
Municipality of Chatham-Kent 
 

Finance, Budget and Information Technology Services 
 

 
 
To:  Mayor and Members of Council 
 

From:  Mike Turner CPA, CMA 
  Chief Financial Officer, Treasurer 
 

Date:  January 12, 2016 
 

Subject: Reserves

 
Recommendations 
 
It is recommended that: 
 

1) The following recommended transfer of funds within the reserves be approved: 
 
a) The 2015 ending balance in the Fuel Price Fluctuation Reserve be transferred to 

the Fleet Reserve, estimated at $595,460. 
 

b) The 2015 ending balance in the Council Strategic Directions Reserve be 
transferred to the new LED Lighting Reserve, estimated at $643,524.  

 
c) A portion of the 2015 ending balance in the Closed Session Reserve be 

transferred to the new LED Lighting Reserve, estimated at $1,850,000.  
 
d) The 2015 ending balance in the Senior Services Vending Machine Reserve be 

transferred to the Senior Services Operational Reserve, estimated at $19,464. 
 
e) The 2015 ending balance in the Capital Future Project Reserve be transferred to 

the Strategic Development Reserve, estimated at $34,084. 
 

2) The report and appendix be used as part of the 2016 budget documentation. 
 

Background 
 
Reserves provide stability for user rates and taxes and provide financial liquidity for fiscal 
requirements. 
 
Reserves allow us to save for costly assets or infrastructure investments and 
replacements, which prevents us from needing to debt finance these items. It also ensures 
adequate cash flow for ongoing operations, protects our financial position and strengthens 
credit rating. Chatham-Kent has done a great job in managing its debt and reserve levels. 
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The 2015 and 2016 budgeted drawdowns were significantly higher than our contributions 
to those reserves. Contributions are generally from one-time sources, including any annual 
surplus. We must closely monitor the usage of our reserves going forward to ensure 
sustainability of the reserves and specifically target the strategic priorities, such as 
economic development with our use of reserves. 
 
We have a number of Council previously approved drawdowns from reserves to fund 
ongoing operations. We have over $1 million of items that must be recaptured in the 2016 
budget and another $2 million of items that have future year impacts. 
 
Council is strongly encouraged to only use reserves to fund one-time expenses on a go 
forward basis. 
 
BMA Study Commentary on Reserves 
 

 Reserves are a critical component of a municipality’s long-term financing plan.   The 
purpose for maintaining reserves is to:   
 

– Provide stability of tax and user rates  
– Provide financing for one-time or short term requirements  
– Make provisions for replacements/acquisitions of assets/infrastructure  
– Ensure adequate cash flows 
– Provide flexibility to manage debt levels and protect the municipality’s 

financial position 
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We have three categories of reserves, Mandated Reserves, Assigned Reserves and 
Lifecycle Reserves. 
 
Mandated Reserves are when we have received or collected funding that must be used 
for very prescribed purposes. These could be funds received through bequests and fund 
raising efforts that are prescribed to a specific capital project. They could be funds that 
have been received from senior levels of government that have to be spent within the 
criteria that is outlined in the government program.  Both Provincial and Federal gas tax 
funds have detailed criteria that details the type of projects Chatham-Kent is allowed to 
spend these funds on. All reserves in this category must only be spent on the prescribed 
projects. 
 
The estimated balance after using 2016 draft budgeted items is $11.7 million.  This takes 
into account that the Federal Gas Tax funds are specifically committed to capital 
infrastructure work, although the funds may not have been spent at the time of this report. 
 
Assigned Reserves are also amounts that are set aside for specific purposes, however, 
Council does have discretion on certain reserves to move the amounts for a different 
purpose, or has flexibility on the type of expenditure within the original prescribed criteria 
for the funds.  
 
The total amount estimated to remain in the Assigned Reserves taking into account the 
draft budgeted 2016 uses and recommended reserve transfers is $39.6 million. This 
contrasts with the year-end balance of the Assigned Reserves at the 2014 Audited 
Financial Statements which was $57.1 million. The projected balance at the end of 2015 is 
$45 million and the further additional recommended usage and transfers in 2016 brings 
the balance down to the estimated $39.6 million. These reserves are critical to be used in 
funding one-time items in support of Council’s Strategic Priorities. 
 
Lifecycle Reserves are the critical funds to sustain our infrastructure, including facilities, 
parks and recreation, fleet, ITS software, hardware and networking solutions. It plays a 
critical component in our Asset Management Plan and managing debt levels. 
 
These funds help support ongoing challenges in funding our infrastructure. During the 
budget deliberations and Council meetings, we will be providing additional information 
about the ongoing requirements for funding. Significant work has been completed in 
determining additional requirements for various asset classes. As the in depth analysis 
continues, it clarifies the need in supporting the funding required to meet our infrastructure 
needs. These lifecycle funds are a significant tool in achieving our asset management and 
helping to manage our debt levels. 
 
The estimated 2016 ending balance of the Lifecycle Reserves is $46.2 million. This takes 
into account that due to the lifecycle maintenance requirements of the asset groups not 
being fully funded, that the 2016 budget contributions will be fully used towards lifecycle 
maintenance in 2016. It also takes into consideration the recommended reserve transfers. 
 
The table below is a high level summary of the various types of reserves. 
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Reserves Estimated 2015 
Year End 
Balance 

Recommended 
2016  

Drawdowns 

Estimated 2016 
Balance 

Estimated 
2017-2021 

Drawdowns 

Mandatory 
 

$12,156,587 $473,594 $11,671,613 $519,494 

Assigned 
 

$44,952,555 $4,726,438 $39,630,657 $4,048,271 

Lifecycle 
 

$47,870,512 $2,280,497 $46,185,475  

Total 
 

$104,610,171 $7,122,426 $97,487,745 $4,567,765 

 
The 2017-2021 drawdowns are not shown for the Lifecycle Reserves. Due to their annual 
budgeted contributions, along with the current infrastructure deficit, it is assumed that there 
are significant projects to be spent from the reserved funds that will used along with the 
budgeted funds, leading to future drawdowns on those reserves. The Estimated 2016 
Balance column takes into consideration the recommended transfer of $595,460 between 
the assigned and lifecycle reserves. 
 
Reserve Transfers 
 
A recommended transfer of the 2015 ending balance in the Fuel Price Fluctuation Reserve 
to the Fleet Reserve, to assist in the fleet infrastructure deficit and help reduce vehicle 
maintenance costs. The balance is estimated at $595,460. 
 
A recommended transfer of the 2015 ending balance in the Council Strategic Directions 
Reserve to the new LED Lighting Reserve. Estimated at $643,524. The estimated costs for 
the LED lighting conversion is $2.5M and this will have an approximate 5 year payback 
resulting from reduced energy and maintenance costs. IES is currently working on the 
business plan. The work will take place over the next 2-3 years. 
 
A recommended transfer of a portion of the 2015 balance in the Closed Session Reserve 
to the new LED Lighting Reserve. The transfer would be to provide the balance of the 
$2.5M required for the work to be completed. The estimate is approximately $1.85 million. 
 
A recommended transfer of the 2015 ending balance in the Senior Services Vending 
Machine Reserve to the Senior Services Operational Reserve. Estimated at $19,464. This 
is to consolidate the two reserves. The Vending machine reserves has been inactive since 
2011. 
 
A recommended transfer of the remaining balance in the Future Capital Projects reserve to 
the Strategic Development Reserve of $34,084. This is to consolidate the two reserves 
and provide additional funding in the Strategic Development Reserve. 
 
A policy on Reserve Management will be brought forward in 2016.  
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There will be some additional transfer recommendations for Council to deliberate, when 
we bring forward the policy, which will take into account the final 2015 allocations and the 
2016 Final Budget. There is the potential of further consolidation of reserves. 
 
A couple of concepts that will be brought forward as recommendations for Council to 
consider in the policy are related to areas where we currently do not have base funding 
being allocated. The first recommendation will be related to facility replacement. 
 
The lifecycle budget has been developed around refurbishing, repairing and maintaining 
facilities; however, there is not a specific budget for replacement of these assets. This 
reserve would provide Council with the means to ensure long-term vision is deployed and 
executed with critical decisions regarding the community. Certainly consideration should 
always be given to whether we need to replace the asset, or whether we can divest of it. 
The IES team is working with EMT on these types of discussions on an ongoing basis. 
 
In those instances when Council believes a replacement is required, a phased in approach 
of creating a sustainable reserve for facility replacement would ease the burden of one 
time large expenses and provide the Municipality with the financial flexibility and decision 
making ability to determine when is the right time to replace a facility, rather than try to 
band-aid the solution.  
 
The second concept would be for creating a reserve for new initiatives in the community. I 
have heard numerous times from various Councillors and members of the community of 
great ideas for the community and this will provide a source of funding on an ongoing and 
sustainable basis to be able to fund new projects to create a vibrancy and excitement in 
the community, while also enhancing many of our strategic goals. This initiative would be 
examined to determine how it would best work with our current Community Initiative Fund, 
Strategic Partnership Funding and Strategic Development Funds. 
 
These new initiatives would contribute to and promote new jobs, attraction of both tourism 
and new residents as well as promote health. By funding this through pay-as-you go 
funding, it eliminates the increase in debt costs, which reduces the overall cost of the 
project and provides Council with the financial flexibility it needs to match with any senior 
level of government programs or, contribute to any community, not-for-profit or business 
initiatives.  It allows Council to plan and forecast when these projects would be ready to be 
funded and helps build these into long-term master plans for the various departments.  
 
Council Directions 
 
The recommendations in this report support the following Council Directions: 
 

 Jobs:  
Everyone in Chatham-Kent who wants to work is able to work in meaningful 
employment 

 People:  
Chatham-Kent is a welcoming community where people choose to live, learn, 
work, and play 

 Health:  
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Chatham-Kent is a healthy, active, safe, accessible community within a 
healthy natural and built environment 

 Financial Sustainability:  
The Corporation of the Municipality of Chatham-Kent is financially 
sustainable 

Has the potential to support all Council Directions 
Neutral issues (does not support negatively or positively 

 
 
Consultation 
 
The FBIS Management Team and the Executive Management Team were consulted on 
the development of this report. 
 
 
Financial Implications 
 
The 2016 budget has a number of recommended drawdowns for one-time supplementary 
purchases from reserves. Administration will monitor reserve balances and make 
recommendations annually through budget variance reporting. In 2016 a Reserve Policy 
will also be brought forward that will contain recommended base budget funding of certain 
reserves. 
 
 
 
Prepared by:          

 
 
  

____________________________   
Mike Turner, CPA, CMA  
Chief Financial Officer, Treasurer 
 
 
 
Appendix:  Summary of Reserves, December, 2015 
 
c. Executive Management Team 
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