this capacity, and with consensus from the Investment Committee, the Director of Financial Services is responsible for establishing staff roles and responsibilities, considering the quality and capability of staff, selecting investment advisors and consultants involved in investment management, and developing and maintaining appropriate administrative procedures for the operation of the investment program. Examples of key staff roles and responsibilities include, but are not limited to, solicitation of investment offerings, placement of purchase and sell orders, confirmation of trades, and preparation of reports and other activities as required for the daily operations of the investment area. The Director of Financial Services is also charged with developing written standard Investment procedures and an asset allocation plan consistent with this policy. Such procedures shall be reviewed and approved by the Investment Committee. Subject to the approval of the Investment Committee and City Council, the Director of Financial Services may employ financial consultants on a contractual basis to assist in the development and implementation of investment procedures and policies, to monitor the effectiveness and continued compliance with such policies and procedures, and to provide guidance in investment matters. 

V. Standards of Care 

The standard of prudence to be used by investment personnel shall be the “prudent person” standard and shall be applied in the context of managing an overall portfolio. The “prudent person” standard states: 

“Investments shall be made with judgment and care – under circumstances then prevailing – which persons of prudence, discretion and intelligence exercise in the management of their own affairs, not for speculation, but for investment, considering the probable safety of their capital as well as the probable income to be derived.” 

The Director of Financial Services, and those delegated investment authority under this Policy, when acting in accordance with written procedures and this Investment Policy and exercising due diligence, shall be relieved of personal responsibility for an individual security’s credit risk or market price changes, provided deviations from expectations are reported in a timely manner and appropriate action is taken to control adverse developments. 

VI. Ethics and Conflicts of Interest 

Officers and employees of the City involved in the investment process shall refrain from personal business activities that could conflict with the proper execution and management of the investment program, or that could impair their ability to make impartial decisions. Employees and investment officials shall disclose to the Office of the Clerk of Council any material interests in financial institutions with which they conduct business and any personal investment positions that could be related to the performance of the investment portfolio. Employees and officers shall refrain from undertaking personal investment transactions with the same individual with whom business is conducted on behalf of the City. Officers and employees are required to abide by the provisions of the Virginia Conflict of interests Act. The Act prohibits City officers and employees from seeking or accepting money or any other thing of value for the performance of their duties, using confidential information for their own benefit and having a personal interest in a company with which the City is doing business. “Officer” means any person appointed or elected to the City’s government whether or not he/she receives compensation or other emolument of office. “Employee” means all persons employed by the City. 

VII. Collateral and Safekeeping Arrangements 

The City’s investments shall be held in safekeeping by a third party and evidenced by safekeeping receipts. As required by Virginia Code, all security holdings with maturities over 30 days may not be held in safekeeping with the “counterparty” to the investment transaction. The Code refers to counterparty as the issuer or seller of the security and any repurchase agreement provider. All securities purchased or sold will be transferred when possible only under “delivery vs. payment method” to ensure that funds or securities are not released until all criteria relating to the specific transaction are met. 

 VIII. Competitive Selection of Investment Instruments 

It is desirable to select investments on a competitive basis when possible to ensure that the City receives the best price available on a particular investment and avoids paying excessive fees, mark-ups or other compensation to the provider. A list will be maintained of approved financial institutions and security broker/dealers selected by creditworthiness (e.g., a minimum capital requirement of $10,000,000 and at least five years of operations). These may include “primary” dealers or regional dealers that qualify under Securities and Exchange Commission (SEC) Rule 15C3-1 (uniform net capital rule). 

All financial institutions and broker/dealers who desire to become qualified for investment transactions will supply the following as appropriate: 

· Audited financial statements 

· Proof of National Association of Securities Dealers (NASD) certification 

· Proof of state registration 

· Certification of having read and understood and agreeing to comply with the City of Lynchburg Investment Policy 

Under the guidance and oversight of the Investment Committee, the Director of Financial Services shall adhere to the following procedures, with assistance from the City’s Investment Advisor where appropriate, when funds become available for investment to the extent practical: 

1. The Director of Financial Services shall determine the class of investment and maturity range most 

appropriate for investment of the funds available, based upon the anticipated expenditure schedule of the City, the desired asset allocation of the City’s portfolio and the City’s Investment Plan. 

2. Offers will be solicited for the selected investment from the list of pre-approved providers as noted above. 

3. The Director of Financial Services will accept the offer (or bid, if the City is selling an investment) which provides the highest rate of return or which is otherwise deemed most suitable while complying with this Policy and any other criteria specified in the solicitation of offers. 

The City shall retain a record of the offers received, the instruments chosen, and the rationale for making the decision. 

From time to time, certain investment dealers may present the City with offers that are attractive for investment. Although the City should endeavor to verify (and document) that the price is “fair,” it may occasionally purchase such a security without a competitive process if the investment is for $500,000 or less. Additionally, a competitive process shall not be required for the investment of funds in money market funds, investment pools and overnight securities. However, it shall be the responsibility of the Director of Financial Services to be aware of the yields being offered by various highly liquid investments, and to invest the City’s overnight funds in the vehicle(s) which provide a competitive return to the City while complying with this policy and any other criteria established by the Investment Committee or City Council. 

IX. Suitable and Authorized Investments – Without Exception, Only the Following Investments Are Suitable and Authorized 

1. Treasury Securities 

Bonds, Notes and Bills issued by the United States Treasury or certificates representing ownership of treasury bond principal or coupons. 

2. Agency Securities (FHLB, FNMA, FFCB, FHLMC, GNMA) 

Obligations issued and guaranteed as to principal and interest by the Federal Home Loan Bank, the Federal National Mortgage Association, the Federal Farm Credit Bank, Federal Home Loan Mortgage Corporation, or the Government National Mortgage Association, maturing within five years of the date of purchase. 

3. Prime Commercial Paper 

Commercial Paper maturing within 270 days of the day of purchase rated P-1 or higher by Moody’s and A-l or higher by Standard & Poor’s, provided that the issuing domestic corporation has a net worth of $50 million and its long-term debt is rated A or better by Moody’s and Standard & Poor’s. 

4. Certificates of Deposit 

Certificates of Deposit maturing within one year and issued by domestic banks rated P-l by Moody’s and A-l by Standard & Poor’s. 

5. Banker’s Acceptances 

Banker’s Acceptances maturing within 180 days rated P-l or higher by Moody’s and A-l or higher by Standard & Poor’s, provided the issuer is a major domestic bank or the domestic office of an international bank rated AA category or higher by Moody’s and Standard & Poor’s.

6. Commonwealth of Virginia and Virginia Local Government Obligations 

General Obligations, Insured Obligations or Revenue Bonds secured by Debt Service Reserve Funds not subject to annual appropriation rated AA category or higher by Moody’s or Standard & Poor’s. 

7. Repurchase Agreements 

Repurchase Agreements collateralized by securities approved for investment herein, provided that the 

counter party is rate A or better by Moody’s and Standard & Poor’s and the collateral is held by an independent third party. All Repurchase Agreements are purchased with a Master Repurchase Agreement in place with a third-party custodian. 

8. Open-End Investment Funds 

Open-end Investment Funds registered under the Securities Act of the Commonwealth or the Federal 

Investment Company Act of 1940, provided that they invest only in securities approved for investment herein. 

9. Virginia Local Government Investment Pool 

10. Virginia State Non-Arbitrage Program or Other Authorized Arbitrage Investment Management Programs 

X. Suitable and Authorized Investments – Restricted Funds 

Funds defined as sinking funds under the Virginia Code may be invested in items listed in Section IX.1 and IX.6 above, repurchase agreements collateralized by those investments, and in the Virginia State Non-Arbitrage Program or other authorized Arbitrage Investment Management programs. 

XI. Internal Controls 

Under the guidance of the Investment Committee, the Director of Financial Services will establish and maintain an internal control structure designed to ensure that the assets of the City are protected from loss, theft or misuse. The internal control structure will be designed to provide reasonable assurance that these objectives are met. The concept of reasonable assurance recognizes that (1) the cost of a control should not exceed the benefits likely to be derived and (2) the valuation of costs and benefits requires estimates and judgments by management. The Internal Audit Department shall add this Policy and related Procedures to their Audit Universe for audit consideration. The internal control structure will address the following points: 

• Control of collusion 

• Separation of transaction authority from accounting and record keeping 

• Custodial safekeeping 

• Avoidance of physical delivery of securities 

• Clear delegation of authority to subordinate staff members 

• Written confirmation of transactions for investments and wire transfers 

• Development of a wire transfer agreement with the lead bank and third-party custodian 

XII. Reporting 

Under the guidance of the Investment Committee, the Director of Financial Services will ensure that a Management Report will be prepared on a quarterly basis. The information from this Report may be derived from the Investment Advisor and/or the Safekeeping Agent, or both, where appropriate. This Report will include information that provides an analysis of the status of the current investment portfolio and whether investment activities during the reporting period have conformed to the investment policy herein. The Report will be presented to City Council for information and comment. To the extent practical, the report detail may include such items as the following: 

• Listing of securities held at the end of the reporting period

• Realized and unrealized gains or losses resulting from appreciation or depreciation 

• Average weighted yield to maturity of portfolio on investments compared to benchmarks 

• Listing of investment by maturity type 

• Percentage of the total portfolio which each type of investment represents 

XIII. Diversification 

The City will endeavor to diversify its investment portfolio to avoid incurring unreasonable risks regarding (i) security type, (ii) individual financial institution or issuing entity, and (iii) maturity. Target asset allocation strategies shall be developed by the Investment Committee to provide guidance as to appropriate levels of diversification. With the exception of U. S. Treasury securities and authorized pools, no more than 50% of the City’s total investment will be the obligations of a single financial institution. 

XIV. Maximum Maturities 

To the extent possible, the City will attempt to match its investments with anticipated cash flow requirements. Unless matched to a specific cash flow, the City will not directly invest in securities maturing more than one year from the date of purchase.
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