
BUDGET ADVISORY COMMITTEE 
 

Monday, December 18, 2017 

6:00 pm  

City Council Chambers 

150 S. Palm Avenue 

 

________________________________________________________________________ 

 

 

I. Call to Order/Roll Call – 6:00 pm 

 
II. Review/Modification of Agenda Items for Discussion  

 

III. Review and Approval of the Minutes of the December 4, 2017 Meeting 

 

IV. Oral Communications from the Audience on Items not on the Agenda  

 
V. Reports/Discussion Items (Public is offered opportunity to speak prior to Action) 

 

a. Departmental Presentations (Development Services) 

 

b. Reserve Policy and Priority Expenditures 

 

c. Financial Model Update   

 

d. Updated Financial Planning Schedule 

 
 

VI. Items Requested for Next Budget Advisory Committee Meeting (January 8th) 

 
VII. Adjournment – 8:00 pm 

 

   

 

      

 

 

 



Budget Advisory Committee Meeting 
Meeting Minutes 

 December 4, 2017  
 

I. Call to order 

Robin called the meeting to order at 6:03. 

 

Attendees: 

Community Members:  Robin Austin, David Phillips, Michele Sanchez, Joe Raden, David 

Lopez, Karla Perez 

 

Staff Representatives:  Sean Grayson (GCEA), Tony Brandyberry (RMMA), Joe Powell (Fire 

Management), Ryan Cathy (Fire 3688), Richard Royce (RPBA & RPBA Management) 

 

Absent: 

Stacy Augustine, Anna Gonzalez, Lupe Camacho, Lena Montes & Thad Coffing (RCEA) 

 

II. Review/Modification of Agenda items 

 

No changes from Committee 

III. Review and Approval of the Minutes of the November 6, 2017 Meeting 

David moved to approve the minutes to the agenda, Richard 2nd with corrections as indicated; 

vote was unanimous. 

 

Corrections: 

Joe R. added a sentence in paragraph for Exemption vote, after1st sentence:  “Mr. Raden left 

the room and did not participate in the discussion or the vote.” 

 

IV. Oral Communications:  None.   

 

V. Reports/Discussions: 

Robb went over Council Action from Council Meeting of November 28th.  He explained that 

staff made the decision to pull the item, based on concerns from several Council Members 

prior to the meeting. So it will go back on for January 9th meeting. 

 

Matt asked Robb to ask the City Attorney about whether a Citizen Group wanted to start an 

Initiative to get the UUT on the ballot.  Will they have to follow the same rules and process. 

 

Robb went through explaining what the Council’s questions were: 

Is our Reserve too high? 

What are the priority expenditures for that money? 

Should we be using it to pay down some of these long term obligations? 

Should we be using it for capital outlay? 

Should we be using it for other purposes? 



What other cities do 

Why it should be set a certain level 

 

The Committee is concerned that although they addressed the concerns prior to making the 

recommendation, Council still wanted it to come back to the group.   

 

Robb explained that Council wants to hear from the Committee what they believe the Reserves 

should be.  Staff will be providing a pretty extensive report for the Committees consideration at 

the next meeting  

 

The Committee’s consensus was that they had agreed to leave the Reserves at the current 

levels.  They are concerned that the Reserves won’t last long. 

 

Council members had other questions, such as the Exemptions, the permanency of the Tax, as 

well as other questions.  The other focus is they now want to see more analysis on the 

operating funds, the operating surplus that is set aside for emergencies for operating expenses. 

 

February 27th is the deadline to get item on the June ballot. 

 

 Dennis Barton asked:  Robb let’s say you bring back the proposal and you 

say that this is the options that are available on the 50% Reserves, and what I’m 

hearing, and correct me if I’m mistaken, what I’m hearing that the Council wants 

is “We will throw in options and want the Budget Advisory Committee to bless 

these options, if we decide to go that way”.   

 Is it reasonable that the Budget Advisory Committee could say NO.? We 

understand that there are options and this is the way you want to go.  The Budget 

Advisory Commission strongly suggests or strongly recommends that the 50% 

Reserve be maintained until such time as alternative funding sources are found 

and we are not going to bless these alternatives.  If you want to make that 

decision that is your elected privilege be responsibly fiscal, but as a citizen or a 

citizen’s committee, we’re not going to recommend that.   

 Is that possible?”   Robb said yes.  So you could go ahead a make your 

recommendation.  So you could go ahead and make it look good. 

 

Joe R. would like a word for word extract of what Denis said. 

 

What is the next hurdle that we need to get over prior to the January 9th meeting? 

Some of them don’t want to say that we are in a Fiscal Emergency 

 

The Budget committee wants it back on the next meeting, but Robb said that they have given 

up direction to wait until January. 

   

The Committee will wait on Robb’s paperwork to come, which will be the same as what you 

are going to give them?  Robb said it will be more detailed and give Council options and 

recommendations from the Committee. 

 



David asked about the firm that is defending us with the Tank Farm.  Can they come in and 

give us a report on how it’s going.  It seems that that is the only alternative if the U tax doesn’t 

go through.  Robb said that he will get a written report from them.  

The goal of the Tank Farm issue was not to offset or backfill the UUT, it was to help lower the 

amount from 8% to 6%. 

 

Review the same thing that was already reviewed. The concern is will there be enough people 

hear to cover everything with everyone. 

 

They want us to make sure that we have vetted out all other options. 

 

Dennis is suggesting  that what will really help is to have some members of the committee with 

credibly voices, saying yes this is what we came up with this is what we are recommendation 

and we hope that you will give that recommendation some thought. 

Robin said that they should all be there.  She asked Angie to send reminders to the committee 

to be at the January 9th Council meeting.  As many as possible will show up. 

 

b.)  Department Presentations – Public Works – Continued their presentation – Katie & Robert 

 Staff let them know that 1.2 million is what the City anticipates getting if the Gas Tax 

goes through. 

 

7:40 pm Meeting broke for recess  

7:50 pm Meeting reconvened 

 

c.)  Department Presentations – Development Services – Robb 

 He introduced his Mid-Managers 

Robb will have to continue his presentation next meeting and he will bring his staff back 

as well. 

 

VI. Items Requested for Next Meeting 

 

Robb will provide additional information for UUTax consideration and recommendation to 

Council, including information on the Reserves  

 

The next Meeting will go forward on December 18th. 

 

VII. Adjournment:  8:07 pm. 

 

Submitted by:   

Angela Perry 
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       December 13, 2017 

Memorandum 
 

To:  Robb Steel, Assistant City Manager 
Misty Cheng, Contract Financial Officer 
Kyle Johnson, Finance Manager 

 
From: Russ Branson, Director 
 

RE: City of Rialto General Fund Reserves 

 

City Council members have asked for an evaluation of the City’s current General Fund reserve policy 
levels and whether these levels remain relevant to the City’s financial position.  Additionally, Council is 
interested in determining how any excess policy reserves (regardless of policy level) should be deployed.  
This question is framed by the current question of whether or not to submit the utility users tax (UUT) to 
the voters of Rialto this spring. 
 
The City of Rialto adopted a reserve policy in 2002 of not less than 50% of General Fund operating 
expense.  While the original purpose of the reserve was for working capital and economic contingency, 
a primary purpose of this reserve has become to protect the City against the loss of the UUT, which 
provides 18% of the total General Fund revenue in FY18, or approximately $14.2 million.  This amount 
has increased approximately 3% per year.   
 
Part-and-parcel to this discussion is the question about the City’s reserve level and distribution of excess 
reserves.  At the end of the FY18, the City’s adopted budget calculates a $37.98 million reserve to meet 
the 50% reserve policy requirement1.  As the City considers asking voters to extend the UUT, the Council 
is asking how the reserve fits into this request.  Based on the analysis provided in this memo, the City’s 
50% reserve policy remains an accurate reflection of the City’s needed reserve to adequately plan for 
potential loss of revenues or increases in costs.     
 

Revenue/Expense Item Reserve Needed Notes 

Overall General Fund Revenues $7.5 million for one to two-year 
coverage of revenue loss 

Low estimate. GF revenue loss of 
$7M to $8M over three years in 
Great Recession 

Loss of UUT $29.7 ($14.6M in FY19 and 
$15.1M in FY20) for two-year 
phase out of UUT (assumes 

3%/year inflation) 

UUT represents 18% of City’s 
general purpose revenue.  
Reduction of expenses would not 
be immediate or easily 
implemented 

One-time costs:  disasters and 
deferred maintenance 

Unknown, but can use amount 
for UUT as reserve 

Deferred maintenance study is 
needed for City facilities 

Capital purchases/rolling stock $1 million Varies between $100,000 and 
$1.2M per year 

Drain from other funds $1 million Primary volatility in internal 
service funds 

Bond Ratings $0 No GF bonds at this time 

Commitment and Assignments Unknown More Study is needed 

Total $39.2 million Excludes add’l Commitments 

                                            
1 Page 22 of the City’s FY17-18 adopted budget. 
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This memo discusses, generally, the components that should comprise a reserve and why the City’s 
current policy matches the likely City need.   
 

GFOA Recommendation 
The Government Finance Officers Association (GFOA), is a membership organization operating 
throughout the United States and Canada with the mission to “promote excellence in state and local 
governmental financial management.  One area the GFOA addresses in detail is that of general-purpose 
reserves.  “GFOA recommends, at a minimum, that general-purpose governments, regardless of size, 
maintain unrestricted budgetary fund balance in their general fund of no less than two months of regular 
general fund operating revenues or regular general fund operating expenditures.”  This equates to 16.7% 
of general fund operating expenses, or $12.7 million for Rialto—at a minimum, assuming no unusual 
circumstances.   
 
GFOA also provides recommended factors to consider in setting reserve levels at higher, or lower levels.  
These factors are shown below, and then each discussed within the context of Rialto’s budget situation: 
 
1. The predictability of its revenues and the volatility of its expenditures (i.e., higher levels of unrestricted 

fund balance may be needed if significant revenue sources are subject to unpredictable fluctuations 
or if operating expenditures are highly volatile); 

2. Its perceived exposure to significant one-time outlays (e.g., disasters, immediate capital needs, state 
budget cuts); 

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 (i.e., governments may wish to maintain higher levels of unrestricted 
fund balance to compensate for any portion of unrestricted fund balance already committed or 
assigned by the government for a specific purpose).  Governments may deem it appropriate to 
exclude from consideration resources that have been committed or assigned to some other purpose 
and focus on unassigned fund balance, rather than on unrestricted fund balance. 

 
Predictability of Revenues and Volatility of Expenditures 
 
A key element of a City’s reserve is the likelihood of unexpected or uncontrolled revenues or expenses. 
As described below, the City has significant risks in this area. 
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Revenues.  Over the last several years, Rialto’s 
General Fund revenues have been stable and 
increasing.  As shown in the chart to the right, 
revenues are varied, with revenue concentrated in 
property tax, sales tax, and the UUT.  Virtually all 
of the City’s revenues are susceptible to economic 
changes, and this is one of the main reasons to 
have an economic reserve.  An economic 
recession is likely to negatively impact City 
revenues, and reserves provide a cushion to 
continue providing services as the City grapples 
with the best way to reduce the budget.  If a 
recession lasting several years resulted in 
reductions of between 5%-10% a year in 
revenues, the City would have a need for $7.5 - 
$15 million to fill the budget gap.   
 
The sunset clause in the City’s UUT presents a larger issue as it relates to volatility and uncertainty of 
revenues.  Every five years, the City is in danger of losing its UUT.  This revenue source is key to the 
City’s operations, the sudden loss of the UUT would have major consequences for the City’s budget.  If 
the UUT is not continued, the loss of revenue from this source (with expected escalation) would exceed 
$29.7 million over the first two years and $160 million over 10 years.  This alone justifies the 50% 
operating reserve, as it could take the City two-three years to adjust program levels to match a lower-
revenue budget. 
 
Expenses.  On the expense side, 
the City’s General Fund budget is 
heavily weighted toward personnel 
costs.  The “other” operating 
expenses cover the supplies, 
services, and contracts needed to 
keep the City running on a day-to-
day basis.  For the most part, the 
City is able to control these costs 
through approval of funded positions 
and labor contracts. 
 
Labor Costs.  Future costs can be 
controlled by Council to some extent 
through labor agreements.  
However, even seemingly modest increases in wages can have a significant, long-term impact on City 
expenses.  For example, the budget model developed by PFM for the City projects a Baseline increase 
of 0.5% per year for miscellaneous employees and 1.0% per year for safety employees.  Over the next 
10 years, this modest increase will cost the City $10.5 million in cumulative additional expenses related 
to the salary increases.  If this is increased to a still-modest 2% per year for all groups (still lower than 
expected inflation), an additional $14.2 million in cumulative salary costs will be added, requiring a growth 
in revenues of nearly $25 million to fund. 
 

$21,398,000

$15,414,000$14,195,500

$10,822,200

$15,210,000

Rialto General Fund Revenues
FY18 Adopted Budget

Property Taxes Sales Taxes

UUT Charges for Service

Other

54,220,673 

27,884,788 

FY18 Operating Expenses

Personnel Non-Personnel
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Pension Costs.  The City has 
less control over its pension 
costs.  Over the last several 
years, CalPERS has changed 
actuarial assumptions on 
expectations for retirement 
age, final salary, and mortality  
significantly increasing the 
employer cost of pensions.  
Recently, CalPERS lowered 
its expected discount rate for 
future returns, further 
increasing projected 
employer pension costs.  The 
result of this is a cumulative 
$53 million increase over the 

next 10 years.  Changes in salary will have a minimal impact on future pension costs ($2.7 million over 
10 years for increases to normal cost), as most of the increase is in unfunded actuarial liabilities. 
 
It is not certain the current reduction in CalPERS’ discount rate will be sufficient.  If the discount rate is 
reduced further, the City’s costs for unfunded liabilities will spike and require additional City funding. 
 
Other Costs.  Due to the City’s ongoing recovery from the Great Recession, there are several costs that 
are not included in the budget that will impact the City’s need for capital in the years to come. These are 
discussed in “Commitments and Assignments” below. 
 
Conclusion:  Based on the impact of future recessions and the potential loss of the UUT revenue every 
five years, the City’s reserve for loss of revenues should be in the $37.2 million range (two years of UUT 
revenue and two years of a 5% impact from a recession) in order to have an orderly response to major 
changes in revenues and/or expenses.  General Fund expenses are more predictable, but are predicted 
to rise significantly over the next 10 years, even with modest salary increases.  As General Fund 
expenses increase, there will be a corresponding increase in the operating reserve requirement.   
 
Perceived Exposure to Significant One-Time Outlays 
 
One-time expenses can be required by natural disasters and their aftermath or by failure of major systems 
in the City’s aging facilities and infrastructure.  Having reserves to address these issues without major 
impacts to ongoing City services is crucial.  While the City has limited information on these areas at this 
time, each of these is discussed briefly below. 
 
Disasters.  The City has exposure to natural disasters, primarily due to earthquakes, high-wind events, 
and fires.  Beyond repair to City infrastructure and buildings, there can also be the cost of shelters for 
displaced residents in the event of a natural disaster.  Additionally, local disasters also lead to unexpected 
overtime costs for public safety and public works employees.  The set-aside needed for a potential local 
disaster has not been evaluated. 
 
Aging Facilities and Infrastructure.  The City also has aging buildings, parks, and roads.  Major system 
failure of HVAC systems, roofing, playground equipment, and high-cost City vehicles (e.g., fire engines 
and trucks) can all place a fiscal strain on the City’s budget.  No estimate of deferred maintenance is 
available for City infrastructure or equipment to gauge the current risk associated with these risks.  
Emergency responses to aging infrastructure can be funded through the reserve; however, a more orderly 
way is to include funding for known future costs in the City’s annual commitments and assignments. 

0

10,000,000

20,000,000

30,000,000

40,000,000

50,000,000

Salary PERS Normal Cost PERS Unfunded
Liability

Expected Cumulative Expense Increases
In Salary and Pensions FY19-FY28

Baseline Initiative

Cumulative salary and pension cost 
with 2% salary growth is $80.3 

million through FY28—all categories 
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Conclusion:  The City should have some amount of money set aside for natural disasters and the impact 
of deferred maintenance on City facilities and infrastructure.  Assuming the UUT stays in place, the 
current reserve should be sufficient for any near-term cost that should arise; however, the City should 
evaluate its deferred maintenance needs to quantify current cost liabilities. 
 
Potential Drain Upon General Fund Resources from Other Funds 
 
The City has done a good job of insulating the General Fund from other funds in the City.  The Community 
Services department is currently operated as an enterprise fund, but is mainly funded through General 
Fund transfers.  Internal service fund transfers have been inconsistent, and may impact the General 
Fund.  Transfers to the internal services funds since 2010 have ranged from $162,000 to $2.3 million, 
with an average of $1 million per year. 
 
An additional area related to this category is an ongoing need to fund the City’s capital needs and rolling 
stock.  The City has invested a great deal in capital equipment, its vehicle fleet, and IT infrastructure.  
Annual expenditures for replacement and upgrades of these investments has varied over the last several 
years from approximately $100,000 to $1.2 million.  In order to have sufficient revenue to upgrade capital 
investment as needed, the reserve should set-aside $1 million.  
 
Conclusion.  Impacts from General Fund resources flowing to other funds should be covered in the City’s 
reserve for revenue volatility and should not create an additional reserve requirement.  However, if the 
UUT revenue issue is ever resolved, a reserve of $2 million ($1 million for other funds, and $1 million for 
capital and rolling stock) should be added for this potential cost to the General Fund. 
 
Potential Impact on Bond Ratings 
 
The City does not have general fund debt.  Although unlikely, if the City adds general fund debt at some 
point in the future, the reserve requirement should be re-visited. 
 
Conclusion.  Should the City issue General Fund debt, a reserve amount should be added to the General 

Fund to help insulate services from revenue volatility while still maintaining debt service payments. 

Commitments and assignments 
 
The City’s total fund balance, after setting aside for the policy reserve of $37.98 million is $40.41 million.  
Of this amount, $39.1 million is reserved by the City for other uses.  The City’s General Fund reserve 
balances, as included in the City’s adopted FY18 budget is shown on page 22 of the City’s FY17-18 
budget. 
 
In addition to the reservations listed in the budget, there are several areas where the City is not setting 
funds aside for future costs.  These include: 
 

 Deferred and ongoing maintenance of City buildings, parks, roads, and other infrastructure 
 Unfunded pension and retiree health care liabilities—$126.4 million for pensions and over $25 

million for retiree health.  While the pension amount is being funded through increased employer 
costs, the City could reduce future cost increases by accelerating the payment amounts.  The 
City can also reduce future pay-go payments for retiree health by fully funding the OPEB annual 
required contribution (ARC). 

 Investments in City buildings (e.g., new City Hall, community centers, parks, etc.) are needed to 
keep the City facilities up-to-date and current with community desires. 
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The analysis to determine future commitments and set-asides is not currently available, and will need to 
be evaluated based on community desires and ability to pay. 
 

Use of Excess Revenues 
A secondary question related to policy reserves is what to do with excess reserve revenues, whether as 
a result of fiscal performance or a change in reserve policy that frees up these one-time funds.  The 
primary recommendation is that one-time moneys should be used for one-time expenditures.  While the 
distribution of funds for one-time uses should remain a Council decision at the time of distribution, the 
City has several areas with significant and ongoing funding needs, as shown in the chart below. 
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Use of One-Time Funds from Excess or Released Reserve Funding 
 

One-time expenditures Identified Funding 

Capital and rolling stock funding Varies annually—key to City’s ongoing operations 

Unfunded pension liability  As of June 30, 2016:  $87.2M for Safety and 
$39.2M for Miscellaneous 

Retiree Health Unfunded Liabilities (“OPEB”) $24.8M as of June 30, 2016 

Road Repair and improvements Not determined 

 
Funding the City’s capital and liability needs will have the effect of reducing long-term general fund 
expenditures and provide for improved service provision by City staff. 
 
One-time moneys are not recommended to support increases in ongoing costs, such as salary increase 
or improvements to City benefits.  While one-time funding can defray the up-front impact of these costs, 
the long-term impact on the City’s fiscal condition can be very negative.  With recent increases in ongoing 
pension expense, and potential additional pension increases if the market returns for CalPERS remains 
low, the City should proceed carefully with increasing ongoing expenditures. 
 

Conclusion 
Based on the factors discussed above, PFM recommends the following: 
 
Recommendation #1—Policy Level Reserves:  The City Council should retain its policy of a 50% 
General Fund budget reserve.  This reserve will allow the City time to adjust to a loss of revenue in the 
event that a sun-setting UUT is not re-authorized or in the event of a recession impacting General Fund 
revenues.  This reserve also allows the City to address capital needs, funding for non-general fund 
programs, and the ability to respond to one-time events related to natural disasters or major capital or 
infrastructure failures.  
 
Recommendation #2—Priority of Distributing Amounts Exceeding Policy Reserve Levels:  A 
secondary question related to policy reserves is what to do with excess reserve revenues, whether as a 
result of fiscal performance or a change in reserve policy that frees up these one-time funds.  It is 
recommended that Council limit the use of one-time funding from reserves for one-time, or limited-term, 
costs.  Specifically, Council should consider investments in City capital needs and paying down long-
term liabilities for pensions and retiree health.   
 
 
 
 


































