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ADMINISTRATIVE SERVICES DEPARTMENT

MEMORANDUM 


DATE:			June 5, 2012

TO:		The Honorable City Council
		
FROM:			Jose E. Pulido, City Manager
					By:  Tracey L. Hause, Administrative Services Director

SUBJECT:	SECOND READING AND ADOPTION OF ORDINANCE NO. 12 – 953, AN ORDINANCE ADDING A NEW CHAPTER 10 “BUDGET RESERVE FUND BALANCE REQUIREMENTS” TO TITLE 2 “ADMINISTRATION” OF THE TEMPLE CITY MUNICIPAL CODE



RECOMMENDATION:

The City Council is requested to waive further reading and adopt Ordinance No. 12 - 953 of the City Council of the City of Temple City, California, adding a new Chapter 10 “Budget Reserve Fund Balance Requirements” to Title 2 “Administration” of the Temple City Municipal Code.


BACKGROUND:

1. In February 2009, the Government Accounting Standards Board issued Statement No. 54, “Fund Balance Reporting and Government Fund type Definitions” (GASB 54).  The Statement required governmental entities, like the City, to adhere to the reporting requirements and adopt a policy implementing GASB 54 if they were to receive a qualified or “clean” audit opinion.

2. On March 8, 2012, a special meeting was held in which among other items, a Budget Reserve Policy was presented by staff.  Budget reserve options were provided for Council’s consideration containing minimum and maximum targets for reserve funds and identifying how such funds should be classified for GASB 54 reporting purposes.  The City Council was requested to provide direction regarding funding amounts for each category and classification.  Council concurred to refer this item to the City Council Budget Ad Hoc Committee to meet with staff and return to the City Council with a recommendation.

3. Between March 8th and May 1, 2012, staff met with the members of the City Council Budget Ad Hoc Committee (i.e., Mayor Yu and Council member Blum) on a number of occasions and discussed the elements for General Fund Reserves.  Classifications and minimum and maximum ranges were thoroughly vetted with the City Council Budget Ad Hoc Committee members.   For ease of administration and for accounting and reporting purposes of this reserve policy, it was suggested by staff, and the City Council Budget Ad Hoc Committee members concurred, that one reserve level or dollar amount be brought forward for approval by the City Council.   

4. 	On April 17, 2012, the City Council received and filed the Comprehensive Annual Financial Report (CAFR) at June 30, 2011, and fund balances were reported and classified in accordance with GASB 54, as a formal policy had yet to be adopted by the City.

5.	On May 1, 2012, the City Attorney and Administrative Services Director recommended            to the City Manager, that for ease of clarity, the adoption of the GASB 54 Fund Balance Policy and the Budget Reserve Fund Balance requirements to be adopted by Ordinance (as recommended by the City Council Budget Ad Hoc Committee), should be considered separately as each proposed action has a different objective.  

The GASB 54 is a fund balance classification and financial reporting mandate only and is recommended to be adopted by policy only.  The Budget Reserve Fund Balance requirements address how General Fund Reserves can and cannot be spent and the requirements for the Reserves should be adopted by Ordinance.  Further, the proposed Budget Reserve Fund Balance Requirements is intended for the General Fund only and GASB 54 must address all funds.    

6.  On May 4, 2012, staff met with the City Council Budget Ad Hoc Committee (i.e., Mayor Yu and Council member Blum) to discuss the merits of separating the GASB 54 Fund Balance Policy and the Budget Reserve Fund Balance requirements.  The City Council Budget Ad Hoc Committee concurred with staff’s recommendation. 

7.  On May 15, 2012, the City Council introduced Ordinance No. 12-953.  After answering a clarifying question from Councilmember Blum, staff recommended one minor wording change.  That change is red-lined on Page 3 in the attached Ordinance and this Ordinance is now presented for second reading and adoption. 


ANALYSIS:

The City Council desires to establish various budgeted reserve fund accounts that will allow for the funding of emergencies, contingencies, liabilities and planned major capital projects.  The goal is to maintain adequate financial reserves so that in times of economic downturns and annual revenue fluctuations, the City can continue to provide essential city services to meet expenditure obligations.

The dollar amount of General Fund recommended reserves, the criteria for each Reserve and the GASB 54 Classification is documented in Attachment “A”.  It is proposed that Budget Fund Balance Reserves be established for:

· Emergency/Disasters at $1,000,000;
· Liquidity at $2,000,000; and 
· Local Economic Uncertainty at $500,000.

It is recommended that these Reserves be established by Ordinance (Attachment “B”) as proposed.    This approach is suggested so that any changes in these Reserves will require an adoption of a new Ordinance with a first and second reading, eliminating the ability to change the reserve levels without careful consideration and a 4/5th affirmative vote of the City Council.

The recommended reserve for Other Postemployment Benefits (OPEB) will be part of the annual budget process and it is anticipated that an amount will be earmarked in each proposed fiscal year budget to reduce the liability of the postemployment benefits estimated at $9,142,000.  At the June 19, 2012, City Council meeting, staff will recommend that the City Council allocate $1,000,000 OPEB Trust Fund which will include a recommendation for the Public Agency Retirement Services (PARS) to administer the Trust Fund.

The remaining recommended Reserves are as follows:

· Fleet Management at $400,000; 
· Facilities Management at $4,000,000; 
· Technology Replacement at $200,000; 
· Economic Development at $8,000,000; and 
· Opportunities for One-Time Expenditures at $4,600,000.

These reserve levels will be reviewed on an annual basis (or more often if necessary) as part of the City Budget process and recommendations for changes in these reserves will come from the City Manager to the City Council.    


CONCLUSION:

In order to meet the City Council’s objective of developing and implementing comprehensive budgeted reserves for fund balances, it is recommended the City Council adopt the attached Ordinance, stipulating minimum amounts for Emergency/Disasters, Liquidity and Local Economic Uncertainty.  The adoption of an Ordinance is a best practice to ensure budgeted reserve levels cannot be changed without a thoughtful process and 4/5 vote by the City Council.    Further, in order to enable long-term planning for replacement of the fleet, facilities, technology, economic development and one-time expenditures, recommended reserve levels shall be an on-going part of the annual budget process. 


FISCAL IMPACT:

This action does not have an impact on the FY 2011-12 City Budget. 
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ATTACHMENTS:

A.  General Fund Recommended Reserves – FY 2012-13
B.	 Ordinance No. 12 – 953, An Ordinance of the City Council of the City of Temple City, 
     California, Adding a New Chapter 10 “Budget Reserve Fund Balance Requirements” 
      to Title 2 “Administration” of the Temple City Municipal Code
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