OFFICE OF GENERAL COUNSEL
CITY OF JACKSONVILLE
117 WEST DUVAL STREET
SUITE 480
JACKSONVILLE, FL 32202
PHONE: (904) 630-4647

MEMORANDUM
TO:

Finance Committee Members
Honorable Richard Clark, Chair
Honorable Matt Schellenberg, Vice Chair
Honorable Lori Boyer
Honorable Reginald Brown
Honorable Doyle Carter
Honorable John Crescimbeni
Honorable Kimberly Daniels
Honorable Ray Holt

CC:

Kirk Sherman, Council Auditor
Jason Gabriel, General Counsel

FROM:

Margaret Sidman, Deputy Legislative Affairs & Managing Deputy

RE:

Balanced Budget and Use of Operating Reserves

DATE:

July 18, 2014

Issue
At the July 15, 2014 Finance Committee, Council Member Gulliford inquired whether
the use of Operating Reserves in the Mayor’s budget (2014-466) violated Section
106.106 (b), Ordinance Code. If the answer to the first question is yes, then Council
Member Gulliford inquired whether the balanced budget provision required by 106.106
(a) has been violated.
Short Answer
No. The Mayor’s use of Operating Reserves does not violate Section 106.106, Ordinance
Code. Section 106.106 (b) states in pertinent part:

The following financial planning targets (identified as percentages of the
operating budget) are established to assist the City in returning to
traditional cash based funding by fiscal year 2012-2013:
(i)

General Fund.
Operating Reserve .....

5—7%

From the language of the Code, this provision is a financial planning target and not a
mandate. Therefore use of the Operating Reserve funds as a funding source in the budget
is a permissible use. Since the answer to the initial question is no, the second question is
not triggered. A copy of Legal Opinion 13-2, which addresses a similar question to the
second question regarding a balanced budget, is attached hereto as Exhibit 1 for your
reference.
Background
For background purposes, after the 2005 budget, the auditors, the administration and then
Council Member Lad Daniels, met to discuss the prudence of spending operating
reserves, which can be referred to as one time money, on reoccurring operating
expenses. 1 The general thought at the time was that the operating reserves should be
grown to a financial planning target rate of 5-7%. Council enacted Ordinance 20051496-E which was codified in §106.106. In addition to the financial planning target rate
for Operating Reserve the Ordinance included a definition of Operating Reserves which
reads as follows:
Operating Reserves, measured as a percentage of the operating budget, are
available liquid reserves which can be drawn upon if necessary, but are
intended to be infrequently and sparingly used.
This definition of Operating Reserves remaining codified in the §106.106(c)(i).
During the July 15, 2014 Finance Committee meeting, Council Auditor Kirk Sherman
presented figures on the City’s Operating Reserves as of October 1, 2013, which totaled
approximately $65 million, or 6.633%. Based on information provided by the Council
Auditors, the Budget Ordinance 2014-466 as introduced expends approximately $37
million from Operating Reserves, reducing the ratio to 4.032%. Copy of the Operating
Reserve handout distributed to the Finance Committee is attached hereto as Exhibit 3.

1

Based on information provided by the Council Auditors, the 2003/2004 budget and the 2004/2005 budget
used $72 million and $100 million respectively from the General Fund GSD-011 Fund Balance. See
Budget Summary Report from the Council Auditors attached hereto as Exhibit 2.
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Analysis
Based on the plain language of Section 106.106(c)(i), Operating Reserves can be drawn
upon if necessary. Furthermore, the Code provision regarding a targeted rate for the city
Operating Reserves does not create a mandate for those Operating Reserve savings nor a
limitation on the Operating Reserve expenditures. Nor does the Code mandate the ratios
of the reserves, but rather only states financial planning targets. The Mayor when creating
the budget and the Council upon deliberating on the budget, should determine the
prudence of the source of funds being used and the purpose for which those funds are
used. Disagreement with the funding sources, however, does not create an illegality. The
proposed use of funds is a policy decision, which does not create a violation of the
balanced budget provision of the Ordinance Code.
Conclusion
In conclusion, the use of the operating reserves in the Mayor’s Budget does not violate
the provisions of Section 106.106, Ordinance Code.
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Applicable Law
Section 106.106 (Balanced Budget and Budget Stabilization Reserve), Ordinance Code:
(a)

(b)

Balanced Budget.
(1)
The annual General Fund budget for expenditures of the City of Jacksonville shall
be balanced from current year revenues.
(2)
The annual General Fund budget shall contain, at a minimum:
(i)
Operating costs sufficient to maintain operations for the fiscal year;
(ii)
Debt service;
(iii)
Transfers to independent agencies
(iv)
Funding for renewal, replacement and improvement of capital assets;
(v)
Funding of reserves; and
(vi)
Funding of contingencies.
The following financial planning targets (identified as percentages of the operating
budget) are established to assist the City in returning to traditional cash based funding by
fiscal year 2012-2013:
(i)
General Fund.
Operating Reserve .....
5—7%

(ii)

(iii)

Emergency Reserve .....

5—7%

Budgeted Contingency .....

1%

Pay-As-You-Go-Capital .....

The value of 1 mill of property taxes

Fleet Management.
Operating Reserve.....

5—7%

Operating Contingency.....

5%

Vehicle Replacement.....

Eliminate Borrowing

Vehicle Replacement Reserve
.....

100% of the Average 10-Year Replacement
Forecast

Risk Management.
Operating Reserve 5—7% of Year-End Liability
.....
Liability .....

(c)

Actuarial estimate of outstanding liability (using the medium
nondiscounted estimate)

Commencing in budget year 2007-2008 the budget development process should
specifically address progress on one or more of the above targets; and at least one-half of
any end-of-year excess of revenues over expenditures shall be used to accelerate
Operating, Emergency, or Replacement Reserve development and replenishment.
For purposes of this section, the following terms shall be defined as follows:
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(i)

(ii)

(iii)

Operating Reserves, measured as a percentage of the operating budget, are
available liquid reserves which can be drawn upon if necessary, but are intended
to be infrequently and sparingly used.
Budgeted Contingency, measured as a percentage of the operating budget, are
funds available to address unanticipated budgetary events and/or situations arising
during the term of the budget.
Pay-as-you-go-Capital, is a portion of the city capital improvements budget
funded from current revenues, thereby reducing the need for borrowing and the
related debt service burden on future budgets.
***
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additional 130 vacant positions in the vacancy pool. The COPS Ahead Program also added 30
positions and Building Inspections added 31 positions. The increases in positions were partially
offset by a decrease of 289 positions in the Clerk of the Court due to the implementation of Article
V and the transfer of duties and positions to the State.
In order to maintain a balanced budget and provide for the needs of the City, the City Council made
numerous amendments to the Mayor's Proposed budget including the following:
• Increases in group health costs were not budgeted; thus, the Council increased the budget by
$3.3 million to cover a 13.5% increase in costs effective January 1,2005.
• No salary increases were budgeted. Because the Fraternal Order of Police settled their
contract with a salary increase, the City Council added $3.8 million to the FY2004/05
Sheriffs Office budget. No other salary increases are budgeted.
• Fuel costs were under budgeted by approximately $2.3 million. Court Traffic Fine revenues
of $2.1 million not budgeted in the Mayor's proposed budget were recognized to help fund
the additional fuel costs.
• Investment Pool Earnings were over-estimated. The Council reduced these revenues by $4.3
million.
• The purchase of library books was proposed to be funded through the City's installment
purchase loan pool. Because the purchase oflibrary books is considered a recurring operating
cost, the Council elected to pay for the books as part ofthe operating budget (a $4.4 million
increase) thereby reducing the loan pool proceeds for books by $5.3 million.
In order to maintain a balanced budget, the following actions were deemed necessary.
• Increased the use of the General Employees' Pension fund's Past Excess Contributions
(PEC) from the Mayor's proposed 2.69% of the required 10.18% City contribution to 5.09%.
This provided a funding source to the City of $2.6 million.
• Placed a I % lapse on personnel costs on all City departments and the JEDC except for
constitutional officers and Fire and Rescue. This saved the City $1.1 million.
• Reduced the Mayor's proposed $5 million for Early Literacy program by $1 million.
• Reduced the Mayor's proposed $1 million for new Housing programs by $500,000.
• Increased the collection percentage of ad valorem taxes from 95% to 95.5% thereby
increasing revenues by approximately $1.9 million.
• Increased the use of fund balance from the Mayor's proposed $60 million to $71 million.

Concerns and Recommendations
1. In FY 2003/2004, the City used about $100 million in one-time funds to balance the budget. In
FY 2004/2005, the City continues to use large amounts of one-time funds to balance the budget
and pay for recurring expenditures.
use of the general fund's fund balance initially proposed
by the Mayor at $60 million and adjusted by the Council to $72 million is a
what is typically available as fund balance at
end.
averaged around $37 million. Review
the City's accounting
our
indicates
million should be
However, we
funds to fund the recurring needs of the City.
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