Agenda Report

January 5, 2004
TO: City Council

FROM: City Manager
SUBJECT: BUDGET UPDATE

RECOMMENDATION
No action requested. This item is for information only.
BACKGROUND

The State of Califomia finds itself in a fiscal crisis which is impacting local finances. The
largest impact is the possibility of not providing the constitutionally approved local funds from
vehicle license fees (VLF). The General Fund would lose approximately $6 million per year in
revenue as a result of this action. Other funds are also in jeopardy, especially library, health
and redevelopment funds.

The City Council adopted the City’s fiscal year 2004 operating budget in June of 2003. At that
time, there existed the possibility of loss revenue due to the State’s budget crisis. In response,
the City Council added funds to the Stabilization Reserve and then authorized the City
Manager to use up to $4 million in fiscal year 2004 and the remaining $4 million in fiscal year
2005 to minimize the full impact of any action taken by the State. Since that time, the State
has taken several actions briefly described below:

a. Governor Davis’ administration restored the vehicle license fee (VLF) to 2%, with an
effective date of October 1, 2003;
b. The legislature discontinued the VLF backfill, shorting local government one

quarter's worth of VLF revenue but promising to pay it in fiscal year 2006. This
action reduced City of Pasadena revenues by $1.3 million for fiscal year 2004;

C. Governor Gray Davis was recalled and Governor Amold Schwarzenegger was
elected and swom in;

d. Governor Schwarzenegger rescinded the VLF increase citing that the fee was
inappropriately raised by the previous administration; and

e. Governor Schwarzenegger instructed the legislature to honor its commitment to

fund the VLF backfill from October 1, 2003 through June 30, 2004. When the
legislature could not agree on the backfill the Governor declared a financial
emergency and approved emergency payments to cities and counties restoring the
VLF.
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Through all of this drama, the State continues to have serious budget probiems.

Even without the possibility of the State effecting revenues, the City needs to take steps to
controls expenditures as many costs are rising at rates much higher than inflation, including
health care, workers’ compensation and retirement costs.

With this as a backdrop, staff will present to the Council revised five-year financial plans and
begin the discussion regarding the next steps the City will need to take to ensure it maintains
its fiscal strength. There will be no specific recommendations made nor action requested of
the City Council. Staff will bring back budget amendment recommendations within the next 30
to 45 days, after reviewing the potential cuts discussed during the fiscal year 2004 budget
deliberations and holding further meetings with employees and unions.

DISCUSSION
Aftached for your review are the following documents:

1.  The Five Year Financial Plan reviewed by the Finance Committee and the City Council
as part of the fiscal year 2004 budget process. The fiscal year 2003 numbers have
been changed to reflect actual operating results for fiscal year 2003.

2. A revised Five Year Financial Plan that incorporates all known changes to the City’s
budget or financial forecast that have occurred during the first six months of the fiscal
year, that includes the VLF that was removed (and is to be repaid in ‘06 - $1.3 million),
higher PERS rates (approximately $1.7 million), workers’ compensation costs
(approximately $300,000), projected Fire and Police Retirement System supplemental
contributions (approximately $2 million), and negotiated salary increases (approximately
$2.0 million).

3. A revised Five Year Financial Plan that incorporates the items described in point
number 2, above, as well as assumes the total loss of the VLF backfill beginning in
fiscal year 2005 and the loss of the VLF backfill for VLF funds provided to the Health
Fund, also beginning in fiscal year 2005.

4. A copy of the possible budget reductions submitted to the City Council last May.
Please note that all items listed under Column “A” have been implemented.

5. A memo describing other funds that may be impacted because of the State’s fiscal
crisis

6. A memorandum discussing the key factors driving the City’s personnel costs.




FISCAL IMPACT

This report is for information only.

Respectfully submitted,

Approved by:

Director of Finance

Attachments
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ATTACHMENT 5§

MEMORANDUM

CITY OF PASADENA
Department of Finance

January 5, 2004
TO: Cynthia J. Kurtz, City Manager
FROM: Jay M. Goldstone, Director of Finance

SUBJECT: Possible Fiscal Impacts to City of Pasadena

While there has been much discussion regarding the fiscal plight of the State of
California and the potential impact on the City’s General Fund, it should be noted that
other City funds are at risk also. Below is a brief discussion based upon the
information currently known.

Health Fund

Similar to the General Fund, the State provides a dedicated allocation of Vehicle
License Fee revenue to health departments throughout the State. Historically, the
Pasadena Health Department receives approximately $1.6 million annually in VLF
revenue. If the State discontinues backfilling this source, the Health Fund stands to
lose approximately $1 million.

Library Fund

Each year there is discussion in Sacramento regarding reducing or eliminating Public
Library Funds. For fiscal year 2004, the City budgeted $73,000 from this source. This
source has steadily declined each year with a high of $271,000 being received in fiscal
year 2000. As of this moment, staff is unaware of any proposal to further reduce or
eliminate this source; however, fiscal year 2005 is going to be another challenging year
for the State and there is no telling what proposals will be suggested this coming year.

Pasadena Community Development Commission

For the past several years, the State has shifted tax increment dollars from local
redevelopment agencies into the State’s Educational Relief Augmentation Fund
(ERAF). This amount totaled over $900,000 for the Pasadena Community
Development Commission during fiscal year 2004 and most likely will continue at some
level into fiscal year 2005.
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MEMORANDUM
CITY OF PASADENA
Office of the City Manager
January 5, 2004
TO: Cynthia J. Kurtz, City Manager
FROM: Jay M. Goldstone, Director of Finan

SUBJECT: HISTORICAL PERSONNEL COST ANALYSIS

RECOMMENATION
The following report is for information only, no Council action is requested.
BACKGROUND

As with most organizations, labor related costs for most City departments represent
nearly 70% of their annual operating expenses. In January 2003, prior to the
submission of the City's operating budget for fiscal year 2004, a report was presented
to the City Council outlining several factors, in addition to the state budget crisis, that
were putting pressure on the City’s financial resources. One of the factors discussed in
the report was the escalating growth in personnel-related expenses over the past
several years. This issue was raised again during the deliberations on the
recommended operating budget. This report has been prepared in order to provide
further details concerning specific personnel line items. For the purpose of simplicity
this report focuses on the City’s General Fund; however, the information applies
throughout the organization.

I. What comprises the personnel category of expenses?
The Personnel category includes all City expenses related to salary, benefits and

overhead for City employees. In fiscal year 2003 the City's General Fund expended
$85,348,348 in this category, as follows.

Account # Description FY03 Expenditure $
8005 Regular pay for PERS miscellaneous employees 25,224 681
8007 Regular pay for Fire and Police Retirement System 2,077,835

(FPRS) members
8008 Regular pay for safety personnel in SPERS 21,387,180
8010 Non Benefit Employees 127,715
8011 Overtime pay 2,653,704
8012 Overtime pay subject to PERS 111,068
8013 Fire and Police post-retirement medical benefit 559,749
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8014 Position coverage for Police and Fire 2,681,717
8015 Holiday schedule pay for FPRS members 52,972
8016 Holiday schedule pay for SPERS members 498 316
8018 Regular pay for part-ime employees subject to PARS 1,860,224
8019 Grievance Settlements 662
8020 Management Benefit 2,855
8023 Auto allowance 127,555
8024 Personnel development allowances 176,163
8027 Workers compensation 4,477,700
8031 General liability 826,490 |
8033 Guaranteed Comp. Time Off 692
8037 Miscellaneous Pay 26,705
8038 Employee portion — PERS 1,765,064
8039 Employee portion — SPERS 2,143,545
8040 City portion — PERS 3,680
8041 City portion — PARS 70,409
8042 City portion — SPERS 577,780
8043 City portion — FPRS 0
8044 Life insurance 47,284
8045 Dental insurance 511,889
8046 Medicare — City portion 561,797
8047 Long term disability 354,936
8048 Childcare Subsidies 1,495
8049 PERS medical — Employee Options Benefit Fund 5,229,375
8050 Benefits (Vacation, Holiday, Sick) 10,893,540
8051 Retirement — FPRS 313,334
8054 Vision Care 162
8055 Health Care Spending 75
Total General Fund Personnel Expenses fiscal year 200: $85,348,348

ll. How have personnel costs grown over the past few years?

Since fiscal year 2000 the General Fund’s personnel-related expenditures have
increased approximately $19 million or 26.5%.

FY00 Actual FYO01 Actual FY02 Actual FY03 Actual Total Increase
$ FY00 - 03
66,281,227 72,313,795 80,098,294 85,348,348 -
Increase over 6,032,568 7,784,499 5,250,054 19,067,121
prior year 9.1% 10.8% 6.6% 26.5%

Over the same period of time, General Fund revenues have grown 16.7%. This level of
expansion is impressive; notwithstanding the fact that it was outpaced by increases in
personnel costs, particularly when compared against the change in the consumer price
index for the LA-Riverside-Orange County metropolitan area, which increased 8.5%
between July 2000 and June 2003.
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ll. Which areas have driven the increase in personnel costs?

A number of factors have contributed to the increase in personnel costs over the past
few years. The more prominent factors include increases in positions, wages, PERS
rates, health care, and workers’ compensation costs. Based on anecdotal information
Pasadena’s experience is not markedly different than that of other cities in California,
many of which are presently grappling with these same issues.

e Increasesin FTEs

In fiscal year 2000 the General Fund had approximately 976 full-time equivalents
(FTEs). The revised fiscal year 2003 operating budget included 1,068. This total was
reduced to 1,063 for fiscal year 2004 as a net result of eliminating several positions,
the addition of a few others and the shifting of some to cost centers outside the General
Fund. In addition, although they still appear in the total FTEs count, approximately
twelve positions were de-funded in order to achieve the desired level of budget
reductions for fiscal year 2004, bringing the total funded positions to 1,051. It should
be pointed out, however, that in fiscal year 2002, approximately 12.5 FTE’s were added
to the General Fund when it was determined that on-going work being performed by
temporary agency workers was more appropriately performed by regular employees.

The City has been careful about adding new positions, particularly in the General Fund.
Where positions have been added it is usually as a result of a clearly identifiable need
for expanded services to the community or the ability to generate revenue that fully
offsets the cost of the position. The parks safety program in the Police Department,
which encompasses 8 FTEs is a good example of expanded community service.
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The caution exercised before adding positions is well justified given the associated
costs. The following is a rough estimate of the annual cost of an “average” position.
Using recent payroll data, the hourly pay rates for all employees were added together
and then divided by the number of employees to reach an average hourly figure of
$25.08. Annualized, (i.e., multiplied by the average number of hours a fulltime
employee works in a year, 2080 hours) this hourly rate coverts to $52,166. Applying the
vacancy factor (a factor used to reduce budgeted salaries to account largely for
vacancies) for a typical City department and adding the benefit and burden rates,
several of which will be discussed later in this report, the result is a total annual cost of
$61,010. Needless to say, this cost will be higher for certain classifications such as
those in public safety and less for others such as clerical support.

Multiplying this rough average of $61,010 per position by the net number of positions
added between fiscal year 2000 and 2004, a total of 75, helps to illustrate the cost of
an expanding workforce: $61,010 * 75 = $4,575,750. This amount is equivalent to 5%
of the fiscal year 2004 General Fund personnel budget.

e Salary Increases

The City has ten bargaining groups representing in excess of 80% of the City’s
workforce. In recent years, annual salary increases have generally exceeded
increases in the cost of living as measured by the change in the consumer price index
(CPI). By way of example, base salaries for Fire Fighters increased 18.6% from
October 1999 to October 2002, while the CPI increased 12.6% over essentially the
same period. In this particular case, one contributing factor to the rise in salaries is
that the memorandum of understanding with the City’s Fire Fighters Union calls for the
City to maintain the salaries of certain benchmark classifications in the top 25"
percentile based on an annual market survey of several predetermined jurisdictions.

Additionally, as base pay increases retirement system costs and several overhead
rates also increase, and in the case of safety personnel, increases in ‘special pays’ can
have a significant impact on overall expenses.

e PERS Retirement System Rates

The majority of City employees are covered by the State of California’s Public
Employee Retirement System, CalPERS. CalPERS retirement benefits are funded
through contributions paid by contracting employers, member contributions, and
earnings from CalPERS investments. Employer contribution rates are determined by
periodic "actuarial valuations” under State law. The actuarial valuations are based on
the benefit formulas an agency provides and the employee groups covered, e.g. there
is a different rate for the City’s safety personnel (police and fire) and all other
employees (designated as ‘miscellaneous’). The required contribution amounts are
expressed as a percentage of active member payroll reported to CalPERS.
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The City's PERS rate for miscellaneous employees has been 0% for several years.
PERS has recently indicated, however, that the rate for fiscal year 2005 will be 2.4%
and is projected to increase to 5.3% in fiscal year 2006. This translates to an
additional cost of approximately $820,000 and $1.8 million, respectively.

The City’s PERS rate for public safety personnel was just under 2.5% in fiscal years
2002 and 2003. This resulted in actual expenses of $522,000 and $578,000,
respectively. The rate increased to slightly over 6% in 2004, which is expected to
result in an approximate $1 million increase in cost to the General Fund. Additionally,
the approval of the enhanced retirement benefit of 3% at 55 will increase the rate from
6% to just over 13% around January 1 2004. On an annual basis, this will add
approximately $1.9 million. CalPERS has indicated that the public safety PERS rate
will increase to 19.96% for 2005 and 22.7% for 2006. Since the value of a 1% change
in rate is equal to about $280,000, using current salaries, a change from 13% to
19.96% will add approximately $1.95 million to the General Fund budget. Taken as a
whole, the City contribution for safety personnel will rise from just under $578,000 in
fiscal year 2003 to more than $5.9 million in fiscal 2005.

e Healthcare Costs

The growing cost of healthcare has been recognized as a national problem and has
been a catalyst in several recent private and public-sector labor disputes. On October
29" the Los Angeles Times reported that LA County expects its healthcare costs to
increase 35% over the next few years and expects to pass along some of the increase
to its workforce.

The City of Pasadena provides its employees a health allowance, designated as the
Employee Options Benefit Fund (EOBF), to purchase medical, dental and insurance
benefits. The dollar amount of EOBF varies by employee bargaining group. Current
EOBF allowances are as follows:

Bargaining/Unit Group Annual EOBF $

AFSCME (American Federation of State, County & Municipal Employees) 6,724
Executives 8,279
IBEW (International Brotherhood of Electrical Workers) 7,500/9,558*
IUQE (International Union of Operating Engineers) 9,299
PACTE (Pasadena Administrative, Clerical & Technical Employees, including 7,658
non-rep hourly and confidential clerical)

PMA (Pasadana Management Association) 7,814
SEIU (Service Employees International Union) 6,808/9,470
Unrepresented Management 8,279
PPSA (Pasadena Police Sergeants Association) 5,892
PPOA (Pasadena Police Officers Association) 5,437/8,856
PFFA (Pasadena Fire Fighters Association) 9,199
PFMA (Pasadena Fire Management Association) 9,199

*IBEW's benefit has two tiers: those with dependant coverage and those without.
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In recent years, as the cost of health care has risen, the City’s bargaining groups have
sought increases in the EOBF allowance. These increases are reflected in the line
item designated as PERS medical in the City’s budget. The following illustrates the
historical trend based on actual expenses and estimated expenses for fiscal year 2004.

FYO0O0 Actual FYO1 Actual FYO02 Actual FY03 Actual FY04 Estimated
3,841,706 4,128,850 4,622,450 5,229,375 5,853,466
% increase over 7.50% 11.95% 13.13% 11.93%
prior year

A number of the City’s labor contracts include a provision whereby the amount of EOBF
automatically rises when plan providers increase rates. To the extent that the City’s
shift to a new medical insurance plan provider results in lower rates, or rates which
escalate at a slower pace, increases to the EOBF allowances should level-off.

e Workers Compensation Costs
The City continues to make every effort to reduce Workers’ Compensation costs,
however, the current no fault system along with enhanced benefits approved by the
state greatly limit the City’s ability to control costs. The following table illustrates the
dramatic increase in Workers Compensation costs over the past few years:

% increase over Total Open
Fiscal Year | WC payments $ rior year Claims*
1997 2,807,727 567
1998 3,453,982 23 576
1999 4,026,879 17% 592
2000 3,607,659 -10%| 707
2001 4,797,051 33% 681
2002 5118,172 7% 727
2003 6,563,503 28%| 720

*One employee may have multiple claims




