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Notes to the Basic Financial Statements

NOTES TO THE BASIC FINANCIAL STATEMENTS
September 30, 2014
(Dollar amounts expressed in thousands)

A. BACKGROUND AND HISTORY OF THE
GOVERNMENTAL UNIT

General Operations

The District of Columbia (the District) was created on
March 30, 1791, from territory ceded by Maryland and
Virginia. Article 1, section 8, clause 17 of the United
States Constitution empowered Congress to establish the
seat of government for the United States. Pursuant to the
cited Constitutional provisions, the District was
established as the nation's capital on December 1, 1800.

On January 2, 1975, Congress granted the District a
Home Rule Charter, which became effective through the
enactment of the District of Columbia Self-Government
and Governmental Reorganization Act, Public Law 93-
198. Pursuant to its charter, the District is a municipal
corporation, which operates under an elected Mayor-
Council form of government. Accordingly, an Act of the
Council, other than a Budget Request Act, becomes law
unless Congress and the President of the United States
disapprove it after it has been adopted. Citizens residing
in the District have the right to vote for the President and
Vice-President of the United States but not for members
of Congress. The District does, however, have an
elected non-voting Delegate to the United States House
of Representatives.

Due to its unique organizational structure (i.e., not part
of a state government), the District provides a broad
range of services to its residents, including those
normally provided by a state. These services include:
public safety and protection, fire and emergency medical
services, human support and welfare services, public
education, and many others.

B. FINANCIAL REPORTING ENTITY
Component Units

A financial reporting entity consists of a primary
government and its component units. Accordingly, for
financial reporting purposes, the primary government is
the District of Columbia, including all of the agencies
that make up its legal entity. The criteria used to
determine whether organizations are to be included as
component units within the District's financial reporting
entity are as follows:

e  The organization is a legally separate entity.

e The District appoints a voting majority of the
organization's board.

e There is a financial benefit/burden relationship
between the District and the organization or the
District is able to impose its will on the
organization.

Organizations meeting the above criteria are included
in the District’s financial reporting entity as
discretely presented component units. Entities which
meet any one of the following in addition to the
above criteria are considered to be blended
component units of the District:

e The organization’s governing body is
substantively the same as the District’s
governing body and (1) there is a financial
benefit or burden relationship between the
District and the organization, or (2) management
of the District has operational responsibility for
the organization.

e The organization provides services entirely, or
almost entirely, to the District, or otherwise
exclusively, or almost exclusively, benefits the
District even though it does not provide services
directly to it.

e The organization’s total debt outstanding,
including leases, is expected to be repaid entirely
or almost entirely with District resources.

Legally separate organizations that do not otherwise
meet the criteria for inclusion as a component unit
may be included in the financial reporting entity if it
is determined that their exclusion would render the
financial statements misleading. This determination
is based on the nature and significance of the
organization’s relationship with the District.

Based on the application of the criteria outlined
above, the District includes five discretely presented
component units in its reporting entity: Health
Benefit Exchange Authority, Housing Finance
Agency, Not-for-Profit Hospital Corporation (d/b/a
United Medical Center), University of the District of
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Columbia, and Washington Convention and Sports
Authority. Each of these organizations is a legally
separate entity with a governing board that is appointed
by the Mayor, with the advice and consent of the

Council.

In addition, with respect to each of these

entities, one or both of the following conditions exists:
(a) there is a financial benefit or burden relationship
between the District and the organization or (b) the
District is able to impose its will on the organization.
Each entity’s relationship with the District is discussed

briefly below:

Health Benefit Exchange Authority - The
District has the ability to impose its will on the
Health Benefit Exchange Authority because the
District is able to approve or modify the entity’s
budgets and may overrule, veto, or modify
certain decisions made by the Authority’s
governing board (i.e., the awarding of contracts
valued at $1 million or more.) In addition, the
Council must approve or disapprove the rules
adopted by the Authority; therefore, the District
has the ability to modify or approve the rates or
fees charged by the Authority.

Housing Finance Agency — The District is able
to impose its will on the Housing Finance
Agency because the Council has the ability to
modify the financing for Housing Finance
Agency projects and, consequently, has the
ability to affect the Agency’s budget. In
addition, the District has the authority to
approve or modify rental rates and may
overrule certain decisions made by the
Agency’s Board (i.e., contracts valued at $1
million or more.)

Not-For-Profit Hospital Corporation — There
is a financial benefit/burden relationship
between the District and the Corporation
because the District has assumed the obligation
to provide financial support to the Corporation
to help sustain the hospital’s operations. In
addition, the District is able to impose its will
on the Corporation because the District has the
ability to modify or approve the Corporation’s
budget.

University of the District of Columbia — A
financial benefit/burden relationship exists
between the University and the District because
the District provides financial support to the
University in the form of subsidy payments. In
addition, the District is able to impose its will
on the University because the District has the
ability to approve and/or modify the

University’s budget.

e  Washington Convention and Sports
Authority — There is a financial
benefit/burden relationship between the
Washington  Convention and  Sports
Authority and the District because the
District is legally obligated or has otherwise
assumed the obligation to provide financial
support to the Washington Convention and
Sports Authority through the transfer of
certain dedicated taxes which are linked
directly to the hospitality sector. In
addition, the District is able to impose its
will on the Washington Convention and
Sports Authority because the District has the
ability to modify or approve the Washington
Convention and Sports Authority’s budget
and the rates or fees charged by that entity.

The financial data for these organizations is presented
in a separate column in the government-wide
financial statements to emphasize that these entities
are legally separate from the District.

The financial statements of each discretely presented
component unit may be obtained from the following
locations:

Health Benefit Exchange Authority
Executive Director

1225 Eye Street, N.W., Suite 400
Washington, D.C. 20005

Housing Finance Agency
Executive Director

815 Florida Avenue, N.W.
Washington, D.C. 20001

Not-For-Profit Hospital Corporation
d/b/a United Medical Center

Chief Executive Officer

1310 Southern Avenue, S.E.
Washington, D.C. 20032

University of the District of Columbia
President

Van Ness Campus

4200 Connecticut Avenue, N.W.
Washington, D.C. 20008

Washington Convention and Sports Authority
General Manager

801 Mount Vernon Place, N.W.

Washington, D.C. 20001
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The District of Columbia Tobacco Settlement Financing
Corporation (the Tobacco Corporation) was created by
the Tobacco Settlement Financing Act of 2000 as a
special purpose, independent instrumentality of the
District government. The Tobacco Corporation, which
is legally separate from the District, was established to
purchase all of the District’s rights, title, and interest in
the Master Settlement Agreement executed by
participating cigarette manufacturers, states and other
jurisdictions. The Tobacco Corporation issued bonds in
FY 2001 to finance the purchase of the District’s
securitized right, title and interest in the tobacco
settlement revenues.

The Tobacco Corporation is a blended component unit
because: (a) the District appoints the Tobacco
Corporation’s Board; (b) the District is legally entitled to
and can otherwise access the Tobacco Corporation’s
resources, thereby establishing a benefit/burden
relationship; (c) the District has the ability to modify or
approve the Tobacco Corporation’s budget, thereby,
giving the District the ability to impose its will on the
Tobacco Corporation and (d) the Tobacco Corporation
 provides services entirely to the District.

Separate audited financial statements for the Tobacco
Corporation are available at the Office of the Chief
Financial Officer, Office of Finance and Treasury, 1101
4™ Street, S.W., Suite 800, Washington, D.C. 20024.

Related Organizations

A related organization is an entity for which the District
is accountable because the District appoints a voting
majority of its governing board; however, the District is
not financially accountable for the organization. The
District reports two entities as related organizations: the
District of Columbia Housing Authority (Housing
Authority) and the District of Columbia Water and
Sewer Authority (WASA) because the Mayor, with the
consent and advice of the Council, appoints a majority of
the voting members of these organizations’ governing
boards. However, the District’s accountability for these
organizations does not extend beyond these
appointments.

Joint Venture

A joint venture is'a legal entity or other organization that
results from a contractual arrangement and that is
owned, operated, or governed by two or more
participants as a separate and specific activity subject to
joint control, in which the participants retain (a) an
ongoing financial interest or (b) an ongoing financial
responsibility.  Joint control means that no single
participant has the ability to unilaterally control the

financial or operating policies of the joint venture.
Generally, the purpose of a joint venture is to pool
resources and share the costs, risks, and rewards of
providing goods or services to the venture
participants directly, or for the benefit of the general
public or specific service recipients.

The District participates with other local jurisdictions
in a joint venture to plan, construct, finance and
operate a public transit system serving the
Metropolitan Washington Area Transit zone, which
includes the District of Columbia; the cities of
Alexandria, Falls Church, Fairfax, Manassas, and
Manassas Park and the counties of Arlington, Fairfax,
Loudoun, and Prince William in Virginia; and the
counties of Montgomery, Anne Arundel, and Prince
George’s in Maryland. The Washington Metropolitan
Area Transit Authority (WMATA) was created in
February 1967 to fulfill the purposes of the joint
venture.

Pursuant to P.L. 111-62, which revised the WMATA
compact agreement, WMATA is governed by an
eight-member board and eight alternates, comprised
of two directors and two alternates for Maryland,
Virginia, the District of Columbia, and the federal
government. - The directors and alternates for
Maryland are appointed by the Washington Suburban
Transit Commission from among its members; for
Virginia, by the Northern Virginia Transportation
Commission from among its members; for the
District of Columbia, by the Council from its
members and mayoral nominees; and for the federal
government, by the Administrator for General
Services.  The District does not have explicit
measurable equity interest in the joint venture;
accordingly, the District does not include the
financial activities of the joint venture in its financial
statements. However, condensed financial statements
are presented as disclosures. Further information
regarding this joint venture is discussed in Note 12 on
page 122.

C. BASIS OF PRESENTATION

Government-wide Financial Statements — The
government-wide  financial  statements  report
information on all of the non-fiduciary activities of
the primary government and its component units.
Because assets of fiduciary funds are held for the
benefit of a third party and cannot be used to address
activities or obligations of the District, these funds
are not incorporated into the government-wide

. financial statements. Governmental activities of the

primary government, which normally are supported
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by taxes and intergovernmental revenues, are reported
separately from business-type activities, which rely to a
significant extent on fees and charges for services. The
government-wide financial statements are comprised of
the following:

e  Statement of Net Position — The Statement of Net
Position reports all assets, deferred outflows of
resources, liabilities, deferred inflows of resources,
and net position of the District’s governmental and
business-type activities and its discretely presented
component units. The District reports all debts and
capital assets, including infrastructure, in the
government-wide Statement of Net Position. The
District reports net position in three distinct
categories: (1) net investment in capital assets; (2)
restricted; and (3) unrestricted.

e  Statement of Activities — The Statement of Activities
demonstrates the degree to which the direct
expenses of a given function or segment is offset by
program revenues. Direct expenses are those that
are clearly identifiable with a specific function or
segment. Program revenues include fines and
forfeitures; charges to customers or applicants who
purchase, use, or directly benefit from goods,
services, or privileges provided by a given function
or segment; and grants and contributions that are
restricted to meeting the operational or capital
requirements of a particular function or segment.
Taxes and other items not properly included among
program revenues are reported as general revenues.
The District also reports depreciation expense (the
cost of “using up” capital assets) in the Statement of
Activities.

Fund Financial Statements - Fund accounting is used to
demonstrate legal compliance and to segregate
transactions related to certain District functions or
activities. Each fund represents a separate accounting
entity and the transactions in each fund are summarized
in a separate set of self-balancing accounts which
include assets, deferred outflow of resources, liabilities,
deferred inflow of resources, fund equity, revenues and
expenses/expenditures.

Separate financial statements are provided for
governmental funds, proprietary funds, and fiduciary
funds, even though fiduciary funds are excluded from
the government-wide financial statements.  Major
individual governmental funds and major individual
proprietary funds are reported in separate columns in the
fund financial statements.

Governmental Funds are used to account for all of the
District's general activities. The acquisition, use and

balance of the District's expendable financial
resources and the related liabilities and deferred
inflow of resources (except those accounted for in the
proprietary funds and the discretely presented
component units) are accounted for in the
governmental funds.

The District reports the following major
governmental funds:

e  General Fund - used to account for all financial
resources not accounted for in other funds.

e  Federal and Private Resources Fund - used to
account for proceeds of intergovernmental grants
and other federal payments, private grants and
private contributions that are legally restricted to
expenditure for specified purposes.

e  Housing Production Trust Fund - used to
account for the financial resources which provide
financial assistance to a variety of affordable
housing programs and opportunities across the
District such as:' (a) fund initiatives to build
affordable housing; (b) provide homeownership
opportunities for low income families; and (c)
preserve existing federally assisted housing. The
Housing Production Trust Fund is administered
by the Department of Housing and Community
Development.

e General Capital Improvements Fund - used to
account for the purchase or construction of
capital assets financed by operating transfers,
capital grants and debt proceeds.

Nonmajor Governmental Funds include four Special
Revenue Funds: (1) Tax Increment Financing (TIF)
Program Fund; (2) Tobacco Settlement Financing
Corporation (TSFC) Fund; (3) PILOT Special
Revenue Fund; and (4) Baseball Special Revenue
Fund. Other Nonmajor Governmental Funds include
the Highway Trust Fund, and the Debt Service Fund.

Proprietary Funds are used to account for activities
similar to those found in the private sector. The
criteria for inclusion as a proprietary fund include:
(a) the costs (including depreciation) of providing
goods or services primarily or solely to the public on
a continuing basis are financed or recovered mostly
through user charges; and (b) the determination of net
income is necessary or useful for sound financial
administration. The District’s proprietary funds
include two major proprietary funds which are
discussed below: »
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e Lottery and Games Fund - used to account for
revenues from lotteries and daily numbers games
operated by the District, and from the issuance of
licenses to conduct bingo games and raffles, and
related prizes, expenses and capital outlays.
Gaming activities are administered by the Lottery
and Charitable Games Control Board, which
consists of five members appointed by the Mayor
with the consent of the Council.

e  Unemployment Compensation Fund - used to
account for the accumulation of financial resources
to be used for benefit payments to unemployed
former employees of the District, Federal agencies
and private employers in the District. Resources are
contributed by private employers at rates fixed by
law, and by the federal government on a
reimbursable basis. The administrative costs of the
program are accounted for in the General Fund.

Unemployment Insurance in general is a federal-
state program that provides temporary benefits to
workers who become unemployed through no fault
of their own, and who are able and available for
work. The benefits paid to unemployed workers
reduce the hardship of unemployment, help maintain
purchasing power of the unemployed, thereby
supporting the local economy, and help to stabilize
the workforce so that local workers are available to
employers when they are ready to re-employ. The
cost of the unemployment insurance program is
financed by employers who pay state and federal
taxes on part of the wages paid to each employee in
a calendar year.

The Emergency Unemployment Compensation
(EUC) program is a 100% federally funded program
that provides benefits to individuals who have
exhausted regular state benefits. The EUC program
was created on June 30, 2008 and has been modified
several times. The American Taxpayer Relief Act
of 2012 (P.L. 112-240) extended the expiration date
of the EUC program to January 1, 2014. The
extended benefit payments beyond the 26 weeks
base period have to be authorized by the Federal
Government. When this happens, the states,
including the District of Columbia, are reimbursed
by the Federal Government to cover the extended
benefits.

Fiduciary Funds are used to account for assets held by

the District in a trustee capacity or as an agent for
individuals, private organizations or other governments.

The District reports the following fiduciary funds:

e  Pension and Other Postemployment Trust Funds —

used to report the activities of the District’s
retirement systems, which accumulate financial
resources for pension benefit payments to
eligible District employees and assets that are
accumulated and benefits that are paid for
postemployment healthcare and life insurance.

e Private Purpose Trust Fund - used to report trust
arrangements not reported in pension trust funds
under which principal and income benefit
individuals, private organizations, or other
governments. The District uses this fund to
account for amounts held in its 529 College
Savings Investment Plan, which was established
to help families save for college education
expenses of designated beneficiaries while also
receiving certain tax benefits.

e Agency Funds — used to report those resources
which are held by the District in a purely
custodial capacity and do not involve
measurement of results of operations.

Fiduciary funds are not included in the government-
wide financial statements because the resources
cannot be used for operations of the government.

Prior Year Comparative Information

The financial statements include-summarized prior-
year comparative information. Such information does
not include sufficient details to constitute a
presentation in conformity with U.S. generally
accepted accounting principles (GAAP).
Accordingly, such information should be read in
conjunction with the District’s financial statements
for the year ended September 30, 2013, from which
such summarized information was derived.

D. MEASUREMENT FOCUS AND BASIS
OF ACCOUNTING

The District’s financial statements are prepared in
accordance with generally accepted accounting
principles (GAAP) applicable to state and local
governmental entities as established by the
Governmental Accounting Standards Board (GASB).

Government-Wide Financial Statements

The government-wide financial statements are
reported using the flow of economic resources
measurement focus and the accrual basis of
accounting. Therefore, the Statement of Net Position
reports all assets, including receivables regardless of
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when collected, and capital assets, such as heavy trucks
and infrastructure (i.e., highways and bridges), deferred
outflows of resources, all liabilities regardless of when
payment is due, deferred inflows of resources, and net
position.

The Statement of Activities is designed to present the
degree to which the direct expenses of a particular
function are offset by program revenues. Direct
expenses are those that are clearly identifiable with a
specific function. Program revenues include charges for
goods or services, grant revenues, and fines. Tax
revenues are reported separately as general revenues.
The Statement of Activities reports: (a) expenses
associated with governmental activities; (b) expenses
associated with business-type activities; and (c) the
expenses of component units. The expenses of the
governmental activities include governmental fund
expenditures that are not eliminated or reclassified and
current year depreciation on capital assets. The effect of
interfund activity is eliminated from the government-
wide financial statements.

Fund Financial Statements
Governmental Funds

All governmental funds are accounted for using a flow
of current financial resources measurement focus and the
modified accrual basis of accounting. Under this
measurement focus, only current assets, deferred outflow
of resources, current liabilities, deferred inflow of
resources, and fund balance are reported on the balance
sheet.

Operating statements of these funds present increases
(revenues and other financing sources) and decreases
(expenditures and other financing uses) in net current
assets.

Under the modified accrual basis of accounting,
revenues of governmental funds are recognized in the
year they become susceptible to accrual (both
measurable and available) to pay current fiscal year
liabilities. Property taxes are considered to be available
if they are collected within 60 days of the fiscal year-
end. A one-year availability period is used for revenue
recognition for all other governmental fund revenues,
with the exception of expenditure-driven grants, which
are recognized when all eligibility criteria and
compliance requirements have been met and the related
amounts are earned.

Service payment expenditures and liabilities such as debt
service, compensated absences, claims and judgments,
and special termination benefits are recorded in the

governmental fund statements only when they mature
or become due for payment within the period.
Otherwise, such activity is reported in the
government-wide financial statements as incurred.

Proprietary ~ Funds,  Pension  and  Other
Postemployment Benefits (OPEB) Trust Funds, and
Component Units

The proprietary funds, pension and OPEB trust funds,
private purpose trust fund, and discretely presented
component units are accounted for on a flow of
economic resources measurement focus and the
accrual basis of accounting. Under this measurement
focus, all assets, deferred outflows of resources,
liabilities, and deferred inflows of resources
associated with the operation of these funds are
included on their respective Statements of Net
Position. Net position of the proprietary funds is
segregated into net investment in capital assets,
restricted, and unrestricted components. Under the
accrual basis of accounting, revenues are recognized
in the fiscal year earned and expenses are recognized
in the fiscal year incurred. The related operating
statements of proprietary funds present increases
(revenues) and decreases (expenses) in net position.
Operating statements of pension and private purpose
trust funds present additions and deductions in
fiduciary net position.

Proprietary funds classify revenues and expenses as
either operating or nonoperating. Operating revenues
and expenses generally result from providing services
and/or producing and delivering goods in connection
with a proprietary fund’s principal ongoing
operations.

The Pension and OPEB Trust Funds recognize
additions to net position, derived from various
sources, as follows:

e Participants’ contributions, when due;
District contributions, when due and a formal
commitment for payment has been made; and

e Net investment income, as earned.

Expenditures for benefits and refunds are recognized
when due and payable. The Private Purpose Trust
Fund recognizes additions to net position when
participants’ contributions are received.

Revenue Recognition (by Type or Source)

Property Taxes

Property taxes are recognized as revenue in the tax
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year for which they are levied, provided they are
available.

Real property taxes are levied as of October 1 on
property values assessed as of the preceding January 1.
The tax levy is due and collectible in two equal
installments on March 31 and September 15. After these
dates, the bill becomes delinquent and the District may
assess penalties and interest. Real property taxes attach
as enforceable liens on property as of October 1 of the
year after levy.

In the District, the personal property tax is self-assessed.
Each year, on or before July 31, property owners must
file a personal property tax return covering the tax year
beginning July 1 and ending June 30 of the next year.
The return should report the remaining cost of all
tangible personal property as of July 1 that is taxable in
the District of Columbia. Property taxes are levied after
the returns are filed. If a taxpayer fails to pay the levied
taxes when due, the District would have a legal claim to
the taxpayer’s property. Pursuant to the Clarification of
Personal Property Tax Revenue Reporting Act of 2011,
the revenue budget for Personal Property Tax is
formulated with the understanding that 100% of
collections are to be allocated for the year in which the
tax was levied.

Other Taxes and Revenues

Sales and use taxes are recognized as revenue when the
sales or uses take place. Interest on investments is
recognized when earned. Charges for services are
recorded as revenues when services are provided.

Intergovernmental Revenues

Intergovernmental revenues are amounts derived through
agreements with other governments. In general, these
revenues are comprised of contributions and grants made
by the federal government to the District. Contributions
are recognized as revenue when received. Generally,
entitlements and shared revenues are recognized as
revenue at the time of receipt or earlier, if measurable
and available. Resources arising from grants are usually
subject to certain eligibility requirements; therefore,
most grant revenues are recognized as revenue only
when the conditions of the grant are met. Grant funds
received with all eligibility requirements met except for
the timing requirement are recorded as deferred inflows
of resources.

Supplemental Nutrition Assistance Program (SNAP)

The District participates in the federal government’s
Supplemental Nutrition Assistance Program (SNAP)

(food stamp program), which is designed to increase
the food purchasing power of economically
disadvantaged residents. The District uses the
electronic benefits transfer (EBT) system that allows
program beneficiaries to charge their qualifying food
purchases, thereby eliminating the need for paper
stamps. Revenues and expenditures are reported in
the federal and private resources fund when the
underlying transaction (the food purchase) occurs.

Revenues Susceptible To Accrual

Revenues which are susceptible to accrual include:
taxes, federal contributions and grants, charges for
services, and investment income.

Revenues Not Susceptible To Accrual

Licenses, permits, fines, and forfeitures are recorded
as revenue when received in cash because they are
generally not measurable until received. However,
fines that remain unpaid after the allowable grace
period or after appeals are denied become susceptible
to accrual.

E. BASIS OF BUDGETING AND
BUDGETARY CONTROL POLICIES

Process

On or about March 20 of each year, at the direction
of the Council, the Mayor submits to the Council an
annual budget for the District of Columbia
government, which includes: (1) the budget for the
forthcoming fiscal year, commencing October 1,
specifying the agencies and purposes for which funds
are being requested; (2) an annual budget message;
(3) a multi-year plan for all agencies of the District
government; and (4) a multi-year capital
improvement plan by project for all agencies of the
District government. The Council holds public
hearings and adopts the budget through passage of a
budget request act. The Mayor may not forward and
the Council may not adopt any budget for which
expenditures and other financing uses exceed
revenues and other financing sources. On or about
June 1 of each year, after receipt of the budget
proposal from the Mayor, and after the public
hearings, the Council adopts the annual budget for
the District of Columbia government. The Mayor
submits the budget to the President of the United
States for transmission by him to the Congress. After
public hearings, the Congress enacts the budget
through an appropriations act.
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Appropriations Act

The Congressional Appropriations Act authorizes
District government expenditures at the function level or
by appropriation title, such as Public Safety and Justice,
Human Support Services, or Public Education. In
general, after enactment of the annual Appropriations
Act by Congress, the District may transmit amendments
or supplements to the budget by submitting a request for
supplemental appropriation to the President and
Congress. However, within certain limits, pursuant to
D.C. Code §47-369.02, the District may supplement its
General Fund budget simply by sending notification to
Congress 30 days in advance of the changes taking

place.

Pursuant to Home Rule Act § 446 and the
Reprogramming Policy Act (D. C. Official Code §47-
363 (2001), as amended), the District may reallocate
budget amounts. The appropriated budget amounts in
the Budgetary Comparison Statement (Exhibit 2-d found
on page 47) include all approved reallocations and other
budget changes. This statement reflects budget to actual
comparisons at the function (or appropriation title) level
as well as by agency. Actual expenditures and uses may
not legally exceed appropriated budgeted expenditures
and uses at the function level as shown in this statement.
A negative expenditure variance in the budgetary
comparison statement for a particular function is a
violation of the federal Anti-Deficiency Act (31 U.S.C.
§§1341, 1342, 1349, 1351, 1511-1519 (2008)); the
District of Columbia Anti-Deficiency Act (D.C. Official
Code §§47-355.01-355.08, (2001)); and Section 446 of
the Home Rule Act, (D.C. Official Code § 1-204.46). In
addition, a negative expenditure variance for a particular
agency within an appropriation title is also a violation of
the D.C. Anti-Deficiency Act.

The Appropriations Act specifically identifies
expenditures and net operating results but does not
specify revenue amounts. The legally adopted revenue
budget is based primarily on the revenue estimates
submitted to the President and Congress as modified
through legislation.

By law, for budgeting purposes, the general fund
includes the federal and private resources fund as
presented in the Budgetary Comparison Statement in
Exhibit 2-d. The budgetary basis of accounting used to
prepare this statement differs from the GAAP basis used
to prepare the general fund and federal and private
resources fund statements presented in Exhibit 2-b due to
the following differences:

o  Basis Differences — which arise because the basis of
budgeting differs from the basis of accounting

prescribed by GAAP as indicated in Note 1X on
page 76.

e  FEntity Differences — which result from the
inclusion or exclusion of certain activities for
budgetary purposes as opposed to those included
or excluded on a GAAP basis as indicated in
Note 1X on page 76.

Budgetary Controls

The District maintains budgetary controls designed to
monitor compliance with expenditure limitations
contained in the annual appropriated budget approved
by Congress and the President. The level of
budgetary control (i.e., the level at which
expenditures and other obligations cannot legally
exceed the appropriated amount) is established by
function, fund, and agency within the general fund.

Encumbrances

Encumbrance accounting is used in the governmental
funds. Under this method of accounting, purchase
orders, contracts, and other commitments for the
expenditure of funds are recorded in order to reserve
the required portion of an appropriation.
Encumbrances outstanding at year-end do not
constitute expenditures or liabilities for GAAP or
budgetary purposes. Encumbered amounts lapse at
year-end in the General Fund and may be re-
appropriated and re-encumbered as part of the
subsequent year’s budget. However, encumbered
amounts do not lapse at year-end in the Capital
Projects Fund, Special Revenue Funds, or Federal
and Private Resources Fund.

Encumbered amounts at year-end have been included
within the restricted fund balance in Table N53a —
Schedule of FY 2014 Fund Balance found on page
121.

F. CASH AND INVESTMENTS
Cash and Cash Equivalents

Cash from the governmental and proprietary funds is
pooled unless prohibited by law.  The cash
management pool is used as a demand deposit
account by each participating fund. If a fund
overdraws its share of the pooled cash, that fund
reports a liability (Due To) to the General Fund,
which is deemed to have loaned the cash to the
overdrawn fund. The General Fund reports a
receivable (Due From) from the overdrawn fund.

FY 2014 CAFR

District of Columbia ### 63



Financial Section

Notes to the Basic Financial Statements

Cash equivalents are short-term, highly liquid
investments that are readily convertible to known
amounts of cash and mature in such a short period of
time that their values are effectively immune from
changes in interest rates. The District’s cash
management pool is considered a cash equivalent. For
an investment to be considered a cash equivalent, it must
mature no more than three months after the date it is
purchased.

Investments

Cash that is not needed for immediate disbursement is
invested to generate investment income. The District
purchases legally authorized investments consistent with
the provisions of the Financial Institutions Deposit and
Investment Act of 1997 (D.C. Law 12-56, D.C. Official
Code §47-351.01, et seq.), which became effective
March 18, 1998, and the District’s Investment Policy,
adopted November 2008. At September 30, 2014, the
District invested primarily in securities backed by the
U.S. government which included obligations of
Government Sponsored Entities (GSEs) that have the
explicit and implicit guarantee of the U.S. federal
government. Such investments are considered to be cash
equivalents if they mature within 90 days after the date
of purchase. The Pension Trust Funds are authorized to
invest in fixed income, equity securities and other types
of investments. Also, the Private Purpose Trust Fund is
authorized to invest monies consistent with the District’s
Investment Policy. Historically, this Fund’s investments
have been comprised of equities, balanced funds, and
fixed income securities.

The Pension Trust Funds’ investments are reported at
fair value. All investments, with the exception of real
assets, hedge funds, and private equity, are valued based
on closing market prices or broker quotes. Securities not
having a quoted market price are valued based on yields
currently available on comparable securities of issuers
with similar credit ratings. The fair value of investments
in real assets, hedge funds or private equity, in the
absence of a readily ascer<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>