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Part II – City Fiscal Status & Indicators

2/26/2019 2:40 PM

Recap Part I (financial trends)
Big 5 budget topics

What’s next

• Review Budget & Financial Reports
• City’s Full Service PLUS model
• Financial reporting structure
• Financial trends
• Prescription to Fiscal Health 

Big 5…
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Why now…

2/26/2019 2:40 PM

Prepare for May’s budget hearing & 
adoption

Support engagement of upcoming fiscal discussions

• Second of three Study Sessions
• Release of the FY 2020 Budget
• Reference materials from City 
webpage and enhanced online tools

How…
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Recap of Part I – Government Trends

2/26/2019 2:40 PM

Recap…
 Local government is not in a boom cycle

 State to double “again” government pension payments

 Decreasing tax bases  (sales, utility users, gas, etc.)

 Projected economic slowdown

 Unreasonably low reserve levels
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Why…
consider reductions in an economic boom?

2/26/2019 2:40 PM

• Local government is not in a boom 
cycle

• State to double “again” government 
pension payments
– Cities must backfill for state pension 

investment shortfalls

• Decreasing tax bases  (sales tax, utility 
users tax, gas tax, etc.)

• Projected economic slowdown

• Unreasonably low reserve levels
– No “disaster contingency” reserves
– Only 10% General Fund reserve available
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Why we feel a slowdown is coming
• Regional housing crises
• Economy MUST see continued increases in 

consumer spending (70% of GDP *Oct 2018)
• Consumers will have less as interest rates 

rise & their debt increases (car, credit card, 
school debt, housing, etc.)

• Federal and State gov. threats                             
(impact fee, Sanctuary City, etc.)                           

Why… 
Projecting economic slowdown in next 12 months
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Why… … 
Pension investment shortfalls

2/26/2019 2:40 PM

• CalPERS choice resulted in lower 
investment earnings

• When earnings are short, cities 
pickup the difference
– CalPERS is only 71% funded;  or <$144.6> 

Billion short
– Since 2012, our pension costs will 

increase 200% by mid‐2020’s
– IF… they earned just the mid point of the 

market, we would have NO increases 
– AND… they would be fully funded with 

$65.3 Billion in extra cash

– NOTE:  This is a hypothetical comparison 
using the average rates of return of 
seven major market indexes (S&P, Dow, 
Morningstar, etc.)

Hypothetical FY18
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Sales Tax
Tangible items now a 
download (games, 
music, 3D printers, 
software)
Pressure on limited 
consumer dollars
Aging baby‐boomers 
shifting spending to 
non‐taxable health care 
& services
Law still playing catchup 
for online sales

Gas Tax
Ride sharing reduces 
fuel sales
Fuel efficiency & electric 
cars reduces fuel sales

Franchise & Utility

Online streaming 
replacing cable/dish 
services
Landline phones are 
vanishing

Why… 
Declining & Eroding Revenues

Demographics & new economic models are 
permanently eroding our revenue

2/26/2019 2:40 PM
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Why… 

We are facing higher risks and occurrences of emergency failures 
and large project cost increases:  The General Fund needs a 

dependable, ongoing CIP funding source

2/26/2019 2:40 PM

West Cliff Revetment Repair
(Prevent Feb 2016 repeat event)

Water & May Ave – Dec 2014

Storm Drain Improvements
(Prevent repeat event)

Harvey West Ballfield Lighting

Civic Auditorium Roof Repair
Corp Yard Solar Expansion

Seabright Beach Metal Pipe 
Replacement
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2/26/2019 2:40 PM

* Adopted a structurally balanced budget for FY2019 

* Ongoing resources equals ongoing costs.  Some agencies “deficits” were calculated to 
remove the use of one‐time resources to fund on‐going costs.  Data as of February 2019.

We’re not 
alone

Santa Cruz is the only City in our fiscal 
comparisons with a General Fund budget that 
is fully funded without using one-time reserves
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Big 5 budget topics

2/26/2019 2:40 PM

• Review Budget & Financial Reports
• City’s Full Service PLUS model
• Financial reporting structure
• Financial trends
• Prescription to Fiscal Health 
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Big 5
#1 - Budget & Financial Reports

2/26/2019 2:40 PM

• City’s adopted annual budget
• City’s audited financial statements (aka, CAFR)
• Mid‐Year financial presentations
• Other major reports and information

– Summary of investments report to Council
– Grant reports to Council
– State of California Controllers reports
– Rating agency reports 
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2/26/2019

Budget Document
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Capital budget document

2/26/2019

1) Introduction & Overview

Budget Document

 Budget Dashboard
 City Manager’s Message
 Finance Director’s Overview
 Debt and Pension Liabilities
 Summary of Personnel Changes
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Capital budget document

2/26/2019

2) Department Summary & Budget

Budget Document

 Department responsibilities
 Goals & Accomplishments
 Department budget allocation
 Net General Fund Cost
 Number of Positions
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Capital budget document

2/26/2019

Budget Document
2) Department Summary & Budget
 3 Years of Data

 Budget allocated by 
category, activity, 
and fund

 Incoming revenue

 NET cost to the 
General fund

 Authorized 
permanent 
positions
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2/26/2019

3) Capital Investment Program

 List of unfunded Projects

 Recommended projects grouped by 
Department then Fund

 Within the department, grouped by 
New then Existing (previously 
approved projects)

Each project includes:

 Project Name & Description
 Prior year totals
 Current year budget & estimated 
actual
 Proposed Budget for Next Year
 Out year project cost estimates
 “Net Project Cost” to each applicable 
fund

Budget Document
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2/26/2019

Other Financial Reports
(a) Audited Annual Financial Report (CAFR)

 City entire financial system validated by an independent, third 
part Certified Public Accounting firm.

 Complied following national accounting standards and includes 
national best practices

 “Clean” audit for FY 2018

 Although the report is 195 pages, it often is not in an easily 
digestible format for community members.

 Key area’s are:

 General Fund Assets (pg32) and Net Results (pg 34)

 Notes to the statements (pg53‐79)

 Top level “Statistical” data (trends,                                                   
demographic and economic indicators,                                                  
operating service & infrastructure   
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2/26/2019

Other Financial Reports
(b) Portfolio Management Report (summary of investments)

 We are NOT investing with stock market, banks, or other projects Council identified (DAPL)
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2/26/2019 2:40 PM

Departments General Fund 
Budget %

Other Funds

Police & Fire 100%
Parks & Rec 100%
City Manager, Clerk & IT 100%
Planning & Comm. Dev. 99%
Economic Development 81% 19%- Home, CDBG, Successor 

Agency, Affordable Housing

Finance 49% 51%- Risk & Liability

Human Resources 22% 78%- Health, Workers Comp, 
Unemployment

Public Works 21% 79% - Wastewater, Refuse, Parking, 
Fleet & Equipment, Transportation, 
Storm Water, Clean River…

Water 0% Water funds

Big 5
#2 - City’s Full Service PLUS model
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2/26/2019 2:40 PM

Big 5
#2 - City’s Full Service PLUS model

Departments General Fund 
Budget %

Other Funds

Police & Fire 100%
Parks & Rec 100%
City Manager, Clerk & IT 100%
Planning & Dev. 99%
Economic Dev. 81% 19%- Home, CDBG, Successor 

Agency, Affordable Housing

Finance 49% 51%- Risk & Liability

Human Resources 22% 78%- Health, Workers Comp, 
Unemployment

Public Works 21% 79% - Wastewater, Refuse, Parking, 
Fleet & Equipment, Transportation, 
Storm Water, Clean River…

Water 0% Water funds

Full 
Typical 
Services 
(plus much 

more)

Water 
business Garbage 

business

Landfill 
business

Waste Water 
business

Wharf lease 
management

Civic Center 
entertainment

Security like 
Patrols 

(Rangers, CSO)
Lifeguard 
services

Marine Safety

Forest & 
Urban fire 
prevention

Fleet 
management

Parking 
operations

Contracted 
services 

(Library admin, UCSC 
Fire, Lifeguards)

Homeless 
leadership



22Big 5
#3 - Financial reporting structure

2/26/2019 2:40 PM

City of Santa Cruz
General 
Fund

Trusts

Public

Econ 
Dev.

Fire, P&R, 
Police

PW, 
Planning, 
Econ Dev.

Wharf

PW, City Manager, 
Legal, admin, other

Enterprise

Other

Parking

Strom 
Water

Utilities

Solid 
Waste

Waste 
Water

Water

Other 
Special 
Funds

Library

Successor 
Agency

Housing, 
CDBG

Road 
funding

W.Comp
& other 
Liability
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Big 5
#3 - Financial reporting structure

2/26/2019 2:40 PM

Restrictions on much of the City’s resources
• Core 3: Water, Refuse and Wastewater

– Resources can ONLY be used to support their operations

• Capital resource restrictions: Housing, Road, & Impact fee

• Other examples: Parking, Storm Water, Pension trust, grant or 
other externally restricted resources

• Independent restrictions:  Library system, Successor agency 
(former RDA)
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Add UCSC 
Fire

5 Unfunded 
Officers; Rec’d 9 
Rangers from P&R

Reductions & move 
out Facility, Fleet & 
Lifeguard; Added 
then move 9 
Rangers to PD

Big 5
#4 - Financial trends
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2/26/2019 2:40 PM

Preliminary 
Summary of 

Results 2018 Management Partners Analysis
• 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

Big 5
#4 - Financial trends
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2/26/2019 2:40 PM

“End of Year”
projections ALL 

ideal to favorable

Big 5
#4 - Financial trends

FY 17 & FY18:  
Revenue 

underperformed

FY 18:  Expenditure 
less than expected



27Big 5
#4 - Financial trends
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Other Cost Trends

2/26/2019 2:40 PM
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The State’s investment shortfall will 
double City’s Pension Fund payments

2/26/2019 2:40 PM

General non‐safety represents 2,043 
members (active and inactive)

Fire and Police represents 480 
members (active and inactive)
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Top Tax Revenues

2/26/2019 2:40 PM

• Despite core tax growth, payments to the State for pension investment 
shortfalls requires $5 to $10 million more annually than FY 2012

• Sales Tax and Utility Users Tax growth is slower than historical “recovery” 
periods due to revenue deterioration
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Top Tax Revenues

2/26/2019 2:40 PM

• Estimates of loss tax base (largely Sales Tax) are projected to be double our annual 
Cannabis Tax revenue

• Franchise tax increases are largely due to our own utility rate increases (that also 
increase General Fund’s utility costs)

• Cannabis tax is likely to be reduced significantly under a possible reduction in the 
current 8% tax rate (to be considered in April 2019)
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Reserve Levels ‐ policy

2/26/2019 2:40 PM

• Disaster Contingency Fund  (flood, fire, earthquake) 0%
• Operating Reserve (one‐time urgent uses) 0%

General Fund Reserve & 
Trusts

Min Funding 
Level

FY 2019 
Funding

Pension Trust
10% of GenFund
($10.3 million) $ 10.35 million

Net Reserve Amount
6.7% of GenFund
($6.47 million) $  6.47 million

City Public Trust  $4.26 million $  4.26 million

Economic Dev. Trust  $2.99 million $  0.74 million
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Other Reserves

2/26/2019 2:40 PM

• Sewer Fund Reserves  $ ‐0‐
• Solid Waste Reserves  $ ‐0‐
• Parking Reserves $ ‐0‐
• Facility, Wharf, other $ ‐0‐

Reserve Target FY 2019 
Funding

Water Stabilization $5.7 million $5.7 million

Water 90‐day operating $7.4 million $7.4 million

Water Emergency Reserve $3.1 million $3.1 million
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4 Keys to Fiscal Health

2/26/2019

Key Indicators of 
Fiscal Solvency

Criteria to measure against

Cash Ability to meet immediate 
obligations

Budgetary Meet commitments during the 
budget cycle

Long‐run Are there strategies to meet 
future obligations

Service‐level  Match reasonable community 
service expectations

Key Thought:  Don’t kick the can down the road.

✓

✓
✓
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2/26/2019 2:40 PM

• Adopt on‐time, structurally 
balanced budgets

• Use one‐time resources for one‐
time spending

• Rely on multi‐year forecasts

• Always be ready with long‐term 
fiscal options

• Reserves are for emergency and 
short‐term use

• Fully fund core equipment

• Fees for services should recover 
full cost

• Build models based on cash 
flow, including salary savings

Budgetary Principles
Our Foundation for 

Long‐Term Sustainability
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City Fiscal Indicators

2/26/2019 2:40 PM

Recap…
 Local government is not in a boom cycle

 State to double “again” government pension payments

 Decreasing tax bases  (sales, utility users, gas, etc.)

 Projected economic slowdown

 Unreasonably low reserve levels
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Recap & what’s coming next

2/26/2019 2:40 PM

What…
is next?

 March 12th Council‐ Capital Investments Study Session
 Engage Budget Focus Group
 Timeline and locations for Budget 101
 April 22nd‐ City comprehensive Budget and CIP released
 May 8th Council‐ Budget Hearing and direction
 May 28th Council‐ Budget Adoption

Recap…
 Local government is not in a boom cycle
 State to double “again” government pension payments
 Decreasing tax bases  (sales, utility users, gas, etc.)
 Projected economic slowdown
 Unreasonably low reserve levels given looming recession 

and environmental disaster risk factors



38

ACTION: Approve Mid‐Year FY 2019 
Budget Changes

2/26/2019 2:40 PM

• Routine corrections or budget re‐allocations with no 
net change
– Carbon fund projects
– CDBG & HUD changes for HUD Final Plan
– Parks & Rec utility equipment approved but omitted from 
budget document

– Insurance partial reimbursement for liability claim
• Mandated or necessary changes

– Homeless support services
– FEMA 2019 storm damage administration
– City 2018 election costs
– Fire Marine wharf building
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Council options for Feb 26th Mid-Year 
Study Session Part II

2/26/2019 2:40 PM

• Motion to (1) amend the FY 2019 Budget for budgetary appropriations 
listed in the staff report, and (2) authorize the City Manager to allocate 
budget adjustments within the applicable funds

• Council direction to CalPERS Board and Investment Committee to 
return to smarter strategies to improve CalPERS investment returns

• Consider scheduling a pension study session
– Review impacts, long‐term forecast, actions to take

• Support the current Budget Ad‐Hoc Committee
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Mid‐Year FY 2019 Budget Changes

2/26/2019 2:40 PM

Fund Total 
Increase

Net Increase 
after resources

Major item(s)

General Fund $ 492,343 $ 392,984 FEMA ($183k); Election ($120k); 
Homeless service ($83k)

Carbon Fund $ 65,000 $ 65,000 2030 Climate Plan ($27k); Ride Share 
($12k); Civic Auditorium Boiler ($10k)

HOME & CDBG $ 320,326 $  ‐ 0 ‐ Realign to Final HUD Plan

Capital Invest. $ 334,655 $  ‐ 0 ‐ HUD Final Plan ($225k); Fire Marine 
building ($80k)

Waste Water $ 4,000 $ 4,000 Gate equipment

Equip. 
Operations

$ 15,000 $ 8,400 Parks & Rec utility vehicle

Liability $ 600,000 $  ‐ 0 ‐ Partial reimburse for liability claim

Workers Comp $ 80,000 $ 80,000 Transfer to Fire Marine building


