DEPARTMENT OF FINANCE

February 27, 2023

TO: Finance Committee
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Director of Finance
SUBIJECT: General Fund Reserves and Potential Use of the Operating Reserve

Each year, the City Council confirms by resolution the commitment of fund balance for
the City’s General Fund Reserve amount. The General Fund reserve is a component of
two factors: Emergency Reserve of 15 percent of the fiscal year’s Operating Budget
($43,003,950) and the Operating Reserve of 5 percent of the fiscal year’s Operating
Budget ($14,334,650). In addition to these reserves, the City also maintains an IRS
Section 115 Trust that is a reserve for future pension and other post-employment
benefits. The Section 115 Trust was valued at $13.77 million as of December 31, 2022.

The fund balance policy creating the separate Emergency and Operating Reserve
allocations was developed in order to provide flexibility to the City Council to utilize
some reserves for strategic purchases without declaring a fiscal emergency. Operating
Reserves totaling more than $10.0 million were used during calendar years 2020 and
2021 to provide a number of services during the early stages of the COVID-19 response
including meal preparation, donations to food banks, the Great Plates program, small
business grants, and reopening the recreation loop around the Rose Bowl. As revenues
improved in the General Fund and some federal assistance was received, the Operating
Reserve was fully funded by the conclusion of Fiscal Year (FY) 2022.

On February 28, 2023 the Municipal Services Committee will receive an update from the
Water and Power Department regarding the increased costs to procure and generate
power and the need to implement a Power Cost Adjustment (PCA) of $0.025 kWh. The
PCA is required to maintain a healthy financial position of the power utility; however,
the PCA will not be sufficient to generate net income to make the full $18.0 million
General Fund Transfer for FY 2024, as set forth in Charter Section 1408. It is expected
that the General Fund Transfer will instead be $13.0 million, creating a shortfall of
approximately $5.0 million for FY 2024. It is believed that this shortfall is a one-year
concern that can be repaid in future General Fund Transfers with proper administration
of the PCA and the power utility’s net income. Therefore, the recommendation from
staff as the FY 2024 Operating Budget is developed is that the use of Operating Reserve
funds in an amount up to the anticipated shortfall in the General Fund Transfer is
appropriate to avoid budget reductions with the expectation that the reserve funds will
be recommitted in FY 2025.



