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DATE November 6 2007

TO Mayor and City Council

FROM Director of Finance and Internal Services

SUBJECT Review ofCitys General Fund Reserve Policy

RECOMMENDATION

That the Council reviews and comments on this report

BACKGROUND

uS L

Staff is in the process of reviewing the Citys fiscal policies One element of this comprehensive
review is the General Fund reserve policy Staffhas discussed the current policy with the Council

Budget and Finance Committee in order to prepare recommendations to bepresented during the

budget process During the budget process staff will present several fiscal policy recommendations

to Council Examples ofthese policies include long range financial planning capital replacement
programs risk management reserves etc

The City Council adopted apolicy for establishing maintaining and using General Fund reserves

for economic uncertainty and liquidity in June 1989 A copy ofthis Resolution 89180 is provided
as Attachment A

DISCUSSION

It is essential that governments maintain adequate levels offund balance net available assets to

mitigate current and future risks such as revenue short falls and unanticipated expenditures Fund

balance levels are a crucial consideration in longterm financial planning

The Citys reserve policy outlines the intent to earmark two categories ofreserves in the General

Fund to the extent practical andfeasible and the guidelines for use ofthe financial reserves The

two categories are described below

Economic Uncertainty Rcscrvc To provide for continuation of essential services to the

public during periods of economic decline When presenting proposed budgets to the

City Council the City Manager shall include a recommendation for the amount which is

the greater of5000000 or 10Bofthe annual appropriations



2 Liquidity Reserve To provide for cash liquidity during periods of seasonal imbalance

between receipts and disbursements When presenting proposed budgets to tha City
Council the City Manager shall include arecomnendation for the amount which is the

greater of2500000 or5 ofthe annual appropriations

Current GeneralFund Balances

The General Fund total projected fund balance for June 30 2008 is196 million The total fund

balance is broken down into the following categories

Reserved Fund Balance 925000
Fund Balance Desi Hated for

Economic Uncertain 7000000
Liquidi 3500000
Redevelo ment Agency Loan 1336000
Hotel Conference Center 1250000
Police Staffin 1000000
Contingencies 4585000

TOTAL FUND BALANCE 19596000

The FY 200708General Fund Budgct includes an Economic Uncertainty Reserve of7 million

and a Liquidity Reserve of35million The City has caniedthese reserve limits for over 10 years
However the City currently has annual General Fund appropriations of 108 million therefore the

reserve amounts fall short ofthe recommended amounts by 57 million as follows

Economic Uncertainty Reserve 10ofthe 108 million annual appropriations equals a

recommended reserveof1080Q000 currently 7 million short3800000

Liquidity Reserve 5ofthe 108 million annual appropriations equals a recommended

reserve of5400000currently 35million short1900000
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Governmental Finance OfficersAssociation GFOAZRecommended Practices

GFOA recommends that governments establish afornial policy on the level of unreserved fund

balance that should be maintained in the general fund The adequacy ofthe reserve should be

assessed based upon agovernments own specific circumstances

GFOA recommends at aminimum that governments maintain no less than five to fifteen percent
ofregular general fund revenues or no less than one to two months ofregular general fund

operating expenditures

The City ofHayward FY 200708General Fund revenue is estimated at 105 million Applying the

GFOA reserve recommendation based on revenue level areserve of525 1575 million is

recommended

The City ofHayward averages94 million in monthly general fund expenditures Applying the

GFOA reserve recommendation based on general fund monthly operating expenditures a reserve

of94 188 million is rccommcndcd

Such measures should be applied within the context oflongterm forecasting thereby avoiding the

risk of placing too much emphasis upon the level of reserves in the general fund at any one time

In establishing apolicy governing the level ofunreserved fund balance in the general fund a

government should consider a variety of factors including

The predictability of its revenues and the volatility of its expendituresiehigher levels of

unreserved fund balance maybe needed if significant revenue sources are subject to

unpredictable fluctuations or if operating expenditures are highly volatile

The availability of resources in other funds as well as the potential drain upon general fund

resources from other fundsie the availability of resources in other funds may reduce the
amount ofunreserved fund balance needed in the general fund just as deficits in other funds

may require that ahigher level ofunreserved fund balance be maintained in the general
fund

Liquidityie disparity between when financial resources actually become available to

make payments and the average maturity of related liabilities may require that a higher level

ofresources be maintained

Designationsiegovernments may wish to maintain higher levels ofunreservcd fund

balance to compensate for any portion ofunreserved fund balance already designated for a

specific purpose

Effects on the CitysCredit Rating

Credit rating agencies carefully monitor levels offund balance and unreserved fund balance in a

governmentsgeneral fund to evaluate a governments continued creditworthiness Likewise laws
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and regulations often govern appropriate levels of fund balance and unreserved fund balance for

state and local governments

Those interested primarily in a governments creditworthiness or economic condition egrating
agencies are likely to favor increased levels offund balance Recently the City refinanced general
fund debt Certificate ofParticipations As part ofthe refinancing process staff worked with the

rating agencies Standard Poors and Fitch One of the reasons the City received astrong rating
from these agencies was because of our general fund reserve policy They made positive comments

regarding the Citys financial policies especially the levels established in our current reserve policy

FISCAL IMPACT

As noted above the General Fund has a total projected fund balance of196 million Currently 7
million is designated for economic uncertainty and 35 million is designated for liquidity

The current policy suggests that the City increase these reserves by a total of57million The

current financial picture can not accommodate these higher reserves however staff will assess the

amounts available during the coming twoyear budget process and recommend increasing reserves

to the maximum amounts possible

The table below summarizes the various recommended practices

Reserve Current Should be per 2months GFOA 515
Balances Cit Polic O eratin Ex of revenue

Economic 5250000 to

Uncertaint 7000000 10800000 18800000 15750000
Li uidi 3500000 5400000
Emergency 0 designated To be

determined
Other
Contin enc 4585000

Total 15085000 16200000 18800000 15750000

PUBLIC CONTACT

In June 1989 the City Council adopted this reserve policy During the preparation of each budget
the City Manager makes recommendations to Council related to reserves

This report was presented to the Council Budget and Finance Committee on October 24 2007

SCHEDULE

Staff will utilize Committee and Council comments to develop recommendations for the FY 2008

10 Budget
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Prepared by

OPr
Derab C Auker Director ofFinance and IntemalServices

Approved by

Jones City Manager

Resolution89180City Reserve Policy
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Policy for Establishment and Use of Reserves
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VUKSSPI ITEM

Adopt a reaolixtion determining City policy and guidelines for satahlishment
and use oP financial reaervoa

BACKGROUND

In 19811982 the City of Hayward experienced the effects of an economic
recession the first to occur following the passage of Proposition 13 iaa 1978
Proposition 13 changed the traditional methods of financing municipal services
while providing xelief and protection to property owners from uncontrolled
property taxes It left city governments dependent upon revenue sources that
wets sensitive to economic and business cycles for financing essential public
servioea includingarvices such as police and firs protections The
recession of 19811982 caused revenues for City government to decline by a

substantial margin while the costs of providing services continued to rise
from the effects of increased demands and inflation In response the City
was forced to reduce many services to the public and eliminate others

In the years following the City has struggled to recover from these effects
both to restore aerviaeato the levels provided previously and to establish
prudent fiscal policies to avoid a rectarrenee of this situation in the future
While there is no guarantee of immunity against recurrence of these conditions
in the event of future severe recessions the City now has established
Financial reserves that would cushion the effects and enable a gradual
adjustment to take place Additionally the City has improved its financial
monitoring and reporting practices to enable an earlier warning of potential
downturns

In the Preposed gadget for 1989 1990 General Fund reserves have been
established totaling nearly 20 of the General Fund annual operating
requirements Those reserves include a 5 millicn Reserve for Economic
Uncertainty X25million Liguidity Reserve and X19million Reserve to cover

1 The Rasalution will be distributed on Monday June 12 1989




