BUDGET SYSTEM

The Village of Royal Palm Beach uses the Budgeting by Activity (Division) and Objective
process in the formulation of its budget. Departmental Budgets include an Organizational
Chart and Recap page. Each department is divided into major activities or programs, which
are performed by that department. Individual activity budgets include an
Objective/Performance page and a Budgetary Account Summary. The Objective/Performance
page presents a brief review of the activity description, activity service objectives and
quantitative performance/workload indicators, number of personnel and major budget level
changes. The Budgetary Account Summary provides expenditure detail and a comparison of
current and previous years expenditures on a line item basis. The Budgetary Process is very
valuable in communicating with the Council and citizens of the Village.

BUDGET PROCESS

The Village of Royal Palm Beach’s Budget process began in April 2003 with a Staff meeting
between the Village Manager and Department Heads to review budget philosophy and
develop overall goals and objectives. The budget preparation process extends for a period of
approximately six months of the fiscal year. During this period, meetings are held with
Department Heads, the Village Council and the public to insure representative input. The
Budget Calendar on the next page details the actions taken during the Budget Process.

BUDGETARY CONTROL

The Village adopts its budget by budgetary center for the General Fund and the Utilities Fund.
In the General Fund, Utilities Fund and all Capital Funds, estimated purchase amounts are
encumbered prior to the release of purchase orders to vendors. When such encumbrances
indicate an overrun of the activity or project budget, purchase orders are held until
appropriations are available. Expenditures may not legally exceed appropriations at the
budgetary department level for the General Fund and Utilities Fund and at the project level for
all Capital Projects.

Unexpended appropriations lapse at year’s end, except for those approved by the Village
Council to be carried forward. Encumbrances represent commitments related to
unperformed contracts for goods or services. Encumbrance accounting, under which
purchase orders, contracts and other commitments for the expenditure of monies are
recorded in order to reserve the position of the applicable appropriation, is employed as an
extension of formal budgetary procedures. All operating encumbrances outstanding in the
General Fund and Utilities Fund will lapse at year’s end. Outstanding encumbrances in the
Capital Projects Funds (related to active/ongoing projects) are reported as reservations of
fund balance and do not constitute expenditures or liabilities, because the commitments will
be honored during the subsequent year. During the fiscal year, all budget and supplemental
amendments are made in a legally permissible manner.

BUDGET AMENDMENT

Expenditure control within an Operating Fund of the Budget is at the Department level and in
a Capital Fund at the Project level. Hence, a Budget Amendment is required if either of those
levels are to be exceeded. Additionally, a Budget Amendment is required if the total
appropriation of a Fund is to be exceeded.
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When a Department determines that either of the above is going to occur they are required to
advise the Finance Department in a detailed writing as to why the amendment will be
necessary. The Finance Department will determine the applicable sources and uses of funds
and prepare a Budget Amendment document delineating the appropriation and/or transfer of
monies and present it at a subsequent Council meeting where it must be approved by the
Village Council.

BASIS OF ACCOUNTING

Basis of Accounting refers to the time period when revenues and expenditures are
recognized in the account and reported on the financial statements. Basis of Accounting
relates to the timing of the measurements made, regardless of the measurement focus
applied.

The General Fund budget is prepared on a modified accrual basis, whereby revenues are
budgeted when they are received and expenditures are recognized when the transaction is
measurable. All appropriations lapse at year-end. No encumbrances are carried forward to
the next fiscal year with the exception of Capital Inprovement Program encumbrances.

The Utilities Fund, an enterprise fund, on the other hand, is budgeted on a full accrual basis.
Not only are expenditures recognized when a commitment is made but revenues are
recognized when they are obligated to the Village. No encumbrances are carried forward to
the next fiscal year with the exception of Capital Inprovement Program encumbrances.
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