TO:

City Council

FROM: James L. App, City Manager
Jim Throop, Administrative Services Director
SUBJECT: 2011 - 2015 General and Enterprise Fund Financial Forecast/Budget Update & Adoption
DATE: June 21, 2011
NEEDS: For the City Council to consider a General and Enterprise Fund financial
forecast/budget update & adoption for the five fiscal years 2011 - 2015.
Facts: 1. The recession has significantly impacted revenue, particularly sales and property

tax revenues.

2. National, state and local economic forecasts project a recovery, albeit very slow and
fitful.

3. The General Fund:

e Provides for police, fire, library, recreation, and other non-utility public
services.

e Cost reduction initiatives to offset revenue losses began more than three years
ago.

e Cost reductions totaling over $7,000,000 per year, and totaling nearly
$38,000,000 for FY 2011-2015, have been achieved by:

e Reducing the workforce by 35%

e Freezing wages three (3) years

e Reducing employee benefits

e Discontinuing road, landscape, park, janitorial, and other maintenance
service contracts.

e Reserves are sufficient to cover projected deficits during the forecast period

e For the five years ending June 30, 2015, the General Fund is projected to be
essentially balanced.

e Should the City Council determine to further reduce expenditures, a variety of
expense reduction options are identified.

4. The Enterprise funds are run like a private business - all costs are recovered from
users. However, there is no profit margin.
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5. There are four Enterprise funds: Water, Sewer, Transit and Airport. These funds
receive no general tax support (from the General Fund).

» The Water Fund:

e \Water rates were recently adopted and will be phased in over 5 years
beginning January 2012.

e  Operating deficits are forecast until FY2015.

e  Currently retains approximately $22 million which will have to cover debt
payments, operational shortfalls, and if/when possible, repairs &
replacements.

» The Sewer Fund:

e Full rehabilitation of the 50+ year old sewer plant is required.

e Rehabilitation will cost approximately $50,000,000.

e  Operates with an annual deficit.

e  User rates and connection fees will have to be adjusted to cover costs.

e Even with successful adoption of new rates, assuming phased
implementation beginning 2012, the Fund is projected to show an
operating deficit four of the five years.

» The Transit Fund:

e Approximately 80% of the funding is provided by State and Federal
Governments.

e State and Federal funding has been reduced. Service and fare adjustments
have been implemented to offset operating deficits.

e The bus fleet has exhausted its useful life expectancy. Without funding for
new buses, serious operational issues may arise.

» The Airport Fund:

e  Operates primarily off lease revenue, unsecured property taxes, as well as
some fuel flowage and aircraft tie-down fees.

e Has selected a new Fixed Base Operator (FBO), which should help
improve the overall financial condition of the airport.

e Excluding the non-cash expense of depreciation, forecasts a small surplus.
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ANALYSIS &
CONCLUSION:

e Has a reserve of approximately $1.5 million.

GENERAL FUND

The City has significantly reduced General Fund (GF) spending by eliminating 35% of
GF jobs, cutting temporary and contract help, trimming contractual services,
suspending wage increases, reducing benefits and eliminating some recurring
maintenance services. These reductions total approximately $38 million for the five
years ending June 30, 2015.

The substantially smaller projected deficits in the first three years of the forecast are
manageable.  However, there are risks to the forecast including future State
appropriation of local revenues, new program or regulatory (spending) mandates,
protracted recovery, and/or a double-dip recession.

WATER FUND

New water rates will be implemented in phases over 5 years beginning January 2012.
Regardless, reserves are forecast to decline to approximately $12 million by FY2015.

Construction of the Water Treatment Plant (WTP) is delayed until approximately 2016.
SEWER FUND

The current wastewater treatment plant was built in 1954 and does not meet current
water quality standards set by the State and Federal government. A comprehensive
rehabilitation is required. New rates will be needed to fund plant rehabilitation and
operation, as well as offset existing operating shortfalls.

Even assuming new rates (implemented in phases over five years), operating deficits are
forecast for four of the five years. Rehabilitation of the Plant will not begin until new
rates are approved.

TRANSIT FUND

The Transit fund receives 80% of its funding from State and Federal governments.
Transit fare revenue is supposed to make up the remaining 20% of revenue
requirements. Unfortunately, the costs to operate the system have been increasing
yearly. Maintenance costs continue to climb due to the age of the bus fleet. Most of
the buses (11 in the fleet) have exhausted useful life-expectancy. Also, the cost of fuel,
especially diesel, has risen dramatically these last six months. This additional cost has
put a burden on the finances of the system.

Due to the financial condition of the Transit Fund recent service changes have been
implemented. Dial-A-Ride days and hours have been reduced, fares increased, routes
changed and an unfavorable MOU has been canceled. It is believed that these changes
in service will allow the Transit Fund to operate with a very small surplus.
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PoLicy
REFERENCE:

FiscAL
IMPACT:

However, even after five (5) years, there may only be enough to purchase one or two
buses. This puts the viability of the system at risk. As the buses continue to age, more
and more of them will need to be taken out of service. This could hinder transit service
to the City’s ridership.

AIRPORT FUND

The Airport Fund receives the majority of its operational funding from leases
(buildings, hangars), property tax on aircraft, fuel flowage and aircraft tie-down fees. It
also receives grant funding through the State and Federal government for airport
improvements.

A new Fixed Base Operator has been selected and may help improve overall
performance at the Airport.

Council goals - “Live within our means”; Fiscal Policy — maintain 15% reserve.

GENERAL FUND

Near-term deficits are forecast, but the Fund is projected to essentially balance over the
five years ending June 30, 2015.

The forecast is not certain as there are risks of:

Protracted recovery, &/or

Double-dip recession, &/or

Future State appropriation of local funds, &/or

New State and/or Federal program or regulatory (spending) mandates,
and/or

Howbd PR

WATER FUND

New water rates will be implemented in phases over 5 years beginning January 2012.
However, reserves will be drawn down to cover debt and operating obligations.
Consequently, major repairs and construction of a required water treatment plant will
be deferred until approximately 2016.

Operating deficits are expected for the first four years of the forecast.

SEWER FUND

New rates are needed to fund ongoing operating deficits and rehabilitation of the
treatment plant. Even assuming new rates, the Fund is projected to run an operating

deficit for four of the five years of the forecast.

TRANSIT FUND
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The Fund is forecast to restore balance within one year.

AIRPORT FUND

The Airport Fund has operated with a surplus each year for the past several years
(excluding depreciation). Operational costs are covered by current revenues.

The Airport Fund has accumulated approximately $1.5 million in reserves.

Options: a. Receive and file June 2011 financial forecast report and approve the two-year budget/four-
year financial plan; or

b. Determine additional cost-cutting initiatives; or

c. Amend, modify, or reject the above option

Attachment: Spring FY2011-FY2015 Financial Forecast
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RESOLUTION NO. 11-XXX

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF EL PASO DE
ROBLES ADOPTING TWO YEAR MAINTENANCE, OPERATIONS AND
CAPITAL IMPROVEMENT PROJECTS APPROPRIATIONS
FOR FISCAL YEARS 2011/12 - 2014/15

WHEREAS, the City Council of the City of El Paso de Robles has adopted a Fiscal Policy
which calls for a balanced budget within the context of the four year financial plan; and

WHEREAS, the Fiscal Policy also provides that fund reserves should be maintained at 15%
of operating expenditures; and

WHEREAS, the Fiscal Policy also calls for Proprietary Fund user fees to provide full
coverage of direct and indirect costs including depreciation; and

WHEREAS, the budget document, containing all projected revenues, appropriations and
transfers, shall be implemented by the City Manager per this resolution

NOW THEREFORE BE IT RESOLVED by the City Council of the City of El Paso de
Robles does hereby approve and/or direct the following budgetary actions:

1. Temporary suspension of the 15% reserve policy due to the dire
economic times and the need to provide basic City services; and

2. Temporary suspension of the Fiscal Policy requiring Proprietary
Fund user fees to cover all costs, including depreciation; and

3. To use fund balance and repayment from the Redevelopment
Agency to assist in balancing the General Fund over the four-year
planning cycle; and

4. To hold a minimum of two formal financial updates each fiscal
year in order to review and adjust the proposed four-year
financial plan; and

BE IT FURTHER RESOLVED that the City Manager is hereby directed to invest the
resources contained and summarized in the following budget exhibits:

Exhibit “A-1" Summary Total Budgeted Expenditures by Category and Funding
Source

Exhibit “A-2” Summary Total Budgeted Expenditures by Category and Line Item

Exhibit “B”  Summary Total Budget Expenditures by Department by Fund — FY
2012 & FY 2013

Exhibit “C-1” Summary Total City Revenues by Fund

Exhibit “C-2” Detail Total City Revenues by Source

Page 1
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Exhibit “D”  Summary Schedule of Fund Transfers

Exhibit “E”  Summary Schedule of Sources & Uses for Major Funds
Exhibit “F”  Detail Schedule of Capital Outlay by Department By Fund
Exhibit “G”  Capital Improvement Projects Budget

PASSED AND ADOPTED by the City Council of the City of El Paso de Robles, this 21st
day of June 2011 by the following vote:

AYES:
NOES:
ABSENT:
ABSTAIN:

Duane Picanco, Mayor
ATTEST:

Caryn Jackson, Deputy City Clerk

Page 2
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