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Office of the City Manager

INFORMATION CALENDAR
October 5, 2004

To: Honorable Mayor and
Members of the City Council

From: WPhil Kamlarz, City Manager

Subject: FY 2004 Year-end Results and
Updated FY 2005 and FY 2006 Budget Information

INTRODUCTION

This report presents (0 Council a summary of the FY 2004 budget performance, and an update of
FY 2005 budget issues and initial fiscal projections for FY 2006; focusing primarily on the
General Fund. No specific action is requested at this time.

CURRENT SITUATION AND ITS EFFECTS
FY 2004 General Fund Summary

General Fund Revenue __Expenditures Surplus
FY 2004 Actual $110,615,822 $109,872,580 | +$743,242

The FY 2004 budget cycle ended on June 30, 2004, with a net General Fund surplus of
$743,242. In November/December 2003, Council implemented a budget crisis recovery strategy
that included implementing a hard hiring freeze; a moratorium on all new expenditures; and a
number of mid-year reductions in response to the loss of State VLF (Vehicle License Fee)
revenue. These efforts effectively mitigated the loss of VLF revenue ($1.1 million in FY 2004),
and were successful in generating General Fund savings and creating a large number of position
vacancies. These position vacancies allowed the City to eliminate 87 positions during the FY
2005 budget cycle without layoffs. Although the hiring freeze successfully created vacancies
and avoided layoffs, it did not achieve the anticipated level of salary savings. This is partially
due to the use of hourly staff and overtime to mitigate the service impacts.

FY 2004 General Fund revenues were most negatively impacted by the reduction in State VLF.
A reduction in earned interest (due to the holding of short-term interest rates by the Federal
Reserve Board) and parking fines also fell short of expectations. Increases in revenues from
Real Property Taxes and the Property Transfer Tax helped offset these losses. The net result of
these fluctuations from revised revenue projections was $100,000 less than anticipated.
Attachment A provides a summary of the FY 2004 revenue highlights.
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FY 2005 Budget Status

We have ended the first quarter of FY 2005, and plan to present Council with a first quarter
update on November 9, 2005. While we entered FY 2005 with a balanced budget, several
outstanding issues will affect the current year allocations, and possibly the General Fund reserve.

FY 2005 closed the projected $10.3 million General Fund deficit through balancing measures
that included agreements with the majority of the City’s labor unions and all unrepresented
employees for one-time salary reductions (i.e., in FY 2005 only). At this point, the Berkeley Fire
Fighter’s Association has not agreed to any form of salary reduction for FY 2005. Their
equivalent portion of the General Fund savings is $300,000. To achieve this salary savings, a
one-time reduction of overtime was included in their FY 2005 Adopted Budget. If this $300,000
is not taken as part of a salary reduction (as done by the other City employees), the $300,000
reduction in overtime will result in reduced services effective November 2005. An
accompanying Council report on tonight’s agenda further details this budgeted reduction and its
impacts.

Many unfunded projects are fast becoming emergencies, including infrastructure failures and the
new automated Public Safety System. Identifying funding for these critical projects is a
challenge. The critically needed Public Safety System is relying on the securing of grant funding.
Other unfunded projects (with large price tags) include deferred City infrastructure (streets,
sewers, and storm drains) and the need for a new automated financial management system.

State Impacts

We currently do not expect any further revenue reductions from the State for FY 2005 and FY
2006, beyond the $1.9 million per fiscal year included in the budget. This may all be subject to
change pending the outcome of the November 2004 election.

General Fund Reserve

The FY 2005 Adopted Budget included certain assumptions regarding the General Fund
Reserve. As mentioned earlier, Council took action in mid-FY 2004 to address the projected FY
2005 deficit, building up the Reserve. Based on revenue performance, and less than anticipated
salary savings in FY 2004, the adjusted General Fund Reserve balance is $600,000 less than the
projection included in the FY 2005 Adopted Budget. This reduces the City’s flexibility to
address emergency funding needs.

FY 2006 Budget Update

The original FY 2006 projected deficit (as included in the FY 2005 Proposed Budget) was $5.0
million and included the assumption of an on-going employee salary reduction of $1.2 million.
Because the resultant agreement with the labor unions was a one-time only reduction, this cost
must be added back into the total deficit, bringing the original deficit projection to $6.2 million.
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The FY 2006 General Fund deficit projection is now $7.5 million. This is an increase of $1.3
million over the original deficit projection of $6.2 million as reflected in the FY 2005 Adopted
Budget and FY 2006 Reduction Plan. The primary reason the deficit has grown is due to recently
updated PERS (Public Employee Retirement System) rates provided by the State. These new,
prcliminary rates reflect a change in the State’s actuarial assumptions for the first time since
1994. If these rates are finalized as currently set, it will result in another big jump in costs for the
City of Berkeley, with a General Fund impact of $1 million. This deficit will be reduced if the
Voters approve any tax measures in November.

FY 2006 Deficit Projection

$5.0 million Original Deficit (included ongoing $1.2 million employee savings)
$1.2 million Employee Savings (add back in due to one-time measure)

$6.2 million | FY 2006 Original Deficit

$1.0 million | PERS preliminary rate increases
$0.3 million | Other Cost Increases
$7.5 million FY 2006 Revised Projected Deficit

Current Budget Actions

Given the difficult FY 2006 & FY 2007 biennial budget cycle we face, [ am implementing a
number of measures to help achieve savings now. I recently re-established a hard hiring freeze
to assist in avoiding future layoffs and to increase the Reserve. It should be noted that some
position hiring (upon extensive review) will occur based on the criteria of the freeze policy.
Additionally, staff is seriously exploring Voluntary Time Off (VTO) as an option during slow
holiday periods. We hope to realize savings and reduce our unfunded vacation payout liability
and mandatory vacation payouts for those employees with accrued balances beyond 320 hours. I
have instructed Department Directors to work with their staff to manage time off in an effort to
further reduce this liability.

The resulting staff decreases from the hiring freeze will possibly result in service reductions in
some City operations. I am asking Council to review program priorities in October at two
Priority Setting Workshops, with a follow-up session in January 2005. As we move into this
difficult budget cycle, the Council faces hard choices regarding budget reductions and their
service impacts to the public. These workshops will provide Council time to consider the
difficult budget reduction choices we face in the upcoming months.

In an effort to best identify levels of service provided by the City compared with like cities, staff
is currently conducting a Benchmarking of Services Study that compares services provided by
the City of Berkeley (o eight other California cities with similar characleristics. Data examples
include:

0 The City has a total of three senior centers compared to the eight city average of
1.5 senior centers per city;

0 The City has more fire stations per square mile than any of the other cities
compared.
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Preliminary results from the benchmarking data survey indicate that Berkeley provides a very
high level of service in most areas, including Police, Fire, and recreation. The challenge in the
upcoming year is to agree on the appropriate service level the City should provide.

Attachment B is a draft of the raw data that has currently been compiled. This data will be
refined and improved over the next couple of months to best provide this critical information.

There are a number of unknowns pending the outcome of the November election. I will provide
Council with a revised budget update following the election as well as a follow-up priority
setting session.

CONTACT PERSON
Tracy Vesely, Budget Manager, 510-981-7024

Approved By

Ay,

f’hll Kamlarz, Clty nger

Attachment A: FY 2004 Revenue Highlights
Attachment B: Benchmarking Data Matrix



Altachment A
FY 2004 General Fund Revenue Highlights
Real Property Tax — Real Property Tax receipts increased $1,634,298 or 6.9% in FY 2004 over

FY 2003, as a result of a 6.7 % increase in assessed values. Total revenue was $363,071 greater
than the adopted budget amount, which anticipated a slowing of the housing market.

Property Transfer Tax — This volatile revenue source has experienced unprecedented growth in
recent years as a result of strong and active real estate market, aided by long-term interest rates
that have hovered near historic lows. Transfer tax receipts continued to grow by $1,450,636 or
16.1% in FY 2004.

Motor Vehicle In-Lieu — This revenue source represents the City’s allocated share of statewide
vehicle sales, apportioned through the County on a per capita basis. The total revenue declined
by $1.3 million or 22.8% in FY 2004 as a result of the passage of the State’s budget. The State’s
budget resulted in the termination of the State’s motor vehicle back fill on June 19, 2003 and
treats the amounts the City would have received from June 20,2003 to the date the increase in
motor vehicle fees goes into effect (October 1, 2003) as a loan to the State, repayable in FY
2007. ~

Parking Fines — This revenue source is comprised of fines and penalties for parking violations as
well as moving violations. Despite an increase of over 30% in parking ticket fines, revenues only
increased $1,351,858 or 19.6% in FY 2004 — not the $2.2 million increase reflected in the
adopted budget. This lower-than-expected increase was due to (1) a lower than projected average
ticket price in FY 2004; and (2) a lower than expected increase in tickets written (i.e., 241,055 in
FY 2004 versus 240,215 in FY 2003, or 3% less.) Total revenue was $1,972,631 less than the

adopted budget amount.

Economically Sensitive Revenues:

e Sales Taxes fell $370,952 from $13,641,888 in FY 2003 to $13,270,936 in FY 2004, as a
result of a slowing economy. Total revenue was $964,892 less than the adopted budget
amount.

e Transient Occupancy Taxes declined $167,266 from $ 2,538,377 in FY 2003 to
$2,371,111 in FY 2004, as a result of lower hotel room occupancy rates and lower
average room prices. Total revenue was $333,389 less than the adopted budget amount.

o Interest income declined $1,256,412, primarily due to the Federal Reserve Board
artificially holding short-term interest rates (i.e., Federal Funds Rate) at a historically low
rate of 1% for the entire fiscal year. Total revenue was $1,084,103 less than the adopted
budget amount.

* Business License Tax is derived from a tax imposed on gross receipts of businesses
licensed to operate in the City. The tax rate varies depending on the business enterprise.
Total revenue in FY 2004 increased by $208.939 or 2.0% to $10,686,025, even though
the total for FY 2003 included the collection of delinquent taxes totaling $554,778.
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