Finance Department

City of Santa Cruz FY 2019 Budget

S

Proactive Preservation through Unprecedented Times

Thursday, May 31 7:00pm - 8:30pm

Police Community Room - 155 Center St, Santa Cruz

City Council Budget Ad-Hoc Committee City of Santa Cruz Staff
Mayor David Terrazas Martin Bernal, City Manager
Vice Mayor Martine Watkins Marcus Pimentel, Finance Director
E Councilmember Sandy Brown
SHECAE
Budget 101 Community Forum
Agenda
7:00 - Welcome by Mayor David Terrazas
7:05 - Committee goals (Vice Mayor Watkins & Councilmember Brown)
7:10-7:30 Staff Presentation
Unprecedented government finances during robust economic growth
Santa Cruz budget and staffing comparisons
Demystifying the Full City Plus service model
2013 through 2023: Recap of City’s fiscal strategies
7:30 - 8:30 Listen, Questions, and Comments
93-‘33—'5 6/1/2018 4:49 PM
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New approaches to our fiscal
challenges

* Creation of the City Council Ad-Hoc Budget Committee
* Deployment of internal Action Lab model

* Listening and engagement through a diverse Community Focus
Group

* Various stakeholder presentations

— Chamber of Commerce, Santa Cruz Business Council, Santa Cruz
Neighbors

*  Community Budget 101 Forum
* Frequently Asked Questions

* Budget Redesign
— Budget in Brief with new summary of key changes

oy
LR 6/1/2018 4:49 PM

We’re not alone

(FY 2019 data not yet available)
FY 2018 Adopted Budget Deficit Projections
Davis N 2%

Ventura N 5 .0%
Santa Maria —
Berkeley S o
e
Santa Cruz * Dec'17- City eli_ 2.7% <:| ﬁﬂ
P ——

LLle OF

Monterey BN 02% ~ SANIACRUZ
Santa Barbara** I 0.8%

* City adopted changes in Dec 2017 to eliminate the 2.7% projected gap
**Santa Barbara was 0.8% after $1.9 million in budget balancing measures

Frg
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PERS $S318 BILLION -

Investment Sho_[tfall

Investment returns fall short

CalPERS projected an average 8.25% annual
investment growth that didn't materialize when
two recessions limited fund performance,

Benefits 8-25%r Actual PERS Value
brejection e 295.1 billion needed to .double to
meet funding needs

enhanced .
in 1999, L"
Fund value: -’

Fund value 159.1 billion ="
in 1990; O
49.8 billion
2000-01 2008-09 - LaprcEs
recession recession City is reimbursing PERS
$9 - $11 million more
Source: CalPERS projection and Times analysis @latimesgr)l annually for investment

shortfalls

Lo 6/1/2018 4:49 PM

State investment shortfall doubling
payments to Pension Fund

General non-safety represents 2,043 Fire and Police represents 480
members (active and inactive) members (active and inactive)
City payment for general employ City payment for FIRE and POLICE
B 8 Penslon costs & State shortizll costs H s Penslon costs & State shortfell costs
Ew {projected - Dec'17) 5 (projected - Dec™17)
= X i1
218
310
217
S0 58
& ES
i
54
“ 56.
n sao 544 Sar 54 : =
30 m
FYo1E Fyanms FY2020 ran FFn FYaoms FYaoms Ao ran Fraoz
General Benelit Cosi W Stale Shartfall cost B General Benelit Cosl W Stale Shortiall cost
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Declining & Eroding Revenues

.

Demographics & new economic models are

permanently eroding our revenue .

Online sales non-taxable

Cities with distribution
centers receive sales tax

Ride sharing reduces
fuel sales

Tangible items now a
download

Pressure on limited
consumer dollars

Fuel efficiency & electric
cars reduces fuel sales

Franchise & Utility

Online streaming
replacing cable/dish
services

Landline phones are

Aging baby-boomers
shifting spending to
non-taxable health care
& services

N

T

vanishing

6/1/2018 4:49 PM

Recognition of City
Fiscal Leadership

GFOA Awards

AA+ Bond Rating

Pension Reforms

Fiscal success

Financial
Planning

Already met all Jan’2018

League of Ca. Cities
recommendations

Develop plan to pay
down liability

Consider local ballat 0%
measures

Create pension rate
stabilization

Change in Service Levels

Use Bargaining to increase
Employee payments

Issue Pension Obligation
Bond

M

E Santa Cruz has AA+ S&P rating! z
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City Comparison Project

Preliminary By Management Partners
Summary of

 City contracted with industry
leader for independent municipal
research

* Pilot project to collect and
identify initial comparison
metrics

Management
6/1/2018 4:49 PM Partners
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Seven Peers Identified

Peer
Demographics

Napa $71,087
Ventura $70,541
Berkeley $70,393
Monterey $68,511
Santa Barbara $66,916
Davis $57,683
Santa Maria $51,939

Management
6/1/2018 4:49 PM Partners _

Preliminary
Summary of

Property, sales and transient tax revenue are
on par

* Business License tax far below peers
— Utility User Tax is above peers

* Police, Fire, and Parks & Recreation staffing
on par or slightly below peers

* Administrative staffing one of the lowest

— City Manager, Human Resources, Finance and
Information Technology

* More data yet to come

Management
6/1/2018 4:49 PM Partners _
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13
City Total Staffing (FTEs)
Organization
o S S
1,532 529 1,035 865

Total Staffing per 10,000 Papulation
170

= Aerage
Management
6/1/2018 4:49 PM Partners _

Total Property Tax Revenues
City-Wide (in millions)

General Fund —
Berkeley | Davis |Monterey Ventura
Revenues Barbara

$53.9 $20.9 S11.3 §31.1 $326 5210 $180 $24.8

Property Tax Revenues (per capita)

Berkeley Dawis Monterey Mepe Sants Sentalne Senle  Ventura
Barbara Mearia

—Ppey ASerage

Management
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Transient Occupancy Tax Revenues
City-Wide (in millions)

General Fund _
Berkele Davis |Monterey| Napa santa santa Ventura
¥ Y P Barbara Maria
$6.8

Revenues
$80 %18 8204 8229 5193 5123 837

Transient Occupancy Tax Revenues (per capita)

$800 $207 Peer Average
P =

$62
E-

Monterey Napa Smhhhhklhhm
Marls

—Pear berope
Management
6/1/2018 4:49 PM Partners

Utility User Tax Revenues

City-Wide (in millions)
General Fund

Revenues Santa Santa
Berkeley = Davis |Monterey| Napa Barbara Maria Ventura

$14.3 $7.0 5123 $8.1

Utility Users Tax Revenues [per capita)

DRN’a : [

§114

Average
a4
L

[ Motcrey  SarinBaimm  Sanim Cre
—Per Pcrage

Management
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Business License Tax Revenues

City-Wide (in millions)
General Fund

Revenues Berkeley | Davis |Monterey| Napa santa GARL santa Ventura
Barbara Cruz Maria

$18.5 N/A $3.5 $2.7 $0.9 50.6 N/A
Business License Tax Revenues (per capita)

Peer Average
0

I--’—“i

Naps  SentmBarbara SantaCruz  Samis Maria
— e Rsrae

Management
6/1/2018 4:49 PM Partners _

18
Total General Fund Expenditures

City-Wide (in millions)

General Fund
. Berkeley | Davis |Monterey L] Sl s Ventura
Expenditures Barbara | Cruz | Maria

$156.5 $53.0 $72.2 $86.0 $127.4 5956 $69.1 $103.0

General Fund Expenditures (per capita)

By
Management
6/1/2018 4:49 PM Partners _
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e ans Police Staffing (FTE)

Dispatch Sant
Berkeley Monterey| Napa anta Ventura
Barbara

2832 995 20 1380 2110 1270 1855 1720

FTE per 10,000 Population

Berkaloy Devis Monterey Naps Senta SentaCuz Santz  Wenture
Barbara Maria

—Preeer Average

Management
6/1/2018 4:49 PM Partners _

20
Fire Staffing (FTE)
Santa Santa Santa
143.0 434 73.8 105.0 66.0 83.0
FTE per 10,000 population
BB
o Peer Average
B0 16
an Y
158 123 113 ;
N B B R
58
. ‘ERE R R R
Bukeley DOuvis Montewy MNap Serta SataCnz Santa  Venbura
Barlora Maria
—Pour Mmmage
Managem}eD
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e Parks & Rec Staffing (FTE)

AT Berkele Davis |Monterey| Napa santa hants oot Ventura
y Y| N3P | parbara | Cruz | Maria

1053 111.8 925 973

FTE per 10,000 population

ny 153

EEEERE

.

1220 525

11

"m
B mm B

Borioley Dowis Menterey Napa smamn-u

Manage
6/1/2018 4:49 PM Partners

&8
|
Ventura

City of Santa Cruz FY 2019 Budget

City of Santa Cruz —

A Service Plus provider

6/1/2018
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Collection of Funds, Departments, =
& Different Operations
Allocation
Police All
Fire All
Parks & Rec All
Public Works 14% 86% - Wastewater, Refuse, Parking,
Fleet & EQuipment, Transportation,
Storm Water, Clean River...
Water None Water funds
Planning & Dev. All Partial CDBG program support
Economic Dev. 69% 31%- Home, CDBG, Rental Asst.
City Manager All
Information Tech. All
Finance 49% 51%- Risk & Liability
Human Resources 22% 78%- Health, Workers Comp,
o Unemployment
24

Collection of Funds, Departments, o

& Different Operations

Departments General Fund | Other Funds

Contracted
services Water business
Garbage

(Library admin, business

UCSC Fire,
Lifeguards)
Parking

operations Landfill business

Typical
City

Wharf lease

management management

Services

+ Civic Center
Fire prevention entertainment

Security like
Marine Safety Patrols

Lifeguard (Rangers, CSO)
services

6/1/2018
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25
Fire- ~9,100 Calls | Police- ~103,000 | Parks &
for Service Calls for Service | Recreation
56% - Medical 10,466- Reports 43 Parks & 4 2.7 Million sq ft
written Beaches of road
maintained overlay/seals
2%- Fire 3,813- Arrests 903 Classes 1,258 street signs
offered installed or
repaired
25% - Good 5,694- total +7,300 facility 28,063 feet of
intent Citations rentals stormwater pipes
cleaned
14% - False alarm 1,704 Acres of 1,513 facility
& service parks maint. calls
* Economic Development- Assisted over 300 businesses; assistance to over 1,300 and
monitored over 800 affordable housing units; abated over 52,000 sq ft of graffiti
* Library (system wide)- over 1.7 million items checked out
6/1/2018 4:49 PM
26

Major City-wide Fees & Taxes

* Fee for Services. Include Enterprise & Internal Service Funds.
¢ Core 3: Water, Refuse and Wastewater
* Unique: Parking, Golf Course, Landfill & Risk

* General Tax supported. Includes General Fund and other tax
supported operations

* Public safety, road and infrastructure improvements, parks &
recreation

e Community and business development
* Libraries, animal shelter and community programs & services

* General administrative and city support services (like your Finance
department)

s 6/1/2018 4:49 PM
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Other restricted revenues

* Restricted Revenue. Special Revenue funds.
* Gas tax, Traffic Impact, Clean Rivers..., Parks tax
* Housing , Community Development Block Grants

* ED Trust, Reserves, Traffic Offender, Narcotics Asset
Seizures

* 3rd party trustee. Fiduciary funds.

* County-wide Library JPA

* Successor Agency (former RDA)

* Restricted donations like various “Friends of...” groups

N

T

6/1/2018 4:49 PM

City of Santa Cruz FY 2019 Budget

General Fund -

Supported primarily by
taxes and fees

6/1/2018
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Projecting modest hit from an economic -

slowdown in 18 months

Warnings of slowdown (national & regional)

* Escalating housing markets Lo . of
* Increased personal debt & low savings rate ng pen

U.S. Economic Expansion

=

e State historically a threat >
{ 1 1991 - 2001 (16.0 years}
* Federal Gov. now a threat

2 ‘} July’09 - May’18 (8.9 years)

X
L 3 1961 - 1969 (8.8 years)
e

* Consumer interest rate increases

1982 - 1990 (7.7 years)

.

< . .
96P3 Demographics & new economic models are

permanently eroding our revenue

Online sales non-taxable

Cities with distribution
centers receive sales tax

Franchise & Utility

Ride sharing reduces
fuel sales

Online streaming
replacing cable/dish
services

Tangible items now a
download

Fuel efficiency & electric
cars reduces fuel sales

Pressure on limited

Landline phon r
consumer dollars andline phones are

vanishing

Aging baby-boomers
shifting spending to
non-taxable health care
& services

s

6/1/2018 4:49 PM
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31
Declining & Eroding Revenues
Property Tax — Largest and most stable
* Projected and expected are in alighment
PROPERTY TAX :¢:;;§:fHZIrZie;;:Sation
ca0 Actual & Projected
S vs Traditional Expectation
= $32.0
=
$30.0
28.0
F—“ 6.0
@ 0
$22.0
$20.0
N
SutEth
32

Declining & Eroding Revenues

Sales Tax — 2" Largest and tax base is threatened

* FY 2017 drop is concerning; but projections indicate recovery
* Qut year’s threated by changes & expected recession

E==Actual & Projected

SALES TAX B ]
" $34.0 . = Traditional expectation
s Actual & Projected
= $32.0 — -
E ? vs Traditional Expectation
$30.0
$28.3 5284
$28.0
ﬁ 26.0
DRAY A,
$22.0
$20.0
;’F S T 2 “% * 2 y L + )

6/1/2018
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33
Declining & Eroding Revenues
Utility User Tax — 37 Largest and in danger
* Taxes on TV, phones & electricity are expected
to decline rapidly in the next 5 years
UTILITY USER TAX B Actual & Projected
Actual & Proiected = Traditional expectation
@ vs Traditional Expectation
:
ORAFT -
N
Swfiche
i

Declining & Eroding Revenues

Transient Occupancy Tax — 4t largest, growing, with short-term challenges

* Vacation rentals appear to impact tax growth

* Compliance efforts are expected to reduce the leakage

TRANSIENT OCCUPANCY TAX [ TGRS
Actual & Projected = Traditional expectation

SN vs Traditional Expectation

$16.0

$15.6

Millions

TGl

$6.0

s

6/1/2018
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35
Examples of General Fund Revenue Volatility
Sales Tax | Transient Parking Very reactionary to

Tax etey & | changes in the economy;

p?rklng can impact revenue in

Ines months
Admission | Charges Moderate change when
3 Tax for the economy changes;
Services

impacts could be delayed
12-18 months

Franchise | Very slow change even

8 Property Utility Tax, during fluctuating
1ES Users Tax Car;_nabls economy, slow and gradual
ax

changes; very predictable.

6/1/2018
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Property Tax
16-cents per $1 tax

* The City gets appx Property Tax
For every $1,000 in value:

16-cents from every $1.62 annually to City;
$1 dO”ar in tax pald $8.38 to Schools and other

e T
g

Schools- 5C

$2.54

* Annual growth
capped at 2%
maximum amount
(some year’s State
sets a lower limit)

Santa Cruz
$1.62

6/1/2018 4:49 PM
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9.0% Sales Tax
1.5% to City

County .
Health & Transportation

Public Social 'Sasnta Cruz
Safety $0.50 / (base)

Metro SC

$0.50 $1.00
[
$0.50

Santa
Cruz
State $0.50

$5.00 \

T

o The City gets $1.50 for
every $100 dollar in
consumer purchases

o It is a diversified tax
base

o But lots of pressure

shrinking the tax base

City Sales Tax Diversification
2017-4q

’. Food & Drug, 10%

Restaurant & Hotel, 21%

' Auto, 10%

-k
Industry, 7%
-
Construction, 5%

General Retail, 30% Fuel & 55"“:5’ 4%

other, 13%
6/1/2018 4:49 PM "

City of Santa Cruz FY 2019 Budget

General Fund -

Reducing operations while
prioritizing services

6/1/2018
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General Fund FY 2019 Proposed Budget- 3%
$100.7 Million Functional Allocation
S5.4 Million lower than FY 2018

lerary
Commumty Programs
\Counul Clerk,

Manager & Legal

o Over 40%
dedicated to
Police & Fire

o Other public
safety resources
in P&R (Rangers)

o Typical allocation
with primary
focus on funding
Police, Fire, Parks
& Recreation,

. Other Expenses
and PUblIC WOI’kS Econ Development 3%

E 3%

6/1/2018 4:49 PM

— Debt, Transfers &

T

FY 2019 Budget Reductions

* 31 Year with No General Fund Capital Investments

Storm Drain Improvements
(Prevent repeat event)

West Cliff Revetment Repair
(Prevent Feb 2016 repeat event)

TN

6/1/2018
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FY 2019 Proposed Budget
Summary of Reductions

A detailed summary of the proposed budget reductions

was included in the City Council’s May 22" agenda.

This information report is available online and provides

detail by department.

* Goal: Reset General Fund with 5% reductions & changes

$568k — reduced planned vehicle replacements
$101k — eliminate City Hall security patrols
Unfunded General Fund capital investment projects
Denied requested services support

Reduction of Community Programs CORE funding to match the 5%
General Fund realignment target

41

FY 2019 Proposed Budget

Summary of Reductions (continued)

* Other departmental reductions:

($153k) City Manager — reduce legal & eliminated a position
($130k) Economic Development — City arts reduction
(

$109k) Finance Department — reduced external analysis and savings from counter
consolidation

($43k) Human Resources — reduced certain external support
($123k) Information Technology Department — reduce support services

($85k) Parks & Recreation — Increase Golf and other fees; golf, wharf reductions
and other temp staffing reductions

($148k) Fire Department — Reduce Overtime & increase mutual aid reimb.

($488k) Police Department- Move juvenile diversion to County & reduced planned
building maintenance

($253k) Planning Department — Eliminated position

($334k) Public Works — various support and project reductions; including reduction
of some pedestrian and bike support

42

6/1/2018
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Continuing fiscal reforms,

City of Santa Cruz FY 2019 Budget

-

service efficiencies, cost
recovery and community
support

Reset to lower,
base levels all
salaries

Unique service
contracts
(County Library,

UCSC Fire,
Lifeguards,
utilities beyond
City limits)

Increased to
40%-75%
employee paid
normal pension
costs

Annual-
Restrained
position growth

2011- Adopted
pension reforms
prior to later
State wide
efforts

2011- Paid down
pension debt

2015- Annual
Pension pre-
payments

2016- Created

first revenue &

budget Ad-Hoc
committees

2017- Refinance
debt

City of Santa Cruz examples of fiscal
reforms and leadership

2018- Further
pension pay down

2018- Funded
pension trusts

2017- Created
pension trusts

6/1/2018
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45

City’s plan of a balanced future

if we wait and stayed on the same course...

ET o

- 09

adll
% 4

%

7% -

15%

%
FY2017 FY2018 FY2019 FY2020 FY2021 FY2022 FY2023

{est.] [proj.)  (pra)

what we
Control

* Ballot Mcasurcis]

lproi}  [projd  lproi)

-20.0%

General Fund forecast improved with FY 2019 actions

FY 2017  FY 2018  FY 2019 FY 2010 FY 2021

= Reset General Fund [5% - 7.5%)
» Dftsrt PRRS high imterest drebt
* Restore some CIP anaws fund
» Utilizz Pension Irust eamings
= Next phase of Fee analysis

[est) prop.)  [prol)  {proj)
a0 s13Mm  S27 MM
$0.0MM  S0.1MM 1.1% 2.2%
0.0% 0.1%
503 MI
-0.3%

- =t Comnarity A i
* Supportcaptal - EnoREsLT: -B0% When the Lity of Santa Lruz follows the

= Relizble service levels

* Maintain talent & staff -17.0% plﬂ” tﬂ /ﬂ”y-t rim St

» Create financial flcxibilivg

* Funding to leverage CP & W 5/10/17 Faracast 14.2%

equipment needs -16.0% -
O Prior Forecast A
-20.08
FY 2019 BY 2020 BY 2021 Y 2022 RY 2023

(prop.}  {proj.) (proj.) [proj.) (praj.)

E SN LY QU1 Y 2018
[est)
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Your Questions & Feedback

iAC 6/1/2018 4:49 PM

SanACRE
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