City Council Agenda
December 2, 2015

Date: November 23, 2015

To: Mayor and City Council

From: Alan Shear, Assistant City Manager

Subject: Council Approval of City General Fund Reserve Policy

Recommendation
Motion approving a resolution to adopt a General Fund Reserve Policy.

Background

Current City practice is to maintain a General Fund unassigned (reserve) fund balance level
equal to 15% of General Fund expenditures. While this informal policy guides development and
management of the annual budget, the City lacks a formal reserve policy document.

One of the elements in the strategic plan is for the City to have a formally adopted reserve
policy. Staff has developed a General Fund Reserve Policy, setting the appropriate level of
reserve funds in both the Assigned and Unassigned fund balances. Staff reviewed this policy
with the Budget Subcommittee on October 13, 2015, and the attached policy incorporated
comments suggested by the Subcommittee. The Subcommittee then suggested staff bring this
policy forward to the Council.

The City Council reviewed the policy at their November 18, 2015 meeting and made changes
that have been incorporated into the policy.

Discussion

In an effort to evaluate and formalize the City’s General Fund Reserve Policy, staff undertook a
review of policies adopted by other municipalities. In addition, recommendations from the
Governmental Finance Officers’ Association (GFOA) “best practices in budgeting” were
considered in the development of the enclosed draft policy.

Determination of the appropriate level of General Fund reserves is a policy decision. GFOA
recommends assessing reserve levels based upon governments’ own specific circumstances. It
is also important to recognize there is not one standard reserve level, it depends on the
circumstances in each agency taking a variety of factors into consideration, such as the degree
of uncertainty the City faces. Factors to consider can include:

e Revenues: How dependent are we on our key revenues and how reliable are they? For
example, property tax (our largest revenue source) was always viewed as a stable,
dependable revenue source; therefore, the fiscal risk was viewed as lower. This is no longer
the case. Sales Tax (our second highest revenue source) was always, and still is highly
volatile; therefore, the risk is considered higher.



e Cash Flow: What cash resources do we need to meet monthly expenses? Could there be
significant grant programs the General Fund needs to support until the grant funds are
received? There must be sufficient liquidity and revenue to fund six months of budgeted
expenditures.

e Disasters: Provide for costs incurred from a natural disaster or other major catastrophic
event. We may not be reimbursed for certain expenditures by the Federal Emergency
Management Agency (FEMA).

e Flexibility of Expenditures: How much of our expenditures are fixed, such as personnel?
What flexibility do we have to cut costs and still maintain services to the public if there is a
major revenue shortfall? One-Time expenditures: Could there be a major unanticipated
cost? We saw this with the legal costs associated with one lawsuit. There could be
unanticipated equipment we need to purchase.

e Other Funds: The Marina Fund is a good example where we have needed to come up with
General Fund monies in order to complete projects.

e State & Federal Government: Could the State structurally change revenue sources? Could
the State or Federal Government assess the City fees for services traditionally provided for
free? State budget “takeaways” have consistently been a threat to revenues.

Reserves are a prudent fiscal policy and an important credit factor in the analysis of financial
analysis and management. The major bond rating agencies look for a reserve policy when the
City seeks to issue or refinance debt. Local governments have experienced much volatility in
their financial stability due to the economy and actions taken by the State.

An adequate reserve is needed in order to absorb one time problems without disrupting the
daily operations and services. An adequate reserve enables the City to withstand unanticipated
revenue shortfalls and unanticipated expenditures. While managing revenue shortfalls, a policy
allows the City to fully identify the scope and duration of the problem, and to implement a
strategy without resorting to extreme measures, such as major service reductions and corollary
staff reductions.

The attached Reserve Policy includes reserve levels in the General Fund to maintain an
unassigned fund balance of 20% minimum, based on the General Fund’s annual operating
expenditures (minus one-time expenditures). The City also commits to maintaining the
assigned and unassigned-contingency reserve fund balance at a minimum of $5,000,000 in four
categories.

1. Assigned Pension/OPEB Obligation - Funds designated to mitigate pension, insurance and
retiree health benefits due to an extreme fluctuation in rates due to a specific cause.

2. Assigned Infrastructure - Funds designated for infrastructure and deferred maintenance.

3. Unassigned-contingency Catastrophic - Funds reserved under this category shall be used to
mitigate costs associated with unforeseen emergencies, including natural disasters.



4. Unassigned-contingency Economic Uncertainty - Funds designated to mitigate revenue
shortfalls due to a downturn in the economy, as well as reductions in revenues, caused by
actions of State/Federal government, thereby avoiding the need for service-level
reductions within the fiscal year.

At the end of each fiscal year, the Administrative Services Department reports audited year-end
fiscal results. Should actual General Fund revenues exceed expenditures, encumbrances, and
transfers to other funds, a year-end positive net change in fund balance is then reported. Any
year-end increase to fund balance, which results in the General Fund unassigned fund balance
exceeding the level required by the reserve policy of 20%, staff will make recommendations on
allocating the funds to assigned fund balance and/or capital improvement projects. These
appropriations require formal Council authorization.

It is the Council’s responsibility to provide for the continuation of public services in the event of
a fiscal or natural disaster. Considering City revenues are highly volatile, not always stable and
are dependent upon national, state, and local economic trends, it is prudent for the City to
establish a Reserve Policy. The establishment of prudent financial reserve policies is important
to ensure long-term City financial health.

Fiscal Impact

Credit agencies view General Fund reserves as a critical component of strong municipal
management. Rating agencies view sound reserves favorably, thus improving a municipality’s
rating and its ability to obtain lower-cost financing for important projects. Also having a reserve
in place enhances the City’s fiscal ability to withstand major short term fiscal impacts.

Attachments
e Reserve Policy
e Resolution



City of Martinez

General Fund Reserve Policy

Policy purpose

The purpose of this policy is to establish a target minimum level of designated reserves in the
General Fund to:

e Demonstrate continued prudent fiscal management and creditworthiness

e Mitigate financial impacts resulting from a natural disaster or other catastrophic events

e Alleviate loss of major revenue sources

e Respond to challenges of a changing economic environment, including prolonged
downturns in the local, state, or national economy

e Moderate unanticipated operating or capital expenditures

Policy

The City will maintain a minimum 20% unassigned fund balance based on operating
expenditures. The City will maintain two assigned reserves and two unassigned-contingency
reserves to address unforeseen emergencies or disasters, significant changes in the economic
environment, escalating employee benefit costs, and key infrastructure improvements. These
include:

e Pension/OPEB Obligation Assigned Fund Balance Reserve: Funds designated to mitigate
pension, insurance and retiree health benefits due to an extreme fluctuation in rates due to
a specific cause

¢ Infrastructure Assigned Fund Balance Reserve: Funds designated for infrastructure and
deferred maintenance

e Catastrophic Unassigned-contingency Fund Balance Reserve: Funds reserved under this
category shall be used to mitigate costs associated with unforeseen emergencies, including
natural disasters

e Economic Uncertainty Unassigned-contingency Fund Balance Reserve: Funds designated to
mitigate revenue shortfalls due to downturn in economic cycles, as well as reductions in
revenues caused by actions from State/Federal governments, thereby avoiding the need for
service-level reductions within the fiscal year. Should any unanticipated reductions in
revenues be deemed to be recurring, adjustments will be made in the next budget cycle to
reflect the revised revenue projections



Reserve levels

The City commits to maintaining the unassigned fund balance at the stated 20% minimum
based on the General Fund’s annual operating expenditures (minus one-time expenditures).

The City commits to maintaining the combined assigned and unassigned-contingency reserve
fund balance at a minimum of $5,000,000.

The General Fund Reserve Policy is reviewed by the City Council as part of the biannual
operating budget review and adoption process. Appropriations of General Fund reserves
require formal Council authorization.

Replenishment of Unassigned Fund Balance

In keeping with the principles discussed in this policy, when either assigned or unassigned
reserve funds are used, the City Council shall develop a 1 to 5-year reserve replenishment plan
to meet the minimum threshold of General Fund ongoing, operating expenditures, excluding
one-time expenditures.

Excess Fund Balance

At the end of each fiscal year, the Administrative Services Department reports the audited year-
end fiscal results to the City Council. Should actual General Fund revenues exceed
expenditures, encumbrances, and transfers to other funds, a year-end positive net change in
fund balance is reported. Any year-end increase to fund balance, which results in the General
Fund unassigned fund balance exceeding the level required by the reserve policy of 20%, shall
be available for allocation for the following, subject to Council approval:

e 25% - Transfer to assigned fund balance for Pension/OPEB Obligation Reserve
e 25% - Transfer to Capital Improvement Program Fund for Infrastructure
e 50% - Assigned Fund Balance

Definition of Assigned and Unassigned Per GASB 54 Statement

Assigned fund balance—an amount a government intends to use for a specific purpose; intent can be
expressed by the governing body or by an official or body to which the governing body delegates the
authority.

Unassigned fund balance—amounts available for any purpose; these amounts are reported only in the
general fund.



RESOLUTION NO. -15

ADOPTING A GENERAL FUND RESERVE POLICY

WHEREAS, the City Council wishes to adopt a formal General Fund reserve policy to establish
appropriate levels of reserves; and

WHEREAS, the City is committed to maintain a prudent level of financial resources to protect
against unforeseen circumstances; and

WHEREAS, the City is committed to maintain a 20% unassigned fund balance based on general
fund operating expenditures; and

WHEREAS, the City is committed to maintain an assigned and unassigned-contingency fund
balance of $5,000,000; and

WHEREAS, any year-end increase to fund balance that results in the General Fund unassigned
fund balance exceeding the level required by the reserve policy of 20%, shall be available for
25% Transfer to assigned fund balance for Pension/OPEB Obligation Reserve and 25% transfer
to Capital Improvement Program Fund for Infrastructure for the following, subject to Council
approval; and

WHEREAS, if the principals stated above fall below their committed amount, the City Council
shall develop a 1 to 5 year replenishment plan to meet the minimum threshold.

NOW, THEREFORE, BE IT RESOLVED by the City Council of the City of Martinez, the attached
General Fund Reserve Policy is hereby adopted.
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| HEREBY CERTIFY the foregoing is a true and correct copy of a resolution duly adopted by the
City Council of the City of Martinez at a Regular Meeting of said Council held on the 2" day of
December, 2015, by the following vote:
AYES:
NOES:

ABSENT:

RICHARD G. HERNANDEZ, CITY CLERK
CITY OF MARTINEZ





