m REQUEST FOR COUNCIL ACTION

iy of To: Honorable Mayor and Members of the City Council

P E O R | A From: Henry Holling, Interim City Manager

AGENDA DATE REQUESTED: September 8, 2009

ACTION REQUESTED: RECEIVE AND FILE A REPORT FROM STAFF OUTLINING
POTENTIAL REDUCTIONS TO THE FY2010 PROJECTED BUDGET.

BACKGROUND: At a policy session held on August 18, 2009, the City Council tentatively
approved $3,090,504.25 in reductions to the projected FY2010 budget. These reductions
equaled 3.71% of a projected $83M unrestricted operating budget, and did not reflect any
reductions to the benefits budget. Council further directed staff to submit a plan at the regular
September 8, 2009 meeting that showed reductions totaling at least $8M, or an additional $4.9M
on top of the previous cuts.

Attached is the requested report, and shows a total of $8,619,707.07 in savings, which exceeds
the initial goal set by Council. This report is different from the 5% Plan in that it takes a wider
look at the overall budget, where the previous report was focused on the operating portion of the
budget only. While the main emphasis is on operational cuts, the report also incorporates benefit
savings realized through layoffs, vacancies and wage concessions; potential adjustments to debt
payments; and savings from other steps taken or anticipated to be taken, such as the Library
levy transfer. No new revenue sources are included in this plan (though some cost adjustments
in sidewalk programs is offered as a possible solution).

As background, the FY2010 Budget is projected at a total of $176,914,815, an increase of
$9,291,223 over the approved FY2009 Budget. Given poor revenue trends, the initial budget
deficit is projected at $10,046,999. A projected budget is crafted by estimating revenues and
increasing various sections of the budget by certain historically-based percentages:

Salaries for Exempt Departments 3.50%
Salaries for Represented Departments 4.75%
Contractual Services 2.50%
Materials and Supplies 1.50%
Health Benefits 10.00%

Health Care Costs

The increase in health care costs equals nearly $1M. The City, as has been reported, has seen
lower than budgeted health care costs over the past two fiscal years. The projected increase in
the FY2010 health budget may be too large, but staff is anticipating an offsetting rise in pension
obligations that will likely cancel any health savings. Until more information on health and
pensions is available, staff will not adjust this portion of the budget.

Community Investment Plan

The projected FY2010 budget also includes a total CIP budget $20,556,183. While most of the
CIP budget each year consists of a number of restricted funds (like MFT, sewer and landfill
funds), it also includes a discretionary portion that is used for projects such as fleet replacement,
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special assessments, infrastructure improvements and other special projects. The FY2010
budget currently includes $11,089,132 in such discretionary projects, a figure based on projects
identified for 2010 funding in the FY2009 CIP budget. The internal staff goal will be to bring that
final number in much lower than $11M. The budget framework presented to Council on July 14,
2009 indicated that staff would strive for this section of the budget to be at least $1M less. If this
amount — or possibly more — is eventually included in the overall reduction plan, it could allow
Council some flexibility to restore other cuts.

It is important to note that staff has begun, but not yet completed, its preliminary identification of
2010 projects. For example, however, the preliminary FY2010 project list included $1.3M for the
purchase of radios for the new 800mHz system. A delay in the readiness of this system,
combined with the receipt of two federal grants, has resulted in a need for only $130,000 in 2010
and around $900,000 in 2011. Staff is also aware, however, of new priorities and projects that
were never contemplated in last year's CIP. A final CIP budget will be available for Council
discussion and approval in October.

With only two exceptions, the attached report does not include any capital project reductions.
Within the Public Works section, staff is recommending changing the funding mix for sidewalk
programs (Sidewalk Participation and SINR) from 80/20 to 50/50. This change will reduce the
total cost to the City but staff anticipates doing the same amount of sidewalk work. Under this
plan, SINR construction would be completely funded from CDBG funds. The total savings would
be $290,000 each year. This change is offered in advance of the normal CIP discussion since it
represents a change in service level.

Report Structure

The Interim City Manager directed departmental leaders to reduce their budgets by as much as
they thought possible. Staff presents all options as one recommendation with the understanding
that, like the 5% plan, Council may disagree with some of the choices. Within each department’s
section, recommendations are generally made in priority order. Staff has included those items
retained from the 5% plan. New recommendations are in bold. While staff has strived to identify
annual savings wherever possible, some recommendations represent only a one-time savings
for the FY2010. These recommendations are marked with an asterisk.

Staff reiterates that many of the proposed cuts result in a serious reduction in services and do
not represent an ideal situation. However, given the severity of the budget situation, the
composition of the budget, and the direction from Council, staff has tried to present the best set
of options. Staff is still hopeful that results of the VSI and union wage negotiations, in addition to
reductions in the CIP budget, will allow some of the proposed reductions to be restored.

FINANCIAL IMPACT: This report is a preliminary set of options for reducing the budget and is
offered only to provide information. Receiving and filing the report, with or without changes, has
no immediate impact but will provide guidance to staff as the budget is prepared.

NEIGHBORHOOD CONCERNS: Citizens generally want adequate services provided at a
reasonable cost.

IMPACT IF APPROVED: Staff will use this plan as guidance in developing a budget for
approval.

IMPACT IF DENIED: Staff will await different direction from the Council on ways to address the
near- and long-term budget issues.

ALTERNATIVES: None recommended.




EEO CERTIFICATION NUMBER: Not applicable.

RELATIONSHIP TO THE COMPREHENSIVE PLAN: This effort is consistent with 6.A.3:
“Address financial issues.”

REQUIRED SIGNATURES

Department Director
City Manager

Finance Director

(Certification of Availability of Funds)

Corporation Counsel

City Manager
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