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REPORT

To the Honorable Mayor and City Council
From the City Manager

February 5, 2005

Subject
Council Direction for 2005/2006 General Fund Budget

Recommendation

1. Reuvisit Council policy regarding the use of reserves as compared to budget reductions
for the 2005/2006 general fund operating budget, 2. Provide direction on format and
information needed for June budget hearings, and 3. Confirm budget hearing dates.

Background

Council Policy regarding use of reserves

On January 2004 at the Council Budget Study Session, staff presented Council with initial
projections regarding the 2004/2005 and 2005/2006 general fund operating budgets. At
that time, in order to make up for the initially projected deficit, Council direction was to use
50% of reserves and make 50% in budget reductions for 2004/2005, and to use 33% of
reserves and make 67% in budget reductions for 2005/2006.

In June 2004, Redwood City faced a $9.2 million deficit for fiscal year 2004/2005. During
the budget hearings, Council proposed to take $4.1 million from reserves and make budget
reductions in the amount of $5.1 million, which was projected to yield a fund balance equal
to 12% at the end of fiscal year 2006/2007. You will recall, that Council’s initial policy is for
reserves to be 15% to 20% of anticipated revenues.

Staff has received updated information regarding revenues and has been able to revise the
projections for 2005/2006. The current data, allows us to provide more accurate
projections than what we were able to provide in January and July of 2004. The revised
projections show an additional $2.8 million in revenues that we have added since July
2004. We are also starting to see indications that the economy is starting to gradually
recover. Please see “Assumptions” Attachment which describes the assumptions that
have been included in the projections.

Given, the revised projections, staff feels we should revisit the current policy and take a
higher percentage from reserves than originally endorsed at the last priority setting session.
Therefore, staff is presenting four new possible alternatives (Options B, C, D and E) to
Council’s current policy (Option A), which are listed below from most conservative to least
conservative.
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Option A is Council’s original direction to staff, which states that in 2005/2006 we would
take 33% of the initially estimated operating deficit from reserves and 67% in budget
reductions. For 2006/2007, the direction was to take 0% from reserves and 100% in
budget reductions. As presented in January 2004, this scenario projected that the City
would have 12% in reserves by the end of 2006/2007.

Option A-Updated also describes Council’s current policy, however, with current revenue
and expenditure estimates. Moving forward with Option A-Updated is a more conservative
approach of any outlined below, and gets rid of the structural deficit the quickest, but
causes the deepest budget cuts. Should Council elect to continue with its current policy,
we project 20% in reserves by the end of 2007/2008. The risk of Option A-Updated is that
we may make cuts much deeper than is necessary.

*As of Jan 2004 Option A
Close deficit by Projected 12% Reserve
use of: 2005/2006 | 2006/2007 | 2007/2008 | at June 2007 '
Reserves 33% 0% 0%
Budget reduction 67% 100% 100%
% Cut to all depts. 5.5% 2.66% n/a

*Updated Option A-Updated
numbers as of
Jan. 2005
Close deficit by Projects 20% Reserve
use of: 2005/2006 | 2006/2007 | 2007/2008 at June 2008
Reserves 33% 0% 0%
Budget reduction 67% 100% 100%
% Cut to all depts. 3.23% 0.32% 0.32%

1 Projections include three years of projections, therefore, in Jan. 2004 the projections ended with fiscal

year 2006/2007.
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Option B is the most conservative option of the new possible options, as it takes 50% of
the projected operating 2005/2006 deficit from reserves and 50% in budget reductions;
33% from reserves and 67% in budget reductions for 2006/2007, and finally 0% from
reserves and 100% in budget reductions for 2007/2008. Option B leaves us with a
projected 19% in reserves by the end of 2007/2008.

Option B
Close deficit by Projects 19% Reserve
use of: 2005/2006 | 2006/2007 | 2007/2008 at June 2008
Reserves 50% 33% 0% :
Budget reduction 50% 67% 100%
% Cut to all depts 2.41% 0.75% 0.68%

Option C involves taking 67% of the projected operating 2005/2006 deficit from reserves
and 33% in budget reductions; 50% from reserves and 50% in budget reductions for
2006/2007, and finally 33% from reserves and 67% in budget reductions for 2007/2008.

This option leaves us with an anticipated 17% in reserves by the end of 2007/2008.

Option C
Close deficit by Projects 17% Reserve
use of: 2005/2006 | 2006/2007 | 2007/2008 at June 2008
Reserves 67% 50% 33%
Budget reduction 33% 50% 67%
% Cut to all depts 1.64% 0.93% 0.82%

Option D is less conservative of the two new possible options described above (Option B
and C), however, it is still more conservative than Council’s policy adopted in Jan. 2004.
Council’s original policy left us with forecasted reserves of 12%, while this option will leave
us with a projected 15% reserve. With this option we would take 75% from reserves and
make 25% in budget reductions in 2005/2006 and 2006/2007. In 2007/2008, we would take
67% from reserves and 33% in budget reductions.

Option D
Close deficit by Projects 15% Reserve
use of: 2005/2006 | 2006/2007 | 2007/2008 at June 2008
Reserves 75% 75% 67%
Budget reduction 25% 25% 33%
% Cut to all depts 1.21% 0.57% 0.67%
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Option E is the least conservative of the four new possible options. This option involves
taking 90% from reserves for each of the next three fiscal years, and 10% in budget
reductions. Under this option, we project 12% reserves on June 2008. In the details of
Option E, you can see that at the end of fiscal year 2007/2008, we still have a $1.9 million
operating deficit and will run out of reserves before we can grow our way out. For this
reason, staff is not recommending Option E.

Option E
Close deficit by Leaves 12% Reserve
use of: 2005/2006 | 2006/2007 | 2007/2008 ._at June 2008
Reserves 90% 90% 90%
Budget reduction 10% 10% 10%
% Cut to all depts 0.48% 0.29% 0.29%

In reviewing the options described above, Council may want to consider the following
points in determining a revised Council direction for the amount of reserves to be used as
compared to budget reductions:

> How optimistic do you feel that Redwood City will “grow” itself out of the budget
deficit?

> Do we need to have a balanced budget by 2007/2008, even if you have reason to
believe revenues and expenditures will be in line by 2008/2009?

> Given the assumptions about excess ERAF rebates from the County and software
sales tax revenues, what level of risk do you have in deciding your policy if either or
both of these revenues go away?

Staff does not believe that Redwood City can completely grow out of this deficit without
further budget reductions. We will run out of reserves before we can grow our way out.
Therefore, the question is what balance of reserves and budget reductions make Council
comfortable.

From a public policy standpoint, staff recommends that Council adopt a policy that will put
us in the range of Option C.

Format and information need for Budget Hearings

Fiscal year 2005/2006 is the second year of our two-year budget, therefore, staff will
prepare the 2005/2006 proposed budget by exception, showing recommended
reductions/changes to the budget that were approved in June 2004. As requested, staff
will also provide a variety of alternative reductions should Council elect to add back a
proposed reduction.
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At this time, we also ask that Council advise staff of any additional documentation or
information you would like to see as part of the proposed budget document or be
presented at the budget hearings.

Budget Hearing dates

Soon after this meeting, staff will begin to prepare the 2005/2006 proposed budget. As
part of that process, a budget calendar must be established. Therefore, staff proposes the
following three dates for the budget hearings. We expect to complete the budget
presentation in two sessions, so the third date may not be necessary.

Monday, June 20,
Monday, June 27, and
Wednesday, June 30, 2005

Alternatives
Staff would ask that Council update its policy regarding the use of reserves. Council may
also elect to modify the proposed budget hearing dates.

ch(nf\k,m @/Z’"\ RNV

‘Magda Gonzalez | "L ®Brian Ponty Ed Everett
Assistant City Manager Finance Director City Manager

Attachments

Assumptions

Five Year General Fund Projections
Option A

Option A-Updated

Option B

Option C

Option D

Option E
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Projected FY2005/06 and FY2006/07 General Fund Budgets

Assumptions Relied Upon By Staff

Sales tax revenue:

3% to 4% annual growth.

The retail/cinema project opens in January 2006.
Century 12 site generating sales tax in FY2006/07.

No further losses from electronically delivered software.

= Property tax revenue increases 4% to 5% annually.
= “Excess ERAF" rebates continue at $1 million annually.

* No increases in supplies and services budgets in FY2005/06 and
FY2006/07 with a 2% increase in FY2006/07.

= Each bargaining unit will forego one or two years of a salary increase.

o The three non-safety employee groups will have each given up two
years of annual salary increases.

o Foregoing at least one year of salary increases is assumed for the
safety employee groups.

* No increases in staffing levels except for those associated with the
opening of the Redwood Shores Branch Library in FY2007/08.

= The only other increases in salary and benefits costs will be due to
increases required under labor agreements (e.g. negotiated salary
increases, retirement costs, and health benefits).

= The revenue estimates presented today are very preliminary and will
change before the FY2005/06 budget is presented to Council in June
2005.

Assumptions for 2-5-05 v.2 study session
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Projection as of January 2004 - Option "A"

2003-04 2004-05 2005-06 2006-07

Total Revenues 62,007 62,591 64,527 67,745
Total Expenditures (64,150) (70,610) (74,899) (78,061)
Adjustments:
Revenues: 1,000 1,000 1,000
State takeaways (635)
Prior year reductions 3,510 7,437
"Initial"Deficit (2,778) (7,019) (5,863) (1,879)
Deficit - % of expenditures -4.33% -9.94% -8.21% -2.66%
Deficit - % of revenues -4.48% -11.21% -9.09% -2.77%
Percentage of deficit covered by reserves 50.00% 33.00% 0.00%
Expenditure reductions $ (3,510) (3,928) (1,879)
(Use)/addition of/to reserves $ (2,778) (3,510) (1,935) 0

Reserve Analysis

July 1, 2003 16,917
drawdown (2,778)
June 30, 2004 22.80% 14,139
July 1, 2004 14,139
drawdown (3.510)
June 30, 2005 16.72% 10,630
July 1, 2005 10,630
drawdown (1,935)
June 30, 2006 13.27% 8,695
% July 1, 2006 8,695
drawdown 0
June 30, 2007 12.65% 8,695

2004-05 2005-06 2006-07
Reductions as a Percentage of Expenditures:
"across the board" 4.97% 5.50% 2.66%
“no cuts to public safety" 9.94% 11.00% 5.32%

Fund Balance Analysis4Jan 16 04x
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Projection as of January 2005 - Option "A-Updated"

2004-05 2005-06 2006-07* 2007-08

Total Revenues 64,927 65,395 69,621 72,342
Total Expenditures (66,235) (68,711) (72,068) (75,022)
Adjustments:

Revenues: 0 0 0
Prior year reductions 2,222 2,447
"Initial"Deficit (1,308) (3,316) (225) (233)
Deficit - % of expenditures -1.97% -4.83% -0.32% -0.32%
Deficit - % of revenues -2.01% -5.07% -0.32% -0.32%
Percentage of deficit covered by reserves 33.00% 0.00% 0.00%
Expenditure reductions $ (2,222) (225) (233)
(Use)/addition of/to reserves $ (1,308) (1,094) 0 0

Reserve Analysis

July 1, 2004 16,948
drawdown (1,308)
June 30, 2005 24.09% 15,640
July 1, 2005 15,640
drawdown (1,094)
June 30, 2006 22.24% 14,546
July 1, 2006 14,546
drawdown 0
June 30, 2007 20.89% 14,546
July 1, 2007 14,546
drawdown , 0
June 30, 2008 20.11% 14,546

2005-06 2006-07* 2007-08
Reductions as a Percentage of Expenditures:
“across the board" 3.23% 0.32% 0.32%
"no cuts to public safety" S 7 Booy 75%

* FY06/07 revenues does not include the State's promise to make a one-time only payment of
$1.3 million for FY03/04 VLF revenues

Feb 05 2005 budget reduction options1 opt A-updated
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Projection as of January 2005 - Option "B"

2004-05 2005-06 2006-07* 2007-08

Total Revenues 64,927 65,395 69,621 72,342
Total Expenditures (66,235) (68,711) (72,068) (75,022)
Adjustments:

Revenues: 0 0 0
Prior year reductions 1,658 2,187
"Initial"Deficit (1,308) (3,316) (789) (493)
Deficit - % of expenditures -1.97% -4.83% -1.12% -0.68%
Deficit - % of revenues -2.01% -5.07% -1.13% -0.68%
Percentage of deficit covered by reserves 50.00% 33.00% 0.00%
Expenditure reductions $ (1,658) (529) (493)
(Use)/addition of/to reserves $ (1,308) (1,658) (260) 0

Reserve Analysis

July 1, 2004 16,948
drawdown (1 ,308)
June 30, 2005 24.09% 15,640
July 1, 2005 15,640
drawdown (1,658)
June 30, 2006 21.38% 13,982
July 1, 2006 13,982
drawdown (260)
June 30, 2007 19.71% 13,722
July 1, 2007 : 13,722
drawdown 0
June 30, 2008 18.97% 13,722

2005-06 2006-07* 2007-08
Reductions as a Percentage of Expenditures:
"across the board" 2.41% 0.75% 0.68%
"no cuts to public safety" 5.61% 1.75% 1.58%

* FY06/07 revenues does not include the State's promise to make a one-time only payment of
$1.3 million for FY03/04 VLF revenues

Feb 05 2005 budget reduction options option B



5. B-C-D. /|

Projection as of January 2005 - Option "C"

2004-05 2005-06 2006-07* 2007-08
Total Revenues 64,927 65,395 69,621 72,342
Total Expenditures (66,235) (68,711) (72,068) (75,022)
Adjustments:

Revenues: 0 0 0
Prior year reductions 1,127 1,787
"Initial"Deficit (1,308) (3,316) (1,320) (893)
Deficit - % of expenditures -1.97% -4.83% -1.86% -1.22%
Deficit - % of revenues -2.01% -5.07% -1.90% -1.23%
Percentage of deficit covered by reserves 66.00% 50.00% 33.00%
Expenditure reductions $ (1,127) (660) (598)
(Use)/addition of/to reserves $ (1,308) (2,189) (660) (295)

Reserve Analysis

July 1, 2004 16,948
drawdown (1,308)
June 30, 2005 24.09% 15,640
July 1, 2005 15,640
drawdown (2,189))
June 30, 2006 20.57% 13,451
July 1, 2006 13,451
drawdown (660)]
June 30, 2007 18.37% 12,792
July 1, 2007 12,792
drawdown (295)
June 30, 2008 17.27% 12,497

2005-06 2006-07* 2007-08
Reductions as a Percentage of Expenditures:
"across the board" 1.64% 0.93% 0.82%
"no cuts to public safety" 3.82% 2.16% 1.90%

* FY06/07 revenues does not include the State's promise to make a one-time only payment of
$1.3 million for FY03/04 VLF revenues

Feb 05 2005 budget reduction options option C
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Projection as of January 2005 - Option "D"

: 2004-05 2005-06 2006-07* 2007-08
Total Revenues 64,927 65,395 69,621 72,342

Total Expenditures (66,235) (68,711) (72,068) (75,022)
Adjustments:

Revenues: 0 0 0
Prior year reductions 829 1,234
"Initial"Deficit (1,308) (3,316) (1,618) (1,447)
Deficit - % of expenditures -1.97% -4.83% -2.27% -1.96%
Deficit - % of revenues -2.01% -5.07% -2.32% -2.00%
Percentage of deficit covered by reserves 75.00% 75.00% 66.00%
Expenditure reductions $ (829) (405) (492)
(Use)/addition of/to reserves $ (1,308) (2,487) (1,214) (955)

Reserve Analysis

July 1, 2004 16,948
drawdown (1,308)
June 30, 2005 24.09% 15,640
July 1, 2005 15,640
drawdown g2,4872
June 30, 2006 20.11% 13,153
July 1, 2006 13,153
drawdown ( ,214)
June 30, 2007 17.15% 11,940
July 1, 2007 11,940
drawdown (955)
June 30, 2008 15.18% 10,985

2005-06 2006-07* 2007-08
Reductions as a Percentage of Expenditures:
"across the board" 1.21% 0.57% 0.67%
"no cuts to public safety" 2.81% 1.32% 1.55%

* FY06/07 revenues does not include the State's promise to make a one-time only payment of
$1.3 million for FY03/04 VLF revenues

Feb 05 2005 budget reduction options option D



Projection as of January 2005 - Option "E"

Total Revenues
Total Expenditures

Adjustments:
Revenues:

Prior year reductions

“Initial"Deficit
Deficit - % of expenditures
Deficit - % of revenues

Percentage of deficit covered by reserves
Expenditure reductions $
(Use)/addition of/to reserves $

July 1, 2004
drawdown
June 30, 2005

July 1, 2005
drawdown
June 30, 2006

July 1, 2006
drawdown
June 30, 2007

July 1, 2007
drawdown
June 30, 2008

5| 6‘C"D~ )3

Reductions as a Percentage of Expenditures:

"across the board"
"no cuts to public safety”

2004-05 2005-06 2006-07* 2007-08
64,927 65,395 69,621 72,342
(66,235) (68,711) (72,068) (75,022)

0 0 0
332 543 .
(1,308) (3,316) (2,115) (2,137)
-1.97% -4.83% -2.95% -2.87%
-2.01% -5.07% -3.04% -2.95%
90.00% 90.00% 90.00%
(332) (212) (214)
(1,308) (2,984) (1,904) (1,923)
Reserve Analysis
16,948
(1,308)
24.09% 15,640
15,640
2,984
19.35% 12,656
12,656
1,904
15.44% 10,752
10,752
1,923
12.20% 8,829
2005-06 2006-07* 2007-08
0.48% 0.29% 0.29%
1.12% 0.69% 0.67%

* FY06/07 revenues does not inciude the State's promise to make a one-time only payment of

$1.3 million for FY03/04 VLF revenues

Feb 05 2005 budget reduction options1 option E





