Agenda Report

April 2, 2012

TO: Honorable Mayor and City Council
THROUGH: Finance Committee

SUBJECT: BUDGET UPDATE FOR FISCAL YEAR 2012 AND 2013

RECOMMENDATION:

This report is for information only.

EXECUTIVE SUMMARY:

The City of Pasadena, like many other local governments across the country, has taken
a number of actions to address the economic impacts of the past several years.
Fortunately, as we plan for Fiscal Year 2013, the City’s financial position has stabilized
with the guidance provided by the City Council and the willingness of City employees to
forgo salary and benefit increases.

This report highlights those actions taken to date to address the dramatic reduction in
City revenues, correct the otherwise growing structural deficit in the General Fund, and
set the City on the path to a balanced budget for Fiscal Year 2013. Looking beyond
next fiscal year, this report also identifies one-time financial resources which are
available to secure the City’s long-term financial health through reinvestment.

BACKGROUND:

Historically, the City of Pasadena has experienced strong economic growth. As City
revenues grew, new services to the community were implemented and existing services
enhanced. Wages and benefits for the City’s workforce also increased, keeping pace
with other cities with whom Pasadena competes for talent. Over time, however, the
cost of providing city services began to outpace revenues, creating a structural deficit in
the City’s General Fund.

Under normal circumstances, this situation would have been addressed through a
modest combination of cost reductions and revenue enhancements, consistent with
Pasadena’s history of sound fiscal management. However, the profound impact of the
national recession, which began in 2008, created very significant fiscal challenges.
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As a result of the recession, the City experienced substantial reductions in its tax base,
particularly in sales, transient occupancy and construction taxes. Compounding the
problem was the continued increase in City employee wage and benefit costs related to
previously negotiated labor agreements, and increases in contribution rates required by
the California Public Employees Retirement System.

Beginning in Fiscal Year 2009 the City launched a five-year plan to bring expenses in
line with revenues and eliminate the structural deficit in the General Fund by the end of
Fiscal Year 2014 (June 30, 2014). The plan seeks to mitigate the impact of service
reductions and workforce reductions by utilizing more than $25 million of reserves,
which the City prudently built up in prior years. This $25 million represents the majority
of the General Fund’s undesignated fund balance over and above its 10% emergency
reserve.

Nevertheless, significant impacts across the entire municipal organization have been
required to ensure Pasadena’s financial stability. To date, a total of 286 full-time
equivalent positions, representing roughly 12% of the City’s total staffing complement,
have been eliminated, including 37 filled positions. This number does not include filled
positions that were limited term and their contracts were not renewed. Of the 37 filled
positions, 9 of the incumbents found employment elsewhere in the municipal
organization and were therefore spared from layoff. In addition, a total of 94 employees
took advantage of voluntary separation incentives.

City Council Workshop

Throughout this process, City management has sought to keep the City Council, the
public and City employees informed and aware of progress on the plan to balance the
budget. Most recently, On November 28, 2011 the City Council held a special meeting,
in a workshop format, devoted solely to the budget. The meeting centered around the
need to make additional budget reductions, in light of continued weak revenues, of
roughly $3.5 million in order to remain on track with the five-year financial plan. The
Council reviewed nearly three dozen potential cost reductions and revenue
enhancements, some of which could be placed in effect immediately and others that
could be incorporated into the Fiscal Year 2013 recommended operating budget.

As a result of the process and after considerable discussion, the Council approved a
number of items including a two-percent increase in the annual transfer from the Power
Fund to the General Fund for Fiscal Year 2012, the defunding of five vacant non-sworn
positions in the Police Department and the retooling of recreation program fees for
service resulting in increased cost-recovery. In addition, there were a number of items
that the City Council felt deserved additional study, required negotiations with labor
unions and therefore could not be acted upon unilaterally or should be reviewed in the
context of developing the Fiscal Year 2013 operating budget.

Importantly, the City Council also signaled a desire to move the City forward by taking
the necessary steps to balance the budget in Fiscal Year 2013. Balancing the budget
one year earlier than previously projected would help better position the City to be
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effective in providing services to residents and business, relieve strain on employees
and send a strong message to the financial community that Pasadena is worthy of its
AAA credit rating.

Projections made during the first quarter of this calendar year indicate that in order to
close the General Fund’s operating deficit in Fiscal Year 2013, approximately $6 million
in annualized reductions and/or revenue enhancements would to need be identified.
This figure is increased from projections used for the November Council workshop,
largely as a result of continued weakness in major tax revenue sources, including Utility
Users Tax and Construction Tax.

Closing the Gap in Fiscal Year 2013

A major component of eliminating the projected deficit in the Fiscal Year 2013
Recommended Operating Budget and, moreover, the General Fund five-year financial
plan, will be to assume a 9% level of transfer from the Power Fund to the General Fund
through Fiscal Year 2015. Pursuant to City Charter sections 1407 and 1408, the Light
and Power Fund makes an annual contribution to the City’s General Fund. Although
the two charter provisions in combination, allow for a transfer of up to 16% of gross
revenue not to exceed net income, historically the annual transfer amount has trended
around 8% in total. Increasing the transfer amount by 1% for Fiscal Year 2013 through
2015, along with increased costs for renewable energy and operations will contribute to
the need for electric rate increases. In addition, the higher transfer will reduce the
utility’s working capital available for operations and capital investment. Beyond that, an
additional combination of expense reductions, including the elimination of filled
positions, and revenue enhancements will be necessary.

Given the considerations associated with eliminating filled positions, such as severance
pay and cashing out unused vacation time, it has been necessary to lay off 14 additional
staff members during the first quarter of this calendar year, in order to achieve full
budgetary savings for Fiscal Year 2013. Of the 14, 9 were in the General Fund, 3
funded by redevelopment which has been discontinued; and 2 in the Building Services
Fund. Attachment A summarizes the expense reductions and revenue enhancements
which are anticipated to balance the Fiscal Year 2013 General Fund operating budget.

On May 21 the City Manager will present the Recommended Operating Budget for
Fiscal Year 2013. Based on current projections, that budget will reflect an extremely
modest operating surplus of approximately $200,000 or less than 1/10™ of one-percent
of total appropriations. Significantly, however, it will be the first budget adopted in
over10 years where estimated annual revenues exceed estimated expenses.

As projected, revenues will total $215.8 million and expenses will total $215.6 million.
Total revenues are projected to grow $5.9 million or 2.8 percent over the revised FY
2012 forecast. Included in the revenue increase for FY2013 is a one-time transfer of
$1.0 million from the Workers Compensation Fund to help offset the revised General
Fund $6 million deficit figure discussed above. Sufficient funds are available in the
Worker's Compensation Fund to sustain this on a one-time basis.
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Also included in the revenue projections are the initial result s of a cost allocation review
and various fee studies that have recently been completed, as well as those revenue
enhancements approved by the Council in November.

Total expenses are projected to grow $1.6 million or 0.7 percent over the revised Fiscal
Year 2012 estimate. Included In the expense forecast is an increase in the on-going
subsidy to the Housing Fund of approximately $500,000 due to the loss of
redevelopment funding and continued reductions in Federal funding. Increases in
internal services charges to the Computing and Communications Fund and the Building
Maintenance and Fleet Maintenance Funds to reflect more accurate billing
methodologies will also increase General Fund expenses $780,000.

Attachment B presents the updated 5 year General Fund financial plan, which
incorporates the previously discussed actions and assumptions.

A look at Revenues and Expenses as of January

General Fund revenues collected as of January 31, 2012 total approximately
$114.5million. This total excludes $9.5 million previously transferred to the City from the
Pasadena Community Development Commission (PCDC), as it is unclear as to the
ultimate fate of those funds will be with the dissolution of redevelopment pursuant to
recent California State Supreme Court action.

General Fund Revenue Comparison
FY2011 YTD to FY2012 YTD

FY 11 FY 12
Revenue Category  January YTD January YTD Difference  %age Diff
Sales Tax 13,238,537 13,365,426 126,889 1.0%
Transient Occupancy Tax (TOT) 4,360,635 4,638,955 278,320 6.4%
Utility Users Tax (UUT) 15,746,751 16,085,408 338,657 2.2%
Construction Tax 878,089 1,139,495 261,405 29.8%
Property Tax 20,143,154 20,713,419 570,265 2.8%
Other Tax 7,864,501 7,661,846 (202,655) -2.6%
Intergovernmental 7,040,285 7,000,885 (39,400) -0.6%
Charges for Senvices 16,964,721 12,814,803 (4,149,918) -24.5%
Transfers In** 14,857,738 14,948,313 90,575 0.6%
Other General Fund Revenues™* 13,907,471 16,148,006 2,240,535 16.1%
Total (exc FPRS) 115,001,882 114,516,556 (485,326) -0.4%
** adjusted for timing of PCDC revenues into Gen
Fund

As indicated by the chart, adjusted General Fund revenues of $114.5 million are
approximately $485,000 behind the adjusted prior year totals. Indications are that this
decrease is due, primarily, to timing differences that will correct themselves by the end
of the fiscal year.. Specifically, the decline reflected in the Charges for Services
revenue category is the result of revenue recording timing difference between FY2011
and FY2012 of emergency medical billing revenues. The increase in Other General
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Fund Revenues result from timing differences in various other revenues, primarily
SB481 revenues received before the dissolution of PCDC.

Expenses in the General Fund through January 2012 total $120.6 million. This level of
expenditure is approximately $660,000 ahead of the prior year's total after adjusting for
one-time payments to the Fire and Police Retirement System that weren’t necessary
this year as a result of the issuance of pension obligation bonds. It is anticipated that
this overage will be reduced as the fiscal year continues and that total General Fund
expenses will be on target to meet the revised estimate.

As reflected in the chart below, based on January 2012 activity, the General Fund is

anticipated to end FY2012 with an operating deficit of approximately $4.1 million, as
reported to Council at the November 28, 2010 special meeting.

General Fund 5-Year Financial Comparison

FY 08 FY 09 FY 10 FY 11 FY12
Revenue Category Actual Actual Actual Actual Revised
Sales Tax $35,444,025 $31,941,372 $28,059,194 $29,249,499 $31,300,000
Transient Occupancy Tax (TOT) 8,847,757 7,382,353 6,941,948 7,667,816 7,800,000
Utility Users Tax (UUT) 29,639,753 31,162,427 29,519,607 29,355,562 32,621,000
Construction Tax 3,984,216 2,366,386 1,397,077 1,480,416 1,800,000
Property Tax 35,284,428 38,414,298 38,266,093 37,952,059 39,100,000
Other Tax 14,491,438 15,313,182 14,162,316 14,506,845 15,826,351
Intergovernmental 13,367,600 13,593,024 13,633,140 14,232,863 13,901,083
Charges for Services 21,598,485 22,407,112 21,604,333 21,776,692 21,621,721
Transfers in 15,125,787 17,065,750 24,914,501 18,341,619 16,562,734

Other General Fund Revenues 34,935,705 35,741,639 33,996,195 37,931,032 31,961,514
Total General Fund Revenues
(Excludes FPRS) $212,719,194 $215,387,542 $212,494,404 $208,426,171 $209,883,867

FY2008 FY 2009 FY 2010 FY2011 FY2012

Expense Category Actual Actual Actual Actual Revised
Personnel $126,747,417 $134,255,260 $127,107,276 $126,515,653 $126,289,902
Services & Supplies 27,931,788 26,217,357 28,471,536 25,734,926 27,149,922
Internal Services 15,584,437 15,606,815 14,771,992 14,996,858 15,351,807
Contributions to Other Funds 13,187,451 18,397,519 13,037,782 13,184,777 13,393,253
Debt Service 30,284,629 29,664,996 35,072,953 34,128,414 31,811,180
Total General Fund Expenses
(Excludes FPRS) $213,735,722 $224,141,947 $218,461,539 $214,560,628 $213,996,064
Surplus/(Deficit) ($1,016,528) ($8,754,405) ($5,967,135) ($6,134,457) ($4,112,197)
A Look at Other Funds : v

As shown on the following chart, through January 2012, expenses exceed revenues in
most fund categories. These year-to-date variances are the result of timing differences,
such as grant reimbursements, or the planned use of fund balances. While these fiscal
results appear to be problematic an analysis of year-to-date financial activity for funds
other than the General Fund indicates most funds are forecast to be on target with
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original budget estimates. The timing-related variances are anticipated to be resolved
by the end of the fiscal year. Also impacting year-to-date revenues and expenses is the
dissolution of PCDC. The impact of this action has resulted in some fiscal reporting
issues as City staff determine how best to address the disposition of approximately $30
million per year in tax increment revenues, on-going program area expenses, and
payments on outstanding PCDC debt. It is anticipated that these issues will be resolved
before the end of the fiscal year.

Fund Type Expenses Revenues Variance
Enterprise Funds $175,720,396 $170,316,067 ($5,404,329)
Special Revenue Funds $45,737,188 $44,279,504 ($1,457,684)
Internal Service Funds $45,975,919 $44,575,740 ($1,400,179)
Capital Projects Funds $12,741,776 $10,741,941 ($1,999,834)
Debt Service Funds $53,067,036 $30,633,938 ($22,433,098)
Fiduciary Funds $17,211,303 $4,098,883 ($13,112,420)
PCDC/Mousing Capital Projects Funds $7,490,155 $5,194,765 ($2,295,390)
Grand Total $357,943,773 $309,840,839 ($48,102,935)

In addition to the timing and PCDC-related issues noted above, selected individual
funds are reporting fiscal results that should be noted. Of specific interest are the
following funds:

e Building Services Fund — This Fund has been deficit spending as a result of
reduced development activity over the last several years. Year-to-date, revenues
are in excess of expenses by nearly $1 million. This increased revenue is the
result unanticipated fees paid from two large development projects. While
revenues are not forecast to continue at the current rate, it is expected that this
fund will experience a favorable year-end variance that will reduce the
outstanding negative fund balance. Significant cost reductions have been made
in this fund over the past several years.

e The Computing and Communications Fund — This Fund has also experienced
deficit spending over the last several years. A plan is in place to resolve this
imbalance over the next three years as the City transitions to full cost recovery.
However, until this plan is fully implemented, this fund will continue to draw down
unrestricted fund balance to offset this revenue deficit.

e Water Fund - This Fund had been experiencing cash flow issues as revenues
had not been sufficient to support annual operating and capital costs. Based on
year-to-date revenues it appears that the incremental rate increases adopted by
City Council have corrected the deficit spending issues. As of January 2012,
revenues exceed expenditures by nearly $2.4 million. This year-to-date surplus
was anticipated and is in line with the FY2012 Adopted Budget.
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The Fiscal Year 2013 Budget Process

Given the early identification of a plan for Fiscal Year 2013, staff recommends that an
abbreviated budget hearing process be used for the review of the operating budget and
capital improvement program budget. Staff is suggesting the following schedule:

e May 14, 2012: Present General Fee Schedule and the Schedules of Taxes,
Fees, and Charges to City Council and hold public hearing. Per the State law, a
public hearing and adoption of these schedules will follow on May 21, 2012.

e April 30, 2012: Present FY2013 — FY2017 Capital Improvement Program (CIP)
to Joint City Council/Finance Committee meeting. Meeting will include public
hearing on CIP project recommendations and updates. Where applicable,
departments will make presentations on high new projects and any significant
changes to existing projects.

e May 21, 2012: Present Recommended FY2013 Operating Budget to Joint City
Council/Finance Committee meeting. Meeting will include public hearing to
present an update on current economic conditions and issues which could
impact City finances in the coming years and any other material items that
would impact the financial assumptions presented in this report. There will be
the potential for a follow-up meeting in June, for additional discussion and/or
budget adoption, if necessary. All items necessary to adopt the FY2013 budget
would be presented at the May meeting (i.e. resolutions for Operating and CIP
budget adoption, General Fund transfer from Light and Power Fund, etc.). The
presentation format will consist of a summary overview of the General Fund
departments. General Fund departments would not make formal presentations
but would be available for questions. Key non-General Fund departments will
make formal presentations.

One-time Funding Available for Reinvestment

Pasadena is an aging city which needs reinvestment in its infrastructure. Also, as the
needs of the community change over time, there’s a need for new investment in a
variety of facilities and endeavors.

A number of one-time funding sources have been identified which are available to
meet some of these needs. These funds do not impact the operating budget or the
five-year financial plan and include interest earnings on prior City bond issues, the
Charter Capital Fund and the proceeds from the recent sale of a portion of the Plaza
Las Fuentes air rights. The following chart presents the amounts available from each
source and the recommended projects for the use of the funds. These sources have
various restrictions that required staff analysis to ensure the appropriate match of
sources and projects.
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Special Projects Funding

Excess Bond

Interest Earnings Property Sale
- Designated GF Charter Proceeds (Air Council
Capital Capital Rights) Approved

Balance as of 01/01/2012 $7,552,113 $3,750,057 $6,900,000
New Projects
Washington Gym $1,250,000 v
McKinley Gym $1,250,000 v
Fire Station 32 Temp Facility $500,000 v
Fire Station 39 Design $500,000 $1,900,000 v
Emergency Operations Center $500,000 v
Centennial Square Improvements $300,000 $300,000 v
Foothill Blwd Ice Rink (overrun) $50,000 $200,000 v
Robinson Park Master Pian $1,000,000
Centennial Square Parking Study $100,000 v
City Yard $350,000 v
Financial System Upgrade $1,500,000
DolT CIP $800,000 v
DolT CIP (2nd round) $690,000
YWCA Purchase $1,870,000 v
Way Finding $2,000,000
NFL EIR $150,000 v
Economic Dewelopment Task
Force Priorities $2,800,000
Remaining Balance $112,113 $57 $80,000

COUNCIL POLICY CONSIDERATION:

The proposed actions are consistent with the City Council’s strategic planning goal of
maintaining fiscal responsibility and stability. Nevertheless, it should be recognized that
a number of the proposed and potential reductions are likely to have a deleterious
impact on several other strategic plan goals.
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FISCAL IMPACT:

This report is for information only and therefore has no fiscal impact at this time.
Recommendations for action items will be presented April 30™ and May 21% when the
proposed CIP and operating budgets are presented.

Respectfully submitted,

) O

ANDREW GREEN
Director of Finance
Department of Finance

Approved by:

7

MICHAEL dJ. BECK
City Manager

Attachments: (2)

Attachment A — FY13 Proposed Budget Reductions/Revenue Enhancements
Attachment B — 5-Year General Fund Financial Plan
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