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Chapter 100 - Administration

Section 34 – Interfund Loan Policy

Interfund loans are loans of monies from one City fund to another City fund for a specific purpose with a requirement for repayment by a specified date.  The practice of interfund loans is a recognized and necessary aspect of municipal finance.  The purpose of this policy is to provide guidelines regarding the establishment, management, and repayment of interfund loans.

Background

Often local governments will loan monies from one fund to another (an interfund loan) that is experiencing a cash shortage.  Interfund loans should in general be short-term in nature and made for one or more of the following reasons:

· For working capital purposes to offset temporary timing differences of six months or less in cash flow, (up to one year if it involves a capital project with prior secured funding).

· To provide for advance spending for a capital project of not more than six months prior to securing project financing

· For other needs as deemed appropriate by City Council

The term of the interfund loan may continue over a period of more than six months (or more than one year if it involves a capital project with prior secured funding), but must be approved by City Council. These loans are considered “temporary” in the sense that no permanent diversion of the lending fund results from the failure to repay by the borrowing fund.  Additionally, interfund loans should not hinder the accomplishment of any function or project for which the lending fund was established.

Interfund loans should not be used to solve ongoing structural budget problems.  Any change to the terms of interfund loans require council approval, including the changing of repayment terms, funding sources or a write-off of part or all of the loan.
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Policy

Interfund loans require approval of City Council, except for any working capital loans of six months or less (up to one year if it involves a capital project with prior secured funding) as defined elsewhere in this policy.  As part of the Council Staff Report, a resolution will be included for approval by Council.  The following items are to be addressed for any proposed interfund loan:

· Purpose of interfund loan

· Identification of the source fund (Normally the Intergovernmental Loan Fund will be used unless otherwise indicated)

· Availability of unrestricted funds in the source fund, including:

· Review of multi-year plans for use of source fund cash
· [bookmark: _GoBack]Analysis of legal or contractual restrictions for use of monies in the fund

· Repayment of interfund loan, including:

· The payment source and funding stream
· An established repayment schedule, including interest imposed at a rate equal to or above the City’s average rate of return on its investment pool for the fiscal year

· Probability of repayment of the loan and alternatives to issuing a loan

Internal controls will be established to monitor and help ensure repayment, including accounting for any scheduled repayment and debt service as part of the adopted budget for the funds involved in the interfund loan, in accordance with the approved debt service schedule for the loan.  Any loan outstanding will be reflected in the financial statements and disclosed in the notes to the City’s Comprehensive Annual Financial Report (CAFR).

Council approval is required for any proposed write-off of existing interfund loans.

Short-term working capital loans 

Short-term working capital interfund loans of six months or less (up to one year if it involves a capital project with prior secured funding), providing cash for Council-approved reimbursable grants and projects, are permitted. These type of loans are also permitted for temporary timing differences in cash flows when expenditures are incurred before revenue is collected. The source funds for working capital interfund loans either the City’s Intergovernmental Loan Fund or Internal Service Funds, in that order, unless otherwise approved by City Council.

For any short-term loan greater than 90 days, interest shall be charged to the fund borrowing the monies at the rate of return of the City’s investment pool for the period of the loan unless other prohibited by grant regulations relating to funds received by the borrowing fund.  All short-term working capital loans must be repaid within six months of issuance.  Any extension of the loan and repayment past six months (up to one year if it involves a capital project with prior secured funding) must be approved by City Council.
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