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Main Messages

* Six months have elapsed since the November 2015 Financial Review, providing new actual
revenue and expenditure data from which to revise previous forecasts

* The General and Internal Service Funds “Budget Deficits” for this year and the next three
years in total are $4.7 million smaller compared to the projections made in November 2015

* “Structural Deficits” are expected to grow in size more rapidly than previously anticipated
* The timeline for action is the same as projected in November 2015
* Action needs to be taken during the next two years to address the City’s “Budget Deficits”
* The growth in ongoing expenditures must be controlled and kept in line with the growth in
ongoing revenues to solve the “Structural Deficit” problem going forward

* The City Financial Task Force has completed its work and has 16 recommendations for
addressing the deficits
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 Staff is seeking direction from the Mayor and City Council regarding; a status quo budget,
potential budget cuts, and revenue enhancements
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Topics to be Discussed

* Focus on the “Budget Deficits,” General Fund and Internal Service Funds, and on
Changes from November 2015 Financial Review Projections

* Revisions to FY 2015-16 Current Year Estimates

* FY 2016-17 Preliminary Budget

* Revisions to FY 2017-18 and FY 2018-19 Projections

* Revised Estimates of the “Structural Deficit”

* How Much Time Is Left to Solve the Deficit Problems?
 Recommendations of the City Financial Task Force

e Council Discussion and Direction to Staff
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Underlying Assumptions for Latest
Forecasts through FY 2018-19

* Revenues
* Economy continues in “modest growth” mode through FY 2018-19

* Governor’s FY 16-17 Budget forecasts continued growth in FY 16-17, but warns of a recession
“not too far off,” given the length of the recovery to date

* Major revenue sources continue to grow, at a decreasing rate
* Reserves being used up in FY 2016-17 as previously planned

* Expenditures

* FY 2016-17 and future year expenditures are based on a “status quo” scenario, using FY
2016-17 budget submittals from departments as the baseline
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Impact of a Possible Recession
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FY 2015-16 Current Year Estimates --
General Fund

» “Budget Deficit” = difference between all inflows and outflows (one-time and
ongoing, transfers from reserves)

« Annual “budget deficit” has shrunk by $900,000 from November 2015 projection of

$2.6 million

* External Revenues and Overhead Charges are up a net of $500,000
* Property tax (Residual) up $400,000
* Utility Users Tax down $500,000
* Licenses and Permits up $100,000
* Charges for Services up $300,000
* Overhead Charges from other funds up $200,000

* General Fund spending coming in under budget by $400,000

* All departments, except Fire, projected to have savings




FY 2015-16 Current Year Estimates
General Fund

6/30




FY 2015-16 Current Year Estimates --
Internal Service Funds

* Net budget deficit for the five internal service funds combined is $800,000 smaller
compared to the November 2015 projections
* Revenues are up $1.1 million
* General Benefits Fund corrections (+5$700,000)
* Liability Fund settlement reimbursement ($+400,000)
* Expenditures are up $200,000
* Liability Fund ($+600,000)
* Information Technology, Government Buildings ($-400,000)
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FY 2015-16 Current Year Estimates
Five Internal Service Funds - Combined
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FY 2015-16 Current Year Estimates -
General and Internal Service Funds - Combined
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Total General and Internal Service Funds
Combined Fund Balances Projection
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FY 2016-17 Budget
General Fund

* Expenditure numbers based on department submittals at this point

» Budget deficit has grown by $100,000 from November 2015 projection of $2.1
million
* External Revenues and Overhead Charges are up a net of S1 million
 Sales Tax, TOT, Charges for Services, Use of Money and Property, Other Revenue (+$600,000)
* Property Tax, Utility Users Tax (-5300,000)
* Overhead Charge from General Benefits Fund up $700,000
» Net operating expenditures are also up $1 million
* Police (+$600,000)
* Public Works staff charge reimbursement down from Water Utility Fund (+5400,000)
* Transfers to Other Funds are up $100,000
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FY 2016-17 Budget

General Fund
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External Revenues 6 4 46.7
Net Operating

i

Expenditures 2.3 3.3
Difference -5.9 -6.6
Overhead Charges 0.4 1.1

Transfers In/Out — Net 3.4 3.3

Change in Fund Balance -2.1 -2.2
Opening Fund Balance

7/1 19.5 20.4
Ending Fund Balance - 17.4 18.2.
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FY 2016-17 Budget
Internal Service Funds

 Overall improvement of $1.1 million over November 2015 projections

* Revenues are up $1.3 million
* General Benefits Fund corrections (+5$700,000)
* General Benefits Fund increased charges to departments ($S+600,000)

» Expenditures are up $300,000
* Liability Fund ($+200,000)
* Equipment Replacement/Motor Pool (+$200,000)
* Information Technology ($-100,000)

* Transfers to Other Funds are up $100,000

* Government Buildings Fund for capital improvement projects
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FY 2016-17 Budget
Five Internal Service Funds - Combined
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22 2 23.4
Expenditu -24.3 -24.6
Difference -2.1 -1.2
Transfers In/Out — Net -1.5 -1.4
Change in Fund Balances -3.7 -2.6
;)/plening Fund Balance 31 33
Ending Fund Balances

i b i r J




FY 2016-17 Preliminary Budget

General and Internal Service Funds - Combined
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Total General and Internal Service Funds
Combined Fund Balances Projection
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FY 2017-18 Projection

General and Internal Service Funds - Combined

« Annual budget deficit projection has dropped by $400,000 from the November 2015
projection
* Revenues, including overhead charges are up $2.1 million
* Overhead Charge from General Benefits Fund (+$700,000)
» General Benefits Fund corrections and increased charges to departments (+$1.3 million)
* Expenditures are up $2.2 million

* General Fund: Updated PERS and OCFA-supplied forecasts; other projections updated based on
historical growth rates compared to the previous 1% growth (+1.9 million)

* Internal Service Funds: Liability and Equipment Replacement increases, Information Technology
decrease (net +0.3 million)

* Net Transfers to other funds are down by $400,000

* General Fund transfer to Information Technology eliminated (+600,000)
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* Net increase in transfers from Internal Service Funds for capital projects ($-200,000)




FY 2017-18 Projection

General and Internal Service Funds - Combined
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Total General and Internal Service Funds
Combined Fund Balances Projection
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FY 2018-19 Projection

General and Internal Service Funds - Combined

» Annual budget deficit projection has dropped by $1.7 million from the November 2015
projection
* Revenues, including overhead charges are up $3.0 million

* Overhead Charges from other funds restored, had been eliminated in November 2015 projections
(+1.1 million)

* More detailed General Fund revenue projections completed now, compared to gross projections only
at November 2015 (+51.2 million)

» General Benefits Fund corrections and increased charges to departments (+$0.7 million)
* Expenditures are up $1.6 million

* General Fund: Use of PERS and OCFA-supplied forecasts, other projections based on historical growth
rates, compared to the gross projections only at November 2015 (+1.2 million)

* Internal Service Funds: Liability, General Benefits and Equipment Replacement increases, Information
Technology decrease (net +0.4 million)

* Net Transfers to other funds are down by $400,000
* General Fund transfer to Information Technology eliminated (+600,000)

it

_
:

]

Il

|
L

Wff

» Net increase in transfers from Internal Service Funds for capital projects ($-200,000)
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FY 2018-19 Projection

General and Internal Service Funds - Combined
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Total General and Internal Service Funds
Combined Fund Balances Projection
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Summary of Changes in “Budget Deficits”

(LD PP Generat pund )L | linteenai Servies Funds

Budget Deficits Budget Deficits Budget Deficits Budget Deficits
(Nov 2015) (Curren t) (Nov 2015) (Curren t)

FY 2015-16 S - 2.6 million S -1.7 million S -2.9 million S - 2.1 million
FY 2016-17 - 2.1 million - 2.2 million - 3.7 million - 2.6 million
FY 2017-18 - 6.4 million - 6.8 million - 2.9 million - 2.2 million
FY 2018-19 - 9.5 million - 7.8 million - 2.9 million - 2.9 million
Total S - 20.6 million S 18.5 million S -12.4 million S - 9.8 million

* Net improvement of $4.7 million over four years
e General Fund = $2.1 million
* Internal Service Funds = $S2.6 million




Summary of Changes in “Budget Deficits”
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Revised Estimates of the “Structural
Deficit”

* The “Structural Deficit” is the difference between ongoing General Fund revenues
and ongoing General Fund expenditures

* How the “Structural Deficit” is calculated
 Start with the General Fund “Budget Deficit”

* Remove one-time revenues and expenditures, and revenues that are unreliable for the
long-term

* Remove the “band-aid” fixes (for example: use of reserves, undercharges from Internal
Service Funds)
* Add in long-term expenditure needs not currently being fully addressed
* |Infrastructure needs - streets
* Other post-employment benefits (retiree health benefits)

* There can be others as well (such as capital asset replacement, restoration of previous cuts, etc.)
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Revised Estimates of the “Structural
Deficits”

FY 2018-19 (not calculated) -15.5 million
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Projected “Structural Deficits” -

FY 2015-16 to FY 2017-18
(as of November 2015)

$12.4 million
$12.6 million
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Currently Projected “Structural Deficits” -
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+3.5%

+3.9%

S15-5mittion

- -
“Structural Deficit” $14.3 million
$12.9 million
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Why Are Structural Deficits Now
Expected To Grow More Rapidly?

* Ongoing expenditures are now expected to grow significantly faster than ongoing
revenues

* Ongoing revenue growth still 2.1% per year (FY 2017-18 and FY 2018-19) compared to
ongoing expenditure growth of 3.9% and 3.5% per year for the same two years

* Future expenditure growth based more on historical growth rates, compared to previous
projections

* The solution to “Structural Deficits” is two-fold
* Close the gap
* Keep ongoing expenditures from growing faster than ongoing revenues
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How Much Time Is Left to Solve the
Deficit Problems7

3$O """"" .« Projected Fund Balances - General and Internal Service Funds Combined
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How Much Time Is Left to Solve the
Deficit Problems?

Short answer: Two more years for “Budget Deficits”

Based on current projections and the preliminary FY 2016-17 budget, fund balances
in the General Fund and Internal Service Funds combined will be exhausted by the
end of FY 2018-19

It is prudent to maintain a certain level of fund balances to address budget
unknowns and errors in estimates

It is possible that the current projection of -50.3 million net ending fund deficit at
June 30, 2019 is within the margin of error of the estimates and therefore there
could be sufficient resources for the City to survive through the end of FY 2018-19,
but it is also very possible that there will not be sufficient resources

Addressing the “Budget Deficits” is the immediate problem, to maintain solvency

Eliminating the “Structural Deficits” is also important, but there is a little more time
to address that problem
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Recommendations of the City Financial
Task Force

* The City Financial Task Force understands that the current City Council did not create
the current budget and structural deficits. They were created primarily by two
actions:

* The first occurred when a former City Council approved reducing the City’s property
tax rate many years ago. As a result, Westminster receives a very small share of each
dollar of property tax paid by property owners of the City, and one of the smallest
shares of all the cities in Orange County.

* The State of California abolished all redevelopment agencies in California and diverted
to the State all of the property tax revenue the agencies had been receiving. The loss | HH
of redevelopment funds for Westminster was about $11 million per year. | M I
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Recommendations of the City Financial
Task Force

The Task Force has observed that over the past several years the City has continued to use
reserves to balance its annual General Fund budget.

If the City Council takes no action, the reserves will be depleted within approximately three
years.

The Task Force believes that the City should first examine how costs can be further reduced,
before seeking voter approval on a tax measure.

Given the size of the City’s budget and structural deficits, the Task Force also believes that
regardless of what additional cost-saving measures may be implemented, additional revenue | HH
will need to be generated to overcome the deficits and maintain an appropriate level of Il W)) Il
reserves. Wﬁﬁﬁﬁ // }
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Recommendations of the City Financial
Task Force

* (R1) The City should first examine all possibilities for further cost savings prior to
placing a local sales tax measure before the voters.”¥ The Task Force understands
the urgency of addressing the City’s budget and structural deficits and is aware of
the significant budget and staffing reductions that have already taken place over the
past four years. But the Task Force believes that tax measures should only be
considered after the City has exhausted and implemented the following cost cutting
and efficiency-related recommendations included in this report. This will allow the
City to further refine the amount of shortfall needing to be addressed by a revenue
measure.
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Recommendations of the City Financial
Task Force

* (R1a)The City should immediately commission a study by an outside firm to examine all
current City operations and make recommendations for cost reductions, greater efficiencies
and other methods of service delivery, including contracting out or contracting in.

* (R1b)The City should seek a proposal from the Orange County Sheriff to provide police
services to the community.*

* (R1c) If feasible, the City should develop a plan to relocate City Hall offices as soon as possible
to the police headquarters building, and seek the best alternative use for the current City
Hall property.(®)

* (R1d)The City should begin to identify alternatives to the Orange County Fire Authority
(OCFA) for providing fire and emergency medical services to the community.®
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Recommendations of the City Financial
Task Force

* (R2) The City should commission a study to determine the feasibility of selling or leasing the
City’s water utility as a means of generating additional general funds for the City.®

* (R3) The City should conduct an aggressive and transparent campaign to educate the
community on the City’s finances, and hire a communications firm to handle the campaign
with guidance from City staff.(*)

» (R4) The City should also consider adoption of a Declaration of Fiscal Emergency.®)

* (R5) The City should enhance the marketing of its current ambulance subscription program
to realize additional revenue.®®
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* (R6) The City should seek ways to reduce its accounts receivable delinquencies, the most
significant of which affecting the General Fund are for ambulance services.®




Recommendations of the City Financial
Task Force

* (R7) The City should expand its business license inspection program, to better ensure that all
businesses operating in the City have a proper license.®

* (R8) The City should investigate whether franchise fee revenue for commercial and industrial
refuse collection services could be obtained from the Midway City Sanitary District.(*

* (R9) The City should update its user fees. The most recent update of user fees occurred in
June 2013@

* (R10) The City should consider increasing certain fines that can be set locally (for example,
fireworks, street cleaning/parking, and disabled parking).®*
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* (R11)The City should endeavor to increase cost recovery for Code Enforcement activities,
through greater use of citations and other program-related revenue sources.®
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Recommendations of the City Financial
Task Force

* (R12) The City should seek voter approval to modernize its Utility Users Tax ordinance to
capture revenue from additional telecommunications services not in existence when the
ordinance was adopted.®

* (R13)The City should change the priorities of Code Enforcement activities to focus on City
appearance.®

* (R14)The City should establish a policy that no new facilities or capital improvements will be
approved without identified funding for ongoing maintenance.®

* (R15)Legalized gambling should not be permitted in the City.
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* (R16)The City should establish a minimum fund balance policy. It is recommended that the
combined fund balances of the General Fund and Internal Service Funds be maintained at a
level of no less than $10 million.®
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Main Messages

* Six months have elapsed since the November 2015 Financial Review, providing new actual
revenue and expenditure data from which to revise previous forecasts

* The General and Internal Service Funds “Budget Deficits” for this year and the next three
years in total are $4.7 million smaller compared to the projections made in November 2015

* “Structural Deficits” are expected to grow in size more rapidly than previously anticipated
* The timeline for action is the same as projected in November 2015
* Action needs to be taken during the next two years to address the City’s “Budget Deficits”

* The growth in ongoing expenditures must be controlled and kept in line with the growth in
ongoing revenues to solve the “Structural Deficit” problem going forward

* The City Financial Task Force has completed its work and has 16 recommendations for
addressing the deficits

* Staff is seeking direction from the Mayor and City Council regarding; a status quo budget, fﬁﬁﬁ
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potential budget cuts, and revenue enhancements
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