KENSINGTON POLICE PROTECTION
AND COMMUNITY SERVICES DISTRICT

**Revised AGENDA **

A Special Meeting of the Finance Committee of the Kensington Police Protection and Community Services District will be held
Thursday April 28, at 6: 00 P.M., at the Community Center, 59 Arlington Avenue, Kensington, California.

1. Call to Order/Roll Call 6:00 P.M.

2. Public Comments- Members of the public may address the Committee on any issue not listed on the agenda that are
within the purview of the Committee. Comments on matters that are listed on the agenda may be made at the time

the Committee is considering each item. Each speaker is allowed a maximum of five (5) minutes per Board Policy
5030.41.

3. Approval of the Finance Committee Minutes.
a. Minutes of the Finance Committee Special Meeting of April 6, 2016. Page 2

4. The Committee will receive a report regarding the draft Independent Auditor’s Financial Report ending Fiscal year
June 30, 2015. The Committee will review and possibly vote to recommend the Kensington Police Protection and
Community Services Board of Directors approve the report. P-8

5. The Committee will review and consider recommending approval to the Board of Directors the Fiscal Year 2016/17
proposed budget. The Kensington Police Protection and Community Services District Board of Directors will review
and possibly vote to approve the proposed budget for FY 16/17 at its Regular Meeting held on May 12, 2016. P-43

6. The Finance Committee will receive a report from the sub-committee on the development of a Budget Reserve
Policy. The Committee may take action to vote on recommendations from the sub-committee to the Board of
Directors.

ADJOURNMENT

General Information-Accessible Public Meetings

NOTE: UPON REQUEST THE KENSINGTON POLICE PROTECTION AND COMMUNITY SERVICES DISTRICT
WILL PROVIDE WRITTEN AGENDA MATERIALS IN APPROPRIATE ALTERNATIVE FORMATS, OR
DISABILITY-RELATED MODIFICATION OR DISABILITIES TO PARTICIPATE IN PUBLIC MEETINGS.
PLEASE SEND A WRITTEN REQUEST, INCLUDING YOUR NAME, MAILING ADDRESS,PHONE NUMBER
AND A BRIEF DESCRIPTION OF THE REQUESTED MATERIALS AND PREFERRED ALTERNATIVE FORMAT
OR AUXILARY AID OR SERVICE AT LEAST 2 DAYS BEFORE THE MEETING. REQUESTS SHOULD BE
SENT TO:

Interim General Manager Kevin. E. Hart, Kensington Police Protection & Community Services District, 217 Arlington
Ave, Kensington, CA 94707. POSTED: Public Safety Building-Colusa Food-Library-Arlington Kiosk- and at
www . kensingtoncalifornia.org.

Complete agenda packets are available at the Public Safety Building and the Library.

All public records that relate to an open session item of a meeting of the Kensington Police Protection & Community Services
District that are distributed to a majority of the Board less than 72 hours before the meeting, excluding records that are exempt from
disclosure pursuant to the California Public Records Act, will be available for inspection at the District offices, 217 Arlington Ave,
Kensington, CA 94707 at the same time that those records are distributed or made available to a majority of the Board.
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217 Arlington Avenue ¢ Kensington, California 94707-1401 e (510) 526-4141



To: Chairman Welsh, Co-Chairman Toombs, and IGM/COP Hart

From: Paula Black, Rob Firmin, Karl Kruger, Gloria Morrison, and Jim Watt
Date: April 19, 2016

Subject: KPPCSD Budget Reserves Policy

Background

At the Finance Committee meeting on February 1, 2016, Committee members discussed
the need to formulate a reserve policy for possible adoption by the Board. To commence
the process the Finance Committee unanimously agreed to appoint a 5-member
subcommittee to provide recommendations for review by the full Finance Committee.
The five-subcommittee members are: Black, Firmin, Kruger, Morrison and Watt.

Methodology

In addition to an exchange of e-mail information on the subject, the subcommittee had
two meetings to discuss the appropriate course of action and the areas that should be
included as part of and over-arching reserve policy. The subcommittee unanimously
agreed that a reserve policy should include not only specifying the reserves necessary to
meet day-to-day cash flow needs and unforeseen contingencies, but also major capital
reserves necessary to fulfill the District’s obligations for the Kensington Community
Center and capital improvements for other District owned and operated buildings.

We looked at reserve policies in other communities, and found significant variations by
community. Therefore, we concluded that any final decision by Kensington has to fit its
own unique circumstances. Those circumstances include the fact that Kensington has a
fairly stable revenue base and that the daily cash flow needs can be met with somewhat
minimal reserves. Subcommittee members felt it was imperative that we adopt a

systematic approach to building up our reserves to complete necessary capital
improvements.

The attachments identified as “Source Material” were beneficial in formulating our
recommendations.

Recommendations

That the following three funds be established by Board resolution.

General Fund Unallocated reserve — That the District maintain a contingency reserve
for operating expenditures of no less than $500,000 or 16% of total annual revenues,
whichever is greater, in order to maintain the sound financial operation of the District.
This reserve may only be utilized in the event of a severe economic downturn or a natural



disaster and only after all reasonable expenditure cuts have been implemented, as
determined by final Board approval.

Community Center Building Upgrade - That the category currently designated in the
Budget under the heading Fund Balances as “Committed — Park Bldgs. Replacement” be
redesigned as “Community Center Upgrade”. That the funds currently shown as
$206,976 be augmented by an additional $150,000 in FYE 16/17 and an additional
$150,000 in FYE 17/18. The purpose of these additional “Committed” funds shall be 1o
set aside sufficient capital to meet the possible capital required to retrofit the building.
Upon completion of these Community Center improvements, any surplus funds shall be
assigned to the newly created General Capital Building Fund — see following.

General Capital Building Fund — That this new capital building fund be created with
the purpose of setting aside annual restricted funds for the purpose of completing
necessary capital improvements to District owned and operated facilities. The initial
amount to be included in this fund shall be based upon 4% of the annual revenues from
the County levy tax (code 401), and shall commence with budget year 16/17. The initial
4% may be increased, but not decreased, at the time each annual budget is approved. The
money in this account may only be used for major capital building improvement with an
expected useful life of 15 or more years.

The following would be the recommended changes to the line items shown under Fund
Balances — see attached complete page from the budget.

Fund balances, in audit terms (see definitions included)
Nonspendable — District Portion of Bond
Resiricted — Est’d vacation/comp Hability
Committed — Park Bldgs Replacement DELETED
Committed — Community Center Bidg Upgrade = ADDED
Committed - Annex Renovation Expenditure DELETED
Committed — General Capital Bldg. Fund ADDED
Committed — Bay view Net Balance

Total Ideniified Fund Balances

This proposed recommended reserves policy has been thoroughly vetted by the sub-
committee, with concessions made by all members in the interest of providing the full

committee with a recommended policy that has the unanimous approval of the sub-
commitiee.



Revised 9811415 KPPCSD ATTACK e pT

Projected Revenue and Expenss’
2015/2018
Budgeted Revenues 2015/2048
400 - Police Activities Revenue
Total 400 - Paolice Activities Revenus

$2,791,952

Total 420 + Park/Rec Activities Revenus 71,500
440 - District Activities Revenue

4438 - Franchise Fees 48,800

456 - Interest-District 4]

Total 440 - District Activities Revenue 48.800

Total Revenues $2.912,252

Budgeted Expenditures 2015/2018
500 - Police Sal & Ben

Total 500 - Police Sal & Ben $2,0583,570

Total 850 - Other Police Expenses 325,268

Total 800 - ParkiRec Sal & Ben 3,147

Total 635 - ParkiRecreation Expanses 98,718
Total 800 - District Expenses

271,118
Total 950 - Capital Outlay 81.000
Total Expenditures $2,858.920
Excess of Revenue over Expense 2015/2016 $53,332
Praviously Allocated Funds
Total Aliocated Funds Usad [¥]
Excess Funding over Expenses 2095/2016 -§3.332
Cash Carryovars 2014/2048 $1.480.663
Estimated Fund Garryovers into 2015/2016 $1,533,004
Fund Balancas, in audit terms {ses definitions included)
Nonspendabls - District Partion of Bond $62,830
Resticted - Est'd Vacation/Comp Liab 80,000
Gommitted - Park Bldgs Replacement Jass FY 15/16 expenditures 206,976
Comimitted - Annax Renovation Expenditure in Current Yaar 0
Committed - Bay View Net Balance -1 977
Total identified Fund Balances $371,828
Unassigned Fund Balance available for Contingencies $1.182,165

Percentage of Tofal Expenditures 40.85%
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Appropilate Level of Unrestricted Fund Balance in the General Fund

Type: Best Practice

Approved by GFCA's Executlve Board: Septeimber 2015

Background:

In the cantext of financial reporting. the term fund balanee Is used to describe the net position of governmental fupds
caloulated jn accordance with genesally aceeptad aceounting principles (GAAP}, Budget profassionals comnoniy use this
same term to desarfhe the net positlon of governmental funds calculated on @ gaverninent's bu(.fgetam basis, While in
both casea fund balance is intended 1o serve as a measure of the financlal rasources availabia In e governmenmal fund; it
is essential that differznces between GAAPR fund bolance and hudgetary fund balance be 1ully aprreciated.

1. GAAP financial stalemens repart up to live separate categories of fund balance hased or the type and sourse of
canstialnds plased on how resources can he spent (presented tn descending arder from mast cunstraining 1o least
constralninglh nanspendalile fund balanee, restrictzd fund halance, committed fund alance, assigned fund balsnce, and
unassignad fund balsnce. The total of the aimounts In these last three sategorivs {where the anly constialnt an
spending, i any, ls imposed by the government itsslfy is termed wirestdcted fund balanca. in cantrast, budgetary fund
balance, whilz it Is subject ta the same tonstrainta on spending as GAAP fund batance, typically represents simply the
letal amotd accumulated fiom orior years at a pont in time.
The calculalion of GAAP fund halance ond budgetary fund balance sematimes is nomplicated by the use of subfunds
within the penetsl fund. In such cases, GAAP fund balance includes araounts fron all of the subfunds, whereas
hudgetary fund halance typleatly does not.
3. Often the tming of the recognition of revenues and expendituras is different for purposes of GANP financiai 7eporting
and hudgeting, For example, encumbrances arising from purchase orders ofien are recognized as expenditures for
budgetary purposes, but niever for the praparatian of GAAR financial statoiments,

m

The effect of these and other differences on the amounts reportad as GAAP fund balance and budgelary fund balance in
the general fund should be clanfied, understood, snd documented.

& s essential that governments maintain adequate levels of fund balence Lo mitigate current and fulure fisics {e.g.,
reveiie shertfalls and unantlcipated expendiitses) and Lo ensure stabis tax rates, in most vases, discussions of fund
belance will properly focus on a government's deneral fund. Nonelhelass, financial resaurces avallable in other funds
should also be considered In assessing Whe ndacuicy of unrestricted fund balanee In the general fund,

Recommandation:

GFOA reeommends that povernmiants establish a formas! noliey on the level of unrestricked fund balange that shotid be
mairtained In the general fund for GAAP and budgatary pw{.ms.eﬁ.ﬂ Such a guldeline should be set by tha appropriate
pelicy body and articulate a framewnark and process | or haw the government wauld increase or docrease the Jevel of
uprestricied fund balance over a spechic time peded.  1n particilay, governmeanis should provide hroad Zuidanse in the
pelicy for how resowces will be directed to replenish fund haisnce should the balance fall bulow tiie lovel preseribed,

Appropials Lavel. The adequacy of unrestieted fund balance in the generai fund should take into secount each
Zovernment’s own unlgue slrcumstances. For example, governments that may be vulnorable to natural disastars, more
dependesit on a valatile revenue souree, ot potentlally subject te cuts in state ald and,or feders] grants may need to
maintain a higher lovelin tha unestrictad fund balance, Artioulating these risks o a Tund balance pelisy rakes it casr
to explain to stakehlders the raticnale for a seemingly higher than normal level of fund batance that protects taxpayers
and employees from unexpected changes in finahelzi condition. Novertheless, GFOArecommends; at a minimum, that
generalpurpose govermmants, regardless of size, maltain unrestricted hudgetaiy fund halance in thair general find of no
less than two months of regufar general fund operating revenues or regulay genei'al fund operating expend!tures.b The
eholce of revenues or axpenditures 58 a basls of comparlson may be dictatad by what is mors orediclabie i a
govemiment's partlcular eireurnstances,  Fucthermore, a govemment's pardeular siualion often nay require a leve of
unresifictad fund bafance Ip the deneral fund significantly in excess of this recormmended mininum tevel, In any case,
slich measires should be apolied within lhe context of langtenn forcasting, thereby avoiding the risk of plaging tao rauch
emphasis upan the level of uvestiicted fund halanes in the genaral fund al any one time, In establishing a poicy
govaming the level of unrestiicted fund bHalance In the ganeral und, & guvermmant should considar s variety of factors,
nefuding:

hilp:ffarww gica orglapproptiate-level-unrastricted-fund-balance-general-fund %3
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1. The predictabilily of its revenues and the volatiity of its expanditures (i.2., higher levels of wivastrictad fund balante
may e naadad if significant revenue sourees are sublect to unpredictable fluctuations wr I opera g expendilures are
highly volatfle);

«-‘-”%_ Its perceived exposure io significant onedime outlays (8.8, disasters, immediate capital needs, state budget auts);
3. The potential drals upon gencral fund resourses from other funds, a5 well as, the availability of resources In olher
funds;

A. The potanual hnpact o the anlity's sond ratings and the corresponding increased cost of borrowed Tunds:

. Cemmitments and asmgmhents {1.e.. governments may wish to maintain higher levels of unresiicted fund balance o
compensate for any portion of unvestricted fund balance already commitied or assigned by the govsrninent for a
speaific purpose). Governmenia may deerm it approprisie to exclude from corsideration resourees (hat have beer

cominitied or assigned lo sume olher purpase and fmous on unassigned funt balanes. rather than on unrestriclad fund
balance,

Use and Replenishment,

[431

The fund bafance policy should define conditions warranting its use, and ifa-fund batance falls below

he governmeant's
policy level, a soll¢ olan ta replenish it, In that context, the fund hatance polisy shauld:

1. Define the tme pariod within which and sontingencies for which fund batances will be used:

2, Describe how the government’s expenditure and/or revenus levels will be adlusted to match any Naw economic
realittes tnat are behind the use of fund batatce as a financing hridge:

3. Describe the time period over which the compenents of fund Batance wil be reph

enishid and the means by which thay
wifl be: replenished,

Generally, govamments shoufd seek to replenish Dieir fund hat

ances within one 1o thiee years of use, Spedilically, factors
Influenemg the replenistiment time horizen inciude:

The hudgetary reasons bahind the fund balance targes;
Recovering from an catreme event;

Political cominuity;

. Financial planning tiine harizons;

. Longterm foreasts and econotmic conditions;

.,.,} &, External financing expectations.

W

EN

Hevenue sources that would tymeatly be looied Lo Tor replenishment of & fund bhalonce include RONTRLUTING revenuss,
budget surpluses, and ezcess rescurces in other funds (if tegally pemmssibie and there is a defensibie rationalel. Yoar-
en surpluses are an appropriate source for rapienishing fund balance.

Unrestrictad Fund Balance Abuve Formal Folicy Reguirement, In.some cases. governments can find themseahes in 5
position with an amount of unrestricted fund balange in the generai fund over their Tormal holiey reserve requirement even
after taking into accoumt potential financial disks in e foreseeable future. Amounts over the fenmal policy may ieflect 3
strustuval frend, in which case governments should consider a poiicy a8 to how this would be addressed, Addilionally, an
gducation or communication strategy. or ot a minimun, explanation of iarge chandes in fund balance is anenuraged. in ol

cases, use of those funds shoull be prohibited as a funding saince for UNEUINE recurring expenditures,

Gammittee: Accounting, Auditing, and Fnancial Reporting
Governizental Budgeting and Fiscal Policy

Hotes;

1. For lhe sake of clarity, this recommended practice uses the terms GAAP (und halance and budgatary fund halance to
distinguish thess twe different uses of the same e,

2. These ¢ategories are sef forth In Govemmaontal Accounting Standards Board {GASE) Statement Mo, 54, Fund Bafance
Reporting and Governmental Fund Tyne Defipitions.

3. Bometimes restrcted fung balance includes rasources availanle to finance items that typically would require the use of
wnrestricted fund Balance (e.g., a contingency ieserve). In thai cose, such amounts shauld he includad as pant of
unrestricted fund balance for purgases of analyals,

4. Ses Recommended Practico 4.1 of the Mational Advisory Councif i State and Local Budgeting goverpments oo the

nead to “maintain a arudert level of fnanciat resources to Protect against raducing servica evels or ralsing taes ane

fers hecause of tamparary revanue shortfais or unpradicted onatineg expenditures” {Recommanded Fractice 4.1y,

I praclice, & level of unrestricted fund halance sighificantly lower than the recormmended minimum may be appropriate

1or states and America’s lafgest governments (g, clles, sounties, and school distilcts) because they often are in a

hettar position to predict centingencies (for the sams resson that an nsurance company san mare readily gredict the

aumber of acsidents for a pooi of 500,000 arivers than for 3 nool of fifty), and betause their revenues and
expenditures often are imore diversified and thus potentially less subject W volatitity,

o

G In einer case, unusual items thal would distort trends {e.B.. one-tima revenues and expenditires) shauld he excluded,
whereas recuming ansters should be mcludad, Once the decision has bean made to combare unrestricted fund

halance to either ravenues and/or expendilures, that decision should be [ullowed sonsistently from period to periad.
Download Best Practize

hﬁpﬂwww.gfoa.orgfappmpriate-iéuei—tmr@stricied-iumbaianc&general—fund
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. Unassigned fund balance is typically the primary subject of _

a reserve policy. However, committed and assigned fund
‘balance may also be thought of as part of a reserve policy
as the governing board or management, respectively, has
seme control over the balances. Conversely, restricted
fund balances or nonspendable fund balances are
fundamentally constrained, making it unnecessary to
place parameters on them through reserve policy in order

to achieve prudent savings and expenditures of public
resources.

It is recommended that every district establish policies
regarding minimum fund balance and spending priorities
in order to communicate to users the importance of a
reserve for economic uncertainties, why it consists of

amounts that are unassigned and that it is not available for
spending.

Districts’ policies should specify the order in which fund
balances are spent when more than one amount is
available for a specific purpose. Where such policies do not
exist, GASB 54 prescribes that the default order in which
these amounts should be spent is committed, assigned,
and then unassigned.

i
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GASB 54

According to the Governmental Accounting Standards
Board, statament No. 54 was issued after, “..research
revealed that the existing standards guiding fund
balance reporting were being interpreted inconsistently
by different governments. Consequently, the fund
balance information reported by many governmants
also was inconsistent. It also bacame clear that the
understandability of fund balance information was
affected and that financial statement users were unable
to readily interpret reported fund balance information.”

b

GASB fact sheet about Fuind Balance Reporting and Governmental
Fund Type Definitions

fAB-TER 1

Sample Policy
Language

The “X” district
maintains a minimum
unassigned fund
balance of not less
than “X" percent of
budgeted general fund
expenditures and other
financing uses as a
reserve for economic
uncertainties. The
district believes a
reserve of this leval

is prudent to maintain
a high bond rating

and to protect the
district from the effects
of fluctuations in
property tax ravenues
to which spscial
districts are vulnerable.
Because amounts in
the nonspendable,
restricted, committed
and assigned categories
are subject to varying
constraints on their
use, the reserve for
economic uncertainties
consists of balances
that are otherwise
unassigned.




