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HISTORIC
FRANKLIN
TENNESSEE

July 1, 2011
TO: Board of Mayor and Aldermen
FROM: Eric Stuckey, City Administrator

Russ Truell, ACA/CFO

SUBJECT:  Minor Text Changes to Reserve Policy

Purpose
The purpose of this item is to report the need for some text changes to the City’s Reserve Policy.

Background

The Board of Mayor & Aldermen approved a reserve policy for the City fund balances in 2009. The
Government Accounting Standards Board has issued their Statement 54, which changes the
nomenclature of the various fund balance reserves beginning with annual reports for the year ending
June 30, 2011. Although the Finance committee discussed this during one of the presentations with our
financial consultant, Public Financial Management, no formal action has been taken.

Recommendation

It is the recommendation of City staff that the Board instruct staff to incorporate GASB Statement 54
language in the Franklin reserve policy and bring the amended document back for adoption at the
August meeting.

FACITYADM\AGENDA ITEMS\2011\07-11\07-11-11 finance\04 7.11.11 Reserve policy memo-ESS.doc



EUN IVERSITYOf

MunicipAL TECHNICAL
ADVISORY SERVICE

...in cooperation with the
Tennessee Municipal League

INTRODUCTION

The Government Accounting Standards Board
issued Statement 54: Fund Balance Reporting
and Governmental Fund Type Definitions. The
implementation date for this standard is for

periods beginning after June 15, 2010, which
means FYE 6/30/11.

The statement has raised several issues related to
the way cities now define governmental funds,
mainly special revenue funds, and the classification
of fund balance in financial reports. Fund balance
is only used in the governmental fund types:

e  General Fund

e Special Revenue Funds

e Debt Service Funds

e (Capital Projects Funds

e Permanent Funds

Proprietary funds and internal service funds use the
term “net assets” to describe the equity in the funds.
That terminology changed with the implementation
of GASB 34. Consequently, the changes resulting
from GASB 54 do not affect fund types other than
governmental fund types listed above.

FUND BALANCE REPORTING

Governmental accounting standards now require the
reporting of five classifications of fund balance.
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THE NEW FUND BALANCE
Kay H. Stegall, CPA, CGFM, Finance and Accounting Consultant

NON-SPENDABLE

This classification of fund balance includes

amounts that due to their nature cannot be spent,
i.e. inventory. Amounts that legally or contractually
cannot be spent also are required to be classified

as non-spendable. An example might include the
corpus or principal in a permanent fund that is
legally required to remain intact.

RESTRICTED

Amounts required to be classified as restricted result

from restrictions placed on their use by:

e External enforceable legal restrictions that are
imposed by creditors, grantors, contributors, or
laws and regulations of other governments.

e Imposed by law through constitutional provisions
or enabling legislation.

Examples of restricted fund balance amounts include
unspent grant funds, debt covenants and gasoline tax
revenue for street purposes.

COMMITTED

Amounts defined as committed arise from self-

imposed constraints put on the use of the funds by

the government’s highest level of authority, which is

the full goveming body. The commitment must be
de by formal action (resolution or ordinance) and

the action must be taken before the end of the fiscal
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year. An example might include the passing of a
resolution to commit $20,000 for upgrading the city’s
computer system.

ASSIGNED

Amounts defined as assigned arise from intentions
of the government to use the funds for a specific
purpose. This action may be taken by the highest
level of authority or a designated body (committee)
or an individual (city manager or mayor). Assign-
ment of fund balance is a less formal action than
required for committed funds and the action may be
taken after the end of the fiscal year.

UNASSIGNED

The amounts in the unassigned fund balance
classification represent those funds that are left

for spending after funds earmarked for specified
purposes have been otherwise classified. The General
Fund is the only fund that will record a positive
unassigned fund balance. The nature of other fund
types automatically makes those resources restricted,
committed or assigned. The only situation where
other types of funds would report amounts in the
unassigned fund balance category is if the balance

is negative. This might occur if the fund spends
more resources than it has available in restricted,
committed or assigned fund balance.

Note: The term “unrestricted fund balance” used
in publications refers collectively to the three
categories of committed, assigned and unassigned.

FUND BALANCE POLICY

The statement requires that governments report
certain policies and procedures in the footnotes to
the audited financial statements. Does this mean
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cities have to adopt a formal fund balance policy?

No, but adopting a fund balance policy is a good

idea and is viewed favorably by credit rating

agencies. Regardless of whether governments

adopt a formal fund balance policy

the following information must be included in the

June 30, 2011, audited financial statements:

1. For committed fund balance:

a. What is the government’s highest level of
decision-making authority, i.e. full board?

b. What is the formal action required to the
taken to commit resources, i.e. resolution or
an ordinance.

2. For assigned fund balance:

a. The body (committee) or individual (mayor,
city manager or finance director) authorized
to assign resources for a specific purpose.

b. The policy established by the governing body
that gives that authorization. (See sample
policies attached in exhibits A and B).

3. What order will fund balances be utilized?

a. The government must state whether
restricted or unrestricted resources will be
used when expenditures are incurred where
either may be used.

b. Disclosure must also be made regarding
whether committed, assigned and unassigned
fund balances are considered to be used when
the expenditure incurred is for the specified
purpose of those classifications.

4. The purpose of each special revenue fund,
identifying each specific revenue stream that is
committed or restricted.

5. Detail of the nature of the non-spendable,
restricted, committed or assigned fund balance
amounts if not presented on the face of
the balance sheet.

HEJNIVERSITYof [ENNESSEE
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When developing a fund balance policy certain
elements should be considered. The policy should
include the above required disclosures as detailed in
items 1-3, the minimum unrestricted fund balance
requirement for the general fund and the policy

for use and replenishment of stabilization (rainy
day) fund resources if the government has one.

The Government Finance Officers Association
recommends that governments keep at least two
months of operating revenues or expenditures in the
general fund balance. Maintaining a comfortable
cushion is crucial to good financial management
because it helps governments compensate for
unexpected events.

DEFINING GOVERNMENTAL FUNDS

The definitions of special revenue, capital projects
and debt services funds were changed or clarified in
the new accounting standard. A special revenue fund
can only be used if a significant amount of revenue
supporting the activities is restricted or committed
for that specific purpose (other than debt service

or capital projects). Restrictions must be imposed

by an external source such as the state or federal
government. A common example is the state street
aid fund, which is supported by revenues restricted
by state law to be spent on specific street-related
expenditures. The restricted source of revenue has
to be considered a substantial source of revenue for
the fund. A committed revenue source would be one
that the full governing board has passed a resolution
committing that stream of revenue for a specific
purpose and that constitutes a substantial funding
source of the fund.

Capital projects funds may include expenditures
for general capital purchases. In the past capital
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projects funds have been used primarily for major
construction projects. Only general fund capital
projects should be accounted for in capital project
funds, any capital projects done by utilities
(proprietary funds) should be accounted for in their
respective funds.

Debt service funds are to be used when legally
required or when resources are being accumulated

to pay for principal and interest on long-term debt.
This is simply a clarification from previous standards.

PRACTICAL SUGGESTIONS
FUND TYPES
Some special revenue funds currently established
by governments may not meet the definition of
a special revenue fund under GASB 54. Tennessee
law currently requires that solid waste operations
be accounted for in either a special revenue fund
or operating landfill or incinerator in a proprietary
fund. Fees charged for solid waste services are not
considered restricted and are not committed unless
the governing body adopts a resolution committing
its use for only solid waste purposes. Any existing
special revenue fund that does not meet the new
definition must be combined into the general fund
at the end of the fiscal year for reporting purposes.
In other words, governments should continue to
account for solid waste operations in a separate
fund during the year. The Comptroller of The
Treasury, Division of Municipal Audit has issued
the following guidance:
“The activities being accounted for in
a proprietary fund are not impacted. However,
activities being accounted for in special revenue
funds will be affected. Solid waste activities
will not meet the criteria for being reported
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in a special revenue fund. To bridge the gap,
the accounting records will still account for
solid waste activities as they have in the past.
However, for financial reporting purposes, the
activities will be rolled into the general fund.
A supplemental schedule should be created to
reflect the activities to demonstrate compliance

with T.C.A.”

The complete directive from Municipal can be
found in the Internal Control and Compliance
Manual for Tennessee Municipalities,
www.comptrollerl.state.tn.us/ma/citymanual.asp.

CLASSIFYING FUND BALANCES

Classifying fund balances for implementation of

the new standard will require governments to assess

decisions made throughout the year regarding how

resources are intended to be spent. Some of the steps
necessary to properly classify fund balances include:

e Determine if the government has non-spendable
assets such as inventory, pre-paid expenditures
or long-term receivables (due from other funds)
that should be classified.

e Locate any resolution or ordinance that earmarks
a specific revenue stream or available resources
for a specified purpose.

e Identify any restrictions placed on resources by
external parties such as debt covenants and state
or federal law.

e Document if authority has been given to
a committee or individual to assign resources and
create a list of assignments made by those parties.

June 20, 2011
THE NEW FUND BALANCE

INTERNAL ACCOUNTING AND REPORTING
T.C.A. § 9-2-405, known as the Local Government
Modernization Act of 2005, requires that local
government accounting and reporting comply

with generally accepted accounting principles.
Penalties may be assessed at the discretion of the
comptroller’s office for non-compliance with the
act. What this means for governments is they

must follow accounting standards established by
the Governmental Accounting Standards Board
(GASB). In order to record the new fund balances
in the internal accounting system new account
numbers must be established. Depending on the type
of software used in each government this may have
to be done with assistance from software vendors.
MTAS recommends that governments consult with
their software vendors and independent auditors
prior to making any adjustments to fund balance

in the accounting system. The best solution for the
time being is to create a separate spreadsheet or file
to reclassify fund balances and maintain supporting
documentation for your classification decisions for
the independent auditors.

Contact an MTAS finance consultant if you
have specific questions regarding the new fund
balance requirements.

e JNIVERSITYof TENNESSEE
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Exhibit A
GENERAL FUND
FUND BALANCE POLICY

The Fund Balance Policy is intended to provide guidelines during the preparation and execution of the annual
budget to ensure that sufficient reserves are maintained for unanticipated expenditures or revenue shortfalls.

[t also is intended to preserve flexibility throughout the fiscal year to make adjustments in funding for programs
approved in connection with the annual budget. The Fund Balance Policy should be established based upon

a long-term perspective recognizing that stated thresholds are considered minimum balances. The main
objective of establishing and maintaining a Fund Balance Policy is for the city to be in a strong fiscal position
that will allow for better position to weather negative economic trends.

The Fund Balance consists of five categories:
Non-spendable, Restricted, Committed, Assigned, and Unassigned.

® Non-spendable Fund Balance consists of funds that cannot be spent due to their form (e.g. inventories
and pre-paids) or funds that legally or contractually must be maintained intact.

® Restricted Fund Balance consists of funds that are mandated for a specific purpose by external parties,
constitutional provisions or enabling legislation.

® Committed Fund Balance consists of funds that are set aside for a specific purpose by the city’s highest level
of decision making authority (council). Formal action must be taken prior to the end of the fiscal year. The
same formal action must be taken to remove or change the limitations placed on the funds.

e Assigned Fund Balance consists of funds that are set aside with the intent to be used for a specific purpose
by the city’s highest level of decision making authority or a body or official that has been given the
authority to assign funds. Assigned funds cannot cause a deficit in unassigned fund balance.

® Unassigned Fund Balance consists of excess funds that have not been classified in the previous four
categories. All funds in this category are considered spendable resources. This category also provides the
resources necessary to meet unexpected expenditures and revenue shortfalls.

NON-SPENDABLE AND RESTRICTED FUNDS

Non-spendable funds are those funds that cannot be spent because they are either:
1) Not in spendable form (e.g. inventories and pre-paids).

2) Legally or contractually required to be maintained intact.
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It is the responsibility of the finance director to report all non-spendable funds appropriately in the city’s
financial statements.

Restricted funds are those funds that have constraints placed on their use either:
1) Externally by creditors, grantors, contributors, or laws or regulations or other governments.
2) By law through constitutional provisions or enabling legislation.

[t is the responsibility of the finance director to report all restricted funds appropriately in the city’s financial
statements. All restricted funds also must be reported to the city’s governing body within two months of the
end of the fiscal year.

ORDER OF USE OF RESTRICTED AND UNRESTRICTED FUNDS
When both restricted and unrestricted funds are available for expenditure, restricted funds should be spent first
unless legal requirements disallow it.

When committed, assigned and unassigned funds are available for expenditure, committed funds should be
spent first, assigned funds second, and unassigned funds last.

AUTHORITY TO COMMIT FUNDS

The city’s governing body has the authority to set aside funds for a specific purpose. Any funds set aside as
committed fund balance requires the passage of a resolution or ordinance by a simple majority vote. The
passage of a resolution or ordinance must take place prior to June 30 of the applicable fiscal year. If the actual
amount of the commitment is not available by June 30, the resolution or ordinance must state the process

or formula necessary to calculate the actual amount as soon as information is available. In the event the
governing body wishes to lift the committed status of funds so that they may be used for general purposes,

a formal action equal to that which originally committed the funds must be taken.

STABILIZATION FUNDS

The city’s governing body has the authority to establish a financial stabilization account that will be

a committed fund balance. A financial stabilization account is established for the purpose of providing funds
for an urgent event that affects the safety of the general public (e.g. flood, tornado, etc.). The minimum level
for the financial stabilization account is 5 percent of general fund expenditures. The recognition of an urgent
event must be established by the governing body or its designee (e.g. chief administrative officer). If established
by the governing body’s designee, the specific urgent event must be reported to the governing body at its next
meeting. A budget amendment must be approved by the city’s governing body. In the event that the balance
drops below the established minimum level, the city’s governing body will develop a plan to replenish the
financial stabilization account balance to the established minimum level within four years.
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AUTHORITY TO ASSIGN FUNDS

Upon passage of the fund balance policy, authority is given to the city’s finance director to assign funds for
specific purposes in an amount not to exceed $ per purpose or in total not to exceed $

Any funds set aside as assigned fund balance must be reported to the city’s governing body at their next
regular meeting and recorded in the minutes. The governing body has the authority to remove or change the
assignment of the funds with a simple majority vote.

The city’s governing body has the authority to set aside funds for the intended use of a specific purpose. Any
funds set aside as assigned fund balance requires a simple majority vote and must be recorded in the minutes.
The same action is required to change or remove the assignment.

Upon passage of a budget ordinance where fund balance is used as a source to balance the budget, the finance
director shall record the amount as assigned fund balance.

UNASSIGNED FUND BALANCE

Unassigned fund balance is the residual amount of fund balance in the general fund. It represents the resources
available for future spending. An appropriate level of unassigned fund balance should be maintained in the
general fund in order to cover unexpected expenditures and revenue shortfalls.

Unassigned fund balance may be accessed in the event of unexpected expenditures up to the minimum
established level upon approval of a budget amendment by the city’s governing body. In the event of projected
revenue shortfalls, it is the responsibility of the finance director to report the projections to the city’s governing
body on a quarterly basis and shall be recorded in the minutes.

Any budget amendment that will result in the unassigned fund balance dropping below the minimum level will
require the approval of two-thirds vote of the city’s governing body.

The fund balance policy establishes a minimum unassigned fund balance equal to 25 percent of general fund
expenditures. In the event that the balance drops below the established minimum level, the city’s governing
body will develop a plan to replenish the fund balance to the established minimum level within two years.
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Exhibit B
SAMPLE CITY, TENNESSEE
MINIMUM FUND BALANCE POLICY

PURPOSE

The city hereby establishes and will maintain reservations of fund balance as defined herein in accordance
with Governmental Accounting Standards Board Statement No. 54 Fund Balance Reporting and
Governmental Fund Type Definitions and with regards to guidance from the Government Finance Officers
Association (GFOA) GAAFR. This policy shall apply to the city’s general fund and general debt service
fund. Governmental fund balance may be composed of restricted, committed, assigned, non-spendable and
unassigned amounts per GASB Statement 54.

MINIMUM LEVEL OF UNASSIGNED FUND BALANCE — GENERAL FUND

The general fund unassigned fund balance will be maintained at a level sufficient to provide for the required
resources to meet operating cost needs, to allow for unforeseen needs of an emergency nature, and to permit
orderly adjustment to changes resulting from fluctuations of revenue sources. Given that current property tax
collections do not begin until the fourth month of the fiscal year, Sample City will maintain at least 15 percent
of the next year’s budget in the unassigned fund balance of the general fund.

Any amounts remaining in the fiscal year-end unassigned fund balance in excess of 15 percent of the approved
subsequent year’s budget will be available for appropriation by the city legislative body to cover such items as
revenue shortfalls and unanticipated expenditures, and to ensure stable tax rates. The city legislative body will
attempt whenever possible to avoid appropriating such funding for recurring expenses.

MINIMUM LEVEL OF FUND BALANCE — GENERAL DEBT SERVICE FUND

[t is the practice of the city to pay the principle and interest requirements on the city’s debt obligations from
the debt service fund. Each year the budget committee of the city shall determine or estimate the principle
and interest requirements of the city and recommend sources of revenues to meet these actual or projected
requirements. Additionally, it shall be the policy of the city to begin each fiscal year with a balance of cash
or investments in the debt service fund in a conservatively calculated amount adequate to meet (1) cash flow
needs, (2) budgeting contingencies, (3) emergency contingencies, (4) variable rate volatility contingencies
plus (5) future forecasted needs.

Cash flow requirement component: The majority of local city revenues come from property taxes. Property
taxes levied for a specific fiscal year are generally collected in the second half of that fiscal year. For this reason,
it is common for the city to expend more than it collects during the first half of the fiscal year. For this reason,
it shall be the policy of the city to begin each fiscal year with a sum of cash or investments equal to the debt
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service fund requirements scheduled to be expended during the first six months of the next fiscal year. This
amount will typically equal six months of interest expense on the city’s total indebtedness unless the city
schedules principal payments in the first six months of the fiscal year. Generally, except for short-term capital
outlay notes, the city will not schedule principal payments in the first six months of the fiscal year.

ANNUAL REVIEW AND DETERMINATION OF FUND BALANCE RESERVE AMOUNTS

Compliance with the provisions of this policy shall be reviewed as a part of the annual budget adoption process
and amounts of the minimum level of unassigned fund balance in the general fund and the minimum level of
available fund balance (for debt service payments) in the debt service fund shall be determined during

this process.

MunicipAL TECHNICAL ADVISORY SERVICE

Knoxville (Headquarters) . . . (865) 974-0411 Martin., ......oovvinn (731) 881-7055
Jackson.................. (731) 423-3710 Nashville ............... (615) 532-6827
Johnson City ............. (423) 854-9882

The Municipal Technical Advisory Service (MTAS) is a statewide agency of the University of Tennessee Institute for Public
Service. MTAS operates in cooperation with the Tennessee Municipal League to provide technical assistance services to officials
of Tennessee’s incorporated municipalities. Assistance is offered in areas such as accounting, administration, finance, public
works, ordinance codification, and water and wastewater management.

MTAS Hot Topics are information briefs that provide a timely review of current issues of interest to Tennessee municipal
officials. Hot Topics are free to Tennessee local, state, and federal government officials and are available to others for $2 each.
Photocopying of this publication in small quantities for educational purposes is encouraged. For permission to copy and distribute
large quantities, please contact the MTAS Knoxville office at (865) 974-0411.

www.mtas.tennessee.edu

The University of Tennessee is an EEO/AA/Title VI/Title IX/Section 504/ADA/ADEA institution.
MTAS1587 @ E14-1050-000-060-11
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City of Franklin
General Fund
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Objectives for Establishing the Fund Balance Policy

The Fund Balance Policy is intended to provide guidelines during the preparation of and
deliberations on the annual budget to ensure that sufficient reserves are maintained for
unanticipated expenditures or revenue shortfalls and to preserve flexibility throughout the fiscal
year to make adjustments in funding for programs approved in connection with the annual
budget. The Fund Balance Policy should be established based upon a long-term perspective
recognizing that stated thresholds are considered minimum balances. The objective of
establishing and maintaining a Fund Balance Policy is for the City to be in a strong fiscal
position that will be better able to weather negative economic trends. Factors for maintaining
sufficient Fund Balance include the ability to:

Maintain covenants of third party agreements;

Provide funds for enacted Ordinances and Resolutions of the Board of Mayor and
Alderman,;

Mitigate State budget actions that may reduce City revenue;

Absorb liability settlements;

Mitigate economic downturns that the City may face in the future;

Front-fund or completely fund, if necessary, disaster costs or costs associated with
emergencies.

Fund the City’s expenditures and debt service payments during the first few months of
the year before traditional revenues are realized,

Fund non-recurring expenses identified as necessary by the Board of Mayor and
Alderman

Fund one-time capital expenses identified as necessary by the Board of Mayor and
Alderman

The Fund Balance will consist of three funds: the Reserve Fund, the Designated Fund, and the
Undesignated/Unreserved Fund:

e The Reserve Fund consists of funds that are mandated by a third party through laws,
regulations, and other legal requirements to be used for a specific purpose. There is
no minimum percentage requirement for this account.

e The Designated Fund consists of funds set aside by the Board of Mayor and
Aldermen by ordinances or resolutions for specific purposes. There is no minimum
percentage requirement for this account.

e The Undesignated/Unreserved Fund consists of two accounts: the Financial
Stabilization Account and the Surplus Account.

o The Financial Stabilization Account as set forth in this policy will consist of
33% of General Fund budgeted expenditures.



o The Supplemental Reserve Account should be used for new programs or
positions desired outside of the current and established budget or for one-time
capital investments upon approval by the Board of Mayor and Alderman. There
1s no minimum percentage requirement for this account. All additional net
revenues, after establishing that all other components of the General Fund
Balance are sufficient, may flow into this account.

General Fund Replenishment Priorities (Priority order):

1. Appropriate funds deposited into the Reserve Fund Account to meet all third party
mandated requirements.

2. Funds set aside by the Board of Mayor and Aldermen by ordinances or resolutions for
specific purposes.

3. Thirty-three [33%] percent of the General Fund budgeted expenditures should be
maintained in the Financial Stabilization Fund Account of the
Undesignated/Unreserved Fund.

4. All remaining funds above the amounts identified in 1 through 3 above shall flow to
the Supplemental Reserve Account of the Undesignated/Unreserved Fund.

Objectives for Establishing the Funding Levels of the Financial Stabilization Account of
the Undesignated/Unreserved Fund

Maintaining a Financial Stabilization Account is not only a prudent fiscal management tool, but
also an important factor in the analysis of financial stability. Governments should maintain a
prudent level of financial resources to protect against service reductions or tax increases because
of temporary revenue shortfalls or unanticipated one-time expenditures. A financial reserve may
be used to address unanticipated revenue shortfalls or unforeseen expenditures, providing
resources to avoid deficit spending and helping to maintain liquidity when budgeted overages
become inevitable.

Maintaining a Financial Stabilization Account is among the most effective practices a
government can apply to maintain a favorable credit rating. Fund balance reserve policy/cash
flow reserves are among the most frequently implemented best financial management practices
for governmental issuers. The accumulation of prudent reserves in more favorable economic
times could be a resource to sustain the City in inevitable economic downturns or
unforeseen/emergency expenditures. Such reserves assist the City in maintaining a stable credit
outlook.

Financial Stabilization Fund Subaccounts

The Financial Stabilization Fund Account shall include six subaccounts: the Contingency
Subaccount, the Emergency Subaccount, the Cash Flow Stabilization Subaccount, the Debt
Service Subaccount and the Property/Casualty/Health Insurance Subaccount and the Other Post-
Employment Benefits (OPEB) Subaccount.



A. Contingency Subaccount

The Contingency Subaccount is intended for unanticipated expenses or revenue
shortfalls impacting programs already approved in conjunction with the current year’s
budget. The Contingency Subaccount shall not be used to fund new programs or
positions added outside of the current year budget.

Funds in the Contingency Subaccount may be used towards expenses outside of the
budget only as follows:

1. Prior year budget for a specific item that lapsed before the purchase.
2. A change in legislation creating an unfunded mandate.

3. Large unexpected retirement payouts
4

. A technical correction of the original budget.

B. Emergency Subaccount

The Emergency Subaccount is intended for unforeseen urgent events. To utilize funds
from the Emergency Subaccount, a finding by the Mayor, with confirmation by the
Board of Alderman, of “urgent economic necessity” will be required, as well as a
determination that no other viable sources of funds are available. A finding of urgent
economic necessity would be based on a significant event, for example, a natural
disaster or catastrophe.

C. Cash Flow Stabilization Subaccount

The Cash Flow Stabilization Subaccount is intended to provide reserves to mitigate
deficiencies caused by the timing of cash inflows and cash outflows.

D. Debt Service Subaccount

The Debt Service Subaccount is intended to provide reserve funds for shortfalls in
budgeted revenues intended for general obligation debt service payments or unexpected
and unbudgeted expenditures related to general obligation debt service as well as any
unbudgeted expenses related to the service and maintenance of the City’s debt
liabilities.

E. Property/Casualty/Health Insurance Subaccount

The City maintains insurance for property and employee/ retiree health insurance. This
subaccount shall be established to meet the unanticipated Property/Casualty/Health
Insurance claims of the city.



F. Other Post Employment Benefits Obligation (OPEB) Subaccount

The City records a liability related to the Other Post Employment Benefits Obligation
(OPEB). This subaccount shall be established to meet the level of unfunded liability as
determined by the City administrators. If a Trust Fund is later established pursuant to
the OPEB liability, the OPEB Subaccount can be extinguished from the Financial
Stabilization Fund Account.

Sizing of Financial Stabilization Fund Account and Subaccounts

The Financial Stabilization Fund Account shall be thirty-three [33%] percent of the
General Fund budgeted expenditures. The amount placed in each of the subaccounts shall
be determined as follows:

1.

Contingency Subaccount shall be set at a minimum of five (5) percent of the General
Fund budgeted expenditures.

Emergency Subaccount shall be set at a minimum of five (5) percent of the General
Fund budgeted expenditures.

Cash Flow Stabilization Subaccount shall be set at a minimum of fourteen (14) percent
of the General Fund budgeted expenditures.

Debt Service Subaccount shall be set at a minimum of three (3) percent of the General
Fund budgeted expenditures.

The Property/Casualty/Health Insurance Subaccount shall be set at a minimum of four
(4) percent of the General Fund budgeted expenditures.

The Other Post Employment Benefits Obligation (OPEB) Subaccount shall be set at a
minimum of two (2) percent of the General Fund budgeted expenditures. If a Trust
Fund is later established pursuant to the OPEB liability, the OPEB Subaccount can be
extinguished from the Financial Stabilization Fund Account.

Use of Financial Stabilization Fund Account

The Financial Stabilization Account reserves should only be used to provide a short-term
solution to maintaining services until projected revenue growth or necessary expenditure
reductions are achieved to balance the budget. The City must evaluate the length and
severity of the economic conditions and their impact on future revenue projections to
determine the extent of expenditure reductions or revenue increases that are required to
achieve structural balance.

Restoration of the Financial Stabilization Account and Subaccounts

In fiscal years where it becomes necessary for the City to draw monies from the Financial
Stabilization subaccounts wherein the subaccount(s) drops below the level stated above, the
City will develop a plan to replenish these accounts to the required levels from net revenue
surpluses in the subsequent year(s) until the balance is restored to the required level.



Transfer of Additional Financial Stabilization Fund Account Funds

Any funds in addition to the established minimum requirement at the end of each fiscal
year shall be deposited into the Supplemental Reserve Account of the
Undesignated/Unreserved Fund provided the financial requirements of the subaccounts are
met and additional funds are not required.

Fund Balance Policy Adoption

The City’s Fund Balance Policy shall be adopted by resolution by the Board of Mayor and
Aldermen. The policy shall be reviewed by the approving authority and the same authority must
approve any modifications. It is recommended that the policy be reviewed every four years,
preferably during a non-election year and 6 months following the budget process. This policy
will be managed and monitored by the Finance Department and report on the current and
projected level of the reserve funds in conjunction with the budget process. If necessary, the
Finance Director will present recommendations for any amendments, deletions, additions,
improvements or clarification.



