TowN OF HILLSBOROUG,

Understanding How Hillsborough Funds Operations

Because Hillsborough runs its operations through two separate types of funds, revenue from water and sewer
bills pays only the costs of providing reliable water and sewer service.

Background

The Town of Hillsborough’s fiscal year runs from July 1
of one year to June 30 of the next year. A fiscal year is
the 12-month period that an organization uses for
budgeting, forecasting and reporting. Fiscal years are
identified according to the year in which they end.
Currently, the town is operating under its Fiscal Year
2021 budget, which is also referred to as Fiscal Year
2020-21. This fiscal year started July 1, 2020, and will
end June 30, 2021.

By law, governments must pass a balanced budget
each year in which planned expenses do not fall below
expected revenue. This helps avoid potential deficits.
To further identify and prevent possible deficits:

Services such as the residential collection of leaves and police
protection are funded through the town’s general fund,
primarily revenue from property and other taxes. Water and
sewer charges and fees fund the water and sewer enterprise

* The town separates its operations into two fund, which pays for providing water and sewer service.

types of funds and budgets for each of these
funds.

e The town plans for two additional fiscal years when creating its annual budget. This also allows the
town to spread needed rate increases into smaller amounts over a number of years.

General Fund

The general fund is the chief operating fund for a government. The revenue for this fund comes primarily from
property and other taxes. The General Fund pays for services such as police protection, residential garbage
collection, and the building and maintenance of recreation facilities like the Riverwalk greenway.

For Fiscal Year 2020-21, about $10.5 million is budgeted for General Fund operations. Of that, an estimated
$6.8 million is expected to come from property taxes of landowners within the town limits.

Enterprise funds

Enterprise funds are government-owned funds that provide goods and services to the public. The revenue for
these funds comes from fees and charges.

The town has two enterprise funds, and each fund pays for the costs of its individual operations:

Water and Sewer Fund —

The revenue for this fund comes primarily from water and sewer charges. The Water and Sewer Fund pays for
providing water and sewer service, which includes the operation, maintenance and improvements of the
utility system.
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For Fiscal Year 2020-21, about $11.1 million is budgeted for Water and Sewer Fund operations. Of that, an
estimated $9.4 million is expected to come from water and sewer fees and charges.

Stormwater Fund —

The revenue for this fund comes primarily from stormwater charges. The Stormwater Fund pays for
stormwater services, including maintaining stormwater drainage infrastructure and preventing pollutants and
debris from reaching waterways.

For Fiscal Year 2020-21, about $658,298 is budgeted for Stormwater Fund operations. Of that, an estimated
$617,500 is expected to come from stormwater charges and fees.

Effect on rates

Because the town uses separate funds to pay for its operations, it does not use the water and sewer payments
it receives from customers for purposes other than providing a dependable utility service. Hillsborough’s
water and sewer rates are set to cover the costs of operating, maintaining and improving the water and sewer
system and of providing clean and reliable water.

At times, rates must be raised to ensure the town’s expenditures on water and sewer service do not exceed its
revenue. Because of the COVID-19 pandemic, no increases were made to the water and sewer rates for the
current fiscal year. Maintaining the current rates requires reducing expenditures significantly. The town is
achieving this by using several short-term strategies for Fiscal Year 2021, including delaying most capital
improvements, imposing a hiring freeze for vacant positions, and limiting expenditures to those that are
mission critical. It is also supplementing the budget with reserve funds.

The long-term care of the utilities system likely will require rate increases in the next and subsequent fiscal
years to fund projects that were delayed and to strengthen the Water and Sewer Fund’s financial position.
Best management practices call for maintaining prudent operating reserves to offset fluctuations in the
amount of water used and to pay for emergency repairs and capital replacements.



