THE FUND BALANCE

Q: What is the reasoning behind a Fund Balance Policy?

A: The Fund Balance is used to manage cash flow throughout the year. When the fiscal year begins on
July 1°* the Town begins to work with the budget approved at Town Meeting. The purchase of most
capital items is deferred until after taxes are received in October, but many expensive fees/costs cannot
be postponed. One of these large expenditures is road construction and another is the monthly
payment to SAD 35 ($510,943).

Q: What is South Berwick’s Fund Balance Policy?
A: South Berwick’s Fund Balance policy is set to maintain as undesignated an amount equal to 10% of
the Town’s General Fund Budget plus an amount equal to one (1) month(s) operating expenses.

Using the budget as approved at Town Meeting, the general fund budget for Fiscal Year 2012 is:
$12,204,040

10% S 1,220,404
1 mo. expenditures S 1,017,003
Recommended Undesignated Fund Balance S 2,237,407
Estimated Undesignated Fund Balance 6/30/11 S 2,150,530

Q: I still don’t understand why the amount is so high?
A: In the graph below we have outlined the typical cash flow.
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The town begins to receive the majority of tax payments around the 20" of September. By this date the
town has paid bills totaling approximately $2.7 Million Dollars. If the town does not have an adequate
fund balance, the town would be required to borrow money in anticipation of taxes to pay bills.



