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BUDGET MESSAGE

TO:
FROM:

City Council
Ken Hampian, City Manager

Following an extensive series of community workshops,
forums and hearings that began almost a year earlier in
late June 2008, the Council adopted the 2009-11
Financial Plan on June 16, 2009. The following is the
Budget Message that was presented by the City Manager
in the Preliminary Financial Plan, which was distributed
to the community and Council on May 28, 2009.

“To get through the hardest journey,
we need take only one step at a time —
but we must keep on stepping.”

This ancient Chinese proverb is apropos to our
2009-11 budget journey.

Our journey started almost twelve months ago in
June 2008, when it became clear that we would have
a very difficult task ahead us in adopting the General
Fund budget. In response, we took our first step:
implementing the Fiscal Health Contingency Plan.
We then began preparing “budget rebalancing”
actions for 2008-09, which the Council approved in
September 2008.

This is also the month when we formally launched
the 2009-11 Financial Plan process, with Council
approval of key budget dates and related actions.
Although the signs of a severe national economic
decline were becoming increasingly clearer, little did
we know at the time that we would be “stepping”
our way through the worst recession since the Great
Depression.

The many subsequent steps that we have taken in the
months leading to the release of the Preliminary
2009-11 Financial Plan are well chronicled later in
this Budget Message. These steps have not been
taken easily or at times, without great uncertainty.
There have also been differences of opinion about
which direction was best as we navigated our path.

However, the Council has made the decisions that
needed to be made at each juncture along the way
and we have kept on stepping toward the deadline
established back in September for the Plan’s release:
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May 28, 2009. Today, with the release of this
document, we have met our deadline.

But our steps have accomplished much more than
meeting a deadline. When this process started, our
strategic objectives included preparing a Preliminary
Financial Plan that:

1. s fiscally responsible and structurally balanced
for the long-term.

2. Preserves essential services and provides a
reasonable level of infrastructure maintenance.

3. Uses a variety of “ingredients” in crafting a
budget that is balanced from both a fiscal and
community impact perspective (“Budget Gumbo

).

4. Meaningfully involves the community and
organization in surfacing and considering
budget-balancing options.

5. Minimizes lay-offs.

6. Reflects employee group contributions in
helping close the gap and mitigating lay-offs
through salary concessions via the “zero year”
concept.

7. Relies upon solid and clear fiscal policies as its
foundation for decision-making.

8. Retains General Fund reserves at policy levels
given the many uncertainties facing us and
serving as the first line of defense in the event of
further State takeaways.

9. s led by Council action at key decision points in
the process in defining the problem, setting
goals, adopting work programs to achieve them
and approving clear concepts in balancing the
budget.

We believe that the Preliminary Financial Plan
achieves all of these objectives.

We knew that we would have to tighten our belts
considerably and make many difficult operational
and capital program cuts. This recommended plan is
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balanced largely based on expenditure cuts: about
80% of the solution.

We also believed that some modest revenue
increases would be needed as part of the solution
and the Council has made some difficult, but
judicious, decisions to include revenue as a 15%
contribution toward closing our budget gap.

We also hoped for leadership and assistance from
our employees, including a “zero year” in salary
adjustments for 2009-10. We got that.

And we agreed that we must keep our reserve strong,
as a first line of defense, should the economy get
worse — or should the State “come calling,” as they
are wont to do. This plan proposes that we maintain
minimum reserve policy of 20% of operating
expenditures — an essential buffer against panic and
uncertainty, if we are to face a sudden added
challenge in the coming weeks or months.

We don’t know what the future holds, but as your
City Manager, I strongly believe that the many steps
we have taken over the last several months has
resulted in a Preliminary 2009-11 Financial Plan that
achieves our original strategic objectives at a very
high level. There are a few more steps to go, but we
are headed in the right direction.

We just need to keep on stepping to June 16, 2009,
when the Council will adopt the 2009-11 Financial
Plan.

BUDGET OVERVIEW

Another very tough budget that would
be much worse without Measure Y

Just two years ago, we characterized the City’s fiscal
outlook as the best in many years. This was largely
due to the passage of Measure Y in November 2006,
which established a general-purpose, Y2-cent City
sales tax. It also reflected an improved local
economy and the absence of the threat of more State
budget takeaways.

Unfortunately, this is not the case today. The City is
facing another very tough budget season. While
Measure Y revenues continue to be a bright spot —in
fact, without them we would be facing a dire fiscal
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situation instead of “just” a very tough one — all of
the other bright spots have darkened from two years
ago.

There are several key actors in our fiscal story.
However, the most significant is the largest
economic downturn since the Great Depression.
This results in declines or tepid growth in our most
important revenues, while costs — “but for” the
corrective actions reflected in the Preliminary
Financial Plan, would continue to grow.

The Gap Facing Us

The five-year fiscal forecast (Forecast) presented to
the Council in December 2008 projected a “budget
gap” of $10.4 million annually in 2009-11. Based
largely on continued and steep downturns in
transient occupancy tax (TOT) revenues since then,
this has grown to $11.3 million.  This would be
much worse without Measure Y revenues: it would
rise to almost $17 million annually.

Budget-Balancing Strategy

In April 2009, the Council conceptually approved
the budget-balancing strategy in closing this gap. As
shown below, expenditure reductions play the
largest role in this strategy, accounting for about
80% of the total, including CIP reductions that
account for over 40%.

2009-11 Budget Balancing Strategy:
$11.3 Million Gap

O Other
O Cost of Revenues O Reserve
Services 2% 4%
Study

9%

O Sale of 610
Monterey
3% m CP
0O Mutual Aid Reductions
Reimb 43%
3%
Expenditure Reductions: 79%
@ Operating
Programs
28% @ Employee
Concessions

8%
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Background: What We’ve Already Done

While the challenges facing us are significant, we
did not start this process flat-footed. Based on the
“six-point” Fiscal Health Contingency Plan we
prepared in October 2001, we have had an “early
warning” system and

general strategy for
responding to  the
alarms.  This resulted

Fiscal Heath
Contingency Plan

1. Maintain reserves

in the_ following at minimum policy
preventative measures. level.
.. 2. Follow other key
1. Hiring an_d_ budget and fiscal
travel/training policies.
“chill” starting in 3. Monitor fiscal
June 2008. health on an

ongoing basis.

2. Total hiring freeze
in filling regular
positions in
December 2008
based on the results
of the Forecast,
pending adoption
of Financial Plan.

4. Assess the
challenge: short or
long-term problem?

5. Identify options.

6. Prepare and
implement action
plan.

3. September Budget

“Rebalancing” Actions. On September 30,
2008, the Council completed the short-term
action steps set forth in the Fiscal Health
Contingency Plan when it took formal action to
“re-balance” the budget by closing a gap of $4.8
million in the current year. The most
significant of these actions was to “freeze”
implementation of a new neighborhood patrol
program and delete $2.4 million in capital
improvement plan (CIP) projects, including
$925,000 for street paving. Largely because of
these short-term actions, we project beginning
2009-11 with a balanced budget and reserves at
policy levels.

Based on the Fiscal Heath Contingency Plan action
steps, we have now arrived at “Step 6: Preparing and
Implementing the Action Plan”—which in this case
is the 2009-11 Financial Plan.

Preparing the Budget-Balancing Strategy

In putting together the “metrics” of our proposed
budget-balancing strategy, we considered a number
of sources, including:

Community Feedback. As part of the budget
process, there has been extensive community
involvement through advisory bodies, surveys,
letters, budget workshops and the Community
Forum. In crafting our proposed budget-balancing
strategy, we tried to be very sensitive to what we’ve
heard.

On balance, while there is a wide range of varying
interests, there is one common thread to the
feedback we’ve received, which is contrary to the
conventional wisdom about wanting government to
do less.

As reflected in the almost 500 responses we received
to the “Community Budget Bulletin” survey we sent
with our utility bills December 2008, the fact is that
almost everyone wants the City to keep doing the
same things—or more—in virtually all areas of the
City’s operations: more street maintenance, more
open space preservation, more traffic congestion
relief (including more bikeways), more public safety
services, more creek and flood protection, more
senior services and facilities, more code
enforcement, more downtown improvements more
park and recreation services ...

While not scientific, the survey results from the
community forum are also reflective of this: while
interest varies between categories, in no service area
did a majority of respondents want “less;” in fact, in
every category, the overwhelming interest was for
the “same or more.”

Community Forum Results

Level of Attention
(Compared to Current)
Less Same More
Public Safety (Police, Fire &
. . 8 13 3

Paramedic Services)
Street Maintenance/Paving 2 15 5
Traffic Congestion Relief
(includes improved bicycle 5 2 18
paths)
Creek & Flood Protection 4 9 6
Senior Services & Facilities 3 13
Neighborhood Code

7 8 3
Enforcement
Open Space Preservation 1 7 17
Downtown
Protection/Improvements ! 16 !
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And there is scientific data supporting this indication
for “same or more” City services. In the
professional public opinion survey conducted three
years ago in June 2006, 74% of the community rated
the City’s services as good or excellent; and this
may help explain the more informal results of “same
or more.”

Council. The Financial Plan is responsive to the
results of the Council’s goal-setting process in
January 2009; and the work programs and strategic
budget direction approved by the Council on April
14, 2009: that our budget-balancing strategy should
include some combination of reserves, CIP and
operating expenditure reductions and added
revenues as allowed under Proposition 218. Council
goals for 2009-11 are discussed in detail later in the
Budget Message.

“Front-Line” Employees. We have extensively
involved and engaged our employees throughout the
organization, both in communicating the problem
and in generating thoughtful solutions. This process
resulted in over 700 budget-balancing ideas. Many
of these are reflected in the budget-balancing
strategy and many others are “in-the-pantry” that
may be brought to bear on challenges facing us in
the longer-term.

Employee Groups. We have worked very closely
with the leadership of all five of our employee
associations as well as our unrepresented
management and confidential employees. Employee
concessions provide almost $1 million in annual
General Fund cost savings compared with initial
budget estimates (and $1.2 million all funds
combined).

This was achieved by all employee groups agreeing
to no cost of living salary adjustments (“zero year”)
in 2009-10. In addition to these very tangible
contributions to the closing the budget gap, the
employee groups have been very helpful and
supportive in this process.

Department Heads. After receiving the “bright
ideas” from their employees, Department Heads
made specific recommendations to the City Manager
on those they thought should be strongly considered
as budget-balancers for 2009-11. (The criteria we
used in making this assessment are discussed
below.) In follow-up to this, the Department Heads
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and City Manager met for many hours over several
days in discussing these ideas and reaching
consensus on the recommended strategy.

CIP Review Team. Along with other coordinating
duties, one of the primary responsibilities of this
group is to review all CIP budget requests and make
recommendations to the City Manager. Its members
include the Directors of Public Works, Utilities,
Community Development, Parks & Recreation,
Finance & Information Technology, Police Chief
and Assistant City Manager. The CIP component of
the proposed budget-balancing strategy reflects the
results of their review.

Keeping the Organization Informed. Throughout
the process of preparing the Preliminary Financial
Plan, we have worked hard to keep our employees
informed. These efforts included an extensive series
of City Manager emails and newsletter columns,
many face-to-face employee briefings, a “rumor
control” intranet site and department head
communications.

Evaluation Criteria

Based largely on the framework set forth in the
Fiscal Health Contingency Plan, we used the
following criteria in preparing the proposed budget-
balancing strategy:

1. Can it be implemented and realistically be relied
upon as a budget balancer in 2009-11?

2. s it within our control to do?

3. s it reasonable and balanced? Does it reflect
shared sacrifice?

4. ls it focused on service impacts and priorities—
not an “across-the-board” approach?

5. s it sensitive to costs and “affordability?”

6. Does it maintain essential facilities,
infrastructure and equipment at reasonable
levels?

7. How does the “value” compare with the effort?

8. How will we be positioned afterwards for the
future?
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MAJOR CITY GOALS

For 2009-11, in recognition of the extraordinary
fiscal challenges facing us, the Council has adopted
just four major City goals:

e Preservation of Essential Services and Fiscal
Health

¢ Infrastructure Maintenance
e Traffic Congestion Relief
e Economic Development

The goal-setting process is discussed in greater
detail later in the Budget Message; and detailed work
programs to achieve them are provided in Section B
of the Preliminary Financial Plan (Polices and
Objectives). However, these focused goals reflect
four things:

1. Responding pro-actively and responsibly to the
greatest economic downturn since the Great
Depression.

2. Priorities expressed by the community during
the goal-setting process.

3. Focus on preserving core services and

maintaining what we already have.

4. Close alignment with the priorities that surfaced
both before and during the Measure Y
campaign.

KEY BUDGET STRATEGIES

General Fund Budget Balancing Actions

The General Fund “budget gap” that faced us in
preparing the Financial Plan was similar to the
Forecast presented to the Council in December 2008.
However, as noted above, it grew to $11.3 million
(an added $900,000), largely due to steep downturns
in TOT revenues since then.

The budget-balancing actions in the Financial Plan
closely follow the conceptual strategy approved by
the Council in April 20009:
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Closing the Gap

Annualized | % of Total
Reserve * 445,400 4%
New Revenues
Cost of Services Study 1,030,700 9%
Use of Property
Sale of 610 Monterey 325,000 3%
Other Uses of Property 60,700 1%
Mutual Aid Reimbursements 375,000 3%
Impoved Cost Recovery 205,000 1%
Expenditure Reductions
CIP Reductions 4,756,900 43%
Employee Concessions 899,700 8%
Operating Programs 3,182,800 28%
Total $11,281,200 100%

* Retains at 20% policy but on lower operating expenditures

As reflected above, while reserves and added
revenues play an important role, about 80% of the
proposed budget-balancing strategy relies upon
expenditure reductions. The following summarizes
each of the four key budget-balancing components:

O Reserves

Given the many uncertainties ahead of us, we
recommend retaining reserves at our minimum
policy level of 20% of operating expenditures.
However, the proposed budget-balancing strategy
reflects a reduction in operating expenditures of
about $4.1 million. Because the reserve is set on a
percentage basis and not fixed amount, this results in
a lower reserve of 20% at the end of 2009-11 of
$890,000.

Averaged over the two-year Financial Plan, this
results in an annualized contribution in closing the
gap of $445,400.

® Added Revenues

As noted by the City Manager when the results of
the Cost of Services Study were presented to the
Council in February 2009, we recognized that this is
a difficult time to raise fees. On the other hand,
without the proposed added revenues, we will need
to cut even deeper into our CIP and operating
programs. In short, if we do not assess fees where it
is reasonable to do so, then general purpose revenues
are subsidizing the difference. And this in turn
means even deeper cuts in services like police, fire
and street maintenance that rely heavily on general
purpose revenues and have very limited cost
recovery options.
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The revenue recommendations are all consistent
with the City’s user fee cost recovery policy; and
although they play an important role in the overall
budget balancing strategy, they are only about 15%
of the solution, (with expenditure reductions playing
the leading role at about 80% of the solution).

As reflected in the chart above, the new revenues are
organized into four main categories:

Cost of services study implementation

Use of City property

Mutual aid reimbursements

Improved cost recovery for services not
addressed in the cost of services study

el N =

As discussed in depth with the Council in April
2009, these fees are consistent with the City’s
adopted user fee cost recovery policies. The
following more specifically summarizes our revenue
recommendations, which should be adopted
concurrently with budget approval scheduled for
June 16, 20009.

Cost of Services Study

The results of this comprehensive analysis of service
costs, current cost recovery and added revenue
potential under current cost recovery policies were
presented to the Council on February 24, 20009.
Given the existing construction environment, we
estimated that the implementing the study findings
would generate about $1.4 million annually.

As discussed with the Council on April 21, 2009, we
recommend implementing $1.0 million of the study
findings. The following summarized key study
recommendations:

1. Police. The cost of services study recommends
a reduction in the fees for impound vehicle
releases and vehicle tow release fees. This will
result in $25,500 less revenue. This is offset by
$30,000 higher revenues for Driving under the
Influence (DUI) collision cost recovery, noise
and nuisance abatement and various other
miscellaneous items.

2. Fire. Increasing permit fees for fire sprinkler
systems and other annual operating and special
permits will increase revenues by $135,600.

3. Parks & Recreation. Increasing outdoor facility
rental fees will result in $12,800 of additional
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revenue; and improving cost recovery for
contract classes for teens and boomers will result
in additional revenues of $800.

4. Development Review Services. Implementing
the study’s recommended fee increases for
building, planning, engineering and fire
development review fees will result in additional
revenues of $839,200.

5. General Government. Improving cost recovery
for business licenses will result in added revenue
of $37,800.

Use of Property

Detailed information on more effective use of City
property was presented to the Council on April 14,
2009, summarized as follows:

1. Sale of 610 Monterey to the Parking Fund.
Selling the house at 610 Monterey purchased by
the General Fund to the Parking Fund is
estimated to generate $650,000 in 2009-10.

In 1998, the house at 610 Monterey (Monterey
at Nipomo) came on the market. Because this
site had been previously identified as a
candidate for several possible City uses, the
Council approved taking advantage of this
opportunity to acquire a strategic Downtown
property from a willing seller. Since no specific
use was identified for the site at that time,
General Fund resources were used. Since that
time, the Council has identified this general area
as the next parking structure.

2. Telecommunications Lease at Santa Rosa
Park. Leasing space at Santa Rosa Park for an
additional telecommunications provider will
generate $57,000 in 2009-10 and $58,300 in
2010-11.

3. Outsourcing Sale of Surplus Property. Using
an internet auction site to sell Police Department
surplus property will generate approximately
$3,000 annually.

Expanded Mutual Aid Reimbursements

As detailed in the April 14, 2009 report to the
Council, expanding mutual aid assignments above
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Forecast projections will generate an added
$350,000 in 2009-10 and $400,000 in 2010-11.

Other Cost Recovery Opportunities

Detailed information on other opportunities for
improved cost recovery for services not addressed in
the cost of services study was presented to the
Council on April 14, 2009, summarized as follows:

1. Improved Accounting for Parking Citation
Revenue. Improving accounting for parking
citation revenue by allocating parking citations
issued by Police Department staff from the
Parking Fund to the General Fund/Police
Department will generate $50,000 annually.

2. Administrative Citations for Open Alcohol
Container Violations. Issuing administrative
citations for first offense violations of Municipal
Code 9.04.010 (Possession of open containers or
consumption of alcoholic beverages in public
places) rather than criminal citations will
generate $29,300 annually.

3. Improved CUPA Cost Recovery. Aligning the
City’s “CUPA” (Certified Unified Program
Agencies — coordinated programs for hazardous
materials regulations such as underground
storage tanks) fees with those charged by the
County Environmental Health Department will
generate $23,800 annually.

4. Improved Child Care Cost Recovery (Sun ‘n
Fun and S.T.A.R.). Improving child care cost
recovery by increasing hourly rates in alignment
with the market from $3.30 per hour to $4.00
per hour and providing a discounted monthly
pass based on the current rate of $3.30 per hour
will generate an additional $38,500 in revenue

annually.
5. Improved Swim Center Cost Recovery.
Improving swim center cost recovery by

increasing fees associated with lap swimming
and recreational swimming for adults, youth and
seniors in bridging a portion of the gap between
program costs and revenues will generate an
additional $5,400 in 2009-10 and $8,200 in
2010-11.

6. Improved Golf Course Cost Recovery.
Improving golf course cost recovery will reduce
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the General Fund subsidy by $79,300 in 2009-
10 and by $114,300 in 2010-11.

7. Appeal Fee. Currently, there is a fee for
planning-related appeals to the Council of $100,
which is far less than the cost of providing this
service. Increasing the appeal fee to $100 for
tree appeals and $250 for all other appeals to the
Council will generate approximately $900 in
2009-10 and $1,200 annually thereafter.

8. Pre-Application and Conceptual Review Cost
Recovery. Increasing the analysis done for pre-
application and conceptual reviews will respond
to the need expressed by the development
review community. Implementing a modest fee
to recover staff costs for these reviews will
generate $9,800 annually.

9. Planning and Zoning Project Inspection (Blue-
Card Inspection). Implementing a “blue card”
inspection fee will generate $49,600 in 2009-10
and $37,200 in 2010-11.

10. Engineering Permitting Services. Improving
cost recovery for engineering permitting services
will generate $2,300 annually.

® CIP Reductions

Detailed information for each proposed CIP project
request is included in Appendix B, which will be the
sole focus of discussion at the special budget
workshop scheduled for June 9, 2009. The proposed
General Fund CIP  reflects the staff’s
recommendation for the lowest possible in
reasonably maintaining our existing infrastructure
and facilities.

The December 2008 Forecast assumed an annual
General Fund CIP of about $8.4 million. The
proposed budget balancing strategy reduces to this to
about $3.6 million, for a savings of $4.8 million
compared with the forecast.

This is certainly less than we had planned in light of
passage of Measure Y. On the other hand, it
represents a significant increase over the General
Fund CIP for several years prior to that. For
example, the General Fund CIP budget (excluding
fleet replacements) was $1.6 million in 2006-07.
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Moreover, as reflected in the work program for the
“Infrastructure Maintenance” major City goal, even
with limited resources, we

Important are planning a very
Caveat aggressive  “maintenance-
Even with the oriented” CIP in 2009-11.
constrained And as reflected in the open
General Fund Space preservation CIp
CIP, there will project, we recommend
still be some continuing to  allocate
“new” projects significant General Fund
underway in resources to this goal in
2009-11 leveraging outside funding,
fuggteeciptﬁ’sg'e albeit at a lower level than
funds, grants in 2007-09.

and impact . .
fees: and Public Art Policy. The
carryover City’s public art policy calls
projects from for the City to invest 1% of
2007-009. the General Fund
construction component of

the CIP. Given the fiscal
challenges facing us, we do not recommend funding
public art at this level. On the other hand, in good
times and bad, we require the private sector to
contribute %% of construction costs towards public
art. Accordingly, we recommend continuing to fund
public art in 2009-11, but at %% of construction
costs, consistent with private sector obligations.

Project Phasing. Each project initially submitted
by departments presented a compelling case for
meeting capital needs. However, any additional CIP
projects will have to be balanced by deeper cuts in
the operating budget. Accordingly, in several cases,
while a project may have been meritorious, its costs
relative to the resources available was so large that it
has been deferred beyond the four-year CIP.

The deferred projects are summarized in the
Financial Highlights section. Of these, the
following three key projects are especially
noteworthy, in light of their desirability versus
resource constraints.

1. Mid-Higuera Widening. Moving forward with
this project in any meaningful way, given our
past and current resource commitments to other
projects, like the recent Santa Barbara and
Orcutt Street widenings and the Los Osos Valley
Road/Highway 101 interchange, is simply
beyond the resources we can envision being
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available within the next four years. In fact,
given the deferred timeframe for this project, we
recommend that $543,500 in current TIF
funding from the Mid-Higuera widening project
be redirected to accomplish the
bicycle/pedestrian bridge over Highway 101 in
order to facilitate completion of that segment of
the Railroad Safety Trail.

However, as directed by the Council, we will
return with analysis of the costs and benefits of
the median proposed for South Higuera that
assesses whether removal of the median would
significantly reduce project costs; and if so,
whether this warrants removal of the median
from the Mid-Higuera Street Enhancement Plan.

2. South Street Median Landscaping. The
medians will be completed by CalTrans soon
and will be filled with wood chips until the City
installs irrigation and landscaping.  This is
unlikely to happen within the next four years.

3. Laguna Lake Dredging. Dredging Laguna
Lake is a very expensive proposition and would
require $580,000 for the acquisition of the
equipment necessary to dredge. This does not
include the costs of additional staffing that
would be required.

Possible “Stimulus” Funding in Augmenting the
CIP. As discussed at the April 14, 2009 Council
meeting, the City is leaving no stone unturned in
pursuing opportunities to use “stimulus” funding in
meeting City CIP needs (as well as operating where
available and appropriate). It is possible that we
may able to offset some of the reduced CIP with
"stimulus” funding.

® Operating Budget Reductions

There are two key components to operating budget
reductions:

Employee Staffing Cost Reductions. As noted
above, employee concessions provide almost $1
million in annual General Fund cost savings
compared with initial budget estimates (and $1.2
million all funds combined).

Operating Service Reductions. As detailed in a
supplemental supporting document to the Financial
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Plan: Appendix A: Significant Operating Program
Change, we are recommending $3.2 million in
operating program deductions. This includes 24.4
full-time equivalent (FTE) positions in the General
Fund. Of these, 17.2 are regular positions, all of
which are vacant. Due to the hiring freeze,
retirement incentives and employee concessions, we
have been able to achieve our goal of fully
mitigating lay-offs in the General Fund.

Organized by department, the supporting detail in
Appendix A provides the following information for
each operating program reduction:

Affected program within the department.
Description of the option.

Its impact on services.

Reduction in “full-time equivalent” (FTE)
staffing for regular and temporary employees.

5. Annual savings in each year.

el NS =

For several of the General Fund reductions, such as
enterprise fund reimbursement of services provided
to them by the Natural Resources Protection
program, there is no direct service impact: it simply
reflects better cost accounting

However, for many of the options, there are
significant service impacts. On the other hand, there
are also creative responses to the times we are
facing, including organizational restructurings.

Operating Program Reduction Summary. As
presented to the Council in April 2009, departments
prepared over 130 operating reduction options
totaling $5 million on annual basis. As summarized
below, the Preliminary Financial Plan recommends
implementing $3.2 million of these:

General Fund Operating Reductions

Annual Savings*
Department Amount %
Council, Administration, 393,300 11%
City Attorney, City Clerk
Human Resources 104,600 9%
Finance & Information Technology 308,800 8%
Community Development 172,250 6%
Parks & Recreation 273,150 7%
Public Works 739,250 6%
Police 876,050 6%
Fire 315,400 3%
Total General Fund $3,182,800 6%

* Annual Average for 2009-11
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As reflected above, the deepest reductions are in the
support departments, ranging from 11% to 8%; with
smallest reductions in “front-line” departments like
Public Works, Police and Fire, ranging from 6% to
3%. As discussed above, these reductions include
17.2 regular positions. However, none of the
proposed reductions will result in regular staff lay-
offs, based on current vacancies and anticipated
retirements.

Rigorous Focus on “Base Budgets.” In preparing
the operating budgets, all departments took a deep
look at their operations with a critical eye toward
reductions. Wherever possible, departments reduced
their “base” budget, with a focus on areas where
goods or services were no longer required or there
were savings from renegotiating contracts.

Two examples include: $97,000 in savings from the
recently re-bid janitorial contract in Public Works
and $16,500 in funding no longer required for Mardi
Gras response based on the Police Department’s
successful efforts to control this event.

We also took a more detailed approach in projecting
regular staffing costs than in prior years. This
rigorous approach in preparing the “base budget”
was a major factor in offsetting many of the
“downs” that surfaced after preparation of the
Forecast.

Participation of Enterprise Funds in this Process

The enterprise funds—water, sewer, parking, transit
and golf—account for about 40% of the City’s
financial operations. While the fiscal problems
facing the City are largely in the General Fund, the
enterprise funds have also participated in the budget-
balancing/expenditure reduction process. In several
cases, they are an integral part of the General Fund’s
balancing strategy for expenditure reductions. With
these added costs, there will be added pressure on
rates.  However, it is our goal through belt-
tightening and cost reductions to absorb these costs
and to avoid rate increases above what would
otherwise have been required.

Long Story Short: The enterprise funds are not
exempt from budget reductions. And the budget
reductions provided in Appendix A reflect the
operating expenditure reduction options
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recommended for the enterprise funds in mitigating
rate increases.

COUNCIL GOALS
The fundamental purpose of the City's Financial

Plan is to link what we want to accomplish over the
next two years with the

Forum), January 31, 2009 (Council Goal-Setting)
and April 14 (Goal Work Programs).

Using the services of a professional facilitator, the
Council reached agreement on 13 goals organized
into the following three priority groupings at its
January 31 goal-setting workshop:

© Major City Goals. These

resources required to do so. The
Financial Plan process approved
by the Council does this by:

1. Identifying the most
important, highest priority
things for us to accomplish
for the community.

2. Establishing a reasonable

Major City Goals

Top Council Goals for 2009-11

Major City Goals and Other Important
Council Objectives, and the work programs
to accomplish them, are set forth in detail in
the Policies and Objectives section.

e Preservation of Essential Services and
Fiscal Health

e Infrastructure Maintenance

represent the most important,
highest priority goals for the
City to accomplish over the
next two years, and as such,
resources to accomplish them
should be included in the
2009-11 Financial Plan.

The Financial Plan fully
funds all four of the major

timeframe and o . . _ City goals set by the Council,

organizational responsibility  Traffic Congestion Relief in accordance with the

for achieving them. e Economic Development detailed work  programs

3. Allocating the resources Other Important Council Objectives approved by the Council in

- . : - April 2009. These work
e Land Use and Circulation Revisions .

necessary to do so. _ programs  are  provided

* Open Space Preservation Section B: Policies and

This approach only has meaning | «  Green House Gas Reduction and Objectives of the Preliminary

if there is a way of identifying Energy Conservation Financial Plan.

key goals at the beginning of the R
process that drive budget
preparation, not follow it.

Downtown Maintenance & Beautification

e Historic Preservation

@® Other Important Council
Objectives.  Goals in this

The City begins its two-year budget process with
Council goal-setting. This follows an extensive
effort to involve advisory bodies and the community
in this process. It also follows consideration of a
number of analytical reports such as the General
Fund Five-Year Fiscal Forecast and comprehensive
updates on the status of long-term plans and policies,
current major City goals and capital projects.

While the specifics of the process vary from plan to
plan, the City has used this basic approach for the
past eighteen years. The following summarizes the
process for 2009-11.

Goal-Setting Process for 2009-11

For 2009-11, the Council held five workshops for
this purpose on November 20, 2008 (“Setting the
Table”); December 16, 2008 (“Building the
Foundation”), January 15, 2009 (Community

category are also important
for the City to accomplish over the next two years.
In general, goals in this category reflect the
continuation of current goals or new initiatives that
are not likely to have significant General Fund
resource requirements.

In addition to the four Major City Goals set by the
Council, all of “Other Council Objectives” are also
reflected in the Preliminary Financial Plan based on
the detailed work programs approved by the Council
in April 2009. These are also provided in Section B:
Policies and Objectives of the Preliminary Financial
Plan

© Address As Resources Permit. While it is
desirable to achieve these goals over the next two
years, doing so is subject to current resource
availability.



BUDGET MESSAGE

The four goals adopted by the Council in this
priority grouping are:

Creek and Flood Protection. Advance Mid-
Higuera flood protection improvements by seeking
Zone 9 funding to complete design, obtain approvals
and make progress toward construction as resources
will allow.

Skate Park. Develop plans and specifications and
seek funding to construct a skate park.

Urban Forest. Update master plan and develop
recommendations to renew the urban forest and
plant more trees.

Homeless  Services. Identify and pursue
opportunities to implement the “Ten-Year Plan to
End Chronic Homelessness.”

All four of these goals are reflected in the
Preliminary Financial Plan in some fashion.

Other Program Objectives

Along with goals set by the Council, the Financial
Plan also includes objectives proposed by the staff
for improving the delivery of City services. These
are different from Council-initiated goals in two
important ways:

1. Council goals are generally focused on
objectives that can only be successfully achieved
through  Council leadership, support and
commitment; program objectives proposed by
staff are typically more internally focused on
improving day-to-day operations, and can
usually be achieved through staff leadership,
support and commitment.

2. Achieving Council goals has a higher resource
priority.

Each of the 73 operating programs presented in the
Financial Plan clearly identifies major City goals,
other Council goals and other program objectives.
KEY ROLE OF MEASURE Y REVENUES

Measure Y is a Y-cent general purpose sales tax
adopted in November 2006 with 65% voter
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approval. It is projected to generate about $5.6
million annually in added General Fund revenues in
2009-11.

As noted above, Measure Y revenues play an
important role in mitigating even deeper cuts in City
services. Given the deep recession and its impact on
key General Fund revenues, we will not be able to
sustain the level of service and facility
improvements we launched in 2007-09 in far
different economic times.

However, Measure Y revenues will allow us to
continue funding many of the community priorities
that surfaced before and during the Measure Y
campaign; and equally important, they will prevent
the much deeper cuts in these priority areas that
would otherwise be required.

Linkage to Council Goal-Setting

The proposed uses of Measure Y revenues in 2009-
11 are closely aligned with the top goals and
objectives adopted by the Council, summarized as
follows:
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2009-11 Measure Y Uses

O Open Space
Preservation
3%

O Downtown
Maintenance/
Beautification

4%

O Traffic
Congestion
Relief

2%

®  Neighborhood
Code Enforcement
2%

| Maintenance
Services
20%

@ Infrastructure
Maintenance
52%

| Public Safety
17%

B Preservation of
Essential
Services

39%

As reflected above, Measure Y uses fall into five
categories in alignment with top Council goals:

o Preservation of Essential Services: Public
Safety; Maintenance Services (Streets,
Sidewalks, Parks and Flood Protection); and
Neighborhood Code Enforcement

e Infrastructure Maintenance

e Traffic Congestion Relief

e Open Space Preservation

e Downtown Maintenance & Beautification

These are described in greater detail following
Financial Highlights.

Accountability for Use of Measure Y Revenues

The ordinance approved by the voters in adopting
Measure Y is very clear that these revenues are for
general purposes in funding essential services like
police, fire, streets, flood protection, code
enforcement and open space preservation.

Voters recognized that challenges and priorities
change over time; and that the Council would need
flexibility in using Measure Y revenues in
responding to these. For this reason, one of the key
accountability features in Measure Y is using the
City’s budget and goal-setting process as the
primary way of determining the use of these General

A-12

Fund revenues.
Measure Y:

As provided in Section 4(B) of

Integration of the Use of Funds into the City's
Budget and Goal-Setting Process. The
estimated revenue and proposed use of funds
generated by this measure shall be an integral
part of the City's budget and goal setting
process, and significant opportunities will be
provided for meaningful participation by
citizens in determining priority uses of these
funds.

In short, the proposed use of Measure Y revenues in
2009-11 are based on the results of Council goal-
setting, which — as intended in Measure Y — reflect
the community priorities that surfaced before and
during the Measure Y campaign as well as those that
emerged during the 2009-11 goal-setting process.

PROSPECTS FOR THE FUTURE

The New Era of Perpetual Uncertainty

The Preliminary Financial Plan reflects the best
information we have at this point regarding key
revenue sources and State funding. Over the next
several months, we will undoubtedly become better
informed about key revenue trends and the impact of
State budget decisions on us, and will have to make
changes accordingly. The simple fact is that
uncertainty regarding our fiscal situation is going to
be with us well beyond budget adoption. Among
these many uncertainties are the following:

More State Takeaways. One of the “biggest shoes
yet to drop” is how the State’s budget process will
ultimately affect us. And the last time the State
faced a similar (but smaller) problem, it did not
adopt its budget until September (constitutional
requirements to do so by June 30, 2009
notwithstanding).

The Financial Plan does not assume any significant
State budget cuts, which could be at risk in this
process. For example, our revenue projections
assume continued receipt of the:

1. Vehicle license fees: $135,000.

2. Police officer training (POST) reimbursements:
$70,000.
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