TO: City Council

FROM: James L. App, City Manager
Jim Throop, Administrative Services Director

SUBIJECT: 2014 - 2018 Financial Forecast Update

DATE: February 18, 2014

NEEDS: For the City Council to receive and file a financial forecast update for the five fiscal
years 2014 - 2018.

Facts: 1. The City suffered significant revenue losses due to the Great Recession.

2. National, state and local economic forecasts indicate a continued slow recovery.

3. The General Fund:

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

Cost reduction initiatives to offset revenue losses began five years ago.

The annual budget was reduced 29% by cutting staff 34%, freezing wages,
reducing employee benefits, implementing 2nd tier retirement plans, and
deferring maintenance of City facilities

The early and aggressive action to address recession losses, coupled with
modest recovery and continuing cost containment, restoration of a healthy
General Fund reserve (i.e., $6.9 million, or $12.3 million in total available
balances), balanced budget this fiscal year, and growing, annual operating
surpluses.

4. The Enterprise funds are run like a private business — i.e., no tax support - all
costs are recovered from users.

5. There are four Enterprise funds: Water, Sewer, Transit and Airport.

>

The Water Fund:

e The adopted Water rates are being phased in over 5 years. Two
additional rate increases are planned for FY2015 and FY2016.

e  Operating deficits are forecast until FY2016.
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ANALYSIS &
CONCLUSION:

e Reserves are currently $17.9 Million, and will be used to cover debt
payments, Phase | water treatment plant construction, operational
shortfalls, and if/when possible, repairs & replacements, until the water
rates are sufficient to cover all operating costs.

e Future water rate adjustments may be needed to cover operating and
Phase Il water treatment plant costs.

» The Sewer Fund:

e New User rates and connection fees have been approved and became
effective July 1, 2012. The adopted structure allows for five years of rate
increases.

e  Operates with a small annual surplus.

e Full rehabilitation of the 50+ year old sewer plant has started and is
expected to be completed in October 2015. Rehabilitation will cost
approximately $47,000,000. It will be financed with a low-interest State
loan (1.7%). Construction began in the spring of FY2013 and will take
approximately 30 months to complete.

» The Transit Fund:

e Consolidation of the transit system with the regional system is scheduled
for July 1, 2014. This consolidation will improve customer service and
eliminate ongoing City administration costs and impacts.

e Any Transit Development Act funds that are not used by the Regional
Transit Authority will be returned to the City to be used in other transit
related projects.

» The Airport Fund:

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

e Excluding the non-cash expense of depreciation, forecasts a small
surplus.

e Hasa current total cash reserve of approximately $1.8 million.

GENERAL FUND

The City has significantly reduced General Fund (GF) spending by eliminating over
34% of GF jobs, cutting temporary and contract help, trimming contract services,
suspending wage increases, reducing benefits and eliminating some recurring
maintenance services.
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This forecast is favorable in that it is projecting growing, positive financial results for
the next five years. However, the forecast does not take into account possible
financial risks from: FEMA reimbursement, possible future/additional PERS increases,
and unsustainability of current service demand/staffing ratios,

WATER FUND

New water rates have been be implemented, beginning in January 2012. The rate will
be phased in over 5 years. Regardless, reserves are forecast to decline to
approximately $6.6 million by FY2015.

The first phase of a new water treatment plant will be constructed in 2013/14. Future
phases, and increasing operating costs, may require additional water rate adjustments.

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 have been approved to fund plant rehabilitation
and operation.

The City received a low-interest loan from the State (1.7%) to build the new
treatment plant. With the new rates, rehabilitation of the Plant will begin in FY2013
and take approximately 30 months to complete (Oct. 2015). With the low interest
rate, the current rate structure appears sufficient to cover operational and debt costs.

TRANSIT FUND

Consolidation of the Paso Robles Transit System with the County’s regional system
(RTA) is scheduled for July 1, 2014. This consolidation will improve ridership
experience by having only one transit system to deal with, rather than a separate
system for each agency. This consolidation will also free up City staff to work on
other important items.

Any Transit Development Act funds that are not used by the Regional Transit
Authority will be returned to the City to be used in other transit related projects.

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 fuel island is being constructed to replace the current fuel island that was built
in the early 1980’s and no longer meets federal/state environmental guidelines.
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PoLicy
REFERENCE:

FISCAL
IMPACT:

The Fund is balanced and stable.

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

GENERAL FUND

With the recession over and recovery under way, reserves are restored to pre-
recession levels and growing, favorable financial results are projected for each of the
next five fiscal years.

Not included in the forecast are the potential costs for the following:

1. Possible $1.0 million payment to FEMA
2. Possible future PERS increases, due to changes in required funding levels

These risks to the City’s General Fund are dependent upon the rulings of superior
agencies.

WATER FUND

Water rates are being 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 2015.

SEWER FUND

Sewer rates have been approved and started in July 2012. The new rates are needed
to fund ongoing operating deficits and rehabilitation of the treatment plant. Low-
interest funding (1.7% rate) has been received and the contract has been let such that
construction started in the spring of 2013 and should be completed in approximately
30 months (Oct. 2015).

TRANSIT FUND
Excluding depreciation costs, which are a non-cash cost, the Fund is forecast to have a
very small, but positive balance for FY2014. Consolidation with RTA is scheduled to

occur in July 2014, thus improving customer service and reducing costs.

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.
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The Airport Fund has accumulated approximately $1.8 million in total reserves. The
Fund is balanced and appears stable.

OPTIONS: a. Receive and file February 2014 financial forecast report; or

b. Amend, modify, or reject the above option

Attachment: Winter 2014 Financial Forecast
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