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May 22, 2014

AGENDA ITEM
TO: Steve Holsinger, City Manager
FROM: Tim Sailsbery, Finance Director

SUBJECT: General Fund Reserve Policy

RECOMMENDATION

Discuss and advise Staff regarding the desire to further develop a General Fund Reserve
Policy

SITUATION (or BACKGROUND):

This topic is a continuation of an item introduced at the March 11, 2014 mid-year
budget review meeting. At that time, overall options regarding how to arrive at a
reserve number were discussed, as well as the pros and cons of establishment of a
reserve policy in terms of limiting the legislative flexibility of future Councils. IT was also
reiterated that there is a $200,000 General Fund reserve in place.

At this stage, Staff is requesting Council to do the following:

1. Determine if there is majority will to establish a reserve policy

2. Determine the method of reserve establishment (flat dollar, percentage of
revenue or expense, etc.)

3. Determine target reserve

4. Provide guidance as to desired verbiage in said policy

If, as a result of the discussion, it is the will of the majority of Council to establish a
formal policy, Staff will craft a policy statement based on the outcome of the discussion
items noted above and present an agenda item at the time of passage of the budget.
The agenda report from the March 11 meeting is provided as a supplement to assist
Council in this process

FINANCIAL CONSIDERATIONS:

Dependent upon course of action to be taken by City Council



May 22, 2014

NOTIFICATION

N/A

RECOMMENDATION

Discuss and advise Staff regarding the desire to further develop a General Fund Reserve
Policy

Respectfully submitted,

i ailsbery
Finance Director

Attachments:

March 11, 2014 Agenda Report
Minutes of March 11, 2014 meeting-Specific to This Topic



March 11, 2014

AGENDA ITEM
TO: Steve Holsinger, City Manager
FROM: Tim Sailsbery, Finance Director

SUBJECT: General Fund Reserve Policy

RECOMMENDATION

Discuss and advise Staff regarding the desire to further develop a General Fund Reserve
Policy

SITUATION (or BACKGROUND):

Many public organizations establish a formal reserve policy to establish a minimum
level of reserve funds to maintain at the close of each fiscal year. Such a policy
formalizes the legislative body’s wishes pertaining to what level of reserve (or cushion)
will be allowed. This is done primarily in association with operational fund sources, as
these sources are maintained on an ongoing basis.

Please note that the City does currently have a $200,000 General Fund reserve set
aside in place, and has so for a number of years. While | have not done the research
to determine the origin of this formalized reserve, it has been in place since at least the
mid 1990’s.

Methods of Establishing a Reserve Level

Establishing a Reserve Policy general is accomplished in one of two ways. Either a
percentage of General Fund Revenue or Expenditures is established, or a flat dollar
amount is established. Further it can be established in a formalized policy, or it can be
stated in terms of the desired reserve level of the seated Council. Most recently, the
Council in place for the 2010-2011 and 2011-2012 did not establish a formalized policy,
but rather set a minimum overall reserve minimum of $1,000,000 in developing a
budget philosophy.

Pro’s and Con’s of Setting a Formalized Policy

Setting a formalized policy will provide a communication tool to the organization and
constituents regarding the minimum standard to be set for the level of reserve to hold in
place. It provides a foundation for spending and investment plans (budgets) year by
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year. Whether by percentage method or by dollar method, it provides a basic roadmap
and goal for current a future spending plans.

The downside to such a formal policy is twofold. The first will be expenditure demands
that tend to occur when the reserve level exceeds the formalized level. It is not at all
uncommon for controversy to arise when reserve levels rise above the established
level. Similarly, if the Council creates a formality to the process, the flexibility to fall
below, even temporarily, becomes an issue of debate.

Secondly, a formalized policy creates a formalized picture as noted by the seated
Council that establishes the policy. Subsequent Councils must go through a more
formalized process to change said policy. The flexibility to budget is also somewhat
limited under such a formalized process.

Content of a Reserve

Whether the Council wishes to create a reserve policy strictly for a “rainy day” fund, or
break said reserve into further components (capital, debt, pension, etc) also enters into
the picture. As it stands now, these issues are handled on an annual operating basis.
Formalizing the nature of said reserve(s) will also play a role in the flexibility of the
current and future Councils.

Summary

Council should determine whether or not a formalized policy is necessary, if so, what
method should be used in establishment, and whether there should be components to
said reserve.

FINANCIAL CONSIDERATIONS:

Dependent upon course of action to be taken by City Council

NOTIFICATION

N/A
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RECOMMENDATION

Discuss and advise Staff regarding the desire to further develop a General Fund Reserve
Policy

Respectfully submitted,

Tim Sailsbery
Finance Director




It was the direction given by the Council for staff to bring all of these items back for
appropriation at the next regular City Council meeting.

6. General Fund Reserve Policy Concept Discussion:

Many public organizations establish a formal reserve policy to establish a minimum level of
reserve funds to maintain at the close of each fiscal year. Such a policy formalizes the legislative
body’s wishes pertaining to what level of reserve will be allowed. This is done primarily in
association with operational fund sources, as these sources are maintained on an ongoing basis.
The City does currently have a $200,000 General Fund reserve set aside in place and has so for a
number of years.

Establishing a Reserve Police generally is accomplished in one of two ways. Either a percentage
of General Fund Revenue or Expenditures is established, or a flat dollar amount is established.
Further it can be established in a formalized policy, or it can be stated in terms of the desired
reserve level of the seated Council. Most recently, the Council seated for the 2010-2011 and
2011-2012 budgets did not establish a formalized policy, but rather they set a minimum overall
reserve minimum of $1,000,000 in developing their budget philosophy.

Setting a formalized policy will provide a communication tool to the organization and
constituents regarding the minimum standard to be set for the level of reserve to hold in place. It
provides a foundation for spending and investment plans year by year. Whether by percentage
method or by dollar method, it provides a basic roadmap and goal for current and future
spending plans.

The downside to such a formal policy is twofold. The first will be expenditure demands that
tend to occur when the reserve level exceeds the formalized level. It is not at all uncommon for
controversy to arise when reserve levels rise above the established level. Similarly, if the
Council creates a formality to the process, the flexibility to fall below, even temporarily,
becomes an issue of debate.

Secondly, a formalized policy creates a formalized picture as noted by the seated Council that
establishes the policy. Subsequent Councils must go through a more formalized process to
change said policy. The flexibility to budget is also somewhat limited under such a formalized
process.

Whether the Council wishes to create a reserve policy strictly for a “rainy day” fund, or break
said reserve into further components (capital, debt, pension, etc.) also enters into the picture. As
it stands now, these issues are handled on an annual operating basis. Formalizing the nature of
said reserve(s) will also play a role in the flexibility of the current and future Councils.

Council should determine whether or not a formalized policy is necessary, and if so, what
method should be used in establishment and whether there should be components to said reserve.

Council discussion ensued and it was the consensus of the Council to continue this discussion
during the upcoming budget cycle for fiscal year 2014/2015. For clarification purposes the City



Manager stated that the Council could adopt a formal policy, but in terms of future context, they
can’t tie the hands of a future City Council; therefore, the policy would essentially be good for a
period of two years typically when there is a change in the make-up of the Council. What he
believes he hears the Council saying is that they want to have a discussion during the upcoming
fiscal year’s budget development process and the discussion should be an annual focus point to
make sure that the Council is where they want to be financially. Given that each future Council
could follow that policy, he asked if it would be helpful if, when staff brings forward the
upcoming budget discussion, that they could include the Council’s formal preference for the
General Fund Reserve to be restated as part of the budget adoption Resolution, so that it is set for
that fiscal period and for the next Council to look at what was in that Resolution when the budget
was adopted. His suggestion is that the policy becomes a formal part of each fiscal year’s budget
adoption Resolution in the future. Additionally, knowing that when staff brings forth the budget
for fiscal year 2014/2015, they will include a trailer item for fiscal year 2015/2016 so the
Council could then focus on two fiscal years out and then at the mid-year budget review of
2014/15 the Council could make their adjustments and set policy and direction for what they
want to do with the 2015/16 budget. The City Manager’s suggestion is to make this a statement
in each budget adoption Resolution for future fiscal years. The consensus of the Council was to
follow the City Manager’s recommendation and make this a statement in each future fiscal yeat’s
budget adoption Resolution.

7. Minimim Wage/Part-Time Temporary Position Wage Scale:

Effective July 1, 2014, the California Minimum Wage will increase to $9.00 per hour from the
current $8.00 per hour and it will increase again on July 1, 2016 to $10.00 per hour. The City
has several positions in the part-time employ with wage levels set at less than $9.00 per hour and
these positions must be brought to $9.00 per hour as of July 1, 2014. Additionally, a number of
positions in the current wage scale have not been reviewed since 2008, and in some instances,
even longer. As a result, the concept of moving the scale for these positions by $1.00 per hour
(in line with the move from $8.00 per hour to $9.00) is an issue that staff is requesting that
Council consider as we move into budgeting for the 2014/15 fiscal year.

Discussion ensued and the consensus of the Council was to increase the minimum wage
employees to $9.00 per hour and to give the part-time temporary positions a $1.00/hour increase
in wages to become effective July 1, 2014, The Finance Director stated that this will be brought
back before the Council during the upcoming fiscal year’s budget development process.
Recreation Director Carol Lemenager then pointed out that the lifeguard positions will be
starting in June and she stated that she would like the Council to authorize her to start them at the
increased wage rather than waiting until July 1. It was the consensus of the Council to allow her
to increase the wages of the lifeguards effective June 1.

8. Cost of County Services-Dispatch and Animal Control- Fiscal and Administrative
Impacts:

The City recently received a notice from Glenn County stating that Dispatch Costs are projected
to increase to $99,071 for fiscal year 2014/15. This increase represents an increase of
approximately $10,696, or 12% higher than the previous fiscal year. Additionally, Animal



