Why does the Village of Pinehurst appropriate Fund Balance as a revenue source in its budget?

The Village of Pinehurst’s annual budget is developed in accordance with NC General Statutes and sound
budgetary principles. State law dictates that municipalities not overspend their budgets as adopted. If a
municipality overspends its budget, this can negatively affect its credit rating and increase its cost to
borrow funds.

To minimize the possibility of overspending a budget and violating state law, municipalities typically
over estimate expenditures by a small amount. On average, the Village actually spends 95% of budgeted
expenditures while revenues typically come in at about 101% of budget. This creates a budget to actual

variance of approximately 6% of the total budget. For the Village, with a budget of approximately
$16,000,000, this equates to a budget to actual variance of $960,000.

So what causes the Village to spend only 95% of the appropriated budget? Take salaries and wages for
example. Each year the Village experiences some level of employee turnover. Due to this, we typically
do not spend 100% of our salaries budgets. The case could be made that the Village should only budget
95% of employee salaries. The problem with this is that we do not know in advance which Village
departments will have turnover. If we budget a department’s wages at 95% and they have no turnover
during the year, that department will overspend its budget by 5% and violate state law. This is one
example of why we budget 100% of expenditures and budget a small amount of fund balance as a
revenue source to offset the difference.

Example

Budget Actual % of Budget
Revenues $15,040,000 $15,200,000 101%
Fund Balance Appropriated $960,000 ]
Total Revenues $16,000,000 $15,200,000
Expenditures $16,000,000 $15,200,000 95%
Fund Balance Used 1]

In the example above, although the full budget to actual variance of $960,000 is budgeted as a
revenue source, if historical trends prevail, none of the budgeted fund balance will actually be used.
Historical trends have borne this strategy out. The Village has on average added just over $212,000 to its
fund balance annually over the past five years.

If a municipality budgets fund balance above the calculated budget to actual variance, it is budgeting to

dip into its reserves and use that portion of fund balance. For the current fiscal year, the amount of fund
balance appropriated in the Village’s General Fund budget is 6%, or roughly equal to the estimated
budget to actual variance.
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