CITY OF SANTA MARIA

Proposed 2016-18 Budget in Brief

June 21, 2016

CITY OFFICIALS

Mayor
Alice Patino

Mayor Pro-Tem
Etta Waterfield

City Council
Jack Boysen
Bob Orach
Terri Zuniga

City Manager
Rick Haydon

CITY PROFILE

Incorpor:
September 12, 1905

Charter City
December 12, 2000

Form of Government
Council-Manager
Full Service City

Population
104,404

Full-Time

Employees
498

Sworn

Police Officers
128

Fire Stations
5

Firefighting
Personnel
61

Parks
27

SUMMARY
Over the past eight years, the City’'s General Fund has faced multi-million dollar budget deficits and
has had to rely on one-time reserve finances and expenditure savings, including staff vacancies in
order to have a balanced budget. Although the National, State and local economies are growing
(albeit at a rather slow pace) from an ongoing-operational basis, the City's operating revenues are
still not sufficient to finance expenditures. This year, the estimated budget deficit has grown from
approximately $3.6 million in 2015-16 - or about three percent of the overall General Fund budget -
to the current $4.4 million in 2016-17 - or about seven percent of the overall General Fund budget.
. This deficit is anticipated to only increase due to
Appropriations $ 66,931,022 additional expenses in liabilty insurance premiums.
Revenues 62,543,460

i : Because ongoing revenues are not sufficient to
Projected Deficit 3 (4.367.962) grance the operational costs of the General Fund,

staff is proposing to bridge this financial gap with
$2.6 million in Local Economic Augmentation Funds (LEAF) reserves and for the first time, anticipated
expenditure savings of about $1.8 million. Over the last several years, because of personnel vacancies,
the City has not expended 100 percent of its appropriation authority in the General Fund, thus resulting
in expenditure savings. Those savings have been the primary means used to finance one-time capital
projects over the last several years. Consequently, now utilizing this anticipated savings brings into
question the City's ability to finance General Capital Projects in future years.

The one-time LEAF reserves are quickly disappearing and are forecast to be completely expended
at the end of the next two-year budget cycle. The impact of the proposed City-wide staffing changes
is eight new full-time positions and three new part-time positions. While there are some personnel
changes being proposed, the majority are either revenue offset, cost-nuetral or are being accomplished
within existing appropriation authority.

Economic Millions General Fund Operating Revenue Trends
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At the State level, California’'s economy will grow faster this year than the national economy, according
to the UCLA Anderson Forecast. The improving State finances indicate less likelihood the State will
look to cities and counties to balance its budget. However, the Governor's administration projects that
expenditures will outpace revenues and transfers in 2018 through 2020.
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In all, total General Fund operating revenues have declined from a peak of $57.9 million in 2007-08 to a

low of $46.7 million in 2010-11. Operating revenues are increasing and at $58.1 million have barely surpassed their prior peak
of 2007-08 as displayed in the above bar chart, while expenditures are escalating.




2016-17 All Operating Funds

Percent Percent
Adopted Proposed Increase Increase of Total
2015-16 2016-17 (Decrease) (Decrease) 2016-17
Operating Programs $ 106,589,060 $ 113,458,614 $ 6,869,554 6.4% 71.8%
Capital & Outside Agencies 38,885,180 32,342,160 (6,543,020) -16.8% 20.5%
Debt Service 5,463,240 5,320,190 (143,050) -2.6% 3.4%
Transfers 7,601,470 6,748,000 (853,470) -11.2% 4.3%
Total $ 158,538,950 $ 157,868,964 $ (669,986) -0.4% 100.0%
ALL OPERATING FUNDS Program Expenses -
All Operating Funds
he budget for all operating funds in 2016-17 is
2 A General Government
approximately $670,000 or 0.4 percent less than in 10%
2015-16, with the decrease being primarily attributed Community&

to the decrease in capital projects in the Enterprise Funds,
especially the Water Resources Fund. Operating costs are
expected to increase by 6.4 percent or $6.8 million primarily
due to personnel-related expenses associated with merit and
negotiated salary increases, significant CalPERS-related
pension costs increases, as well as the proposed hiring of
some additional personnel in the public safety departments
and the enterprise funds. Transfers-In decreased primarily
due to the reduction in transfers from LEAF.

In all, $42.8 million of capital and maintenance projects
are projected over the next two-year period. Compared to
the 2014-16 Budget, which had $48.6 million of capital and
maintenance-related projects, proposed capital expenditures
for 2016-18 are $5.8 million less. The General Capital
Projects Fund totals $6.1 million with the vast majority used
for construction of the Radio Tower Project. The intent of
these towers is to not only provide better radio coverage in
the Santa Maria Valley, but it will also provide the City with
leasing options in order to generate additional revenue
to offset operational costs. Another major project is the
renovation of Buena Vista Park for a total projected cost of
$1.6 million.

2016-17 are estimated to be $156.3 million or roughly

$2.5 million more than in 2015-16. This represents
approximately a 1.6 percent increase in total financing in
2016-17 when compared to 2015-16.

Total revenues anticipated for all operating programs in

The increase in overall revenues is primarily attributed to
forecast increases from property and transient occupancy
taxes. As mentioned previously, operating revenues have
reached their prior peak of 2007-08, but are not sustaining
the operational expenses in the General Fund, and CalPERS
pension-related expenses continue to escalate. Building
permit revenue is forecast to increase due to greater
construction activity - including the Enos Ranchos project.
However, that increase is partially offset by declining Non-
Hazardous Hydrocarbon Soils (NHIS).
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2016-17 General Fund

Percent Percent

Adopted Proposed Increase Increase of Total

2015-16 2016-17 (Decrease) (Decrease) 2016-17
Taxes $ 49613170 $ 51,725890 % 2,112,720 4.3% 33.0%
Licenses, Permits & Fines 3,379,250 3,560,450 181,200 5.4% 2.3%
Rev. from Use of Money & Property 956,540 862,760 (93,780) -9.8% 0.5%
Revenues from Other Agencies 7,823,500 8,553,710 730,210 9.3% 5.5%
Charges for Service 9,436,360 9,048,040 (388,320) -4.1% 5.8%
Other Revenue and Transfers 9,472,000 8,403,740 (1,068,260) -11.3% 5.4%
Enterprise Fund Revenues 73,196,960 74,192,970 996,010 1.4% 47 5%
Total $ 153,877,780 $ 156,347,560 $ 2,469,780 1.6% 100.0%

OverVIEW OF THE 2016-17 GENERAL FUnD

thus accounting for a projected budget deficit of $4.4 for 2016-17. In order to balance the 2016-17 General Fund

budget, staff is proposing to use $2.6 million in one-time Local Economic Augmentation Funds (LEAF) proceeds and
expected expenditure savings of $1.8 million to help bridge this financial gap. In year’s past, staff has included the LEAF
financing for display purposes; however, by doing so, it actually masked the true budget deficit.

P roposed revenues for the General Fund are estimated at $62.5 million while proposed appropriations are $66.9 million;

Proposed appropriations in 2016-17 in the General Fund are almost $67 million. This represents an increase of 5.1 percent,
or approximately $3.2 million more from the 2015-16 Budget. Previously authorized and negotiated salary increases account
for $1.6 million of the increase with retirement and other benefits accounting for a $1.9 million increase.

OverviEw ofF 2016-17 Measure U2012

M easure U2012 was passed by the voters on June 5, 2012, and became operational on October 1, 2012 and calls

for a quarter-cent transaction and use tax. The City has two full years of revenue and worked with the City’s sales

tax consultants, Hinderliter de Llamas and Associates (HdL) to arrive at the initial Measure U2012-related revenue
projections of $4,408,100 for 2016-17. Measure U Transaction Tax is tracking at about 21 percent of General Fund sales tax
receipts. The City Council has authorized that the vast majority of the aforementioned tax proceeds are to be spent on public
safety-related expenses.

Measure U2012 fund balance is bridging this financial gap. Staff anticipates vacancies in some of these positions
which will allow this budget to be balanced by the end of this two-year budget cycle. Having said that, there is no

allowance for additional uses of Measure U2012 tax proceeds other than what has already been authorized.

Q s you can see from the below chart, Measure U2012-related expenses are exceeding anticipated revenues and the

Estimated Proposed
Actual Budget Budget
2014-15 2015-16 2016-17
Beginning Fund Balance $ 754720 $ 714000 $ 441,850
- Projected Revenue $ 4232050 $ 4,235000 $4,408,100
Yoor
% seene %20 72 Projected Expenditures
Dallars ¥t Weork Police $ 1861010 § 2,165640 $2,164,834
Fire 2,006,210 1,897,040 1,937,643
Recreation & Parks 149,840 163,370 175,427
Library 71,500 73,260 79,963
City Attorney 75,780 99,110 76,041
Finance (Levee Loan) 108,630 108,730 108,730
Total Expenditures $ 4272770 $ 4,507,150 $4,542 638
Ending Fund Balance $ ?14,000 $ 441,850 $ 307,312




2016-17 General Fund Key Revenue Sources

Percentage Percentage

Budget Proposed Increase Increase of Total

2015-2016 2016-2017 (Decrease) (Decrease) 2016-17
Sales Tax $ 21397000 $ 21343320 § (53,680) -0.25% 32.76%
Property Tax 15,990,970 17,246,670 1,255,700 7.85% 26.47%
Hotel/Bed Tax 3,050,000 3,600,000 550,000 18.03% 5.53%
Impacted Soils 1,865,000 1,365,000 (500,000) -26.81% 2.10%
Construction Permits 2,310,500 3,040,000 729,500 31.57% 4.67%
Total Key Revenues 44.613,470 46,594,990 1,981,520 4.44% 71.53%
Other Revenues 19,092,870 18,548,470 (544,400) -2.85% 28.47%
Total General Fund $ 63706340 $ 65143460 $ 1,437,120 2.26% 100.00%

verall, General Fund revenues are anticipated to be $1.4 million more in 2016-17 when compared to the 2015-16

Budget. The above chart shows the top revenue sources, excluding Measure U2012, and including the use of $2.6

million in LEAF financing under the category Other Revenue. Property and transient occupancy tax receipts are
stronger. Sales tax revenue is the General Fund's largest revenue source and is projected to decrease by $54,000 in 2016-
17 when acounting for a one-time “Triple Flip” settle-up in 2015-16; excluding that, sales tax is actually increasing by 6.2
percent. Strong auto sales and leases as well as increases in business and retail activity are sales taxes higher.
NHIS revenue peaked in 2007-08 at $5.5 million, but because of increased from other landfills and the fact that
the Guadalupe Dunes Restoration Project has completed its initial phase of work, NHIS revenue has declined from $5.5
million to an estimated $1.3 million in 2016-17. Construction activity has been increasing over the last year, resulting in an
anticipated $729,500 increase in permit revenue in 2016-17. The total of all the “other revenue sources” are increasing due
to a combination of issues, some of which include less transfers-in from LEAF as well as less interest income.

NOTEWORTHY BUDGET HIGHLIGHTS

« In all, the proposed Capital Projects Budget consists of 78 capital projects representing approximately $42.8 million in
appropriations. Ninety-nine total projects were requested, totaling nearly $60.9 million; however, 21 projects were not
funded, representing approximately $18 million. The 2016-18 Budget reflects $21.2 million in projects in the first year and
$21.6 million in the second year. For comparison purposes, the 2014-16 Budget consisted of 88 capital projects totaling
$48.6 million in appropriations. ’

= The vast majority of capital projects proposed for 2016-18 are financed from non-General Fund sources. The General
Capital Projects Fund has $6.1 million in capital expenditures, about $1.3 million less than last budget cycle. The primary
project is the construction of the Los Flores Tower for $2.8 million.

» For2016-17, proposed personnel recommendations bring City-wide staffing totals to 498 authorized full-time positions and
84 part-time employees, for a total of 582 authorized positions.

» The proposed authorized staffing recommendations in 2016-17 bring the full-time employee-to-population ratio for the City
to 4.77 employees per thousand residents — still far below the average of 8.55 employees per thousand in other Central
Coast cities.

= For the General Fund, in 2016-17, there are 364 positions and 39 part-time positions proposed for a total of 403 positions.
Of the full-time General Fund positions, the Police and Fire budgets comprise 240 positions or 68 percent. And of the 498
full-time authorized positions City-wide, the two public safety departments comprise 48 percent of all full-time positions.
Two additional Police Officers are proposed in 2017-18, bringing the total full-time employment to 500 employees.

The 2016-18 Budget is available for review at the Main Library and at www.cityofsantamaria.org.




