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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:
August 25, 2009
TO:
Mayor and Councilmembers

FROM:
Accounting Division, Finance Department
SUBJECT:
Fiscal Year 2009 Preliminary Year-End Results
RECOMMENDATION:  That Council: 
A. Accept the Fiscal Year 2009 Interim Financial Statements for the Year Ended June 30, 2009; and
B. Hear a report from staff on the General Fund’s preliminary year-end results of operations and options for addressing the shortfall of revenues in relation to expenditures. 

DISCUSSION:
The accompanying interim financial statements (Attachment 1) present the preliminary year-end revenues and expenditures, with a comparison to budgeted amounts, for the fiscal year ended June 30, 2009. Revenues and expenditures will continue to be analyzed and, as necessary, further adjusted in the next few weeks in preparation for the annual independent financial audit.

Each month staff provides City Council with interim financial statements that provide a status of revenues and expenditures in relation to budget. In those interim reports, the focus is on identifying any material variances and, if appropriate, any adjustments to the budget that may be required. At year-end, however, the focus is more on providing a summary of the final results of operations and their impacts on reserve balances, and to help understand material favorable and unfavorable variances from budget.
Recap of General Fund Mid-Year Balancing Strategy
On March 3, 2009, staff presented the mid-year report detailing the status of revenues and expenditures as of December 31, 2008.  At that time, staff had projected a year-end General Fund deficit of $6.7 million as a result of the following items:

	
	
	

	Shortfall in Tax and Other Non-Departmental Revenues
	
	    $    2,397,232

	Shortfall in Departmental Fees and Charges
	
	          1,450,000

	Unrealized Anticipated Year-End Variances
	
	          2,420,494

	Unbudgeted Leave Cash-Out – Retirees
	
	             400,000

	
Total
	
	         $6,667,726


The strategy to close the projected deficit included six components, summarized in the table below.
	
	
	Amount

	Departmental Savings
	
	   $   3,500,000

	Appropriated Reserves
	
	           700,000

	Workers’ Comp Reserves
	
	        1,000,000

	Internal Service Fund Rebates
	
	           243,373

	Street Sweeping Fund Reserves
	
	           500,000

	Capital Program Deferrals
	
	           725,000

	        Total
	
	   $   6,668,373


Preliminary Year-End Expenditure Results

Attachment 2 presents the adjusted budget, actual expenditures, and encumbrances for each department in the General Fund. As shown on the schedule, expenditures are $4,332,588 under budget (excluding encumbrances) at year end. This includes $700,000 in unspent appropriated reserves included in “Non-Departmental” that was intended to remain unspent as part of the mid-year balancing strategy. Excluding appropriated reserves, General Fund departments exceeded their targeted savings of $3.5 million by $132,588. This is a notable accomplishment given the savings target was calculated half way through the fiscal year.
As shown in Attachment 2, Police Department expenditures exceeded the adjusted budget for the year by more than $252,000 due to over-hiring sworn staff, as directed by Council, and other unbudgeted costs. However, Police revenues exceeded budget by approximately $145,000, which will be used to offset a portion of the unbudgeted costs. The additional revenue is due to Special Events permits exceeding budget by approximately $78,000, animal license fees exceeding budget by approximately $38,000, and reimbursements from other agencies for services performed. 

Preliminary Year-End Revenue Results
At mid-year, non-departmental revenues, consisting primarily of taxes, were lowered by $2,397,232 based on projections developed in January 2009. In addition, departmental fees and charges were lowered by $1,450,000, of which $1 million was attributed to declining building and planning fees, with the balance attributable to declines in parking violations.  Since then, revenues have declined even further. 

Attachment 3 summarizes total General Fund revenues, showing the adopted budget, mid-year adjustments, other budget adjustments during the year, and the preliminary year-end results. Since January, tax revenues have gotten progressively worse, requiring several adjustments to year-end projections.  The key General Fund tax revenues are shown in the table below.

	
	Adopted

Budget
	
	Mid-Year

Adjustments
	
	Adjusted

Budget
	
	Prelim.

Year End

Results
	
	Expected

Variance

	
	
	
	
	
	
	
	
	
	

	Sales
	$20,434,000
	
	 $(1,552,568) 
	
	$18,881,432
	
	$17,679,672
	
	$(1,201,670)

	Property
	  23,306,000
	
	      (140,705)
	
	  23,165,295
	
	  23,237,116
	
	        71,821

	Trans. Occup.
	  13,334,000
	
	      (548,887)
	
	  12,785,113
	
	  12,057,575
	
	     (727,538)

	Utility Users
	    6,966,000
	
	       163,923
	
	    7,129,923
	
	    6,849,387
	
	     (280,536)

	    TOTAL
	
	
	 $(2,078,237)
	
	
	
	
	
	 $(2,137,923)


As shown above, the continued deterioration of key tax revenues resulted in a loss of over $2.1 million in addition to the reduced estimates in March of almost $2.1 million. As shown in Attachment 3, General Fund revenues are expected to end the year at just over $104 million, which represents a $4.2 million shortfall from the adjusted budget.  
Options for Addressing Estimated Year-End Deficit

Based on preliminary year-end revenues and expenditures totals, the General Fund has a remaining deficit of approximately $2.4 million.  All of the fiscal year 2009 options for reducing ongoing costs or increasing revenues have expired with the end of the fiscal year, leaving only one-time measures to close the deficit. The main options are listed below.
1. Self-Insurance Fund Reserves – Over the last several years, as a result of favorable experience in workers’ compensation and liability programs, actual claims paid have gone down. In addition, the actuarially required reserves that are calculated by an independent actuary for outstanding claims have been lowered. As a result, actual reserve balances projected as of June 30, 2009 are approximately $4.8 million. Of this total, approximately 50% is attributable to the General Fund, and the balance to enterprise funds. The General Fund portion of approximately $2.4 million is available to help close the General Fund gap. 
2. Street Sweeping Fund Reserves – The Street Sweeping Fund was created approximately five years ago to fund the residential street sweeping program. The program is funded primarily from parking citations for vehicles parked in the marked no-parking areas on sweeping days. Over the years, the revenues from parking citations have exceeded the program costs, especially during the initial years as the program was expanding to more residential neighborhoods. As of June 30, 2009, the Street Sweeping Fund has approximately $300,000 of reserves available over amounts required as an operating reserve.
3. City Hall Allocation Fund Reserves – This Fund is used to centrally account for utility and maintenance costs for City Hall and the Public Works/Community Development Department offices on 630 Garden Street. The fund currently has accumulated approximately $450,000 to replace the City Hall telephone switch, which is expected to need replacement in close to 5 years.  These funds can be used, if necessary. 

4. Capital Reserves – Per City policy, the General Fund has established and funded a capital reserve set at a fixed amount of $1 million. The original intent of the reserve was to cover unexpected cost overruns in General Fund capital projects. This reserve has not been used in almost fifteen years. 
5. Budgetary Reserves – Per City policy, the General Fund is also supposed to have a budgetary reserve totaling 10% of the current operating budget. Over the last several years, this reserve has been used to fund declining revenues during the recession following “9-11” and rising operating costs. The reserve currently has a balance of approximately $950,000. 
Next Steps
After completing the year-end closing of the accounting records and finalizes the year-end revenues and expenditures, staff will return to City Council in late September with a recommended strategy for closing the expected General Fund deficit. Staff will also present recommended adjustments to allocate appropriations to the Police Department, and any other department as appropriate, to cover their expenditures in excess of budget. 

ATTACHMENTS:
1. 
Interim Financial Statements for the Year Ended June 30, 2009
2. Summary of General Fund Expenditures by Department
3. Summary of General Fund Revenues
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