
Review of Fund Balance Reserve 
Policy for General Fund





History of Current Policy

• Ordinance No. 7428 adopted Feb 6, 2014
• Based on Government Finance Officers’ 

Association Best Practices 
• Purpose of creating reserve balance 

available to address emergencies and 
provide for economic stability



Current Policy
• Section 1-Maintain minimum of two average 

months (16.67%) of revenue or expenditures 
(greater of) from prior fiscal year

• Section 2-Budgeted expenditures can’t 
exceed annual recurring revenue, with 
exceptions in Section 4

• Section 3-Excludes amounts that are 
restricted, committed, and assigned



• Section 4-When Fund Balance is below 
required amount
– City Manager must adjust following year’s 

budget to restore balance
– In event of “extraordinary expenditure,” fund 

balance must be restored within 3 years



• Section 5-When Fund Balance exceeds 
required amount

-If fund balance exceeds 20% of recurring 
annual revenues, excess funds may be 
reappropriated by majority vote of Council for 
one-time expenses

– If fund balance exceeds minimum but is less 
than 20%, excess funds may be reappropriated
by super majority vote of Council



• Section 6-City Manager recommends use of 
unassigned funds (in budget or as needs arise)

– Finance Director to monitor and report to 
Council various fund restrictions and 
assignments

• Section 7-Finance Director to submit report on 
various components of General Fund Balance; 
provide status reports as requested



GFOA Best Practices
• GFOA recommends that governments establish a formal 

policy on the level of unrestricted fund balance that 
should be maintained in the general fund for GAAP and 
budgetary purposes. 

• Guideline should be set by the appropriate policy body 
and articulate a framework and process for how the 
government would increase or decrease the level of 
unrestricted fund balance over a specific time period. 

• Governments should provide broad guidance in the 
policy for how resources will be directed to replenish 
fund balance should the balance fall below the level 
prescribed.



Factors for Consideration
• 1. The predictability of revenues and the volatility of 

expenditures 
• 2. Perceived exposure to significant one-time outlays 
• 3. The potential drain upon general fund resources 

from other funds, as well as, the availability of 
resources in other funds

• 4. The potential impact on the entity’s bond ratings 
and the corresponding increased cost of borrowed 
funds

• 5. Commitments and assignments 



Use and Replenishment
• The fund balance policy should define conditions warranting its 

use, and if a fund balance falls below the government’s policy 
level, a solid plan to replenish it.

• In that context, the fund balance policy should: 
1. Define the time period within which and contingencies for       

which fund balances will be used
2. Describe how the government’s expenditure and/or revenue 

levels will be adjusted to match any new economic realities 
that are behind the use of fund balance as a financing 
bridge

3. Describe the time period over which the components of fund 
balance will be replenished and the means by which they 
will be replenished



• Generally, governments should seek to replenish 
their fund balances within one to three years of use. 

• Factors influencing the replenishment time horizon 
include: 
1. The budgetary reasons behind the fund balance 

targets
2. Recovering from an extreme event
3. Political continuity
4. Financial planning time horizons
5. Long-term forecasts and economic conditions
6. External financing expectations



Revenue sources that would typically be 
considered for replenishment of fund balance 
include: 
• Nonrecurring revenues
• Budget surpluses
• Excess resources in other funds (if legally 

permissible and there is a defensible rationale) 
Year-end surpluses are an appropriate 
source for replenishing fund balance.



Unrestricted Fund Balance Above 
Formal Policy Requirement

• If unrestricted fund balance exceeds formal 
policy reserve requirement even after taking 
into account potential financial risks in the 
foreseeable future, City should consider a 
policy as to how this would be addressed. 

• Policy may include public education or 
communication to explain changes in fund 
balance. 

• In all cases, use of those funds should be 
prohibited as a funding source for ongoing 
recurring expenditures.



Questions and Action Steps


