City of Pontiac Fund Balance Policy
Approved by City Council March 5, 2014;
Approved by Transition Advisory Board March 18, 2015
The City of Pontiac deems it necessary to maintain adequate levels of fund balance to
maintain financial stability and to mitigate future unforeseen liabilities or risks. Therefore, the
following outlines the City’s policy on maintaining what the City deems to be an adequate
amount of City’s various Funds unrestricted fund balance to ensure stable tax rates and to
serve as a guide in long term financial planning.
The City will establish a reserve to pay for expenditures as a result of unforeseen
emergencies or for shortfalls caused by revenue declines. The City will seek to maintain a
diversified and stable revenue system to shelter itself from short-run fluctuations in any one
revenue source. The City will attempt to obtain additional revenue sources to insure a
balanced budget.
The following factors are considered by the City in establishing its fund balance policy:







The predictability of its revenues and volatility of its expenditures. The City will
follow an aggressive policy of collecting revenue.
Exposure to significant one-time outlays (i.e. disasters, cash flow shortfalls, short
term capital needs).
Potential need of General Fund resources from other funds as well as availability
of resources in other funds.
Specific and planned future capital projects, including retaining funds for grant
matching opportunities.
Liquidity, cash flow needs and to avoid borrowing costs.
Maintain and improve the city’s credit rating.

The City will review fund balance/reserves annually during the budget process.
In the event the level of expenditures exceeds the estimated appropriations, the City will
create a plan to replenish fund balance/reserves within three years by controlling
operating expenditures, adjusting operations and/or dedicating excess or specific
revenue sources.
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General Fund
For the General Fund, the unassigned fund balance will be maintained with a minimum
of approximately 15% of the budgeted expenditures of that particular fiscal year. In the
event that circumstances arise causing the unassigned fund balance to fall below 15%,
a plan will be put in place to replenish the balance during the subsequent two budget
years. Additional reserves can be designated for a specific purpose, as identified by
City Council, during the budget process. Fund balance will be established to:






Provide a fund or reserve to meet emergency expenditures and future capital
needs;
Provide cash to finance expenditures from the beginning of the budget
year until general property taxes or other revenues are collected;
Demonstrate financial stability and therefore preserve or enhance its bond
rating, thereby lowering debt issuance costs;
Accumulate sufficient assets to make designated purchases;
Avoid short-term borrowing and associated interest costs.

As part of the budget process excess fund balance may be used to reduce liabilities or
fund expenditures of the next fiscal period.
The City shall utilize GASB categories to designate the fund balances which are rolled
together for reporting of fund balance in accordance with GASB 54. The only unassigned
fund balance of the City shall be that of the General Fund.
Special Revenue Funds
Resources in a fund other than the general fund are either (1) required to be used for the
purpose of the fund or (2) intended by the government to be used for that purpose.
Special revenue funds report specific revenue sources that are designated to be used for
a particular purpose. Unless they are listed individually below, special revenue funds will
establish a minimum of 15% of budgeted expenditures as unassigned fund balance in any
given budget year.

Road Funds (Major and Local Street Fund)
The City’s fund balance for the road funds will be established within a minimum range of 10 20%, of the budgeted expenditures individually and collectively amongst the two funds, to
cover extraordinary maintenance events (i.e. unusual winter maintenance events,
emergency reconstruction, etc.), and contingencies for budgeted construction projects. In
addition, the City may establish a designation for capital projects in excess of $1.5 million, to
be completed in future years based on the capital improvement program.
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Senior Millage Fund
The fund balance for the Senior Activities Fund will establish a minimum of 10% of fund
annual budgeted expenditures, since this fund is similar to the General Fund in terms of
covering operations. This fund receives revenue from the dedicated special voted property
tax millage. The City may establish a designation for capital projects in excess of $200,000;
to be completed in future years based on the capital improvement program.

Sanitation Fund
The fund balance for the Sanitation Fund will establish a minimum of 15% of fund annual
budgeted expenditures. This fund receives revenue from the dedicated special voted
property tax millage and also a sanitation fee assessment in addition to the millage to
cover the difference between the tax revenue and the expenditures. The City may lower
the sanitation assessment to property owners during the budget approval process based
on the data available at that time. The potential for increase in the fuel surcharge costs as
part of sanitation expenditures necessitates a healthy fund balance to hedge against that
unexpected increase in costs.
Capital Improvements Fund
The fund balance for the Capital Improvement Fund will be used primarily for capital
improvements, but may also be used for other capital infrastructure projects. The fund’s
resources are primarily from special millage. The fund balance is recommended to be at
least 15% of scheduled expenditures.

Other Internal Service Funds
The fund balance for Internal Service Funds (Insurance and Workers Comp Insurance Fund
etc.) will be used for appropriations based on the specific purpose of those funds. Unless
they are listed individually above, internal revenue funds will establish a minimum of 10% of
budgeted expenditures as unassigned fund balance in any given budget year.
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