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Category: FINANCE
Subject: Reserve Policy
Purpose

The City of Penticton Reserve Policy has been developed to provide guidance and direction for the development,
maintenance, and the use of City’s reserve funds to ensure appropriate funds are available to both support asset
management best practices, and to address future priorities while meeting statutory requirements.

Scope

The City of Penticton Reserve Policy provides direction to staff on the City’s reserve funds including the funding
source, minimum and optimum levels and the rationale for levels established.

Policy Statement

Reserves form an integral component of the City’s budget and strategic financial plan and ensure equity between
current and future taxpayers.

1. DEFINITIONS

“Accumulated Surplus” means the accumulated excess of revenues over expenditures from prior years
which has not been set aside for specific purposes.

“Annual Surplus” means the accumulated excess of revenues over expenditures for the current year.
“Non-Statutory Reserve” means funds allocated for a specified purpose but not established by bylaw.

“Statutory Reserve” means a reserve fund established by bylaw for a specified purpose as per the
Community Charter .

2, POLICY ADMINISTRATION
2.1 Responsibilities
The Chief Financial Officer is assigned the responsibility of financial administration for the City which

includes ensuring the keeping of and the oversight of all reserve/surplus funds, and investing funds
until required in statutorily authorized investments.
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The Manager of Financial Services shall be responsible for:

° Ensuring the establishment, keeping and maintenance of all reserve, surplus and other
municipal funds in compliance with provincial enactments, City bylaws and this policy;

° Conducting an annual review of the reserve, surplus and other municipal funds and reporting
the results to City Council during the annual presentation of the Financial Statements;

° On an “as required basis” recommending revisions or amendments to this policy, due to
changes in Council direction, applicable statutes, accounting standards, or economy.

2.2 Corporate Purpose

Reserves must have a unique and specific corporate purpose. Every effort must be made to:

o Reduce complexity by combining amounts with similar purposes,
° Eliminating those with redundant or outdated purposes,
o Re-focusing departmental reserves to corporate purposes and strategic plans.

2.3 Reserve Contributions

Annual and/or periodic contributions to reserve funds shall be specific to each reserve, as approved by
Council through the City’s annual financial planning bylaw, and as required by section 188 of the
Community Charter and section 566 of the Local Government Act, as amended or replaced from time
to time.

24 Minimum and Optimum Reserve Balances

A minimum and optimum balance shall be established if considered necessary for each Statutory
Reserve. The minimum balance will ensure that each Statutory Reserve is not depleted to the degree
that it is no longer able to serve its intended purpose. The optimum balance ensures the City’s guiding
principles are achieved and that excess funds are not remaining idle that could be otherwise utilized
for other corporate priorities. Reserves are cyclical in nature, balances may be near minimum or near
optimum at times as they are available to minimize tax impacts to the taxpayer. A review of actual,
minimum and optimal Statutory Reserve balances shall be undertaken periodically. The minimum
and optimal reserve balances are shown in Appendix 1.

Minimum and optimum reserve balances may be established for Non-Statutory Reserves but is not
required.

25 Internal Borrowing

A payment from a reserve/surplus fund to another reserve/surplus fund established for another
purpose, shall be permissible as allowed for by legislation, if a clearly defined and attainable payback
plan, including payment of foregone interest if applicable, and is established by the resolution that
authorizes the payment. Such payments from one reserve/surplus fund to another allows for more
flexibility in terms of payback amount and loan duration than external borrowing. Paybacks shall be
executed according to plan, including the time for repayment, the calculation of the foregone interest
and the obligation in the case of a Statutory Reserve to repay the amount with interest before the
money is needed for the purpose of the first Statutory Reserve. Such payments will be approved by
Council and incorporated into the financial plan bylaw.
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2.6 Interest

All Statutory Reserve funds will earn interest each year. Interest will be calculated based on the
average fund balances at the end of year using the City’s average rate of return on investments. Per
subsection 189 (1) of the Community Charter, any interest earned in a reserve fund must be used only
for the purpose for which the fund was established.

2.7 Guide and Transition

The minimum and optimal fund balance guidelines shown in this policy serve as a guide in moving
the City towards the goals or targets it wishes to attain, in terms of individual fund balances. Itis
recognized that the City’s fund balances may not be at the minimum and optimal levels at the time of
policy adoption.

3. GUIDING PRINCIPLES AND OBJECTIVES
3.1 Guiding Principles

All reserve and surplus funds must be established, maintained and used for a specified purpose as
mandated by this policy, statute, or City by-law, including the financial plan. The City’'s management
of reserve and surplus funds needs to conform to the statutory and legal requirements of the Local
Government Act and the Community Charter.

3.2 Objectives
The primary objectives of the City’s reserve and surplus funds are to:

a. Ensure Stable and Predictable Levies

The City recognizes that unstable and unpredictable levies can adversely affect residents and
businesses in Penticton. In order to maintain stable and predictable levies and fees, the City will
endeavor to maintain sufficient reserves to buffer the impact of any unusual or unplanned cost
increases and revenue volatility over multiple budget cycles.

b. Focus on Long-Term Financial Stability

The City recognizes that adequate reserve/surplus levels are important in achieving community goals
including financial health and stability. The City will strive to be proactive in achieving long-term
financial stability and balancing the costs of maintaining reasonable reserves/surplus levels to current
and future taxpayers.

c. Safeguard and Maintain Existing Assets

The City has an inventory of specialized machinery, equipment, technology and infrastructure that are
necessary for the efficient delivery of services to the public. These capital assets need to be maintained
and replaced according to their service lifecycles in accordance with asset management best
practices. The capital asset reserve balances are focused on maintaining enough funds overall to
manage risk of asset failure with a focus on annual spending and investment on infrastructure rather
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than maintaining significant balances in reserve. Typically, funds established to maintain are for
maintaining existing service levels not an increase to service levels.

d. Provide for Operating Emergencies

The City is exposed to unusual operating emergencies resulting from climatic events, catastrophic
events, law enforcement issues, legal claims, insurance claims, tax assessment appeals, environmental
hazards and various other events. It may not be feasible, or cost-effective, to absorb the costs in one
budget cycle. The City will establish and maintain what Council considers to be reasonably adequate
reserves to minimize the financial impact of such emergencies, extensive service interruptions, and
prevent risks to infrastructure and public safety.

e. Finance New Capital Assets

The use of reserve funds for financing new capital assets is an effective means of matching one-time
funds to one-time capital projects. In addition, the City requires financial resources to leverage
external funding or to quickly respond to opportunities that could provide capital infrastructure
through private sector or public partnerships, and other alternative service delivery methods. Typically
new capital assets are for an increase to service levels.

4. ACCUMULATED SURPLUSES

The City needs to maintain accumulated surplus balances in its four operating funds (general, electric,
sewer, and water) for working capital or cash flow purposes. Maintaining minimum working capital
funds minimizes the need to borrow externally and/or internally to cover operating expenses before
property taxes, user fees and other revenues are collected.

5. STATUTORY RESERVES
The minimum and optimal reserve balances are shown in Appendix 1.

5.1 AFFORDABLE HOUSING RESERVE
The purpose of this reserve is to provide funding for Affordable Housing projects that provide social
or not-for-profit for those in need.

5.2 ALTERNATIVE TRANSPORTATION RESERVE
This reserve is to provide funding solely for transportation infrastructure that supports walking,
bicycling, public transit or other alternative forms of transportation.

5.3 ASSET SUSTAINABILITY
This reserve is to provide funding solely for replacement or significant repair that would increase
estimated useful life of existing capital assets.

5.4 CAPITAL RESERVE FUND

This reserve is to fund new capital and replacement projects in the general fund including parks,
facilities, roads, traffic signals, curb and gutters, sidewalks and streetlights. This reserve can also be
used to fund other capital projects as needed.

5.5 COMMUNITY WORKS RESERVE FUND
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This reserve is to be used pursuant to the Community Works Gas Tax Agreement; funds to be used to
build and revitalize public infrastructure that supports national objectives of productivity and
economic growth, a clean environment and strong cities and communities. This reserve will be used
for eligible projects as set out in the Community Works Gas Tax Agreement.

5.6 ELECTRIC CAPITAL RESERVE FUND
This reserve is to fund electric utility equipment, buildings, land improvements and infrastructure.

5.7 EQUIPMENT REPLACEMENT RESERVE FUND
This reserve is to fund the replacement of City equipment including fleet and heavy equipment, fire
trucks and information technology assets.

5.8 GROWING COMMUNITIES RESERVE FUND
This reserve is to fund expenditures for or in respect to capital infrastructure and used only for
expenditures as defined by the provincial Growing Communities Fund program.

5.9 LAND ACQUISITION FUND

Per subsection 188 (2) (e) of the Community Charter, funds received from the sale of land and
improvements must be set aside in a reserve and used for paying any debt remaining in relation to the
property and for acquiring land, improvements and other assets of a capital nature.

5.10 LOCAL IMPROVEMENT FUND
This reserve is to provide funding for financing the construction or provision of local improvement
works or local service area works or services payable by special charges

5.11 OFF-SITE PARKING RESERVE FUND
This reserve is to provide funding for new and existing off-street parking spaces in specified areas.

5.12 PARKLAND ACQUISITION RESERVE FUND

Per subsection 188 (2) (b) of the Community Charter, Funds received from the sale or disposal of
parkland as well as funds received pursuant to section 941 of the Local Government Act (parkland
funds received upon subdivision) must be set aside in a reserve and be used exclusively to purchase
parkland. The parkland acquisition reserve fund has been established for accumulating and
expending monies as per this requirement.

5.13 PUBLIC AMENITY RESERVE FUND

This reserve is to provide funding solely for the purposes of community park improvements,
Community Centre improvements, parkland acquisition, and acquisition of equipment necessary to
service higher elevation buildings, and other amenities as determined from time to time.

5.14 SEWER CAPITAL RESERVE FUND
This reserve is to fund sanitary sewer utility equipment, buildings, land improvements and

infrastructure.

5.15 WATER CAPITAL RESERVE FUND
This reserve is to fund water utility equipment, buildings, land improvements and infrastructure.

6. NON-STATUTORY RESERVES

6.1 ASSET EMERGENCY
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This reserve is to fund unplanned non-budgeted asset emergency costs that occur during the year.

6.2 CEMETERY LAND
This reserve is to fund the purchase of future Cemetery lands.

6.3 CLIMATE ACTION
This reserve is to provide funding for carbon neutral initiatives; part of working towards carbon
neutrality as per the Climate Action Charter.

6.4 ELECTION
This reserve is to fund election expenses that occur every 4 years.

6.5 ELECTRIC SURPLUS
This reserve is for working capital purposes in the electric operating and capital funds.

6.6 FINANCIAL STABILIZATION
The financial stabilization reserve has been established for the following purposes:

Significant Operating Events and Environmental Emergencies - these appropriations are for major
non-reoccurring costs related to significant operating events and various emergency events or
situations, for instance significant legal costs/claims, inclement weather, environmental hazards, and
the like.

Revenue Stabilization and Operating Contingency - these appropriations are intended to stabilize
the impacts of cyclical revenue downturns and operating cost increases that are largely temporary
and not within the City’s ability to adjust to in the short-term.

One-Time and Intermittent Projects - these appropriations are to allow the City the flexibility to
fund one-time and intermittent operating projects without resulting in a spikes and declines in
general taxation.

6.7 GAMING

This reserve is to support Council strategic priorities and initiatives; this fund can be used for any
municipal purpose however Council provides direction for use through a Council resolution or
through adoption of the financial plan bylaw.

6.8 GENERAL SURPLUS
To cover cash flows and working capital before property tax revenues are collected.

6.9 MARINAS
This reserve is to fund renovations and repairs for the City’s marina’s and marina infrastructure.

6.10 ONLINE ACCOMODATION PLATFORM (OAP)
This reserve is to fund affordable housing initiative, required to be submitted and approved by the
Ministry of Municipal Affairs.

6.11 RECYCLING

This reserve is to provide funding for recycling initiatives or reductions in recycling levies as per the
agreement with Recycle BC.
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6.12 PARKING AND REVITALIZATION
This reserve is to fund parking lot improvements in the City’s lots.

6.13 RCMP
This reserve is to fund major non-recurring costs related to significant RCMP events, capital, and
provide gap funding for vacancies filled to achieve full compliment.

6.14 SEWER EQUIPMENT REPLACEMENT
This reserve is to fund the replacement of sewer equipment for the septage receiving facility.

6.15 SEWER SURPLUS
This reserve is for working capital purposes in the sewer operating and capital funds.

6.16 STORM WATER RESERVE
This reserve is for working capital purposes in the storm sewer cost center for operating and capital
funding.

6.17 URBAN FOREST RESERVE
This reserve is to fund tree infilling in the City.

6.18 WATER SURPLUS
This reserve is for working capital purposes in the water operating and capital funds.

6. 19 WEST BENCH CAPITAL
This reserve is to fund future replacement of West Bench capital infrastructure.

6.20 WEST BENCH WATER
This reserve is to fund the water sales pricing offset provided to West Bench customers.

7. MANDATORY RESERVES

7.1 DEVELOPMENT COST CHARGES
Per subsection 188 (2) (a) of the Community Charter, separate Reserves need to be established for DCC

collections and use, under section 566 of the Local Government Act. The following DCC Reserves have
been established for the purpose so identified in the associated DCC bylaws and are as follows:

Roads DCC Waste Water DCC
Parks DCC Water DCC
Drainage DCC

7.2 CEMETERY PERPETUAL CARE

The Cemetery Care Reserve is established in accordance with the Cremation, Interment, and Funeral
Services Act to upkeep the cemetery grounds/facilities upon closure of the cemetery. As per this
legislation, current interest income earned on the Reserve balance may be used to offset cemetery
operating and capital expenditures. Annual cemetery operating and capital expenditures are
approved by Council through the annual budgeting process.
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Approval History
Replaces: Reserve Policy Resolution No.39/2019
Approved by Council on: | December 12,2023 | Resolution No.: | 483/2023

Certified Correct:

Angie dollisoh, Corporate Officer
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