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KELOWNA INFORMATION ONLY COMMITTEE OF THE WHOLE REPORT
fé/ Finance, Administration and Protective Services
For the May 21, 2019 Committee of the Whole Meeting
DATE: May 8, 2019
TO: Jim Zaffino, CAO
FROM: Warren Everton, CFO
RE: Reserve Funds Overview and Policy
BACKGROUND:

Council's policy on reserve funds was last updated in 2015 and has an administration
requirement for the Chief Financial Officer to conduct an annual review of the reserve fund
balances. The review also is designed to allow revisions and amendments to the policy as
needed from year to year.

The goals of the policy require reserves to be:
o Sufficient to support the financial health and stability of City of West Kelowna
e Consistent and supportive of the financial plan
e Conform to statutory and legal requirements
The types of reserves held by the City
Statutory Reserves — non-discretionary, specific and established by bylaw
o Non-Statutory Capital Reserves — these reserves have been established and
appropriated from surplus for a specific purpose or specific group of assets
e Operating Reserves — designed to stabilize reoccurring spikes in specific operational
costs
e Unappropriated Surplus — accumulated excess revenues over expenses in reserve.
These reserves are discretionary in nature

The 2019 Capital planning process has been completed with the adoption of the financial plan
bylaw. The 2019 projects are confirmed and in many cases now in process. This workshop is
designed to look forward to the subsequent years and take another look at the City's
preparedness for the balance of the 10-year capital plan. It would be ideal if the Mayor and
Council could bring their Capital Plan Binders as these documents will be referenced during the
meeting.

Taking a step back to look at the planning process, we find that capital planning begins first with
public safety as the highest priority. Following that building reserves in anticipation of
replacement and the timing of asset end-of-life is critical. This is where an Asset Management
Plan is crucial to identifying, tracking and ultimately replacing assets. Management is currently
applying for a grant and engaging with a consultant to update its plan. Finally, expansion of
services or new services are also important aspects of building reserves in anticipation of future
needs. This reduces the reactive need for tax increases and debt financing when these projects
become a reality.

Many local governments similar in size to West Kelowna have long established and well funded
reserves due to the length of time they have been collecting them. West Kelowna, being an 11
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year old City has not had much time to build reserves and ideally that process never ends.
Ultimately a City’s plan is to get to an equilibrium point where usage doesn't deplete reserves
before they can be built back up for subsequent projects. The following is a table that compares
some statistics of similar sized cities for the 2017 financial statement reporting period.

2017 Vernon Penticton Campbell River  Mission West Kelowna
Comparitive Financials -
Financial Assets 111,923,000 104,878,827 83,234,327 105,387,127 75,181,429
LTDebt | |
_ General . 6,482,000 24,744,872 5,303,754 ‘ 5,056,920 7,326,941
Water | 0 7167910 2894000 0 6795062
. Sewer 12,199,000 5,260,623 637,580 0 6,858,414
‘Total Debt 18,681,000 37,173,405 8,835,344 5,056,920 20,980,417
Tangible Capital Asset Total 570,690,000 314,408,591 252,433,364 456,643,539 358,887,030
‘Total Revenue o 90,233,000 119,264,570 71,231,170 70,527,754 62,293,677
Savings o e
. Annual Surplus 8308000 1899829 15123547 = 15,977,008 5,152,335
Reservetotal - 57,454,000 76,320,298 41,821,580 59,130,347 29,966,028
- DCCs 13,167,000 14,589,967 9,556,225 11,108,279 16,718,109
Total Savings 178,929,000 109,917,561 66,501,362 86,215,634 51,836,472

LEGISLATIVE REQUIREMENTS:

Establishment of reserve funds
188 (1) A council may, by bylaw, establish a reserve fund for a specified purpose and direct
that money be placed to the credit of the reserve fund.

(2) If a municipality receives money in respect of any one of the following, the council must
establish a reserve fund for the applicable purpose:

(a) money received from the imposition of a development cost charge, which must be placed to
the credit of a reserve fund in accordance with section 566 [use of development cost charges] of
the Local Government Act;

(b) money received

(i) from the sale of park land,

(ii) under section 27 (2) (b) [disposal of park land], or

(iii) under section 510 (14) [provision of park land on subdivision] of the Local Government Act,
which must be placed to the credit of a reserve fund for the purpose of acquiring park lands;

(c) money received under section 41 (1) (d) [disposal of highway property that provides access
to water], which must be placed to the credit of a reserve fund in accordance with that section;

(d) money received under section 525 (2) [parking space requirements] of the Local
Government Act, which must be placed to the credit of a reserve fund for the purpose of
providing

(i) off-street parking spaces, or

(i) transportation infrastructure that supports walking, bicycling, public transit or other alternative
forms of transportation;

(e) except for tax sale proceeds, money received from the sale of land and improvements,
which must be placed to the credit of a reserve fund for the purposes of paying any debt
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remaining in relation to the property and of acquiring land, improvements and other assets of a
capital nature.

Use of money in reserve funds
189 (1) Subject to this section, money in a reserve fund, and interest earned on it, must be
used only for the purpose for which the fund was established.

(2) If the amount to the credit of a reserve fund is greater than required for the purpose for which
the fund was established, the council may, by bylaw, transfer all or part of the amount to another
reserve fund.

(3) If the current municipal revenue is not sufficient for the amount required to pay
compensation in respect of property expropriated or injured or to carry out works referred to in
section 32 (3) [entry on land to mitigate damage], the council may, by bylaw, use money from a
reserve fund to the extent required.

(4) As a restriction on subsection (2), a transfer from a reserve fund established for a capital
purpose may only be made to another reserve fund established for a capital purpose.

(4.1) Despite any other enactment, if

(a) money in a reserve fund established for a capital purpose, including a reserve fund under
section 566 of the Local Government Act established for a capital purpose, is not currently
required for that purpose, and

(b) the municipality has another reserve fund established for a capital purpose, the municipality
may use money in the first reserve fund for the purposes of the second reserve fund.

(4.2) If money from one reserve fund is used under subsection (4.1) for the purposes of another
reserve fund, the municipality must repay to the first reserve fund, no later than the time when
the money is needed for the purposes of that reserve fund,

(a) the amount used, and

(b) an amount equivalent to the interest that would have been earned on the amount used had it
remained in the first reserve fund.

(5) As a restriction on subsections (2) and (3), a council may not transfer amounts or use money

from a fund required under section 188 (2) (a) [development cost charge reserve fund] or (b)
[park land acquisition reserve fund] unless the bylaw is approved by the minister.

COUNCIL REPORT/RESOLUTION HISTORY:

Date Report Topic/Resolution Resolution No.
November | Reserve Fund Policy Approval C423/15

24, 2015

December | Minimum Reserve Balances COWO050-09
8, 2008

Reserve Fund Workshop
Page 3 of 4




FINANCIAL IMPLICATIONS:

Maximums and minimums for each type reserves have been established by type in Council’'s
Reserve Fund Policy. These levels as well as the funding sources, uses and expected balances
appear in Schedule 1 attached.

Respectfully submitted,

| ‘ [+

Warren Everton Tracey Battenx /
CFO Deputy CAO

Powerpoint: _X_Yes___ No

Attachments:
Schedule 1 — Reserve Balances with Max & Min
Schedule 2 — Transfers to Reserve, Capital Funding & Capital Expenses

Approved for Agenda

Mdl/ /AI Jol |
V4

Date

H:\CFO\Council Reports\COW Reports\Reserve Fund Workshop Report 21May2019.docx
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