CITY OF VALLEJO
OFFICE OF THE CITY MANAGER

JANUARY 26, 2009
TO: Mayor and Members of the City Council
FROM: Robert V. Stout, Finance Director

Craig Whittom, Assistant City Manager / Community Developmer@\)
SUBJECT: General Fund Financial Projections

Staff is continuing to work on the agenda item entitled: DISCUSSION OF GENERAL FUND
REVENUE AUGMENTATION OPTIONS, PRELIMINARY FY 2009-10 FINANCIAL
PROJECTIONS AND CITY COUNCIL PRIORITIES REGARDING EXPENDITURE
REDUCTIONS. We will not have the report complete today. It is our intent to deliver the
report to you in next week's agenda packet for discussion at the City Council meeting on
February 3, 2009.

One component of the report that is complete is updated General Fund projections for FY
2008-09 and FY 2009-10. These updated projections were completed on Friday January 23,
2009 and submitted as a component of the City's bankruptcy filings. I have attached the
projections, along with brief explanatory notes. These projections will be refined and updated
for the City Council meeting of February 24, 2009 during which the City Council will conduct
its mid-year budget review.

Please feel free to contact us if you have any questions.

cc: Joseph M. Tanner, City Manager
Fred Soley, City Attorney
Susan Mayer, Assistant Finance Director
Department Heads
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As of January 20, 2009

General Fund Financial Projections

Objective
The attached projections provide an updated view of the General Fund for FY 08-09 and 09-10.

This document was prepared for the Bankruptcy Court in connection with the City’s filings on
January 23", 2009.

FY 08-09 Amended Budget

The FY 08-09 amended budget is presented in Column G. This reflects the City Council actions
on November 6, 2008 to address severe revenue declines occurring after the original budget had
been adopted in June. Council implemented a number of cost reductions at that time to rebalance
the budget and maintain and ending contingency reserve of $1 million.

FY 08-09 Current Projections

Current projections, as of January 20, 2009, are presented in Column I. Projections include the
cost savings achieved through the Bankruptcy pendency plan, such as frozen wages and the
reduction in Fire suppression staffing.

Revenues
Line item revenue details are also attached. Various general and departmental program
revenues have been updated reflecting year-to-date trends.

Risks and Assumptions

s Projections include full police and fire reimbursement by the Mare Island
Community Facilities District for the $3.7 million in public safety services
provided on Mare Island. However, to date, Lennar Mare Island has
remitted only $644,000 of its $1.5 million semi-annual CFD assessment,
creating a $0.9 million shortfall in the CFD’s $6.2 million annual budget.
The CFD budget will be updated for City Council consideration as part of
the midyear budget review, Service reductions may impact these General
Fund public safety reimbursements.

e FY 08-09 projections include full reimbursement by the schools for the
Police Department’s staffing of school resource officers. No FY 08-09
reimbursements have been received to date.

¢ No contingency has been included for potential state budget impacts should
current State budget actions impact revenue distributions to local agencies.

Expenditures
o Expenditure projections now assume Police Department staffing of 116

sworn officers through June 2009. As described below, the ability to staff
even at this level in FY 09-10 is uncertain.

e Projections also exclude, for now, the Fire training academy. This line item
will be presented for Council consideration, along with all staffing levels, in
the February 24, 2009 midyear budget report.



FY 09-10 Current Projections

Current projections, as of January 20, 2009, are presented in Column K. Projections continue to
include the cost savings from departures from the employee collective bargaining agreements
discussed in the Bankruptcy pendency plan, such as frozen wages and the reduction in Fire

- suppression staffing.

Revenues

Risks and Assumptions

Expenditures

Secured property taxes have projected at a 5% decline from FY 08-09
based upon discussion with the County

Sales taxes have been projected at a 2% decline from FY 08-09 levels,
with have already been projected at a decline from FY 07-08. Given the
spiraling economy, both the property and sales tax projections may
prove to be aggressive.

Projections continue to assume full reimbursements from the Mare
Island CFD for public safety services. The Lennar Mare Island
developer bankruptcy creates uncertainty in this assumption.

Projections exclude two significant police revenue reimbursements for
the school resource officers and another grant.

No contingency has been included for potential state budget impacts
should current State budget actions impact revenue distributions to local
agencies.

Expenditures include continued staffing of 116 sworn police and 21/day
fire suppression staff. Continued Mare Island CFD reimbursements are
essential to continue to support this public safety staffing level.

These projections include the “normal” vehicle fuel, maintenance, and
replacement costs for the General Fund’s 286 plus vehicle and
equipment inventory. Ongoing General Fund deficits have deferred
scheduled replacements in some cases for over five years to the point of
severe vehicle maintenance issues. The FY 08-09 budget included
replacement for only 5 of these 200+ vehicles. This number has been
presented here to show a “normal” cost for fleet operations.

Retire Health costs are presented on two lines. First, the first line
presents the “pay-as-you-go” balance for the City contribution for
existing retirees. The second line, “pre-funding,” represents the value of
the benefits earned during the year by current employees. This
“normal” costs includes only the current year benefits earned, and does
not attempt to fund or amortize the value of past service costs earned by
current employees. It is a policy option for City Council to choose to
fund this cost. The number is presented to inform the City Council and
the public of the cost of these benefits, and to acknowledge the
“deferral” to the future if the cost is not currently funded.



e Bankruptcy costs have been projected to continue at $2 million for the
next year. This is a speculative number and simply a placeholder until
the status of the City’s employee agreements and the appeal of the
City’s eligibility are resolved.

Summary
FY 09-10 revenues are currently projected to decline to $72 million, from a high of $83

million in FY 07-08. Current expenditure projections, given the assumptions above, are
projected at $82 million, for a $10 million annual deficit. Revenue and expenditure policy
options will be discussed during the February 24™ midyear budget review.
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