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A number of procedural issues also arise once these questions are answered.  The Division has sought guidance from the Attorney General and authority accounting experts to clarify these issues and to assist in providing guidance to resolve procedural questions that arise from the answers.

Obligation to Provide Funds

Regarding the question of the “obligation” to provide funds, the Division of Law has advised the Division that the law must be interpreted as follows:

1. While a municipality may ask for funds, the decision to appropriate funds rests solely with the authority.

2. The “5% of the annual costs of operation of the authority” is read as a maximum amount the authority is authorized to appropriate to the municipality or county.  This leads to the conclusion that any other funds appropriated to a municipality or county must have some other legal basis to authorize the appropriation; such as an authority mission-based service agreement or an interlocal service agreement for ancillary services.

Definitions

The following terms and definitions are used to apply the provisions of Chapter 87 to covered authority budgets:

Net assets: has the same meaning as the traditional terms, “fund balance,” and “retained earnings,” the amount of authority financial assets remaining at the end of a fiscal year.  The amount is subject to legal restrictions and policy-based designations by the Board of Commissioners. 

Unrestricted net assets: is the amount of net assets remaining after portions of net assets are “designated” or “restricted” (as in “undesignated fund balance” and “unrestricted retained earnings,”).  Unrestricted Net Assets are the source of funds for appropriation to a municipality or county under Chapter 87.  The amount available for appropriation is five percent of either the annual operating cost of the authority, or of Unrestricted Net Assets, whichever is less.  The calculation of Unrestricted Net Assets will be shown on a revised Authority Budget SS-9 form.

Operating cost: The calculation of five percent of the annual costs of operation of the authority, or “operating cost” is Line B-2 of the Authority Budget, “Total Operating Appropriations,” without any adjustment.  Operating cost includes “Total principal payment on debt service in lieu of depreciation” (Line D-1) as it represents depreciation (an operating cost), which is not specifically budgeted as an operating appropriation.

Restricted Funds: These are funds that are required by an authority’s bond covenants or otherwise required by law.  These funds are normally required to be maintained as debt service reserves, maintenance reserves, operating requirements, or for other purposes as may otherwise be required for a given debt issue.

Designated Funds: An authority Board of Commissioners may formally “designate” net assets to establish reserves to meet policy adopted by the Board.  Typically, such funds are designated for non-operating improvements or repairs or rate stabilization purposes.

Designation Of Funds

Effective with this Notice, to ensure due consideration, the following requirements shall apply to the designation of funds for these purposes:

1. Amounts designated for “Non-operating improvements or repairs” shall be reflected as a funding source in the authority’s Current Year or Five Year Capital Program adopted as part of the annual budget.  Funds designated in this manner shall be reflected accordingly on authority financial documents.

2. Amounts may be designated for rate stabilization (or other similar term) purposes.  For this purpose, “rate stabilization” means an authority plan to buffer any significant changes in revenue or expenses, minimize rate increases, or provide a predictable or planned rate schedule.  Amounts designated for rate stabilization must be consistent with a formal “Rate Stabilization Policy” adopted by the authority Board of Commissioners.    

A Rate Stabilization Policy shall contain at a minimum, a time frame for accumulation of funds, and a target or goal to reach that limits or caps the designation at a fixed amount or percentage, i.e., to maintain a fixed percentage of operating costs or revenue, or a fixed amount.  

The Rate Stabilization Policy, its current status, and any changes being proposed or made since the last budget shall be included in the Budget Message section of the authority’s annual budget.

3. The Director reserves the right to deny restriction of funds if the Director concludes that a plan is inadequate, is unimplemented, or is constantly revised to thwart the intent of law.  As with any determination of the Director, these decisions may be appealed to the Local Finance Board.

Procedural Issues

The following procedures affect the appropriation of Unrestricted Net Assets:

1. Each authority budget stands by itself for the calculation of Unrestricted Net Assets.  This means that authorities that file multiple budgets shall calculate their Unrestricted Net Assets and Total Operating Appropriations on the basis of the individual operating budget.  The process for allocating funds to a municipality or county applies to each budget.

2. Once a municipality or county that anticipates authority funds that are budgeted for this purpose, adopts its budget the appropriation shall not be decreased by the authority and shall be paid pursuant to this Notice.

3. When an authority proposes to transfer for operating purposes, designate, or restrict Unrestricted Net Assets during the fiscal year, it shall file a revised SS-9 form with the Division, along with a Board resolution authorizing the action and the appropriate documents supporting the transfer.  Such a resolution and filing is not necessary when changes are made to restrictions upon adoption of the annual audit.  

4. When the Board elects to provide an appropriation to the municipality or county, it shall be reflected in the annual budget as a listed Non-Operating Appropriation.  Page 6 of the Budget will be revised to reflect this item.

5. Payments to the municipality shall be made no later than 30 days prior to the close of the municipality or county fiscal year, or anytime sooner as made by mutual agreement.

6. Municipalities shall anticipate an authority appropriation in its annual budget only as a Special Item of Revenue.

7. The SS-9 form is restructured to calculate projected unrestricted net assets as of the time the annual budget is prepared.  It now reflects the use of estimated results of operation and estimated changes in restrictions and designations. 

An advantage of using estimates permits a more up-to-date calculation of unrestricted net assets.  In many cases the projection will coincide with the preparation of most municipal and county budgets.  If an authority chooses to amend its budget to appropriate funds to a municipality or county, a revised SS-9 must be filed with the Division, along with the budget amendment for approval.

The Revised SS-9 and instructions for its completion are included with this notice.  A downloadable Excel spreadsheet is posted on the Division’s Authority Regulation web site.  

An authority receiving a request from a municipality for an appropriation is obligated to complete the Revised SS-9 in order to determine the amount available for appropriation to the municipality.  Once the amount has been determined and a request has been made, the Authority can then choose to fulfill or deny the request.  Like any budget document, a Revised SS-9 would be a document subject to public disclosure.

Questions concerning the application of this notice can be e-mailed to the Division at dlgs@dca.state.nj.us 

Approved: Susan Jacobucci, Acting Director

Table of Web Links
	Page
	Shortcut text
	Internet Address

	4
	website
	http://www.state.nj.us/dca/lgs/authreg/authmenu.shtml


UNRESRICTED NET ASSETS/ACCUMULATED DEFICIT ANALYSIS
(Budget Page 6 - Supplemental Schedule Page SS-9)
Use these instructions to complete a new Supplemental Schedule Page SS-9 to determine the amount of Unrestricted Net Assets available to be used for: 1) appropriation to a municipality or county; or as, 2) Accumulated Deficit to be raised in the proposed Authority Budget.  Refer to Local Finance Notice 2004-3 in completing the Schedule. 
· Obtain the Unrestricted Net Assets/Accumulated Deficit amount from the prior year’s audit report and enter on line (1).

· Calculate the estimated net income or (loss) and enter the amount on Line 1(a).
· Report debit or credit adjustments, and/or other items affecting unrestricted net assets or accumulated deficit that cannot otherwise be reported in items listed on this schedule.  Enter the amount of adjustments/other items on Line (b) and list and document any adjustments or other items on an attachment to Page SS-9.
· Add amounts on Lines (a) and (b) and enter the sum on Line 2, Subtotal – Adjustments.

· Calculate the changes in Restricted Net Assets amounts in the current year and report these amounts on the appropriate Lines (c), (d), (e) and (f).  Enter the subtotal of (c) through (f) on Line (3), Sub - Total – Restrictions.  Document the calculations of the restrictions on an attachment to the SS-9.

· Report on Lines (g) through (j) the amounts of Designated, Unrestricted Net Assets included in the Unrestricted Net Assets amount reported in the prior year’s audit report, plus or minus changes to designations in the current year.  Enter the sum of Lines (g) through (j) on Line (4), Subtotal – Designations.  Document all designations and adjustments the designations on an attachment to the SS-9.  

· Add Lines (2), (3) and (4) to obtain Estimated Changes to Net Assets and enter the sum on Line (5).

· Subtract Line (5) from Line (1) to obtain the amount of net assets available for use in the proposed budget and enter on Line (6).  

· If the amount on Line 6 is a deficit, STOP HERE; this amount must be raised in the proposed budget as an Accumulated Deficit on Page 6, Line B-4.  
· If the amount on Line 6 is positive, then this amount represents net assets currently available to be used in the proposed budget, for any lawful purpose.  Continue on to the next item, but note that the amount(s) on Line (7) and Line (8) or Lines (7) and (8) combined, cannot exceed the amount reported on Line (6).
· Enter on Line (7) the amount of net assets to be used to balance the budget.  This amount must be the same as shown on Page 6, Line R-3 of the authority’s proposed budget.
· Enter on Line (8) the amount of net assets to be used for the current year Capital Budget.  This amount must be the same as shown on Page CB-3, total of Unrestricted Net Assets column.
· Add the amounts on Lines (7) and (8) and enter the sum on Line (9).

· Calculate maximum amount allowable for appropriation to the municipality or county by multiplying Line B-2 in the authority’s budget by 5%.  Enter amount on Line (10).

· Report on Line (11) the amount appropriated to the municipality/county as shown on Page 6 of the authority’s budget.
· Subtract Lines (9) and (11) from Line (6) and enter amount on Line (12).  Line (12) cannot be a negative amount.
· Sign and date Page SS-9.
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Appropriation of Authority Assets to a 


Municipality or County:  Application of P.L. 2004, c. 87





For the last several months a group of local authority officials and Division staff have been reviewing P.L. 2004, c. 87, a law that establishes formal procedures for local authorities to transfer funds to their creating government agency.  This Notice reviews how the law works, the agencies affected by it, definitions of terms, new forms, and procedural guidance.  This Notice serves as an order of the Director to local authorities until it is superseded by formal regulations next year.


The Law and its Meaning


The law covers all agencies subject to the Local Authorities Fiscal Control Act (N.J.S.A. 40A: 5A-1 et seq.), but with certain exceptions.  The exceptions are:


Regional authorities


Housing Authorities


Fire Districts


Effectively, this leaves authorities that were created by a single municipality or county government covered by the law.





The law requires the following (N.J.S.A. 40A: 5A-12.1):


“To the extent there is available an undesignated fund balance or unreserved retained earnings held by…(a covered authority as described above)…an amount in that undesignated fund balance or unreserved retained earnings, not to exceed 5% of the annual costs of operation of the authority may be appropriated for use in the local budget of the municipal or county that created the authority unless otherwise restricted by bond covenants.”





In reviewing the law, it becomes evident that there are several critical issues that require interpretation, as the law leaves several questions unresolved.  They are:


Is the authority required to provide funds to the creating jurisdiction based on the formula?


What is the meaning of “5% of the annual costs of operation of the authority?”


Since the terms used in the law “undesignated fund balance” and “unreserved retained earnings” are not used in today’s GAAP accounting system, how are these terms to be defined and applied?
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Director's Office


V.  609.292.6613


F.  609.292.9073


Local Government Research


V.  609.292.6110


F.  609.292.9073


Financial Regulation�and Assistance


V.  609.292.4806


F.  609.984.7388


Local Finance Board


V.  609.292.0479


F.  609.633.6243


Local Management Services


V.  609.292.7842


F.  609.633.6243


Authority Regulation


V.  609.984.0132


F.  609.984.7388


Mail and Delivery


101 South Broad St.


PO Box 803


Trenton, New Jersey


08625-0803


Web: � HYPERLINK "http://www.nj.gov/dca/lgs" ��www.nj.gov/dca/lgs�


E-mail: � HYPERLINK "mailto:dlgs@dca.state.nj.us" ��dlgs@dca.state.nj.us�
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Municipal and County Chief Financial Officers


Local Authorities


Fire Districts














