
 

      
 

 

      
 

CITY OF SAN DIEGO – 1222 FIRST AVENUE, M.S. 401, SAN DIEGO, CA 92101 

DATE: June 7, 2018 

TO: All Interested Parties 
 

SUBJECT: Development Services Fee Proposal 
 

 

Please be advised that the Council of The City of San Diego, California will 

conduct a public hearing, as part of a scheduled City Council meeting on Monday, 

June 18, 2018 to 

 Obtain approval of the following Development Services Department 

(DSD’s) proposed user fee adjustments to provide full cost recovery for 

mandatory regulatory review and inspection services, and to meet its 

service level standards: 
Fiscal Year 2019:  maximum increase of 6.0% 
Fiscal Year 2020:  maximum increase of 4.5% 
Fiscal Year 2021:  maximum increase of 3.5% 

 Obtain approval to convert existing deposit account fees for preliminary 

multi-disciplinary reviews (2), substantial conformance reviews, map 

waivers, neighborhood development permits, neighborhood use permits, 

surface mining and reclamation act compliance, standalone tentative or 

vesting tentative maps, and standalone variances to flat fees. 

 Obtain approval to revise Council Policy 100-20 - Reserve Policy, to 

modify the Development Services Department Operating Reserve target 

from 15% to 12% to be achieved by Fiscal Year 2023. 
   



 Obtain approval for the Development Services Department to 

automatically adjust fees that are collected by the Department but set by 

another jurisdiction.  

For additional information, please contact Lisa Celaya at (619) 446-5007 or 

lcelaya@sandiego.gov  



 
 
 
 
 
 

              
The City of San Diego 

 
Staff Report 

 
 
DATE ISSUED:  April 6, 2018  
 
TO: 
 

 
City Council 

 

FROM:  
 

Development Services Department  

SUBJECT:  
 
 

Development Services User Fee Adjustments 

Primary 
Contact: 

Lisa Celaya Phone: (619) 446-5007 

Secondary 
Contact:  

Robert Vacchi Phone: (619) 446-5423 

 
Council District(s):        Citywide 
 
OVERVIEW: 
While the Development Services Department (DSD) has made significant strides in 
lowering costs and simplifying the permit review process, recent changes in labor and 
operating costs require adjustments to user fees over the next three years. The requested 
adjustments will provide full cost recovery and enable DSD to meet its service level 
standards. 
 
PROPOSED ACTIONS: 
1. Approve a three-year increase in Development Services user fees as follows:  

a. Fiscal Year 2019:  maximum increase of 6.0% 
b. Fiscal Year 2020:  maximum increase of 4.5% 
c. Fiscal Year 2021:  maximum increase of 3.5% 

2. Convert existing deposit account fees for preliminary reviews (multi-disciplinary and 
Civic), substantial conformance reviews, map waivers, neighborhood development 
permits, neighborhood use permits, surface mining and reclamation act compliance, 
standalone tentative or vesting tentative maps, and standalone variances to flat fees. 

3. Revise Council Policy 100-20 - Reserve Policy, to modify the Development Services 
Department Operating Reserve target from 15% to 12% to be achieved by Fiscal Year 
2023. 

4. Authorize the Development Services Department to automatically adjust fees that are 
collected by the Department but set by another jurisdiction.  

 
  



 

 

DISCUSSION OF ITEM: 
 
Background 
Since 2014, DSD has implemented a significant number of transformations, changing its approach to 
customer service. The transformations include both regulatory and business process reforms 
designed to make easier for the public to both understand and navigate the development review 
process. To provide a scope of the DSD’s typical workload, in the past year the department 
processed 54,585 permits, including 110,970 separate plan reviews and 147,391 field inspections.  
Historically DSD completes 92% of its reviews on time and performs 93% of its requested 
inspections in two days or less.   
 
A series of regulatory reforms enacted with the 9th, 10th, and 11th land development code updates 
reduced processing times and the level of review for many project types. As an example of cost 
savings, the transition of sidewalk café permits from a discretionary to a ministerial review reduced 
the average cost of the permit from $6,264 to $1,409. 
 
Similar to the regulatory reforms, DSD instituted a number of business process changes including 
professional certification programs to reduce or eliminate certain review functions, a late hit policy 
elevating delayed review to management for resolution, strengthened customer service training, 
and extended service hours. The creation of a professional certification process for solar 
photovoltaic projects has saved permit applicants approximately $1.7 million over the last three 
years. In order to provide more certainty on project costs, DSD simplified its fee structure last year 
by consolidating 538 fees into 313 and converting three-quarters of the deposit accounts permit 
types to flat fees.  
 
Although multiple efficiencies in process have occurred, the cost to provide the current level of 
service has significantly increased since DSD’s last cost of service analysis in 2016. The primary 
factors driving the increase in costs are related to labor and operating costs. 
 
Labor costs have increased since 2016 due to unforeseen pension and salary increases. The City’s 
retirement system recently updated their actuarial assumptions as a result of the most recent 
experience study. The update significantly increased the City’s pension payment raising DSD’s costs 
by 25.8% in FY18. Further, the City entered into a new memorandum of understandings with the San 
Diego Municipal Employees Association in July 2016. The new agreement raised pensionable salaries 
by 3.3% in Fiscal Year 2019 and again in Fiscal Year 2020.  These increases result in approximately 
$1.8 million in new ongoing costs to the department.  
 
While the 2016 DSD User Fee Update included relocation costs for the department establish a new 
Permit Review Center on a new site, the costs did not anticipate the higher initial costs that will be 
incurred with the City’s lease-to-own agreement of 101 Ash Street.   
 
Other unanticipated costs included the Administrative Civil Liability Complaint (ACL Complaint) No. 
R9-2016-0155 received in July 2016 which alleging that the City had failed to properly implement and 
enforce construction site storm water best management practice requirements for private and 
public constructions projects.  As a result of the settlement agreement, DSD paid $1.1 million and 
funded $0.4 million annually (through Fiscal Year 2020) for supplemental environmental projects. 
 



 

 

Although DSD’s present user fees are allowed an annual consumer price index (CPI) adjustment, the 
cost increases outlined above are outpacing the forecasted growth in revenues as depicted in Chart 
1.   
 

 
As a result, the department is projected to deplete a majority of its operating reserves to support 
current service levels.  Since the use of reserves is considered one-time and the majority of the 
factors identified are recurring, a structural issue with the fund has been identified. 
 
Recommended Fee Adjustments 
DSD operates as an Enterprise Fund, separate from the City’s General Fund, charging fees in 
exchange for services.  Service levels provided are directly related to the fees charged and the fees 
may not exceed the estimated reasonable cost of providing the service. Given the unanticipated cost 
discussed above, the department recommends the following fee adjustments to fully recover the 
costs and continue to provide the current service levels without general fund subsidy:  
 

 In order to maintain the current level of service, the fund needs approximately $8.4 million 
annually in additional ongoing revenue; reflecting an increase of approximately 17% of 
overall fees collected.  To mitigate the impact on customers, DSD identified a three year 
phase in of the fee increase.  In addition to the current authority to adjust fees by the CPI, 
the proposed fee adjustment includes a maximum increase of 6% in Fiscal Year 2019; 4.5% 
in Fiscal Year 2020; and 3.5% in Fiscal Year 2021.   

 
 Similar to the fee consolidation efforts in 2016, DSD reviewed the remaining Deposit Account 

permit types to see if there was any ability to institute additional flat fees. Accordingly DSD 
identified an additional 10 fees that may be converted to a flat fee basis.  The permit types 
proposed to be charged a flat fee now include preliminary multi-disciplinary reviews, 
substantial conformance reviews, map waivers, neighborhood development permits, 
neighborhood use permits, surface mining and reclamation act compliance, standalone 
tentative or vesting tentative maps, and standalone variances.   

 
 The last fee adjustment recommended is the ability to pass through other jurisdictions’ fee 

increases.  For example, on January 1, 2018, the San Diego County Recorder instituted an 
additional $75 recording fee for applicable real property transactions, pursuant to Senate Bill 
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2 (SB 2 – Atkins).  This fee is collected by DSD and then remitted to the County.  Under the 
currently authority, DSD does not have the ability to change this fee, or other similar pass-
through fees, without receiving Council authority first and must absorb an increase until a 
fee update is approved. 
 

 To address the depletion of reserves, staff is recommending that the current reserve target 
goal, as identified in Council Policy 100-20, be modified from 15% to 12% of operating 
expenses and that this goal be achieved by Fiscal Year 2023.  The modified reserve target still 
aligns with the Government Finance Officers Association (GFOA) best management practice.  
At the April 18, 2018 Budget and Government Efficiency Committee meeting there was 
discussion on maintaining the 15% reserve target.  Staff has identified that this could be 
achieved without additional fee increases but would take an additional two fiscal years 
based on current projections. 
 

 
City Strategic Plan Goal(s)/Objective(s): 
Goal #1 Provide high quality public service. 
Objective #1 Provide plan review and inspection services within identified performance measures. 
Goal #2 Work in partnership with all of our communities to achieve safe and livable 

neighborhoods. 
Objective #2 Ensure all building construction in the City of San Diego meets state building codes 

to create safe communities. 
 
Fiscal Considerations: 
Adoption of the proposed fee adjustments would result in an average of $8.4M in additional 
revenue annually.  In addition to the CPI adjustment, fee increases will not exceed 6.0% in Fiscal Year 
2019; 4.5% in Fiscal Year 2020; and 3.5% in Fiscal Year 2021.   

 
Environmental Impact:  
The Activity is not subject to CEQA, pursuant to CEQA Guidelines Section 15060(c)(3), because it is 
not a project as defined by CEQA Guidelines Section 15378.. 
 
Equal Opportunity Contracting Information (if applicable): 
N/A 
 
Previous Council and/or Committee Actions:  
This item was heard at Budget and Government Efficiency Committee on April 18, 2018.  The 
Committee approved the forwarding of this item to City Council without a recommendation with the 
inclusion of discussion of 15 percent reserve target and funding.  This additional information which 
has been addressed above. 
 
Key Stakeholders and Community Outreach Efforts: 
Outreach has commenced with key stakeholders, who are the individuals and organizations that rely 
on the department of project review, permitting, and inspection services for development projects 
and will continue until Council consideration of this item.  



 

 

 
 
 
Robert Vacchi   David Graham 
             
Department Director  Deputy Chief Operating Officer, 

Neighborhood Services 
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SUBJECT:   RESERVE POLICY  

POLICY NO.: 100-20 
 
EFFECTIVE DATE: 

 
November 20, 2017  2018  

 
 
BACKGROUND: 
 

A key attribute of a financially stable organization is appropriate reserves. Strong reserves 
position an organization to weather significant economic downturns more effectively, manage 
the consequences of outside agency actions that may result in revenue reductions, and address 
unexpected emergencies, such as natural disasters, catastrophic events caused by human 
activity, or excessive liabilities or legal judgments against the organization. In concert with the 
budgetary and fiscal policies adopted by the City Council, including “Structural Budget Deficit 
Elimination Guiding Principles” (R-305615), “City Council Budget Policy 000-02” and the 
“Mid-Year Budget Authority Ordinance” (O-20084), the City’s Reserve Policy serves as the 
policy framework to deploy City resources to meet the City’s financial commitments and 
address unexpected future events in a fiscally prudent manner. 
 

PURPOSE: 

 
The City’s Reserve Policy documents the City’s approach to establishing and maintaining strong 
reserves across the spectrum of City operations, including General Fund, risk management and 
enterprise operations. The policy is designed to: 
 

 Identify City operations and functions for which reserves should be established and 
maintained, considering risks to the operation from unexpected events and the 
availability of other resources to address such events, and the volatility of 
expenditures and revenues of the operation; 
 

 Establish target reserve levels and the methodology for calculating reserve levels; 
 

 Provide a time-frame for meeting reserve targets, using a phased approach where 
necessary so that reserve goals are balanced appropriately with current budget 
availability; and 
 

 Establish criteria for the use of reserves and the process to replenish reserves.  
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RESERVE POLICY: 

 
General Fund Reserve Policy: 
 
The General Fund1 is the main operating fund that pays for general services provided by the 
City, such as public safety, parks, and library services. The General Fund accounts for all 
general revenues of the City not specifically levied or collected for other City funds and for 
expenditures related to the delivery of the City’s general services. 
 
The General Fund Reserve Policy incorporates the requirements of the City Charter and is 
consistent with the City Council policies regarding the use of one-time and ongoing sources of 
revenue to fund City services. 
 
The City’s General Fund Reserves shall be comprised of two separate Reserves. These Reserves 
will be considered together when calculating the total General Fund Reserve balance. 
 
Emergency Reserve  
An Emergency Reserve will be maintained for the purpose of sustaining General Fund 
operations in the case of a public emergency such as a natural disaster or other unforeseen 
catastrophic event. The Emergency Reserve will not be accessed to meet operating shortfalls or 
to fund new programs or personnel. This reserve may be expended only if an event is 
determined to be a public emergency by a two-thirds vote of the City Council, when such 
expenditures are necessary to ensure the safety of the City’s residents and their property. In the 
event this reserve is reduced below the amount established by this policy, the Mayor shall 
prepare a plan as promptly as conditions warrant to replenish the Emergency Reserve balance to 
the policy level. 
 
Stability Reserve 
A Stability Reserve will be maintained to mitigate financial and service delivery risk due to 
unexpected revenue shortfalls or unanticipated critical expenditures. The purpose of this reserve 
is to provide budgetary stabilization and not to serve as an alternative funding source for new 
programs. The Stability Reserve may be used as a source of one-time funding for critical capital 
or operating needs. 

                                                 
1  For the purpose of this policy, the General Fund is the operational fund as presented in the City’s annual budget 

document. Financial statements prepared on a GAAP basis include this fund, as well as other funds that do not meet 
the criteria to be classified as special revenue, capital project, or debt service funds, pursuant to Government 
Accounting Standards Board (GASB) Statement No. 54. 
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Recommendations to appropriate from the Stability Reserve will be brought forward by the 
Mayor and will require approval by a majority of the City Council. In the event this reserve is 
reduced below the amount established by this policy, the Mayor shall prepare a plan no later 
than one year from the reserve action to replenish the Stability Reserve balance to the policy 
level. 
 
General Fund Reserve Calculation and Measurement 
Total General Fund Reserves consist of the total of the Emergency Reserve and the Stability 
Reserve. The target level for total General Fund Reserves shall be 16.7% of the most recent 
three-year average of annual audited General Fund operating revenues¹.  The Emergency 
Reserve shall be set at a target level of 8%, and the Stability Reserve shall be set at a target 
level of 8.7%. The overall policy goal is to reach the 16.7% reserve level by fiscal year 2025, as 
set forth in the following schedule: 
 

Target Date 
Emergency Reserve 

Target % 
Stability Reserve 

Target % 
Total General Fund 

Reserve Target % 

June 30, 2016 8.0% 6.5% 14.5% 

June 30, 2017 8.0% 6.75% 14.75% 

June 30, 2018 8.0% 7.00% 15.00% 

June 30, 2019 8.0% 7.25% 15.25% 

June 30, 2020 8.0% 7.50% 15.50% 

June 30, 2021 8.0% 7.75% 15.75% 

June 30, 2022 8.0% 8.0% 16.0% 

June 30, 2023 8.0% 8.25% 16.25% 

June 30, 2024 8.0% 8.5% 16.5% 

June 30, 2025 8.0% 8.7% 16.7% 

 
 
The Mayor and/or City Council may reevaluate the funding schedule for achieving the General Fund 
Reserve goal of 16.7% in budget surplus years to accelerate reserve contributions to achieve the 
reserve goal in a shorter time period. 

                                                 
¹   For purposes of this policy, target reserve balances are based on operating revenues as presented in the General Fund 

Budgetary Schedule of Revenues, Expenditures and Changes in Fund Balance in the Required Supplementary 
Information section of the Comprehensive Annual Financial Report. These revenues are from recurring revenue 
sources that support operations, and exclude other financing sources.   
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Excess Equity 
Excess Equity is Unassigned Fund Balance that is not otherwise designated as General Fund 
Reserves and is available for appropriation.  Excess Equity most commonly results from a non-
recurring source of revenue. Consistent with City Council Budget Policy (Policy No. 000-02) 
and the use of one-time and ongoing revenues, Excess Equity will be appropriated primarily for 
unanticipated circumstances, such as a General Fund revenue shortfall affecting programs 
included in the current year budget or for one-time priority expenditures.  Recommendations for 
the use of Excess Equity may be brought forward by the Mayor and will require approval by a 
majority of the City Council.   
 
The Quarterly Budget Monitoring Reports provide an estimate of Excess Equity based on the 
projected activity from operations during the fiscal year; however, Unassigned Fund Balance is 
not determined until the City closes its books as of June 30. In the May Revision of the annual 
budget, the Mayor may propose to budget a transfer or designate any projected Excess Equity to 
fund the General Fund Reserves, Pension Payment Stabilization Reserve, Risk Management 
Reserves or for a priority one-time capital need. The transfer or designation would occur after 
the fiscal year close is completed and the budgeted Excess Equity amount is determined to be 
available in fund balance above the 16.7% General Fund reserves. 
 
City Charter 
City Charter Section 91 requires the City to create and maintain a “General Reserve Fund” to 
meet the cash obligations of the City for the first four months, or other necessary periods of 
each fiscal year prior to the collection of taxes. It further stipulates the fund may be expended 
only in the event of a public emergency by the affirmative vote of two-thirds of the City 
Council. This requirement is met through the City’s pooled investment fund and when 
necessary cash borrowing through the sale of Tax and Revenue Anticipation Notes. 
 
Accounting 
Total General Fund Reserves will be based on audited General Fund Revenues (budgetary 
basis). The Emergency Reserve is reported in the General Fund’s Balance Sheet as Restricted 
Fund Balance. The sum of the Stability Reserve and Excess Equity shall equal Unassigned Fund 
Balance.  
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Pension Payment Stabilization Reserve Policy: 
 
A Pension Payment Stabilization Reserve (Pension Reserve) will be maintained to mitigate 
service delivery risk due to increases in the annual pension payment, the Actuarially 
Determined Contribution (ADC).  
 
The Pension Reserve shall only be used to supplement increases in the ADC payment as 
calculated in the most recent Actuarial Valuation Report (Report) produced by the San Diego 
City Employees’ Retirement System’s (SDCERS) actuary. 
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Increases in the ADC are caused by several factors, such as 1) system earnings in the prior 
fiscal year that are lower than the assumed actuarial rate (discount rate); 2) changes in actuarial 
assumptions approved by the SDCERS Board, including a reduction in the discount rate; and 3) 
other significant liability experience losses. 
 
The purpose of the Pension Reserve will be to provide a source of funding for the ADC when 
these conditions occur and the ADC has increased year over year. 
 
Budgeting the Pension Reserve 
Recommendations to appropriate from the Pension Reserve may be brought forward by the 
Mayor in the annual budget process and will require approval by a majority of the City Council. 
The budgeting of an amount from the Pension Reserve as described by this policy may occur 
when the City is faced with an increase in the ADC payment, and as warranted based on the 
current fiscal conditions of the City. During the adoption of the annual budget, the City Council 
has the authority to propose the use of the Pension Reserve consistent with the Pension Reserve 
Policy and the City Charter. In the event the Pension Reserve is reduced below the amount 
established by this policy, the Mayor shall prepare a plan no later than one year from the reserve 
action to replenish the Pension Reserve balance to the policy level. 
 
Pension Reserve Calculation and Measurement 
The City will fund and maintain a Pension Reserve up to 8% of the most recent three year 
average of the ADC as reported in the most recent Actuarial Valuation Reports. The reserve 
amount for the General Fund shall be prorated based on the most recently adopted budget 
allocation. 
 
Risk Management Reserve Policy: 
 
The Public Liability, Workers’ Compensation, and Long-Term Disability Funds provide 
funding sources for certain claims made against the City. The Public Liability Fund is funded 
by the General Fund to support claims arising from real or alleged acts on the part of the City, 
including claims for bodily injury, property damage, inverse condemnation, false arrest, and 
errors and omissions. The Workers’ Compensation Fund is a citywide fund that covers medical 
and disability costs for industrial injury claims, while the Long-Term Disability Fund provides 
non-industrially disabled City employees with income and flexible benefits coverage.  For 
purposes of this policy, cash on hand is used to identify the projected reserve balance.   
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Public Liability Fund Reserve 
The City will maintain reserves equal to 50% of the value of outstanding public liability claims. 
This reserve level recognizes that not all claims will be due and payable at one point in time and 
that not all claims will be awarded, yet there may be more than one large claim that could 
require an immediate payment. A smoothing methodology using the annual actuarial liability 
valuations for the three most recent fiscal years will be used to determine the value of 
outstanding public liability claims for purposes of calculating the reserve level. The policy goal 
is to reach the 50% reserve level by fiscal year 2019 through General Fund contributions to the 
Public Liability Fund Reserve to meet the annual targets as set forth in the following schedule: 
 

Public Liability Fund Reserves Targets 
 

Target Date Target % 

June 30, 2016  40% 

June 30, 2017  43% 

June 30, 2018  47% 

June 30, 2019  50% 

 
The General Fund contribution to the Public Liability Fund Reserve will be reassessed annually 
and incorporated into the budget process in order to ensure that the targeted goal is met in a 
manner that is balanced with other budget priorities. 
 
Workers’ Compensation Fund Reserve  
The City will maintain reserves equal to 12% of the value of the outstanding claims. A 
smoothing methodology using the annual actuarial liability valuations for the three most recent 
fiscal years will be used to determine the value of outstanding claims for purposes of calculating 
the reserve level.  
  
The contribution to the Workers' Compensation Fund Reserve will be reassessed annually and 
incorporated into the budget process in order to ensure that the targeted goal is met in a manner 
that is balanced with other budget priorities.  
 
Long-Term Disability Fund Reserve  
The City will maintain reserves equal to 100% of the value of outstanding claims. A smoothing 
methodology using the annual actuarial liability valuations for the three most recent fiscal years 
will be used to determine the value of outstanding claims for purposes of calculating the reserve 
level. The target reserve balance will be maintained to support the feasibility of purchasing an 
insurance policy to cover this benefit as an alternative to the current practice of self-insurance. 
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Development Services Enterprise Fund Reserve Policy: 
 
The Development Services Fund accounts for the City’s development review and inspection 
services, which are funded directly by fees and charges paid by Development Services’ 
customers.  The fund is intended to be self-supporting. 
 
Operating Reserve 
The Operating Reserve is intended to provide financial stability during economic cycles and 
provide business continuity when significant natural or manmade disasters occur.  The reserve 
may be used to meet current expenditures following an unanticipated decline in workload 
resulting in decreased revenues.   
 
The use of funds is for unanticipated emergency situations resulting from loss of revenue and 
would include major incidents such as an earthquake or wild fires.  Revenue generating work, 
such as permitting or land use may be interrupted; however, downsizing staff may not be 
prudent as construction will commence or increase once damage assessments are completed.  
The reserve is not intended to maintain staffing levels during lengthy economic recession; and 
based on forecasted activity it may be used to maintain core services during relatively short 
downturn periods.   The reserve will be replenished to previous levels at the earliest opportunity 
after revenues have improved and stabilized to cover on-going operating expenses.  The Chief 
Financial Officer/Chief Operating Officer will be responsible for approving the use of the 
reserve for unanticipated operating expenses.   
 
The reserve is based on annual operating budget expenditures for the fiscal year.  The target 
reserve level for the operating reserve is 7% - 15% of operating expenses, or a target of 60  12% 
which represents 45 days of operating reserves once the 15% is obtained.  Expenditures in 
Development Services are a better indicator of operational needs to use as a basis to develop a 
reserve that supports continuity of business. Revenues can be significantly impacted by changes 
in the economy and could potentially cause too much volatility in the reserve levels from year 
to year.  The 7% target reserve is expected to be reached by Fiscal Year 2016, and the 
maximum reserve level of 1512% is expected to be reached by Fiscal Year 20222023.  The 
target reserve amount will be assessed on an annual basis using the most recent three years of 
audited actual expenditures.   
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Development Services Fund Reserve Targets 
 

Target Date 

Target 
(% of Operating 

Expenses) 
June 30, 2016 7.00% 
June 30, 2017 8.25% 
June 30, 2018 9.50% 
June 30, 2019 10.75% 
June 30, 2020 12.00% 
June 30, 2021 13.50% 
June 30, 2022 15.00% 

Target Date 

Target 
(% of Operating 

Expenses) 
June 30, 2018 9.5% 
June 30, 2019 10.0% 
June 30, 2020 10.5% 
June 30, 2021 11.0% 
June 30, 2022 11.5% 
June 30, 2023 12.0% 

 
Water Enterprise Fund Reserve Policy: 
 
The Water Enterprise Fund accounts for specific services funded directly by fees and charges to 
City water customers. The fund is intended to be self-supporting. 
 
Emergency Operating Reserve 
The Emergency Operating Reserve is intended to be used in the event of a catastrophe that 
prevents the utility from operating in its normal course of business.  The reserve level is defined 
as the number of days of operation the reserve could support in the event of a major disruption 
to the Water system, and shall be calculated based on the annual operating budget for the fiscal 
year, less the budgeted operating contingency and the budget for water purchases and debt 
service (including State Revolving Fund loan repayments).  The Emergency Operating Reserve 
target shall be equivalent to 70 days of operations.  This reserve level of 70 days recognizes that 
the Water Enterprise Fund has a large diversified customer base, a steady and reliable demand 
for services, and other reserves available for specific needs. 
 
Use of the Emergency Operating Reserve is restricted to emergency situations, and City 
Council approval is required to appropriate these reserves.  Any request to utilize the 
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Emergency Operating Reserve will include a plan and timeline for replenishment, which may be 
in conjunction with the City Council authorization of a future Cost of Service Study and rate 
adjustment. 
 
Emergency Capital Reserve 
The Emergency Capital Reserve is intended to be used for emergency capital needs.  The 
reserve is budgeted annually at $5.0 million in the Capital Improvements Budget.  If the reserve 
is used to fund unforeseen emergency conditions resulting in the need to immediately repair or 
replace existing assets, approval from the Chief Financial Officer or the Chief Operating Officer 
is required.  
 
Rate Stabilization Fund (RSF) Reserve 
This fund was established and is maintained pursuant to the legal bond documents for the 
outstanding water system revenue bonds.1 Transfers in and out of this fund serve as a revolving 
mechanism to mitigate significant fluctuations in the water rates for the system operations and 
maintain stable debt service coverage ratios for the outstanding water revenue bonds.  The 
permitted uses of the RSF are limited to the operations and maintenance costs of the water 
system. 
 
This policy establishes a baseline target for the RSF in an amount equal to 5% of the prior fiscal 
year water system total operating revenue.2 The funding level in the RSF can go up or down 
depending on the year-to-year changes in the Water Fund’s operating revenues and 
expenditures.  The RSF will be treated as a coverage stabilization tool enabling transfers into 
and out of the RSF, as necessary by the Chief Financial Officer, upon recommendation of the 
Public Utilities Department.  Transfers may be made into the RSF, increasing the balance above 
the 5% baseline if the water system has excess net system revenues3

2 in any given fiscal year.  In 
contrast, if the water system is anticipated to experience weak net system revenues in any given 
fiscal year, funds can be drawn down from the RSF to provide necessary revenue to cover 
current year operations and maintenance costs.   
 
If the RSF goes below the baseline amount of 5% of the prior fiscal year water system total 
operating revenue, it will be replenished to the target level from any surplus net system revenue 
in the next fiscal year or in conjunction with the City Council authorization of a future Cost of 
Service Study and rate adjustments. 
 
Secondary Purchase Reserve 
This reserve is established to purchase additional water supply in case of a major drought or 

                                                 
2¹    Section 6.08 of the Amended and Restated Master Installment Purchase Agreement (“Water MIPA”) dated 

January 1, 2009. 
2      Total Operating Revenue as reported in the CAFR - Proprietary Funds Statement of Revenues, Expenses, and 

Changes in Fund Net Assets. 
32        Operating system revenues less operating system expenses, as defined in the Water MIPA. 
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unforeseen emergency that diminishes the City’s normal supply. The size of the reserve is equal 
to 6% of the annual water purchase budget (including commodity charge and fixed costs).  City 
Council action is required in order to appropriate these reserves.   
 
Any request to utilize the Secondary Purchase Reserve will include a plan and timeline for 
replenishment, which may be in conjunction with the City Council authorization of a future 
Cost of Service Study and rate adjustment. 
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Sewer Enterprise Fund Reserve Policy: 
 
The Sewer Enterprise Fund accounts for specific services funded directly by fees and charges to 
City sewer customers. The fund is intended to be self-supporting. 
 
Emergency Operating Reserve 
The Emergency Operating Reserve is intended to be used in the event of a catastrophe that 
prevents the utility from operating in its normal course of business. The reserve level is defined 
as the number of days of operation the reserve could support in the event of a major disruption 
to Sewer system, and shall be calculated based on the annual operating budget for the fiscal 
year, less the budgeted operating contingency and the budget for debt service (including State 
Revolving Fund loan repayments). The Emergency Operating Reserve target shall be equivalent 
to 70 days of operations. Any reserves provided by the Participating Agencies for their 
proportionate share of the Metropolitan Sewer System shall count toward the 70 day target. 
This reserve level target of 70 days recognizes that the Sewer Enterprise Fund has a large 
diversified customer base, a steady and reliable demand for services, and other reserves 
available for specific needs.  
 
Use of the Emergency Operating Reserve is restricted to emergency situations, and City 
Council approval is required to appropriate these reserves.  Any request to utilize the 
Emergency Operating Reserve will include a plan and timeline for replenishment, which may be 
in conjunction with the City Council authorization of a future Cost of Service Study and rate 
adjustment. 
 
Emergency Capital Reserve 
The Emergency Capital Reserve is intended to be used for emergency capital needs.  The 
reserve is budgeted annually at $5.0 million in the Capital Improvements Budget.  If the reserve 
is used to fund unforeseen emergency conditions resulting in the need to immediately repair or 
replace existing assets, approval from the Chief Financial Officer or the Chief Operating Officer 
is required. 
 
Rate Stabilization Fund (RSF) Reserve 
This fund was established and is maintained pursuant to the legal bond documents for the 
outstanding wastewater system revenue bonds.¹  Transfers in and out of this fund serve as a 
revolving mechanism to significant potential fluctuations in the wastewater rates for the system 
operations and maintain stable debt service coverage ratios for the outstanding wastewater 
revenue bonds.  The permitted uses of the RSF are limited to the operations and maintenance 
costs of the wastewater system. 

                                                 
¹   Section 6.08 of the Master Installment Purchase Agreement (“Wastewater MIPA”) dated September 1, 1993. 
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This policy establishes a baseline target for the RSF in an amount equal to 5% of the prior fiscal 
year wastewater system total operating revenue.1²The funding level in the RSF can go up or 
down depending on the year to year changes in the Wastewater Fund’s operating revenues and 
expenditures.  The RSF will be treated as a coverage stabilization tool enabling transfers into 
and out of the RSF, as necessary by the Chief Financial Officer, upon recommendation of the 
Public Utilities Department.   
 
Transfers may be made into the RSF, increasing the balance above the 5% baseline, if the 
wastewater system has excess net system revenues2¹ in any given fiscal year. In contrast, if the 
wastewater system is anticipated to experience weak net system revenues in any given fiscal 
year, funds can be drawn down from the RSF to provide necessary revenue to cover current 
year operations and maintenance costs. 
 
If the RSF goes below the baseline amount of 5% of the prior fiscal year wastewater system 
total operating revenue, it will be replenished to the target level from any surplus net system 
revenue in the next fiscal year or in conjunction with the City Council authorization of a future 
Cost of Service Study and rate adjustments. 
 
Refuse Disposal and Recycling Enterprise Funds Reserve Policy: 
 
The Refuse Disposal Enterprise Fund was established to separate tipping fee revenues from the 
General Fund. The tip fees support active and inactive landfill operations, solid waste code 
enforcement, commercial and industrial recycling programs, community cleanups and 
abatements, and collection and maintenance of street litter containers in business districts and 
are levied on landfill users, including the City of San Diego.  
 
The Recycling Enterprise Fund and Assembly Bill (AB) 939 Fee were established as a result of 
the Integrated Waste Management Act of 1989. AB 939 authorized local jurisdictions to impose 
fees based on the types or amounts of solid waste generated to be used to pay actual costs 
incurred in preparing, adopting, and implementing integrated waste management plans. 

Operating Reserve 

The Operating Reserve is intended to be used in the event that the enterprise fund requires 
additional resources to operate in its normal course of business.  This reserve may be drawn 
upon to fund unanticipated emergency expenditures, one-time high priority programs, or 
revenue shortfalls due to an unexpected economic slowdown or recession.  The Chief Operating 
Officer and/or Chief Financial Officer will have authority to approve expenditures and the 
reserve must be replenished no later than the subsequent fiscal year.  

                                                 
1² Total Operating Revenue as reported in the CAFR - Proprietary Funds Statement of Revenues, Expenses, and 

Changes in Fund Net Assets. 
2¹ Operating system revenues less operating system expenses, as defined in the Wastewater MIPA. 
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The Operating Reserve target level is 15% of operating revenues for both the Refuse Disposal 
and the Recycling Funds, which equates to approximately two months of operations. Revenues 
reflect the business cycle and are an indicator of operational needs; therefore revenues are the 
basis to develop a policy reserve to support business continuity. The Environmental Services 
and Financial Management departments will conduct an annual review of the Operating 
Reserve amounts to maintain policy funding levels.  
 
Golf Course Enterprise Fund Reserve Policy: 
 
The City has operated a municipal golf program since 1915.  Today, the Golf Division operates 
three City golf complexes: Balboa Park Golf Course 18-hole and 9-hole courses; Mission Bay 
18-hole executive golf course; and Torrey Pines 18-hole North Course and 18-hole South 
Course. The Golf Course Fund was established in 1991 and operates in a manner similar to a 
private sector enterprise where the cost of providing services is recovered through user charges. 
A primary goal of the Golf Course Fund (Fund) is to ensure that the City operated golf courses 
are financially self-sufficient and that they do not require financial support from the City’s 
General Fund.  
 
The City will maintain reserves equal to 12% of the most recent three year average of annual 
audited operating revenues¹, with the intent to maintain the reserve balance at the same level for 
future years based on historical requirements. The 12% reserve level aligns with GFOA best 
practices, which recommends enterprise funds maintain a working capital reserve equivalent to 
a minimum of 45 days, or 12%.  This lower level of reserve funding recognizes that the Golf 
Course Enterprise Fund does not provide essential City services, such as those provided by the 
Water and Sewer Funds, and has greater flexibility to adjust its operational expenditures during 
emergencies, as well as having the flexibility to stop operations without impacting public health 
or safety. The Fund does not require reserves for continuity of business or emergency situations. 
The reserve is established to ensure financial stability or for one-time large investments in 
infrastructure or large maintenance efforts. The Park and Recreation Department will conduct 
an annual review of the reserve funds to determine adequate funding levels and alignment with 
the Golf Business Plan. 

                                                 
¹  Target reserve balances are based on operating revenues as presented in the Budgetary Schedule of Revenues, 

Expenditures and Changes in Fund Balance in the Required Supplementary Information section of the Comprehensive 
Annual Financial Report. These revenues are from recurring revenue sources that support operations, and exclude 
other financing sources.   
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Recommendations to appropriate from the reserve will be brought forward by the Mayor and 
will require approval by a majority of the City Council. In the event this reserve is reduced 
below the amount established by this policy, the Mayor shall prepare a plan as promptly as 
conditions warrant to replenish the reserve balance to the policy level. 
 
The Golf Course Fund Reserve will be reassessed every two years and funding requirements 
will be incorporated into the budget process in order to ensure that the targeted goal is met in a 
manner that is balanced with other budget priorities.  
 
COMPLIANCE WITH RESERVE POLICY: 
 
Reserve Targets  
The Reserve Policy is based on either percentage targets or days of operation; all associated 
dollar figures represent estimated/projected targets based on either the percentage target or days 
of operation target set by the Reserve Policy. 
 
Reporting Use of Reserve Funds 
Any requests for the use of reserves and/or Excess Equity will be accompanied by a current 
status report of the affected reserve fund and impacts on the future reserve levels. Reserve and 
Excess Equity status updates will be presented as part of the required Quarterly Budget 
Monitoring Reports. 
 
Reserve Expenditures 
Unless specified otherwise in the Reserve Policy, expenditures from any reserve will require a 
recommendation of the Mayor and City Council action to appropriate the funds. The Mayor 
may recommend reserve expenditures through the budget process or at regular or special City 
Council meetings for City Council consideration and approval. 
 
Replenishment of Reserves 
Should a particular reserve fall below the targeted reserve level set forth in the Reserve Policy, 
the Mayor will develop a plan to replenish the reserve in a reasonable timeframe, unless as 
otherwise required by this Policy. The proposed plan will be presented to the Budget and 
Government Efficiency Committee and the City Council as part of the subsequent fiscal year 
budget.  
 
Deviations from the Reserve Policy 
No deviations from the Reserve Policy will be allowed except as recommended by the Mayor 
and approved by the City Council. Proposed exceptions to the Reserve Policy will be presented 
first to the Chief Financial Officer and/or Chief Operating Officer, and then to the Budget and 
Government Efficiency Committee. After the Budget and Government Efficiency Committee 
review and recommendation, the proposed exception will be presented to the City Council for 
action. 
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Updates to Reserve Policy 
Any changes, additions, or deletions to the Reserve Policy will be brought forward to the 
Budget and Government Efficiency Committee for review followed by a presentation to the 
City Council for formal action. 
 
The Reserve Policy will be reviewed at least biennially and discussed if changes are necessary 
to ensure the policy is effective, and remains current with general accounting and financial best 
practice standards, as well as any regulatory changes that may occur over time. 
 
CONCLUSION: 
 
Maintaining, regularly updating, and adhering to an appropriately constructed reserve policy is 
a good business practice recognized by the Government Finance Officers Association, and is 
among the factors considered by credit rating agencies and the investment community when 
assessing the credit-worthiness of an organization. The City recognizes that the Reserve Policy 
is a cornerstone of the organization’s fiscal health. As such, a biennial review of the Reserve 
Policy will be performed and any changes to the Reserve Policy will be brought forward for 
City Council consideration and approval. 
 
GLOSSARY: 
 
Emergency Capital Reserve  
The Emergency Capital Reserve is intended to be used for emergency capital needs. If the 
reserve is used to fund unforeseen emergency conditions, approval from the Chief Financial 
Officer or the Chief Operating Officer is required. 
 
Emergency Operating Reserves 
The Operating Reserve for an Enterprise Fund, such as the Water Utility or the Wastewater 
Utility, is intended to be used should a catastrophe occur that prevents the utility from operating 
according to its normal course of business. Use of the reserve is restricted to emergency 
situations resulting in loss of revenue and the reserve must be replenished in accordance with 
the timeframe established in the respective policies. The Chief Operating Officer and/or Chief 
Financial Officer will have the authority to approve expenditures from the reserve. 
 
Emergency Reserve 
Certain funds, such as the General Fund, will maintain an Emergency Reserve which may only 
be used for qualifying emergencies, such as a natural disaster, terrorist attack, or other 
unforeseen catastrophic event caused by human activity. The Emergency Reserve may be 
expended only in the event of a public emergency, as determined by a two-thirds vote of the 
City Council. 
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Stability Reserve 
Stability Reserve provides budgetary stabilization and does not serve as an alternative funding 
source for new programs. 
 
Excess Equity 
Excess Equity is Unassigned Fund Balance that is not otherwise designated as General Fund 
Reserves and is available for appropriation.  Excess Equity most commonly results from a non-
recurring source of revenue. 
 
Rate Stabilization Reserves 
The purpose of Rate Stabilization Reserves is to ensure that legal requirements relating to 
annual debt service coverage, as set forth in bond indenture agreements, are fulfilled. This type 
of reserve is more typical for Enterprise Fund financings. The reserve targets are calculated 
based on the legal requirements outlined in the applicable bond financing documents, and 
maintained throughout the term of the bonds. 
 
Secondary Purchase Reserve 
This reserve is established to purchase additional water supply in case of a major drought or 
unforeseen emergency that diminishes the City’s normal supply. 
 
Working Capital 
Working Capital is current assets (cash or equity in pooled cash and liquid investments and 
receivables less than 60 days for governmental funds, 90 days for enterprise funds) minus 
current liabilities (payables) and encumbrances and other restrictions. Working Capital does not 
include long-term assets such as certain longer term investments, loans receivable, fixed assets, 
inventory, and equipment. For the purpose of the Reserve Policy and when referring to the 
General Fund Emergency Reserve, the term “Working Capital” is used synonymously with 
“Emergency Reserve.” 
 
 
 
HISTORY: 
General Fund Reserve Level Council Policy 
Adopted by Resolution R-297182 – 10/15/2002 
Amended by Resolution R-307154 – 12/15/2011 
Amended by Resolution R-308740 – 02/26/2014 
Amended by Resolution R-309101 – 07/17/2014 
Amended by Resolution R-310360 – 04/28/2016 
Amended by Resolution R-310945 – 02/21/2017 
Amended by Resolution R-311414 – 11/20/2017 
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SUBJECT:   RESERVE POLICY  

POLICY NO.: 100-20 
 
EFFECTIVE DATE: 

 
                    , 2018 

 
 
BACKGROUND: 
 

A key attribute of a financially stable organization is appropriate reserves. Strong reserves 
position an organization to weather significant economic downturns more effectively, manage 
the consequences of outside agency actions that may result in revenue reductions, and address 
unexpected emergencies, such as natural disasters, catastrophic events caused by human 
activity, or excessive liabilities or legal judgments against the organization. In concert with the 
budgetary and fiscal policies adopted by the City Council, including “Structural Budget Deficit 
Elimination Guiding Principles” (R-305615), “City Council Budget Policy 000-02” and the 
“Mid-Year Budget Authority Ordinance” (O-20084), the City’s Reserve Policy serves as the 
policy framework to deploy City resources to meet the City’s financial commitments and 
address unexpected future events in a fiscally prudent manner. 
 

PURPOSE: 

 
The City’s Reserve Policy documents the City’s approach to establishing and maintaining strong 
reserves across the spectrum of City operations, including General Fund, risk management and 
enterprise operations. The policy is designed to: 
 

 Identify City operations and functions for which reserves should be established and 
maintained, considering risks to the operation from unexpected events and the 
availability of other resources to address such events, and the volatility of 
expenditures and revenues of the operation; 
 

 Establish target reserve levels and the methodology for calculating reserve levels; 
 

 Provide a time-frame for meeting reserve targets, using a phased approach where 
necessary so that reserve goals are balanced appropriately with current budget 
availability; and 
 

 Establish criteria for the use of reserves and the process to replenish reserves.  
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RESERVE POLICY: 

 
General Fund Reserve Policy: 
 
The General Fund1 is the main operating fund that pays for general services provided by the 
City, such as public safety, parks, and library services. The General Fund accounts for all 
general revenues of the City not specifically levied or collected for other City funds and for 
expenditures related to the delivery of the City’s general services. 
 
The General Fund Reserve Policy incorporates the requirements of the City Charter and is 
consistent with the City Council policies regarding the use of one-time and ongoing sources of 
revenue to fund City services. 
 
The City’s General Fund Reserves shall be comprised of two separate Reserves. These Reserves 
will be considered together when calculating the total General Fund Reserve balance. 
 
Emergency Reserve  
An Emergency Reserve will be maintained for the purpose of sustaining General Fund 
operations in the case of a public emergency such as a natural disaster or other unforeseen 
catastrophic event. The Emergency Reserve will not be accessed to meet operating shortfalls or 
to fund new programs or personnel. This reserve may be expended only if an event is 
determined to be a public emergency by a two-thirds vote of the City Council, when such 
expenditures are necessary to ensure the safety of the City’s residents and their property. In the 
event this reserve is reduced below the amount established by this policy, the Mayor shall 
prepare a plan as promptly as conditions warrant to replenish the Emergency Reserve balance to 
the policy level. 
 
Stability Reserve 
A Stability Reserve will be maintained to mitigate financial and service delivery risk due to 
unexpected revenue shortfalls or unanticipated critical expenditures. The purpose of this reserve 
is to provide budgetary stabilization and not to serve as an alternative funding source for new 
programs. The Stability Reserve may be used as a source of one-time funding for critical capital 
or operating needs. 

                                                 
1  For the purpose of this policy, the General Fund is the operational fund as presented in the City’s annual budget 

document. Financial statements prepared on a GAAP basis include this fund, as well as other funds that do not meet 
the criteria to be classified as special revenue, capital project, or debt service funds, pursuant to Government 
Accounting Standards Board (GASB) Statement No. 54. 
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Recommendations to appropriate from the Stability Reserve will be brought forward by the 
Mayor and will require approval by a majority of the City Council. In the event this reserve is 
reduced below the amount established by this policy, the Mayor shall prepare a plan no later 
than one year from the reserve action to replenish the Stability Reserve balance to the policy 
level. 
 
General Fund Reserve Calculation and Measurement 
Total General Fund Reserves consist of the total of the Emergency Reserve and the Stability 
Reserve. The target level for total General Fund Reserves shall be 16.7% of the most recent 
three-year average of annual audited General Fund operating revenues¹.  The Emergency 
Reserve shall be set at a target level of 8%, and the Stability Reserve shall be set at a target 
level of 8.7%. The overall policy goal is to reach the 16.7% reserve level by fiscal year 2025, as 
set forth in the following schedule: 
 

Target Date 
Emergency Reserve 

Target % 
Stability Reserve 

Target % 
Total General Fund 

Reserve Target % 

June 30, 2016 8.0% 6.5% 14.5% 

June 30, 2017 8.0% 6.75% 14.75% 

June 30, 2018 8.0% 7.00% 15.00% 

June 30, 2019 8.0% 7.25% 15.25% 

June 30, 2020 8.0% 7.50% 15.50% 

June 30, 2021 8.0% 7.75% 15.75% 

June 30, 2022 8.0% 8.0% 16.0% 

June 30, 2023 8.0% 8.25% 16.25% 

June 30, 2024 8.0% 8.5% 16.5% 

June 30, 2025 8.0% 8.7% 16.7% 

 
 
The Mayor and/or City Council may reevaluate the funding schedule for achieving the General Fund 
Reserve goal of 16.7% in budget surplus years to accelerate reserve contributions to achieve the 
reserve goal in a shorter time period. 

                                                 
¹   For purposes of this policy, target reserve balances are based on operating revenues as presented in the General Fund 

Budgetary Schedule of Revenues, Expenditures and Changes in Fund Balance in the Required Supplementary 
Information section of the Comprehensive Annual Financial Report. These revenues are from recurring revenue 
sources that support operations, and exclude other financing sources.   
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Excess Equity 
Excess Equity is Unassigned Fund Balance that is not otherwise designated as General Fund 
Reserves and is available for appropriation.  Excess Equity most commonly results from a non-
recurring source of revenue. Consistent with City Council Budget Policy (Policy No. 000-02) 
and the use of one-time and ongoing revenues, Excess Equity will be appropriated primarily for 
unanticipated circumstances, such as a General Fund revenue shortfall affecting programs 
included in the current year budget or for one-time priority expenditures.  Recommendations for 
the use of Excess Equity may be brought forward by the Mayor and will require approval by a 
majority of the City Council.   
 
The Quarterly Budget Monitoring Reports provide an estimate of Excess Equity based on the 
projected activity from operations during the fiscal year; however, Unassigned Fund Balance is 
not determined until the City closes its books as of June 30. In the May Revision of the annual 
budget, the Mayor may propose to budget a transfer or designate any projected Excess Equity to 
fund the General Fund Reserves, Pension Payment Stabilization Reserve, Risk Management 
Reserves or for a priority one-time capital need. The transfer or designation would occur after 
the fiscal year close is completed and the budgeted Excess Equity amount is determined to be 
available in fund balance above the 16.7% General Fund reserves. 
 
City Charter 
City Charter Section 91 requires the City to create and maintain a “General Reserve Fund” to 
meet the cash obligations of the City for the first four months, or other necessary periods of 
each fiscal year prior to the collection of taxes. It further stipulates the fund may be expended 
only in the event of a public emergency by the affirmative vote of two-thirds of the City 
Council. This requirement is met through the City’s pooled investment fund and when 
necessary cash borrowing through the sale of Tax and Revenue Anticipation Notes. 
 
Accounting 
Total General Fund Reserves will be based on audited General Fund Revenues (budgetary 
basis). The Emergency Reserve is reported in the General Fund’s Balance Sheet as Restricted 
Fund Balance. The sum of the Stability Reserve and Excess Equity shall equal Unassigned Fund 
Balance.  
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Pension Payment Stabilization Reserve Policy: 
 
A Pension Payment Stabilization Reserve (Pension Reserve) will be maintained to mitigate 
service delivery risk due to increases in the annual pension payment, the Actuarially 
Determined Contribution (ADC).  
 
The Pension Reserve shall only be used to supplement increases in the ADC payment as 
calculated in the most recent Actuarial Valuation Report (Report) produced by the San Diego 
City Employees’ Retirement System’s (SDCERS) actuary. 
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Increases in the ADC are caused by several factors, such as 1) system earnings in the prior 
fiscal year that are lower than the assumed actuarial rate (discount rate); 2) changes in actuarial 
assumptions approved by the SDCERS Board, including a reduction in the discount rate; and 3) 
other significant liability experience losses. 
 
The purpose of the Pension Reserve will be to provide a source of funding for the ADC when 
these conditions occur and the ADC has increased year over year. 
 
Budgeting the Pension Reserve 
Recommendations to appropriate from the Pension Reserve may be brought forward by the 
Mayor in the annual budget process and will require approval by a majority of the City Council. 
The budgeting of an amount from the Pension Reserve as described by this policy may occur 
when the City is faced with an increase in the ADC payment, and as warranted based on the 
current fiscal conditions of the City. During the adoption of the annual budget, the City Council 
has the authority to propose the use of the Pension Reserve consistent with the Pension Reserve 
Policy and the City Charter. In the event the Pension Reserve is reduced below the amount 
established by this policy, the Mayor shall prepare a plan no later than one year from the reserve 
action to replenish the Pension Reserve balance to the policy level. 
 
Pension Reserve Calculation and Measurement 
The City will fund and maintain a Pension Reserve up to 8% of the most recent three year 
average of the ADC as reported in the most recent Actuarial Valuation Reports. The reserve 
amount for the General Fund shall be prorated based on the most recently adopted budget 
allocation. 
 
Risk Management Reserve Policy: 
 
The Public Liability, Workers’ Compensation, and Long-Term Disability Funds provide 
funding sources for certain claims made against the City. The Public Liability Fund is funded 
by the General Fund to support claims arising from real or alleged acts on the part of the City, 
including claims for bodily injury, property damage, inverse condemnation, false arrest, and 
errors and omissions. The Workers’ Compensation Fund is a citywide fund that covers medical 
and disability costs for industrial injury claims, while the Long-Term Disability Fund provides 
non-industrially disabled City employees with income and flexible benefits coverage.  For 
purposes of this policy, cash on hand is used to identify the projected reserve balance.   
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Public Liability Fund Reserve 
The City will maintain reserves equal to 50% of the value of outstanding public liability claims. 
This reserve level recognizes that not all claims will be due and payable at one point in time and 
that not all claims will be awarded, yet there may be more than one large claim that could 
require an immediate payment. A smoothing methodology using the annual actuarial liability 
valuations for the three most recent fiscal years will be used to determine the value of 
outstanding public liability claims for purposes of calculating the reserve level. The policy goal 
is to reach the 50% reserve level by fiscal year 2019 through General Fund contributions to the 
Public Liability Fund Reserve to meet the annual targets as set forth in the following schedule: 
 

Public Liability Fund Reserves Targets 
 

Target Date Target % 

June 30, 2016  40% 

June 30, 2017  43% 

June 30, 2018  47% 

June 30, 2019  50% 

 
The General Fund contribution to the Public Liability Fund Reserve will be reassessed annually 
and incorporated into the budget process in order to ensure that the targeted goal is met in a 
manner that is balanced with other budget priorities. 
 
Workers’ Compensation Fund Reserve  
The City will maintain reserves equal to 12% of the value of the outstanding claims. A 
smoothing methodology using the annual actuarial liability valuations for the three most recent 
fiscal years will be used to determine the value of outstanding claims for purposes of calculating 
the reserve level.  
  
The contribution to the Workers' Compensation Fund Reserve will be reassessed annually and 
incorporated into the budget process in order to ensure that the targeted goal is met in a manner 
that is balanced with other budget priorities.  
 
Long-Term Disability Fund Reserve  
The City will maintain reserves equal to 100% of the value of outstanding claims. A smoothing 
methodology using the annual actuarial liability valuations for the three most recent fiscal years 
will be used to determine the value of outstanding claims for purposes of calculating the reserve 
level. The target reserve balance will be maintained to support the feasibility of purchasing an 
insurance policy to cover this benefit as an alternative to the current practice of self-insurance. 
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Development Services Enterprise Fund Reserve Policy: 
 
The Development Services Fund accounts for the City’s development review and inspection 
services, which are funded directly by fees and charges paid by Development Services’ 
customers.  The fund is intended to be self-supporting. 
 
Operating Reserve 
The Operating Reserve is intended to provide financial stability during economic cycles and 
provide business continuity when significant natural or manmade disasters occur.  The reserve 
may be used to meet current expenditures following an unanticipated decline in workload 
resulting in decreased revenues.   
 
The use of funds is for unanticipated emergency situations resulting from loss of revenue and 
would include major incidents such as an earthquake or wild fires.  Revenue generating work, 
such as permitting or land use may be interrupted; however, downsizing staff may not be 
prudent as construction will commence or increase once damage assessments are completed.  
The reserve is not intended to maintain staffing levels during lengthy economic recession; and 
based on forecasted activity it may be used to maintain core services during relatively short 
downturn periods.   The reserve will be replenished to previous levels at the earliest opportunity 
after revenues have improved and stabilized to cover on-going operating expenses.  The Chief 
Financial Officer/Chief Operating Officer will be responsible for approving the use of the 
reserve for unanticipated operating expenses.   
 
The reserve is based on annual operating budget expenditures for the fiscal year.  The target 
reserve level for the operating reserve  12% which represents 45 days of operating reserves.  
Expenditures in Development Services are a better indicator of operational needs to use as a 
basis to develop a reserve that supports continuity of business. Revenues can be significantly 
impacted by changes in the economy and could potentially cause too much volatility in the 
reserve levels from year to year.  The maximum reserve level of 12% is expected to be reached 
by Fiscal Year 2023.  The target reserve amount will be assessed on an annual basis using the 
most recent three years of audited actual expenditures.   
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Development Services Fund Reserve Targets 

 

Target Date 

Target 
(% of Operating 

Expenses) 
June 30, 2018 9.5% 
June 30, 2019 10.0% 
June 30, 2020 10.5% 
June 30, 2021 11.0% 
June 30, 2022 11.5% 
June 30, 2023 12.0% 

 
Water Enterprise Fund Reserve Policy: 
 
The Water Enterprise Fund accounts for specific services funded directly by fees and charges to 
City water customers. The fund is intended to be self-supporting. 
 
Emergency Operating Reserve 
The Emergency Operating Reserve is intended to be used in the event of a catastrophe that 
prevents the utility from operating in its normal course of business.  The reserve level is defined 
as the number of days of operation the reserve could support in the event of a major disruption 
to the Water system, and shall be calculated based on the annual operating budget for the fiscal 
year, less the budgeted operating contingency and the budget for water purchases and debt 
service (including State Revolving Fund loan repayments).  The Emergency Operating Reserve 
target shall be equivalent to 70 days of operations.  This reserve level of 70 days recognizes that 
the Water Enterprise Fund has a large diversified customer base, a steady and reliable demand 
for services, and other reserves available for specific needs. 
 
Use of the Emergency Operating Reserve is restricted to emergency situations, and City 
Council approval is required to appropriate these reserves.  Any request to utilize the 
Emergency Operating Reserve will include a plan and timeline for replenishment, which may be 
in conjunction with the City Council authorization of a future Cost of Service Study and rate 
adjustment. 
 
Emergency Capital Reserve 
The Emergency Capital Reserve is intended to be used for emergency capital needs.  The 
reserve is budgeted annually at $5.0 million in the Capital Improvements Budget.  If the reserve 
is used to fund unforeseen emergency conditions resulting in the need to immediately repair or 
replace existing assets, approval from the Chief Financial Officer or the Chief Operating Officer 
is required.  
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Rate Stabilization Fund (RSF) Reserve 
This fund was established and is maintained pursuant to the legal bond documents for the 
outstanding water system revenue bonds.1 Transfers in and out of this fund serve as a revolving 
mechanism to mitigate significant fluctuations in the water rates for the system operations and 
maintain stable debt service coverage ratios for the outstanding water revenue bonds.  The 
permitted uses of the RSF are limited to the operations and maintenance costs of the water 
system. 
 
This policy establishes a baseline target for the RSF in an amount equal to 5% of the prior fiscal 
year water system total operating revenue.2 The funding level in the RSF can go up or down 
depending on the year-to-year changes in the Water Fund’s operating revenues and 
expenditures.  The RSF will be treated as a coverage stabilization tool enabling transfers into 
and out of the RSF, as necessary by the Chief Financial Officer, upon recommendation of the 
Public Utilities Department.  Transfers may be made into the RSF, increasing the balance above 
the 5% baseline if the water system has excess net system revenues3

2 in any given fiscal year.  In 
contrast, if the water system is anticipated to experience weak net system revenues in any given 
fiscal year, funds can be drawn down from the RSF to provide necessary revenue to cover 
current year operations and maintenance costs.   
 
If the RSF goes below the baseline amount of 5% of the prior fiscal year water system total 
operating revenue, it will be replenished to the target level from any surplus net system revenue 
in the next fiscal year or in conjunction with the City Council authorization of a future Cost of 
Service Study and rate adjustments. 
 
Secondary Purchase Reserve 
This reserve is established to purchase additional water supply in case of a major drought or 
unforeseen emergency that diminishes the City’s normal supply. The size of the reserve is equal 
to 6% of the annual water purchase budget (including commodity charge and fixed costs).  City 
Council action is required in order to appropriate these reserves.   
 
Any request to utilize the Secondary Purchase Reserve will include a plan and timeline for 
replenishment, which may be in conjunction with the City Council authorization of a future 
Cost of Service Study and rate adjustment. 

                                                 
2¹    Section 6.08 of the Amended and Restated Master Installment Purchase Agreement (“Water MIPA”) dated 

January 1, 2009. 
2      Total Operating Revenue as reported in the CAFR - Proprietary Funds Statement of Revenues, Expenses, and 

Changes in Fund Net Assets. 
32        Operating system revenues less operating system expenses, as defined in the Water MIPA. 
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Sewer Enterprise Fund Reserve Policy: 
 
The Sewer Enterprise Fund accounts for specific services funded directly by fees and charges to 
City sewer customers. The fund is intended to be self-supporting. 
 
Emergency Operating Reserve 
The Emergency Operating Reserve is intended to be used in the event of a catastrophe that 
prevents the utility from operating in its normal course of business. The reserve level is defined 
as the number of days of operation the reserve could support in the event of a major disruption 
to Sewer system, and shall be calculated based on the annual operating budget for the fiscal 
year, less the budgeted operating contingency and the budget for debt service (including State 
Revolving Fund loan repayments). The Emergency Operating Reserve target shall be equivalent 
to 70 days of operations. Any reserves provided by the Participating Agencies for their 
proportionate share of the Metropolitan Sewer System shall count toward the 70 day target. 
This reserve level target of 70 days recognizes that the Sewer Enterprise Fund has a large 
diversified customer base, a steady and reliable demand for services, and other reserves 
available for specific needs.  
 
Use of the Emergency Operating Reserve is restricted to emergency situations, and City 
Council approval is required to appropriate these reserves.  Any request to utilize the 
Emergency Operating Reserve will include a plan and timeline for replenishment, which may be 
in conjunction with the City Council authorization of a future Cost of Service Study and rate 
adjustment. 
 
Emergency Capital Reserve 
The Emergency Capital Reserve is intended to be used for emergency capital needs.  The 
reserve is budgeted annually at $5.0 million in the Capital Improvements Budget.  If the reserve 
is used to fund unforeseen emergency conditions resulting in the need to immediately repair or 
replace existing assets, approval from the Chief Financial Officer or the Chief Operating Officer 
is required. 
 
Rate Stabilization Fund (RSF) Reserve 
This fund was established and is maintained pursuant to the legal bond documents for the 
outstanding wastewater system revenue bonds.¹  Transfers in and out of this fund serve as a 
revolving mechanism to significant potential fluctuations in the wastewater rates for the system 
operations and maintain stable debt service coverage ratios for the outstanding wastewater 
revenue bonds.  The permitted uses of the RSF are limited to the operations and maintenance 
costs of the wastewater system. 

                                                 
¹   Section 6.08 of the Master Installment Purchase Agreement (“Wastewater MIPA”) dated September 1, 1993. 
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This policy establishes a baseline target for the RSF in an amount equal to 5% of the prior fiscal 
year wastewater system total operating revenue.1²The funding level in the RSF can go up or 
down depending on the year to year changes in the Wastewater Fund’s operating revenues and 
expenditures.  The RSF will be treated as a coverage stabilization tool enabling transfers into 
and out of the RSF, as necessary by the Chief Financial Officer, upon recommendation of the 
Public Utilities Department.   
 
Transfers may be made into the RSF, increasing the balance above the 5% baseline, if the 
wastewater system has excess net system revenues2¹ in any given fiscal year. In contrast, if the 
wastewater system is anticipated to experience weak net system revenues in any given fiscal 
year, funds can be drawn down from the RSF to provide necessary revenue to cover current 
year operations and maintenance costs. 
 
If the RSF goes below the baseline amount of 5% of the prior fiscal year wastewater system 
total operating revenue, it will be replenished to the target level from any surplus net system 
revenue in the next fiscal year or in conjunction with the City Council authorization of a future 
Cost of Service Study and rate adjustments. 
 
Refuse Disposal and Recycling Enterprise Funds Reserve Policy: 
 
The Refuse Disposal Enterprise Fund was established to separate tipping fee revenues from the 
General Fund. The tip fees support active and inactive landfill operations, solid waste code 
enforcement, commercial and industrial recycling programs, community cleanups and 
abatements, and collection and maintenance of street litter containers in business districts and 
are levied on landfill users, including the City of San Diego.  
 
The Recycling Enterprise Fund and Assembly Bill (AB) 939 Fee were established as a result of 
the Integrated Waste Management Act of 1989. AB 939 authorized local jurisdictions to impose 
fees based on the types or amounts of solid waste generated to be used to pay actual costs 
incurred in preparing, adopting, and implementing integrated waste management plans. 

Operating Reserve 

The Operating Reserve is intended to be used in the event that the enterprise fund requires 
additional resources to operate in its normal course of business.  This reserve may be drawn 
upon to fund unanticipated emergency expenditures, one-time high priority programs, or 
revenue shortfalls due to an unexpected economic slowdown or recession.  The Chief Operating 
Officer and/or Chief Financial Officer will have authority to approve expenditures and the 
reserve must be replenished no later than the subsequent fiscal year.  

                                                 
1² Total Operating Revenue as reported in the CAFR - Proprietary Funds Statement of Revenues, Expenses, and 

Changes in Fund Net Assets. 
2¹ Operating system revenues less operating system expenses, as defined in the Wastewater MIPA. 
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The Operating Reserve target level is 15% of operating revenues for both the Refuse Disposal 
and the Recycling Funds, which equates to approximately two months of operations. Revenues 
reflect the business cycle and are an indicator of operational needs; therefore revenues are the 
basis to develop a policy reserve to support business continuity. The Environmental Services 
and Financial Management departments will conduct an annual review of the Operating 
Reserve amounts to maintain policy funding levels.  
 
Golf Course Enterprise Fund Reserve Policy: 
 
The City has operated a municipal golf program since 1915.  Today, the Golf Division operates 
three City golf complexes: Balboa Park Golf Course 18-hole and 9-hole courses; Mission Bay 
18-hole executive golf course; and Torrey Pines 18-hole North Course and 18-hole South 
Course. The Golf Course Fund was established in 1991 and operates in a manner similar to a 
private sector enterprise where the cost of providing services is recovered through user charges. 
A primary goal of the Golf Course Fund (Fund) is to ensure that the City operated golf courses 
are financially self-sufficient and that they do not require financial support from the City’s 
General Fund.  
 
The City will maintain reserves equal to 12% of the most recent three year average of annual 
audited operating revenues¹, with the intent to maintain the reserve balance at the same level for 
future years based on historical requirements. The 12% reserve level aligns with GFOA best 
practices, which recommends enterprise funds maintain a working capital reserve equivalent to 
a minimum of 45 days, or 12%.  This lower level of reserve funding recognizes that the Golf 
Course Enterprise Fund does not provide essential City services, such as those provided by the 
Water and Sewer Funds, and has greater flexibility to adjust its operational expenditures during 
emergencies, as well as having the flexibility to stop operations without impacting public health 
or safety. The Fund does not require reserves for continuity of business or emergency situations. 
The reserve is established to ensure financial stability or for one-time large investments in 
infrastructure or large maintenance efforts. The Park and Recreation Department will conduct 
an annual review of the reserve funds to determine adequate funding levels and alignment with 
the Golf Business Plan. 

                                                 
¹  Target reserve balances are based on operating revenues as presented in the Budgetary Schedule of Revenues, 

Expenditures and Changes in Fund Balance in the Required Supplementary Information section of the Comprehensive 
Annual Financial Report. These revenues are from recurring revenue sources that support operations, and exclude 
other financing sources.   
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Recommendations to appropriate from the reserve will be brought forward by the Mayor and 
will require approval by a majority of the City Council. In the event this reserve is reduced 
below the amount established by this policy, the Mayor shall prepare a plan as promptly as 
conditions warrant to replenish the reserve balance to the policy level. 
 
The Golf Course Fund Reserve will be reassessed every two years and funding requirements 
will be incorporated into the budget process in order to ensure that the targeted goal is met in a 
manner that is balanced with other budget priorities.  
 
COMPLIANCE WITH RESERVE POLICY: 
 
Reserve Targets  
The Reserve Policy is based on either percentage targets or days of operation; all associated 
dollar figures represent estimated/projected targets based on either the percentage target or days 
of operation target set by the Reserve Policy. 
 
Reporting Use of Reserve Funds 
Any requests for the use of reserves and/or Excess Equity will be accompanied by a current 
status report of the affected reserve fund and impacts on the future reserve levels. Reserve and 
Excess Equity status updates will be presented as part of the required Quarterly Budget 
Monitoring Reports. 
 
Reserve Expenditures 
Unless specified otherwise in the Reserve Policy, expenditures from any reserve will require a 
recommendation of the Mayor and City Council action to appropriate the funds. The Mayor 
may recommend reserve expenditures through the budget process or at regular or special City 
Council meetings for City Council consideration and approval. 
 
Replenishment of Reserves 
Should a particular reserve fall below the targeted reserve level set forth in the Reserve Policy, 
the Mayor will develop a plan to replenish the reserve in a reasonable timeframe, unless as 
otherwise required by this Policy. The proposed plan will be presented to the Budget and 
Government Efficiency Committee and the City Council as part of the subsequent fiscal year 
budget.  
 
Deviations from the Reserve Policy 
No deviations from the Reserve Policy will be allowed except as recommended by the Mayor 
and approved by the City Council. Proposed exceptions to the Reserve Policy will be presented 
first to the Chief Financial Officer and/or Chief Operating Officer, and then to the Budget and 
Government Efficiency Committee. After the Budget and Government Efficiency Committee 
review and recommendation, the proposed exception will be presented to the City Council for 
action. 
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Updates to Reserve Policy 
Any changes, additions, or deletions to the Reserve Policy will be brought forward to the 
Budget and Government Efficiency Committee for review followed by a presentation to the 
City Council for formal action. 
 
The Reserve Policy will be reviewed at least biennially and discussed if changes are necessary 
to ensure the policy is effective, and remains current with general accounting and financial best 
practice standards, as well as any regulatory changes that may occur over time. 
 
CONCLUSION: 
 
Maintaining, regularly updating, and adhering to an appropriately constructed reserve policy is 
a good business practice recognized by the Government Finance Officers Association, and is 
among the factors considered by credit rating agencies and the investment community when 
assessing the credit-worthiness of an organization. The City recognizes that the Reserve Policy 
is a cornerstone of the organization’s fiscal health. As such, a biennial review of the Reserve 
Policy will be performed and any changes to the Reserve Policy will be brought forward for 
City Council consideration and approval. 
 
GLOSSARY: 
 
Emergency Capital Reserve  
The Emergency Capital Reserve is intended to be used for emergency capital needs. If the 
reserve is used to fund unforeseen emergency conditions, approval from the Chief Financial 
Officer or the Chief Operating Officer is required. 
 
Emergency Operating Reserves 
The Operating Reserve for an Enterprise Fund, such as the Water Utility or the Wastewater 
Utility, is intended to be used should a catastrophe occur that prevents the utility from operating 
according to its normal course of business. Use of the reserve is restricted to emergency 
situations resulting in loss of revenue and the reserve must be replenished in accordance with 
the timeframe established in the respective policies. The Chief Operating Officer and/or Chief 
Financial Officer will have the authority to approve expenditures from the reserve. 
 
Emergency Reserve 
Certain funds, such as the General Fund, will maintain an Emergency Reserve which may only 
be used for qualifying emergencies, such as a natural disaster, terrorist attack, or other 
unforeseen catastrophic event caused by human activity. The Emergency Reserve may be 
expended only in the event of a public emergency, as determined by a two-thirds vote of the 
City Council. 
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Stability Reserve 
Stability Reserve provides budgetary stabilization and does not serve as an alternative funding 
source for new programs. 
 
Excess Equity 
Excess Equity is Unassigned Fund Balance that is not otherwise designated as General Fund 
Reserves and is available for appropriation.  Excess Equity most commonly results from a non-
recurring source of revenue. 
 
Rate Stabilization Reserves 
The purpose of Rate Stabilization Reserves is to ensure that legal requirements relating to 
annual debt service coverage, as set forth in bond indenture agreements, are fulfilled. This type 
of reserve is more typical for Enterprise Fund financings. The reserve targets are calculated 
based on the legal requirements outlined in the applicable bond financing documents, and 
maintained throughout the term of the bonds. 
 
Secondary Purchase Reserve 
This reserve is established to purchase additional water supply in case of a major drought or 
unforeseen emergency that diminishes the City’s normal supply. 
 
Working Capital 
Working Capital is current assets (cash or equity in pooled cash and liquid investments and 
receivables less than 60 days for governmental funds, 90 days for enterprise funds) minus 
current liabilities (payables) and encumbrances and other restrictions. Working Capital does not 
include long-term assets such as certain longer term investments, loans receivable, fixed assets, 
inventory, and equipment. For the purpose of the Reserve Policy and when referring to the 
General Fund Emergency Reserve, the term “Working Capital” is used synonymously with 
“Emergency Reserve.” 
 
 
 
HISTORY: 
General Fund Reserve Level Council Policy 
Adopted by Resolution R-297182 – 10/15/2002 
Amended by Resolution R-307154 – 12/15/2011 
Amended by Resolution R-308740 – 02/26/2014 
Amended by Resolution R-309101 – 07/17/2014 
Amended by Resolution R-310360 – 04/28/2016 
Amended by Resolution R-310945 – 02/21/2017 
Amended by Resolution R-311414 – 11/20/2017 
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RESOLUTION NUMBER R-_________________

DATE OF FINAL PASSAGE _________________

A RESOLUTION OF THE COUNCIL OF THE CITY OF
SAN DIEGO INCREASING THE RECORDATION SERVICE
FEE, MAKING A GENERAL ADJUSTMENT TO
DEVELOPMENT SERVICES USER FEES AND CONVERTING
CERTAIN DEPOSIT ACCOUNT FEES TO FLAT FEES.

WHEREAS, the Development Services Department (DSD) is responsible for managing

the land development review process from concept to completion in the City of San Diego; and

WHEREAS, the Development Services Enterprise Fund was established in 1985 and

funds the development project review and inspection services and is supported solely from fees

paid by customers (fee-for-service) (DSD User Fees); and

WHEREAS, the current DSD User Fees were last approved by the City Council in 2016

based upon the results of a fee study conducted by MGT of America, Inc., which is on file in the

Office of the City Clerk as Document No. RR-310545-2; and

WHEREAS, DSD has continued to make significant strides in lowering costs and

simplifying the permit review process, including the identification of permit types that can be

converted from a deposit account to a flat fee; and

WHEREAS, despite DSD’s efforts, costs to provide the current level of service have

substantially increased since 2016 due to unforeseen labor and operating costs, namely pension

and salary increases, higher than anticipated initial costs to relocate DSD offices, and an

administrative civil liability complaint regarding storm water best management practice

requirements, which are more fully described in the accompanying staff report; and
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WHEREAS, California Senate Bill No. 2 (SB 2 - Atkins) imposed a $75 recording fee for

real estate instruments, papers, and notices, effective January 1, 2018, which is not reflected in

the existing DSD User Fees; and

WHEREAS, in order for DSD to continue to provide the current level of service and also

maintain fiscal soundness of the Development Services Enterprise Fund, DSD User Fees revenue

needs to increase by approximately $8.4 million annually, an increase of 17%, over the presently

allowed annual consumer price index (CPI) adjustment; and

WHEREAS, in order to mitigate the impact on customers, DSD has proposed

incrementally phasing in the fee increase over three fiscal years; and

WHEREAS, the DSD User Fee changes are proposed to meet established levels of

service, provide full cost recoverability, and provide sufficient resources to continue to improve

the quality of the mandated regulatory review process; and

WHEREAS, the proposed DSD User Fees reflect the estimated reasonable cost of

providing the services for which the fees are charged; NOW, THEREFORE,

BE IT RESOLVED, by the Council of the City of San Diego, as follows:

1. That the DSD User Fee for “Recordation Fee for Mapping/Subdivision” (Other

Fees, Item 30) is increased to $514.

2. That the existing DSD User Fees, with the above revision to the Recordation Fee,

shall be increased by the following maximum percentage amounts per fiscal year, which

increases are in addition to the allowable annual CPI adjustment:
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Fiscal Year Maximum % Increase

2019 6.0%

2020 4.5%

2021 3.5%

3. That the following ten DSD service fees are converted from a deposit account to a

flat fee:

a. Preliminary reviews – multi-disciplinary ($5,000)

b. Preliminary reviews – Civic ($4,000)

c. Substantial conformance reviews ($4,000)

d. Map waivers, standalone ($5,000)

e. Neighborhood Development Permits ($8,000)

f. Neighborhood Use Permits ($5,000)

g. Surface mining and reclamation act compliance ($2,000)

h. Tentative maps, standalone ($10,000)

i. Vesting tentative maps, standalone ($10,000)

j. Variances ($8,000)
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4. That the aforementioned changes to the DSD User Fees shall be effective sixty

days after the final passage of this resolution.

APPROVED: MARA W. ELLIOTT, City Attorney

By
Jeremy A. Jung
Deputy City Attorney

JAJ:cw
06/04/18
Or.Dept: Development Services Department
CC No.: N/A
Doc. No.: 1765244

I certify that the foregoing Resolution was passed by the Council of the City of San Diego, at this
meeting of .

ELIZABETH S. MALAND
City Clerk

By _______________________________
Deputy City Clerk

Approved:  _________________________ _________________________________
(date) KEVIN L. FAULCONER, Mayor

Vetoed: _________________________ _________________________________
(date) KEVIN L. FAULCONER, Mayor
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RESOLUTION NUMBER R-_________________

DATE OF FINAL PASSAGE _________________

A RESOLUTION OF THE COUNCIL OF THE CITY OF
SAN DIEGO AMENDING COUNCIL POLICY 100-20,
ENTITLED “RESERVE POLICY” FOR DEVELOPMENT
SERVICES ENTERPRISE RESERVE POLICY.

WHEREAS, the Development Services Enterprise Fund Reserve Policy, part of Council

Policy 100-20 “Reserve Policy,” currently sets a maximum operating reserve target level of 15%

to be reached by Fiscal Year 2022; NOW, THEREFORE,

BE IT RESOLVED, by the Council of the City of San Diego, as follows:

1. That Council Policy 100-20 is revised by modifying the operating reserve target

level for the Development Services Enterprise Fund from 15% to 12%, to be achieved by Fiscal

Year 2023, as more fully specified in the revised Council Policy 100-20 filed in the Office of the

City Clerk as Document No. RR-______________.

2. That the City Clerk is instructed to update the Council Policy Manual to include

revised Council Policy 100-20.

APPROVED: MARA W. ELLIOTT, City Attorney

By
Jeremy A. Jung
Deputy City Attorney

JAJ:cw
06/04/18
Or.Dept: Development Services Department
CC No.: N/A
Doc. No.: 1748032
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I certify that the foregoing Resolution was passed by the Council of the City of San Diego, at this
meeting of .

ELIZABETH S. MALAND
City Clerk

By _______________________________
Deputy City Clerk

Approved:  _________________________ _________________________________
(date) KEVIN L. FAULCONER, Mayor

Vetoed: _________________________ _________________________________
(date) KEVIN L. FAULCONER, Mayor



2251 Harvard St., Suite 134 | Sacramento, CA 95815 | 91.443.3411 | mgtconsulting.com  

January 31, 2018

Ms. Lisa Celaya 

Deputy Director
Development Services Department
1222 1st Ave
San Diego, CA 92101

Dear Lisa,

In 2016 MGT Consulting Group (MGT) analyzed user fees charged by the San Diego Development Services
Department (DSD). The primary goal was to calculate the fully burdened cost of each fee related service
and recommend a cost recovery fee for each. The study’s findings and recommendations were adopted
in May of 2016. Since that time several significant unforeseen costs have arisen. In October of 2017MGT
was retained again to incorporate these unforeseen costs into the 2016 analysis and recalculate cost
recovery fee schedules sufficient to offset these new unforeseen costs.

The unforeseen costs incorporated into this report include office space expenditures for ongoing lease
and operations, one time relocation, and associated tenant improvements (to be amortized over multiple
years); ongoing operational expenditures (salaries and wage, benefits, etc.); the Regional Water Quality
Control Board (RWQCB) Notice of Violation; and replenish reserves to target level.

MGT modified user fee calculations within each division to reflect increases necessary to recover these
unforeseen costs. Some of the increased costs were amortized over a period of several years. The table
below projects the fiscal impact of these increases for fiscal year 2018/19.

Department/Division

Build ing $16,491,247 100% $19,131,930 $2,640,683

Miscellaneous/S igns/Water Sewer/Other $16,764,855 100% $19,683,884 $2,919,029

Elec tr ical/Mechanical/Plumbing $4,006,631 100% $4,544,902 $538,271

Fire Alarm and Spr ink ler $2,245,508 100% $2,737,294 $491,786

Sub-Total Building Fees $39,508,241 100% $46,098,010 $6,589,769

Deposit ( subdivision mapping, Engineer ing  
and Discretionary) $10,129,467 0% $11,819,009.38 $1,689,542

Grand Total: $49,637,708 100% $57,917,019 $8,279,311

Policy

2016 Recommended

Cost Recovery
Increase over 2016

2018 Recommended

User Fee Revenue Analysis
City of San Diego

With Addition of 
Unanticipated Costs



Analysis of Unforeseen DSD Costs
January 31, 2018
Page 2

The table above illustrates the recovery of the new unforeseen costs to be recovered in 2018/19. If
Management chooses to phase in an increase overmultiple years, the revenue recoveredmay vary slightly.

Due to the relative unpredictability of construction cycles and their impact on revenues, we recommend
DSD monitor fund balances annually and adjust fees if major trends occur. MGT also recommends DSD
conduct a comprehensive analyze of user fees again in 2023 since by that time many of the underlying
cost factors will have changed.

The following sections present revised cost recovery fee schedules. Each schedule presents the
recommended fee for 2018/19.

Sincerely,

Jeff Wakefield
Senior Consultant
MGT of America Consulting, LLC
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Development Services
User Fee Adjustments

David Graham, DCOO
Robert Vacchi, Director

Lisa Celaya, Deputy Director
April 18, 2018



Development Services

Requested Actions
1. Approve three year increase in DSD user fees
2. Convert 10 deposit account fees to flat fees
3. Revise Council Policy 100-20 to modify DSD Reserve Target 

from 15% to 12%
4. Authorize DSD to automatically adjust pass through fees

April 18 – B&GE Committee - DSD Fee Adjustment Action
May 23 – Infrastructure Committee - 101 Ash Informational 
May 23 – Infrastructure Committee - CIP Year End Monitoring
June – City Council CIP Year End Monitoring
June – City Council DSD Fee Adjustment Action

2



Development Services

DSD Transformation
• 2014-2016 – Convened Stakeholder Group
• 2016-2018 – Monthly Industry Engagement
• Regulatory Reform
• 9th, 10th, 11th Land Development Code Updates
• Ten Community Plan Updates
• Process Level Reductions
• Affordable Sustainable Expedite Reform

• Example of Impact from Regulatory Change
• Reduced Process Level for sidewalk café permits –

Reduced cost of permit by 77%

3



Development Services

DSD Transformation
• Culture Change

• Reorganization DSD, Customer Service & Extended Hours
• Professional Certification Program
• Fee consolidation and convert deposit accounts to flat fees
• Conflict Resolution Meetings
• 92% Review/Cycle on time for 111,000 reviews
• 93% Inspections in two days or less – 153,000

• Example of Impact from Culture Change
• Implement professional certification process for solar –

saved approximately $1.7M in last three years
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Development Services

Future DSD Transformation
• Process Reform

• Late Hit Policy 
• Revise Concurrent Processing Policy

• Regulatory
• TPA Parking Requirement Reductions by end of 2018
• Land Development Code Update in 12-18 months
• Middle Income Density Bonus – 100%-150% AMI
• Comprehensive CEQA Threshold Update

• Culture Change
• One Stop Shop  
• Professional Certification Expansion
• Fee Analysis and consolidation – Flat fee with rare exceptions

5



Development Services

Feasibility of staying in COB
• 2014 Facilities Condition Assessment
• $82.9M (Capital) estimated based on 2014
• FCI 47 – Poor Rating

• DSD would need to lease space during 
improvements 
• Current downtown market rate $2.85/sq ft/                    

month for rent and $12/sq ft/year for                           
operating costs
• 125,000 sq ft = $5.8M for rental and                     

operating 
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Development Services

Non-City Leased Facility 
• Not a City owned facility
• Feasibility of locating 125,000 sq. ft. downtown
• $5.8m annual lease and operating costs
• $1.4m relocation costs
• Estimated Tenant Improvements of $16m
• Lease and Tenant Improvements are lost investments
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Development Services

City Leased Facility
• City Owned 101 Ash Street
• Located near City Hall and co-located with other City 

departments
• $4.1m annual lease and operating costs
• $1.4m relocation costs
• Estimated Tenant Improvements of $16m
• Lease and Tenant Improvements benefit a City asset
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Development Services

Historic & Projected Financial Status
with fees adjusted by CPI only

Fiscal Year 
2016 

Actual

Fiscal Year 
2017

Actual

Fiscal Year 
2018 

Mid-Year

Fiscal Year 
2019

Forecast

Fiscal Year 
2020

Forecast

Fiscal Year 
2021

Forecast

Fiscal Year 
2022

Forecast

Fiscal Year 
2023

Forecast

BEGINNING RESERVES (PROJ) $            11.3 $            13.1 $            11.3 $              3.8 $          (3.0) $           (8.0) $          (14.5) $           (19.4)

PROJECTED REVENUES $            56.1 $            61.9 $            64.3 $            64.8 $            66.2 $            67.1 $            68.2 $            69.3
PROJECTED EXPENDITURES $            54.5 $            63.6 $            71.8 $            71.7 $            71.2 $            73.6 $            73.1 $            74.7

NET $              1.7 $            (1.7) $            (7.5) $            (6.9) $      (5.0) $            (6.5) $            (4.9) $             (5.3)

ENDING RESERVES (PROJ) $            13.1 $            11.3 $              3.8 $          (3.0) $           (8.0) $          (14.5) $           (19.4) $           (24.7)

Key Assumptions
• Revenue 

• Adjusted by 2% CPI as permitted under current Council authority
• Expenditures

• Salary adjustments – Current MOU plus 3.05% adjustment for FY21-23
• SDCERS Pension increase $2m
• Potential relocation $1.4m one-time and Office Space $4.1m annually
• RWQCB Settlement – $1.5m one-time, $400,000 through FY20
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Development Services

Financial Status – Current Forecast
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Development Services

Projected Financial Status
with proposed fee adjustment

Fiscal Year 
2018 

Mid-Year

Fiscal Year 
2019

Forecast

Fiscal Year 
2020

Forecast

Fiscal Year 
2021

Forecast

Fiscal Year 
2022

Forecast

Fiscal Year 
2023

Forecast

BEGINNING RESERVES (PROJ) $              11.3 $               3.8 $            0.2 $                1.1 $            2.8 $                6.1

PROJECTED REVENUES $              64.3 $             68.0 $             72.1 $             75.2 $             76.5 $             77.8
PROJECTED EXPENDITURES $              71.8 $             71.7 $             71.2 $             73.6 $             73.1 $             74.7

NET $              (7.5) $             (3.7) $      0.9 $               1.7 $               3.4 $                3.1

ENDING RESERVES (PROJ) $                3.8 $             0.2 $             1.1 $              2.8 $                6.1 $                9.3

Key Assumptions
• Revenue adjusted by 2% CPI and fee increases: FY19 – 6.0%, FY20 – 4.5%, FY21 – 3.5%
• Expenditures

• Salary adjustments – Current MOU plus 3.05% adjustment for FY21-23
• SDCERS Pension increase $2m
• Potential relocation $1.4m one-time and Office Space $4.1m annually
• RWQCB Settlement – $1.5m one-time, $400,000 through FY20 
• Achieves revised Reserve target goal of 12% by FY 2023
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Development Services

Additional Funding Needs

$4.1 $4.1 $4.1 $4.1 $4.1

$2.0 $2.0 $2.0 $2.0 $2.0

$1.6

$0.5

$1.2 $1.2 $1.2 $1.2

$0.9 $1.3 $1.1 $0.7

FY19 FY20 FY21 FY22 FY23

$8.2M $8.3M
$8.6M $8.4M

$8.0M

Ongoing Operational Expenses

Office Space (lease and 
utilities/maint costs)

Labor Costs

Relocation & Other

Tenant Improvements (Capital)

Operating Reserves
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Development Services

Recommended Fee Adjustment
In addition to current authority to adjust fees by CPI
• Approve a maximum increase for three years

• Annually implemented with budget process

Fiscal
Year

Proj
CPI

Max.
Fee

Increase

Proj 
Max

2019 2.8 6.00 8.80

2020 2.0 4.50 6.50

2021 2.0 3.50 5.50
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Development Services

Recommend to Revise 
Operating Reserve 
Current Reserve Target 
Goal per Council Policy 
100-20:  Achieve 15% by 
FY22

Target 
Date

Target 
(% of 

Operating 
Expenses)

Projected 
Reserve 
Amount

June 30, 2018 9.50% $5.3M

June 30, 2019 10.75% $6.8M

June 30, 2020 12.00% $8.3M

June 30, 2021 13.50% $9.6M

June 30, 2022 15.00% $10.8M

Proposed Reserve Target 
Goal:  Achieve 12% by FY23

Target 
Date

Target 
(% of 

Operating 
Expenses)

Projected 
Reserve 
Amount

June 30, 2018 9.50% $5.3M

June 30, 2019 10.00% $6.3M

June 30, 2020 10.50% $7.3M

June 30, 2021 11.00% $7.9M

June 30, 2022 11.50% $8.3M

June 30, 2023 12.00% $8.7M
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Development Services

Building Permit Fee* Comparison
Project Description Size

FY19
Fee

w/CPI

FY19 Fee 
w/Prop 
Adjust

FY20
Fee

w/CPI

FY20 Fee 
w/Prop 
Adjust

FY21 Fee
w/CPI

FY21 Fee 
w/Prop 
Adjust

Family room addition to a 
Single Family Dwelling 320 $1,445 $1,532 $1,563 $1,633 $1,666 $1,724 

New restaurant with a drive-
thru 2,588 $10,001 $10,601 $10,814 $11,300 $11,526 $11,930 

Interior remodel to comm. 
suite 10,581 $4,485 $4,754 $4,849 $5,068 $5,169 $5,350 

New 2-story office space 3,345 $8,868 $9,400 $9,588 $10,019 $10,219 $10,577 

Three new commercial 
buildings 20,405 $31,134 $33,002 $33,662 $35,177 $35,880 $37,136 

13-story office building and 
garage 559,431 $113,232 $120,026 $122,427 $127,936 $130,495 $135,062 

New 34 unit apartment 
complex and garage 41,712 $34,451 $36,518 $37,249 $38,925 $39,704 $41,093 

New high rise residential 400,000 $97,753 $103,618 $105,690 $110,446 $112,655 $116,598 

New single family residence 1,900 $5,817 $6,166 $6,290 $6,573 $6,704 $6,939 
*Fees reflect only Building Plan Check and Inspection
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Development Services

Next Steps

April
• Budget & Government Efficiency Committee                         

DSD Fee Adjustments

May
• Infrastructure Committee - 101 Ash Informational Item
• Infrastructure Committee - CIP Year End Monitoring Report

June
• City Council - CIP Year End Monitoring Report &                    

CIP Appropriations

June
• City Council - DSD Fee Adjustments
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Development Services

Requested Actions
1. Approve three year increase in DSD user fees
2. Convert 10 deposit account fees to flat fees
3. Revise Council Policy 100-20 to modify DSD Reserve 

Target from 15% to 12%
4. Authorize DSD to automatically adjust pass through 

fees

17



Committee Action Sheet 
 

Committee: Budget & Government Efficiency Committee    Meeting of: 4/18/2018 

  Item No: 2 

SUBJECT: 

 

RECOMMENDATION TO: 

 

 

CITY CLERK: Please reference the following reports on the City Council Docket: 

  INDEPENDENT BUDGET ANALYST REPORT NO.  

Development Services User Fee Adjustments 

Motion by Councilmember Cate to move the item to full council without recommendation and 

include discussion of 15 percent reserve target and funding. Second by Councilmember Ward. 

VOTED YEA: Bry, Ward, Cate And Gomez    VOTED NAY: None  NOT PRESENT: 

None
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