CITY COUNCIL
AGENDA STATEMENT

N2

@ CITYOF
=== CHUIAVISTA

February 27,2018 File ID: 18-0015

TITLE
A. QUARTERLY FINANCIAL REPORT FOR THE QUARTER ENDING DECEMBER 31, 2017
B. RESOLUTION OF THE CITY COUNCIL OF THE CITY OF CHULA VISTA MAKING VARIOUS
AMENDMENTS TO THE FISCAL YEAR 2017/18 BUDGET TO ADJUST FOR VARIANCES AND
APPROPRIATING FUNDS THEREFOR (4/5 VOTE REQUIRED)

RECOMMENDED ACTION

Council accept the report and adopt the resolution.

SUMMARY

The Finance Department, in collaboration with City departments, prepares quarterly financial reports for
the General Fund that reflect budget to actual comparisons, projected revenues and expenditures, and
highlight major variances that may require additional action or changes as of December 31, 2017. The
quarterly financial reports are in compliance with Section 504 (f) of the City Charter, which requires that
quarterly financial reports be filed by the Director of Finance through the City Manager. It also provides
the opportunity to review and update Measure P funding status and the long-term financial plan.

In preparing the quarterly financial projections, staff has identified various budget changes that are needed
to reflect actual revenues and expenditures or address changes in budgetary needs. For government
entities, a budget creates a legal framework for spending during the fiscal year. After the budget is
approved there are circumstances, which arise that could require adjustments to the approved budget.
Council Policy 220-02 “Financial Reporting and Transfer Authority” was established in January of 1996 and
allows for budget transfers to be completed. This report discusses budget adjustments that staff
recommends in the General Fund as well as various other funds.

In addition to the Fiscal Year 2017/18 budget recommendations for City funds, this report includes: an
update on Measure P actual revenues and expenditures as of December 31, 2017, and an updated to the
Long Term Financial Plan (LTFP) reflecting all Council approved items since the adoption of the Fiscal Year
2017/18 budget in June.

ENVIRONMENTAL REVIEW

The Development Services Director has reviewed the proposed activity for compliance with the California
Environmental Quality Act (CEQA) and has determined that filing of the quarterly financial status report is
not a “Project” as defined under Section 15378 of the State CEQA Guidelines because it will not result in a
physical change to the environment; therefore, pursuant to Section 15060(c)(3) of the State CEQA
Guidelines the actions proposed are not subject to CEQA.
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BOARD/COMMISSION/COMMITTEE RECOMMENDATION
Not applicable

DISCUSSION

The Finance Department, in collaboration with City departments, prepares quarterly financial reports for
the General Fund that reflect budget to actual comparisons, projected revenues and expenditures, and
highlight major variances that may require additional action or changes. The quarterly financial reports
are in compliance with Section 504 (f) of the City Charter, which requires that quarterly financial reports be
filed by the Director of Finance through the City Manager.

The Second Quarter Report is developed using six months of actual (July through December 2017) activity
for Fiscal Year 2017/2018 as of December 31, 2017. The data included in this report is the most current
data available; however, the data and projections are subject to change.

This report will provide summary information for the following areas:
Major General Fund Revenues

Adjustments to General Fund Expenditures

Update to the General Fund Reserve

Adjustments to non-General Fund funds

Update to the Measure P Fund

Update to the LTFP

Attachment A - Quarterly Financial Report provides additional information for the financial outlook for the
General Fund for the current fiscal year including City revenues and expenditures. Additional information
related to Measure P and the LTFP is also provided.

The Finance Department will continue to monitor the City’s actual revenues and expenditures and will
provide any significant changes in subsequent quarterly budget monitoring reports.

General Fund Overview

The City’s financial outlook is primarily unchanged as overall General Fund expenditures are projected to
exceed revenues by approximately $406,000. The minor difference is a result of multiple actions within the
second quarter including the undertaking of a fire academy for 16 new recruits. The overall increase in
expenditure projections is mostly offset by increases in multiple revenue categories including property tax,
reimbursement for general fund services (Other Revenue category) and fund transfers into the General
Fund. Additional information on General Fund revenue and expenditures are provided in the following
sections.

Major General Fund Revenues

The City’s major General Fund revenues, which make up approximately 75% of the City’s General Fund
revenues, are projected to be over the Amended Budget amounts by approximately $1.6 million primarily
as a result of increased projections for Measure P Sales Tax and Property Tax in Lieu of Vehicle License Fee
(previously accounted for as Motor Vehicle License fees) by $1.5 million and $320,000, respectively; and a
decrease to the Transient Occupancy Tax and Sales Tax by $280,000 and $30,000, respectively. Table 1:
Fiscal Year 2017 /2018 Major General Fund Revenue Projections summarizes the revenue projections.
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Table 1- Fiscal Year 2017/2018 Major General Fund Revenue Projections

Amended Projected .
Revenue Category Variance
Budget Budget

Property Tax S 33,620,932 S 33,691,992 S 71,060
Sales Tax S 33,767,466 S 33,737,411 S (30,055)
Measure P Sales Tax S 16,320,000 S 17,796,000 S 1,476,000
PTin lieu of Motor Vehicle

1 S 20,844,039 S 21,164,029 S 319,990
License Fee (VLF)
Franchise Fees S 11,968,646 S 11,968,646 S -
Utility Users Taxes S 5,860,328 $ 5,860,328 $ -
Transient Occupancy Tax S 4,316,267 S 4,036,267 S (280,000)
Total S 126,697,678 $ 128,254,673 S 1,556,995

'Property Tax in Lieu of Vehicle License Fees was previously accounted for as
Motor Vehicle License fees (VLF) in the State Revenue category. VLF was
replaced by a backfill from property taxes following the permanent reduction of
the VLF rate from 2% to 0.65% in 2004.

The remaining General Fund revenues (not represented in Table 1) are anticipated to exceed the Amended
Budget by approximately $1.8 million. The primary contributors to the increase in revenue are
reimbursements from other funds within the Other Revenue category ($930,000) and an increase in

transfers into the General Fund from other funds ($490,000).

All the General Fund revenues are

summarized in Attachment A. The overall General Fund revenues are projected to exceed the Amended
Budget by approximately $3.3 million.

General Fund Expenditure Adjustments
The majority of the proposed adjustments for the second quarter are inter- or intra-Department transfers,
and new expenditure appropriations with partially offsetting revenue. Table 2: Fiscal Year 2017/2018
General Fund Expenditure Adjustments illustrates all the proposed adjustments for the General Fund.

Table 2 - Budget Amendment Summary - 2nd Quarter Fiscal Year 2017-18

PERSONNEL SUPPLIES&  TOTAL TOTAL
DEPARTMENT/FUND SERVICES  SERVICES  EXPENSE REVENUE NET COST

GENERAL FUND

Fire Academy 751,861 246,086 | $ 997,947 | $ - |$ 997,947

Fire Grants (1,648) (2,500)| $  (4,148)| $ 459,014 | $  (463,162)

Public Works (219,179) 136,000 | $  (83,179)| $ (287,844)| $ 204,665

TOTALGENERALFUND |$ 531,034 |$ 379,58 | $ 910,620 | $ 171,170 | $ 739,450
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Budget Transfers Summary - 2nd Quarter Fiscal Year 2017-18

DEPARTMENT PERSONNEL SUPPLIES & OTHER OTHER CIP NON-CIP  TRANSFERS TOTAL TOTAL

SERVICES SERVICES  EXPENSES  CAPITAL  BUDGET  BUDGET out EXPENSE REVENUE NET COST
GENERAL FUND
Boards & Commissions 6,061 $ 6,061 | $ $ 6,061
City Clerk 8,480 $ 8,480 [ $ $ 8,480
Finance Department (100,170) 155,000 $ 54,830 | $ - $ 54,830
Fire Department 1,145,170 $ 1,145170 [ $ (1,200,000)| $  (54,830)
Library Department 4,875 35,314 $ 40,189 | $ (40,189)| $ -
Non-Departmental (721,403) 288,000 9,885 [ $  (423,518)| $ - |$ (423518
Non-Departmental - State
Revenues $ $(20,739,945)| $ 20,739,945
Non-Departmental - Taxes $ - $ 20,739,945 | $(20,739,945)
Police Department 52,500 346,362 125,000 $ 523,862 | $ (105,000)| $ 418,862
Public Works Department (136,000)] 136,000 (9,885) $ (9,885)| $ - |s (9,885)
TOTAL OTHER FUNDS $966,375 [ $ (34,186)[ $ (9,885)| $125,000 | $ - $288,000 | $ 9,885 [$ 1,345189 | $ (1,345,189)( $

The major adjustments to the General Fund Expenditures are described below.

Fire Department - New Fire Academy

The Fire Department will initiate a fire academy for 16 new fire recruits in January 2018. The
Department calculates approximately $752,000 in personnel costs and $246,000 in supply costs to
train and outfit the new recruits in Fiscal Year 2017/2018. The total cost for the fire academy and
bringing the new recruits into service is approximately $1.0 million. The Department has been
awarded a Federal Staffing for Adequate Fire & Emergency Response (SAFER) Grant, which the
grant award was accepted by the City Council on August 8, 2017 (City Council Resolution No. 2017-
153). The SAFER Grant will partially offset the cost for 12 of the 16 new recruits. The SAFER Grant
will pay for 75% (approximately $459,000) of the base personnel costs (established in the first year
of service) for the recruits for Fiscal Year 2017/2018. It does not fund overtime costs (except
overtime costs to comply with the Fair Labor Standards Act [FLSA]), and salaries and benefits of
firefighters who are current employees or were hired prior to the grant award date. Additional
benefits of the SAFER Grant are discussed in the LTFP section of this report. The academy began in
January 2018 and will conclude in May 2018.

Fire Department - Strike Team Deployment

As part of providing mutual fire aid to other regions, the Fire Department’s Strike Team has been
deployed to support other agencies efforts in fighting wild fires and helping relief efforts. The
Department anticipates costs for providing the support to other agencies at $1.2 million, with
reimbursement revenues of $1.2 million completely offsetting the costs.

Police Department - Support for supplies and equipment

The Police Department requested an increase in budget and intra-department transfers of funds to
support existing software maintenance agreements and the purchase of additional field equipment.
The Department is projecting additional revenue from services provided to the U.S. Marshal
services to partially offset expenses.

Public Works - Transfer of 1.0 Sr. Landscape Inspector

The second quarter proposed actions include the transfer of 1.0 Sr. Landscape Inspector from the
Public Works Department (General Fund) to the Development Services Department (Development
Services Fund). The General Fund impact of this transfer will result in a decrease of personnel
expenses by $83,000 and a decrease of revenues by $288,000. The decrease in revenues mainly
reflects a budgetary correction in the current fiscal year.
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e Library Department — Allocation of Grant and Donation Funds
The Library Department is appropriating approximately $37,000 in grants, and approximately
$3,000 in donations that will be used to purchase books and other services that will benefit library
patrons.

Other adjustments include intra-department transfers of existing budget between expense categories.

The proposed second quarter expenditure adjustments total approximately $2.3 million. However, these
costs are offset by an increase of approximately $1.5 million in department revenues. The net impact of the
proposed adjustments to the General Fund is anticipated to be approximately $0.7 million. This impact is
projected to be mostly mitigated by growth in general revenues and use of fund balance.

Staff is currently monitoring City-wide utility costs as these expenses are trending higher than anticipated
at the midpoint of the fiscal year. Should these costs continue to exceed previous expectations, staff will
provide revised expenditure projections to address these expenses as part of the third quarter monitoring
report.

General Fund Reserves

Based upon the previously highlighted projection adjustments in revenues and expenditures for the
General Fund, Table 3 - Summary of General Fund Reserve reflects the audited General Fund reserves as of
June 30, 2017 (beginning reserve balance) as well as the projected General Fund reserves for June 30, 2018
(projected ending reserve balance).

Table 3 - Summary of General Fund Reserve

Amended Projected
General Fund Reserve Budget Budget

(millions) (millions)
Reserves - July 1, 2017 $ 20.02 | $ 20.02
Revenues & Transfers InY® $ 15085 (% 152.69
Expenditures & Transfers out®®e) $ 150.85 | $ 153.10
Projected Surplus/(Deficit) $ - $ (0.41)
Projected Fund Balance for June 30,2018 | $ 20.02 | $ 19.61
Reserve as a Percentage of Operating
Budget 13.27% 12.84%

'Amended Budget figure excludes $18.7 million in bond proceeds and $17.8 million in pass-
through revenues generated from Measure P sales tax. Measure P revenues accounted for in
separate Measure P Fund.

2Projected Budget figure excludes $17.8 million in pass-through revenues generated from
Measure P sales tax. Measure P revenues accounted for in separate Measure P Fund.

*Figure excludes $18.7 million in bond proceeds and $17.8 million in transfers out related to
funds generated Measure P sales tax. Measure P revenues accounted for in separate Measure
P Fund.

“Figure excludes $17.8 million in transfers out of the General Fund to separate Measure P Fund.
Measure P expenditures accounted for in separate Measure P Fund.

*The Original Budget and projections reflected in this table do notinclude prior year
appropriations for capital improvement projects and other encumbrances totaling $5.7 million
that were carried forward into the fiscal year 2017/18 budget. These expenditure impacts are
already reflected in the estimated fund balance as of July 1, 2017 and are therefore notincluded
in the above table.

City Council Policy No. 220-03 establishes a General Fund Operating Reserve Fund for the City. The General

Fund Operating Reserve represents unrestricted resources available for appropriations by the City Council
to address extraordinary needs. The policy sets the long-term goal of building a General Fund reserve of no
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less than 15% of the City’s operating expenditures. Based on current projections and the proposed actions
with this report, the General Fund reserve as of June 30, 2018, is anticipated to be approximately 13% of
the General Fund operating budget.

Other Funds Adjustments

The following recommended adjustments are for funds outside of the General Fund. The proposed
adjustments, displayed in Table 4, have a net cost of approximately  $3.6 million, which are entirely
funded with fund balances or current year available revenues. A brief discussion follows the table on the
major proposed adjustments.

Table 4 - Budget Amendment Summary - 2nd Quarter Fiscal Year 2017-18

FUND PERSONNEL SUPPLIES & OTHER OTHER CIP NON-CIP TRANSFERS TOTAL TOTAL

SERVICES _ SERVICES EXPENSES CAPITAL BUDGET BUDGET out EXPENSE REVENUE NET COST
OTHER FUNDS
2018 CREBS (New Fund) - - 489,926 - = 12,903,918 | $ 13,393,844 | $ 13,415,019 | $ (21,175)
Renewable Energy Upgrades (New Fund) - - - 12,903,918 - - $ 12,903,918 | $ 12,903,918 | $ -
Other Grants Fund 1,648 11,400 - $ 13,048 $ 13,048
Advanced Life Support Program Fund 188,946 (23,088) - - $ 165858 [$ 165858 [ $ -
Federal Grants Fund 7,833 53,393 51,000 - - 459,014 [ $ 571,240 | $ 558,792 | $ 12,448
State Grants Fund 18,000 - - 30611 | $ 48,611 | $ 48,611 | $ -
Measure P Sales Tax Fund - 5,000 - $ 5,000 [ $ - $ 5,000
Eastlake Maintenance District 1 Fund - 9,200 $ 9,200 | $ $ 9,200
Open Space District #1 Fund - 4,900 $ 4,900 | $ $ 4,900
Open Space District #8 Fund - 5,100 $ 5,100 [ $ $ 5,100
Open Space District #9 Fund - 4,300 $ 4,300 | $ $ 4,300
Open Space District #10 Fund - 3,700 $ 3,700 | $ $ 3,700
Open Space District #11 Fund - 3,200 - - - - - $ 3,200 [ $ $ 3,200
Open Space District #14 Fund - 1,800 - - - - - $ 1800 $ $ 1,800
Open Space District #20 Fund - 10,100 - - $ 10,100 | $ $ 10,100
Traffic Safety Fund - (25,000) 25,000 $ - $ $ -
Public Educational & Government Fee Fund - 100,000 - (100,000) $ - $ $ -
Parkland Acquisition & Dev Fees Fund - - 3,182,357 - $ 3,182,357 [ $ $ 3,182,357
Otay Ranch Village 1,2,6,7,12 Fund - 224,160 - $ 224,160 | $ $ 224,160
Otay Ranch Preserve Fund - 1,618 - $ 1618 | $ - $ 1,618
Development Services Fund 79,957 3,222 - = 26,500 $ 109679 | $ 79957 | $ 29,722
Utility Tax Settlement Fund - 12,487 1,000 46,726 - $ 60,213 | $ - $ 60,213
Environment Services Fund - - - - - 4,500 $ 4500 | $ $ 4,500
Sewer Service Revenue Fund - - - - - 60,000 $ 60,000 | $ $ 60,000
TOTAL OTHER FUNDS $296,384 | $ 505,492 | $3,673,283 | $ (77,274)| $12,903,918 [ $ 91,000 | $13,393,543 | $ 30,786,346 | $ 27,172,155 [ $ 3,614,191

Adjustments of note for non-General Funds are as follows:

Establish appropriations to a new debt service fund related to the Clean Renewable Energy Bonds
for approximately $13.4 million (approved by City Council Resolution No. 2017-215), and a
corresponding Capital Improvement Program appropriation for the Renewable Energy Upgrades
CIP for approximately $13.0 million.

Establish appropriations in the Federal Grants Fund for the FEMA SAFER Grant for approximately
(acceptance of grant approved by City Council Resolution No. 2017-153) for the receipt and
transfer-out of $459,000 to reimburse the City for costs related to hiring and training of 12 new
Firefighters.

Increase of funding for the Fire Department ALS program, to appropriate approximately $165,000
in additional revenues and corresponding expenses.

Establish appropriations of $3.2 million from fund balance for the Parkland Acquisition and
Developer Fees, which is a carryforward from FY 2017.

Establish appropriations from fund balance due to higher than anticipated expenses for Open Space
Districts identified in Table 4.

Establish an appropriation for Tyler Munis annual Licensing Fees to the Environmental Service
Fund, Development Services Fund, and Enterprise Fund for approximately $91,000.
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Measure P Fund Overview

In November 2016, Chula Vista voters approved Measure P, authorizing a % cent sales tax increase on
retail sales within the City for ten years. The funding from the sales tax measure is to allow the City to make
progress toward replacing and repairing failing City assets. In December 2016, the City Council adopted the
expenditure plan for the Measure P funding. The expenditure plan identified critical deferred maintenance
and infrastructure projects for which the Measure P funding was to be allocated toward.

The following table provides an update on the allocation and expenditures (unaudited) for the Measure P
funds.

Table 5

Measure P

Citywide Infrastructure, Facilities and Equipment Expenditure Plan
1/2 cent Sales Tax Revenues over 10 year period

Summary Table

10-Year Expend As Of Remaining
Total by Major Category Timeframe 12/31/2017 Balance
Fire Services
Fire Stations Repairs/Replacement S 22,839,549 S 10,911 S 22,828,638
Fire Response Vehicles S 19,847,580 S 763,016 S 19,084,564
Fire Safety Equipment S 5,197,913 S 188,356 S 5,009,557
Total Fire Services S 47,885,042 S 962,283 S 46,922,759
Police Services
Police Response Vehicles S 12,951,470 S 1,083,702 S 11,867,768
Public Safety Communication Systems S 8,624,832 S 1,648,764 S 6,976,068
Police Facility Repairs S 1,509,000 $ 53,088 $ 1,455,912
Total Police Services S 23,085,302 S 2,785,554 S 20,299,748
Infrastructure
Streets S 24,474,861 S 340,555 S 24,134,306
Other Public Infrastructure S 14,154,295 S - S 14,154,295
Sports Fields and Courts S 16,966,595 S 73,718 S 16,892,877
Non-Safety Vehicles S 11,195,100 $ 56,070 S 11,139,030
Public Facilities S 13,100,000 $ 239,908 S 12,860,092
Traffic Signal Systems S 7,000,000 S - S 7,000,000
Park Infrastructure S 7,682,740 S - S 7,682,740
Citywide Network Replacement S 2,045,000 S - S 2,045,000
Citywide Telecommunications S 2,000,000 S - S 2,000,000
Total Infrastructure S 98,618,591 S 710,251 S 97,908,340
Total Proposed Allocations S 169,588,935 S 4,458,088 S 165,130,847
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DECISION-MAKER CONFLICT

Staff has reviewed the property holdings of the City Council of the City of Chula Vista members and has
found no property holdings within 500 feet of the boundaries of the property which is the subject of this
action. Consequently, this item does not present a disqualifying real property-related financial conflict of
interest under California Code of Regulations Title 2, section 18702.2(a)(11), for purposes of the Political
Reform Act (Cal. Gov’t Code §87100,et seq.).

Staff is not independently aware, and has not been informed by any City of Chula Vista City Council
member, of any other fact that may constitute a basis for a decision maker conflict of interest in this matter.

LINK TO STRATEGIC GOALS

The City’s Strategic Plan has five major goals: Operational Excellence, Economic Vitality, Healthy
Community, Strong and Secure Neighborhoods and a Connected Community. This action supports the
Operational Excellence goal by communicating the City’s projected financial position for the current fiscal
year in an open and transparent manner. This transparency supports City Initiative 1.3.1. - “Foster public
trust through an open and ethical government.”

CURRENT-YEAR FISCAL IMPACT

The second quarter report highlights multiple proposed actions impacting the General Fund. As a result of
the revised projected revenues and expenditures within this report, the overall General Fund expenditures
are projected to exceed projected revenues by approximately $406,000. While overall revenues are
projected to increase by $3.3 million, approximately $1.8 million are related to an increase of funding
generated by the Measure P Sales tax, which will be transferred to the Measure P Fund, and has no impact
to the General Fund operating budget. The remaining projected increase in revenue is primarily related to
increases in property tax and other non-major revenue categories. Projected increases to expenditures are
driven by costs related to the implementation of a fire academy ($1.0 million) and additional field and
technology support for the Police Department. As the projected revenue and expenditure difference is
relatively small, staff will continue to monitor actual revenue receipts and expenditures to determine if any
budget adjustments will be needed in the future. Across the non-General Fund funds, multiple actions are
recommended for the second quarter, leading to a net cost of approximately $3.6 million to non-General
Fund accounts. These costs are to be addressed with fund balances or revenues from current year services.

ONGOING FISCAL IMPACT

There is no ongoing fiscal impact related to this action for the General Fund.

The 2017 Measure P Revenue Bonds will have ongoing debt service costs of $8.4 million per year, which is
approximately half of the annual projected revenue.

The impacts related to actions approved by Council since the adoption of the budget in June 2017 are
reflected in the Long Term Financial Plan section of the attached quarterly report.
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Proposed Forecast Forecast Forecast Forecast Forecast

Description FY 2018 FY2019 FY2020 FY2021 FY2022 FY 2023
Revenues: .
MAJOR DESCRETIONARY REVENUES $ 12742 $ 12888 $ 13231 $ 13464 $ 13699 $ 139.50 .
OTHER REVENUES $ 6176 $ 4067 $ 4094 $ 4120 $ 4103 $ 4130 .
NEW DEVELOPMENT REVENUES S - $ 325 $ 29 $ 407 $ 505 $ 6.03 .
TOTAL REVENUES S 189.18 S 172.80 $ 176.20 $ 179.92 S 183.07 $ 186.84

Expenditures:

PERSONNEL SERVICES EXPENDITURES $ 12574 $ 13032 $ 13582 $ 14152 §$ 147.29 $ 152.94
OTHER EXPENDITURES $ 638 $ 4698 $ 4822 $ 49.88 $ 5150 $ 5243
NEW DEVELOPMENT EXPENDITURES $ - ¢ 155 $ 504 $ 670 $ 1072 $ 1218
TOTAL EXPENDITURES $ 189.59 $ 178.84 $ 189.08 $ 198.10 $ 209.52 $ 217.56
TOTAL GENERAL FUND SURPLUS/(DEFICIT) $ (0.41) $ (6.04) $ (12.88) $ (18.18) $ (26.45) $ (30.72)
SURPLUS/(DEFICIT) AS % OF BUDGET 0% -3% 7% -9% -13% -14%

ATTACHMENTS
1. FY2018 Second Quarter Financial Report

Staff Contact: David Bilby, Finance Department
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Quarterly Financial Report

Second Quarter FY 2018 Ending December 31, 2017
Prepared — February 2018

OVERVIEW

This financial report summarizes the City’s General
Fund financial position for fiscal year 2018 through
December 31, 2017, and projections for the
remainder of the year ending on June 30, 2018. The
purpose of this report is to provide the City Council,
Management and the citizens of Chula Vista an
update on the City’s fiscal status based on the most
recent financial information.

This report also includes a brief status update of the
Measure P revenue as well as an update on the City’s
long-term financial plan (LTFP). The LTFP is a
forecast of ten future years based upon information
available at the time and is updated annually to
reflect the most current information available. This
quarterly financial report contains an update of the
years up until 2027 (attached) and a discussion about
the next five years. The LTFP was first presented
with the City’s Fiscal Year 2017-18 budget.

NATIONAL, STATE, AND REGION ECONOMIC
UPDATE

The National Forecast! - In the December 2017 UCLA
Anderson Forecast (final quarterly report for 2017),
Senior Economist David Shulman projects mixed
results for the economy as the United States awaits
the outcome of several programs and initiatives. In
his outlook for the national economy, Shulman notes
that the near-term outlook is optimistic, anticipating
a 3% growth in the economy for 2017 due to strong
equipment spending, the discussion related to the
proposed tax bills, and an uptick in consumer wages
and spending. Riding the momentum generated in
late 2017, Shulman expects the 3% economic growth
rate to continue through the second quarter of 2018.

However, as the unemployment rate drops below 4%
and employment growth stalls in the face of a labor
shortage, economic growth is anticipated to drop
back to a 2% growth rate. By the end of the forecast
horizon in 2019, real GDP growth could drop to
below 1.5% as the outlook becomes uncertain.

Within the December forecast, Shulman cites several
activities that could impact the direction of the

1 Source: UCLA Anderson Forecast, December 2017

economy. These include the uncertainty related to
the proposed tax bills, a projected increase in defense
spending, a change in the Fed chairman, and an
increase in wage growth leading to an increase in
inflation. As the December forecast (most recent) was
developed in late November 2017, there was
uncertainty related to the components of the tax bills
that were making their way through Congress. Future
forecasts will refine the modeling based upon the
approved tax bill. Shulman was certain that the next
few years would reverse the seven-year annual
decline in defense spending. The December forecast
projects real defense spending will increase by 2%
and 2.7% in 2018 and 2019, respectively. A new Fed
Chair, Jerome Powell, will be appointed in 2018. As
Powell’s views on monetary policy are similar to
those held by the current Fed Chair, Janet Yellen, no
significant changes are anticipated. Shulman expects
the gradual interest rate normalization policy that
has been underway in 2017 will continue into 2019.
By the end of 2019, the fed funds rate is projected to
be approximately 3%. Lastly, the December forecast
projects the future quarterly track for inflation will
be in excess of 2% throughout the forecast horizon.
The primary source of the rising rate of inflation will
be a significant rebound in wage growth. After
trending in the 2% range, Shulman forecasts
acceleration in total compensation growth to
approximately 4% by late 2018 on a year-over-year
basis.

The California Forecast? - UCLA Anderson Senior
Economist Jerry Nickelsburg notes two key issues
that may impact projections from previous forecasts.
First, the new tax bill may dampen the housing
market, which will reduce economic growth in the
state. Second, the investment incentive, in particular
the bringing forward of investment because of
expensing, increases the forecasted growth rate for
employment and income in 2018, though reduces it
slightly by the end of 2019. Nickelsburg states, “The
most likely outcome of these two opposite economic
forces is for California’s unemployment rate to fall to
4.6% by the end of the forecast period (2019)".

2 Source: UCLA Anderson Forecast: A Downshift in Growth Expected for the
Nation and California; retrieved from URL:
http://www.anderson.ucla.edu/centers/ucla-anderson-forecast/december-
2017-economic-outlook
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The Forecast projects the total employment growth
to be 1.2%, 1.5%, and 1.1% in 2017, 2018, and 2019,
respectively. Payrolls are anticipated to grow at
about the same rate over the forecast period. Real
personal income growth is forecasted to be 1.6%,
3.1% and 3.6% in 2017, 2018, and 2019, respectively.
Homebuilding is anticipated to reach approximately
121,400 units per year at the end of the forecast
horizon.

The San Diego Forecast3 -The University of San Diego
(USD) Burnham-Moores Center for Real Estate’s
(BMC) Index of Leading Economic Indicators for San
Diego County rose 0.6 percent in November and
another 1.4 percent in December. December’s sharp
rise was due to huge gains in building permits, along
with strong gains for initial claims for unemployment
insurance, online help wanted advertising, and the
outlook for the national economy. Local stock prices
and consumer confidence were both up slightly in
December.

December’s gain was the largest since March 2015
and pushed the USD Index (149.0) close to an all-time
high (the Index topped the 150 level for a few months
back in 2000). It also marked the 14th straight month
in which the Index was either positive or unchanged.
The outlook for the local economy remains positive
through the end of 2018. Wage and salary
employment growth of about 25,000 is expected for
next year. That number has been higher in the past,
but with the local unemployment rate at an all-time
low, job growth could be limited by a shortage of
workers. If wages increase due to the tight labor
market, that might help in attracting workers to the
region and help with housing affordability.

3 source: University of San Diego School of Business Administration, USD
Index of Leading Economic Indicators, December 2017; retrieved from URL:
http://home.sandiego.edu/~agin/usdlei/index.html
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GENERAL FUND PROJECTIONS FOR FISCAL YEAR

2017-18 AFTER SECOND QUARTER

General Fund Reserves - Chula Vista’s General Fund

Reserve policy was established to ensure that the

City’s finances are managed in a manner which will:

1. Continue to provide for the delivery of quality
services;

2. Maintain and enhance service delivery as the
community grows in accordance with the General
Plan

3. Minimize or eliminate the need to raise taxes and
fees because of temporary revenue shortfalls; and

4. Establish the reserves necessary to meet known
and unknown future obligations and ability to
respond to unexpected opportunities.

The following table displays the unaudited General
Fund reserves as of June 30, 2017 as well as the
projected General Fund reserves for June 30, 2018.


http://home.sandiego.edu/~agin/usdlei/index.html
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Amended Projected
General Fund Reserve Budget Budget

(millions) (millions)
Reserves - July 1, 2017 $ 2002 | $ 20.02
Revenues & Transfers In®® $ 15085 |$ 152.69
Expenditures & Transfers Out®®@® $ 15085 |$ 153.10
Projected Surplus/(Deficit) $ - $ (0.41)
Projected Fund Balance for June 30, 2018 | $ 20.02 | $ 19.61
Reserve as a Percentage of Operating
Budget 13.27% 12.84%

'Amended Budget figure excludes $18.7 million in bond proceeds and $17.8 million in pass-
through revenues generated from Measure P sales tax. Measure P revenues accounted for in
separate Measure P Fund.

2Projected Budget figure excludes $17.8 million in pass-through revenues generated from
Measure P sales tax. Measure P revenues accounted for in separate Measure P Fund.

3Figure excludes $18.7 million in bond proceeds and $17.8 million in transfers out related to
funds generated Measure P sales tax. Measure P revenues accounted for in separate Measure
P Fund.

*Figure excludes $17.8 million in transfers out of the General Fund to separate Measure P Fund.
Measure P expenditures accounted for in separate Measure P Fund.

®The Original Budget and projections reflected in this table do notinclude prior year
appropriations for capital improvement projects and other encumbrances totaling $5.7 million
that were carried forward into the fiscal year 2017/18 budget. These expenditure impacts are
already reflected in the estimated fund balance as of July 1, 2017 and are therefore notincluded
in the above table.

Overview

At the end of the second quarter, the City’s financial
outlook is projected to be primarily unchanged as the
revised projections anticipate growth in expenditures
slightly outpacing growth in revenues. Based on
current projections, revenues are anticipated to
increase by $3.3 million and expenditures are
anticipated to increase by $3.7 million for a
difference of approximately $406,000.

A primary driver of the increase in revenues and
expenditures is a projected increase in funds
generated by the Measure P Sales Tax bill. Based on
current projections, funds generated by Measure P
are anticipated to exceed current projections by
approximately $1.5 million for the fiscal year. This
amount is reflected in both revenues and
expenditures as these funds are received by the City’s
General Fund as revenue but are then transferred out
(expenditure) to the 2016 Measure P Fund to track
and monitor these funds. As these funds do not
impact the City’s operating budget these funds have
been excluded from the previous table.

Exclusive of Measure P funds, the primary factors
impacting the projected increase in expenditures are:
the Fire Department undertaking a fire academy to
support department staffing levels; and providing
additional field equipment and technology support
for the Police Department. The Fire and Police
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Department have identified revenues to either
partially or completely offset the increase in
expenditures. For revenues, Transient Occupancy Tax
and Sales Tax projections are trending lower than the
Amended Budget projection, but the decline is
anticipated to be offset by increases in other revenue
categories. Additional information related to General
Fund expenditures and revenues are provided within
this report.

Revenues

The following table shows the Amended Budget and
Projected Budget revenues. The budgeted amounts
include all previously approved budget amendments
as well as the change in projections included in this
report. Overall, General Fund revenues are projected
to increase by approximately $3.3 million above the
current Amended Budget amounts. This is a result of
an increase in various revenue categories and a slight
projected decrease in the Transient Occupancy Tax
and Sales Tax projections as detailed in the following
table.

Revenue Category Amended Projected Variance
Budget Budget

Property Taxes $ 33,620,932 [$ 33,691,992 | $ 71,060
Sales Tax $ 33,767,466 |$ 33,737,411 [ $ (30,055)
Measure P Sales Tax $ 16,320,000 [$ 17,796,000 | $ 1,476,000
PT in lieu of Motor Vehicle License

Fee (VLF)* $ 20,844,039 [$ 21,164,029 | $ 319,990
Franchise Fees $ 11,968,646 [$ 11,968,646 | $ -
Utility Users Tax $ 5,860,328 [ $ 5,860,328 | $ -
Transient Occupancy Taxes $ 4,316,267 | $ 4,036,267 | $  (280,000)
Other Revenue $ 10,881,080 | $ 11,810,903 | $ 929,823
Transfers In $ 11,260,552 [ $ 11,750,177 | $ 489,625
Charges for Services $ 8,255,255 [ $ 8,502,923 [$ 247,668
Revenue from Other Agencies $ 1,951,180 | $ 1,989,144 | $ 37,964
Use of Money & Property $ 2,921,115 | $ 2,963,307 | $ 42,192
Other Local Taxes $ 1,424,643 | $ 1,424,643 | $ -
License and Permits $ 1,524,632 | $ 1,541,039 | $ 16,407
Fines, Forfeitures, Penalties $ 1,075,423 [ $ 1,079,062 | $ 3,639
Real Property Transfer Tax $ 1,173,550 [ $ 1,173,550 | $ -
TOTAL REVENUES $ 167,165,108 | $ 170,489,421 | $ 3,324,313

Property Tax in Lieu of Vehicle License Fees was previously accounted for as Motor Vehicle
License fees (VLF) in the State Revenue category. VLF was replaced by a backfill from property
taxes following the permanent reduction of the VLF rate from 2% to 0.65% in 2004.

The City receives revenue from multiple sources, the
primary sources being Sales Tax, Property Tax,
Property Tax in lieu of Vehicle Licenses Fees (VLF),
Franchise Fees, Utility User Fees, and Transient
Occupancy Tax. These are considered the major
revenue sources for the City. Changes in projections
to these sources have the greatest impact on the
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City’s financial projections. The following are brief
status updates on these revenue sources.

Sales Tax (exclusion of funds generated by
Measure P) - Revenue from the Bradley-Burns sales
tax (1% of retail sales) continues to be the City’s
largest revenue source as projected for Fiscal Year
2017/18. This revenue (totaling approximately $33.7
million) makes up approximately 20% of General
Fund revenues for Fiscal Year 2017/2018.

Detailed collection data is provided by the State
Board of Equalization and analyzed by the City’s sales
tax advisor HdL Companies. The most current data
available is for the third calendar year quarter, July
through September of 2017. Compared to the same
prior-year quarter, sales tax receipts grew by a
modest 5%, although there were variations within
the seven major industry categories. The Autos and
Transportation category showed a 3% decline in
sales while the Business and Industry category
increased by 8%. The largest producing industry
category, in terms of gross sales, is General Consumer
Goods grew by 6% in comparison to the same 2016
quarter. Other sectors experienced increases when
compared to the same quarter in 2016; these
included Fuel & Service Stations (8%), Restaurants
and Hotels (1%), Building and Construction (16%)
and Food & Drugs (5%).

City staff will continue to monitor sales taxes for the
impact of internet sales. Taxes collected by on-line
retailers go into a countywide pool and are
distributed to the Cities based upon share of
countywide sales rather than by population. Chula
Vista represents 8.5% of the population of the
County, but only 6% of the County sales. This method
tends to disfavor Chula Vista and may result in
further revisions to sales tax projections.

The Sales Tax chart below represents actual Sales Tax
collections since Fiscal Year 2012/13 and the
projection for Fiscal Year 2017/18.

Measure P Sales Tax - Revenue allocations from the
Measure P Sales Tax for the second quarter of the
fiscal year, $4.7 million, exceed allocations received
in the first quarter of the fiscal year, $3.9 million, by

approximately $0.8 million. As with the Sales Tax
revenue category, the General Consumer Goods
(33%), Autos and Transportation (19%), and
Business and Industry (14%) categories make up a
majority (66%) of the driving factors in funds
generated by Measure P. Based upon data from HdL
Companies, the projected year-end revenue from
Measure P has been increased from $16.3 million to
$17.8 million, an increase of approximately $1.5
million from the Amended Budget projections. Staff
will continue working with HDL over the coming
quarter to refine these projections and will report
back in the next quarterly financial report.

The following chart represents actual Sales Tax
collections for fiscal years 2013/14 through
2016/17. The remaining chart columns display the
projections from the City’s Long-Term Financial Plan
estimates, including projections for revenue
generated by new development. The projections for
the next five years have a conservative modest
growth estimate of approximately 1.0% annually,
compared to an historical growth average of 3.2% for
the prior five years.

SALES TAX & MEASURE P SALES TAX
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Note: Beginning with Fiscal Year 2017, Sales Tax
revenue is being recorded using a 90- rather than 60-
day accrual basis. As a result, the Base 1% revenue
for Fiscal Year 2016/17 is inflated by the September
2016 clean up payment ($744,000) that was accrued
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to Fiscal Year 2017 under the old 60-day accrual
schedule.

Property Taxes - The City of Chula Vista receives a
portion of the property tax revenue based upon a
1.0% levy on the assessed value of all real property.
Property tax is the City’s second largest revenue
source, representing approximately 20% of projected
General Fund revenues for Fiscal Year 2017/18. The
assessed value of all property in the City of Chula
Vista is projected to grow by 6.01% in Fiscal Year
2017/18 which mirrors the average growth
throughout the County of San Diego.

In its June 2017 annual report on property values, the
County Assessor’s office attributed the increase, the
fifth year of countywide increases, to the consistent
steady growth in the real estate market. = With
median home prices having grown annually by 5-6%
for several years, the Assessor projected that this
growth trend would likely continue in the near
future. The City of Chula Vista’s long-term financial
plan, however, has been developed using growth rate
of 3% for the property tax on current secured (land
and improvements) and 1% on current unsecured
(business equipment, boats & aircraft) property and
other. These growth rates are more conservative but
likely more reliable than relying upon a 5% and 6%
growth factor.

Worth pointing out is that the Property Tax In Lieu of
Vehicle License Fee is actually property taxes that are
redistributed to municipalities as a result of 2004
legislation. These are shown as a separate revenue
category from Property Tax for comparison
purposes. The growth in this revenue is based upon
the growth in the City’s assessed valuation. The
growth rate that the City of Chula Vista experienced
in Fiscal Year 2017/18 was 6.1%, compared to the
budgeted estimate of a 3% growth.

The chart below shows actual Property Tax revenues
since Fiscal Year 2013/14 and the projections for
Fiscal Years 2017/18 through 2022/23, including
projected growth associated with new development.
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Motor Vehicle License Fee (VLF) - Since the State
Budget Act of 2004, the allocation of VLF revenues to
cities and counties was substantially changed.
Beginning in 2005/06, the majority of VLF revenues
for each city grew essentially in proportion to the
growth in the change in gross assessed valuation.
Due to this change in the formula by the State, the
majority of the City’s VLF revenues fluctuate with
changes in assessed values in the City.

The projection for VLF revenues has been revised
upward $0.3 million to $21.2 million in the second
quarter reflecting the improvement in assessed
valuations. The following chart represents actual VLF
revenues since Fiscal Year 2013/14 and the
projection for Fiscal Years 2017/18 through
2022/23. The City projects a 3% growth rate for
these revenues, which mirrors the growth rate for
property taxes.
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Franchise Fees - Franchise fee revenues are
generated from public utility sources such as San
Diego Gas & Electric (2% on gas and 1.25% on
electricity), trash collection franchises (20% fee), and
cable franchises (5% fee) conducting business within
City limits. SDG&E collects the franchise fee from
Chula Vista customers and remits these revenues to
the City. Trash franchise fees and cable fees are
based on fixed rates.

There is no change in in the projection for Franchise
Fee revenues in the 2nd Quarter. Franchise Fee
revenues are projected at the budgeted level $12.0
million. This is an increase over Fiscal Year 2016/17
actuals of approximately 4%.

The following chart represents actual franchise fee
revenues since Fiscal Year 2013/14 and the
projection for Fiscal Years 2017/18 through
2022/23. The City projects a 3% growth rate for
these revenues from Fiscal Year 2018/19 to through
Fiscal Year 2022 /23.
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Utility Users Tax (UUT) - by The City adopted its
Utility Users Tax (UUT) in 1970. The City of Chula
Vista imposes a UUT on the use of telecom at the rate
of 4.75% of gross receipts. The UUT on natural gas
services is $0.00919 per therm and $0.00250 per
kilowatt on electricity services, which equates to
approximately a 1% tax.

UUT revenues are anticipated to be in-line with the
amounts projected in the Amended Budget.

The following chart reflects actual UUT revenue since
Fiscal Year 2013/14 and the projection for Fiscal
Years 2017/18 through 2022/23. The City projects a
1% growth rate for these revenues from Fiscal Year
2018/19 to through Fiscal Year 2022/23.



Quarterly Financial Report

Second Quarter FY 2018 Ending December 31, 2017
Prepared — February 2018

UTILITY USERS TAX

$16.0

$14.0

$12.0 -

$10.0 -

Millions

$8.0 -

$6.0 -
$4.0 -

$2.0

$0.0 -
FY14* FY16 FY18 FY20 FY22

*Note: Increased fiscal year 2013/14 Utility User’s
tax revenue reflect a mid-year appropriation (Council
resolution 2013-092) of previously collected wireless
telecommunication related tax revenue that was
utilized to fund attorney and City administrative
costs pertaining to a City class-action lawsuit.

Transient Occupancy Tax (TOT) - The City receives
10% of hotel and motel room rates for stays less than
30 days. TOT revenues have reflected a positive
trend that began in fiscal year 2012 and has
subsequently continued.

The potential for significant revenue growth is
feasible provided additional hotels are built
capturing the market created by the growth in the
eastern section of the City. Several impending new
hotel developments are being proposed in the City,
primarily in the Millenia and Bayfront projects.

Fiscal year 2017/18 TOT revenues are estimated at
$4.3 million based on the previous fiscal year’s
growth trend and a new hotel that was opened this
fiscal year. TOT revenues are projected to decrease
slightly in the 2nd quarter, estimated to come in lower
than the budgeted level by $0.3 million. However,
staff will continue to monitor these revenues for the
remainder of the fiscal year, and will update this
projection as part of future quarterly reports.

The following chart represents actual TOT revenues
since Fiscal Year 2013/14 and the projection for
Fiscal Year 2017/18 through 2022/23.
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Expenditures

The General Fund’'s amended budget reflects the
Council adopted budget of $166.6 million, Council
approved first quarter appropriations of $0.6 million,
and $5.7 million of prior year encumbrances that
were carried over into the current fiscal year. As of
the end of the second quarter, the amended budget
totals $172.9 million.

The following table reflects the General Fund
amended budget and actual expenditures by
department as of December 31, 2017. In total,
Departments have expended $82.5 million or 48% of
the General Fund budget after 50% of the fiscal year
has elapsed. Overall, departmental expenditures are
tracking consistent with the budget as of the end of
the second quarter. However, staff is monitoring the
ongoing City-wide utility expenditures as these costs
appear to be trending higher than anticipated. Staff
will propose future actions to address this issue if the
trend continues through the fiscal year.
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GENERAL FUND EXPENDITURES AS OF 12/31/2017

Amended Expended as %
Department
Budget of 12/31/17 Expended

City Council $ 1,612,138 $ 908,767 56.4%
Boards & Commissions $ 15,671 | $ 15,660 99.9%
City Clerk $ 1,016,690 $ 493,887 48.6%
City Attorney $ 3,054,919( $ 1,559,621 51.1%
Administration $ 2,061,997 | $ 1,222,430 59.3%
Information Technology $ 3,875379| $ 2,021,258 52.2%
Human Resources $ 2,816,013 $ 1,475,024 52.4%
Finance $ 3,821,990 ( $ 2,157,892 56.5%
Non-Departmental $ 29,280,122 | $ 3,010,603 10.3%
Animal Care Facility $ 3,013,262| $ 1,623,962 53.9%
Economic Development $ 2,206,800 | $ 1,225,533 55.5%
Planning & Building $ 2,708,065 | $ 1,575,562 58.2%
Engineering/Capital Project $ 8,756,724 $ 4,441,781 50.7%
Police $ 53,559,193 | $ 29,794,987 55.6%
Fire $ 28,603,936 | $ 16,611,555 58.1%
Public Works $ 18,202,340 | $ 9,850,837 54.1%
Recreation $ 4,493,631 | $ 2,261,924 50.3%
Library $ 3,817,784| $ 2,227,011 58.3%
TOTAL EXPENDITURE BUDGET | $ 172,916,654| $ 82,478,294 47.7%]

The following table reflects the projected
expenditures for June 30, 2018. At of the end of the
second quarter, there are four departments that are
projecting expenditure deficits. These include Police,
Fire, Public Works and Library. The projected
deficits for these departments are within the
Personnel Services and Supplies and Services
expenditure categories. The projected personnel
services deficits in the Police ($1.6) million and Fire
department ($0.05) million are attributed to higher
overtime costs. Police is continuing efforts to isolate
the specific sources to mitigate the growth of this
deficit. The projected deficit in the Fire Department
is smaller and is projected to be contained within the
department’s budget. A projected $0.1 million deficit
in Personnel Services expenditures is projected for
the Library due to increased hourly wage expenses
that are required to maintain current operation
levels. Overall, the deficits in these departments are
projected to be partially offset with savings in other
departments that are either under-filling or
maintaining vacant positions.

Deficits within the Supplies and Services category are
also projected for the Police and Public Works
departments. The Police department is projected to
exceed its supplies and services budget by $0.3
million. Similar to what was reported in the first
quarter, the cause for the deficit is due to
ammunition, uniforms, training, and contractual

costs. To mitigate this deficit, the Department is
proactively seeking cost-saving measures and
continuously improving processes to enhance
operational efficiencies. The Public Works
department is projected to exceed its supplies and
services budget by $0.2 million. This is due to
unanticipated expenses related to numerous repairs
to City facilities and infrastructure. The department
will be seeking to make transfers from other
expenditure categories with projected savings and to
appropriate revenues to mitigate this deficit.

GENERAL FUND PROJECTIONS BY DEPARTMENT
FORJUNE 30, 2018

Amended Proposed .
Department Variance
Budget Budget

City Council $ 1,612,138 $ 1,612,138 $ -
Boards & Commissions $ 15671 $ 21,732 | g 6,061
City Clerk $ 1,016,690 | $ 985,972 | $  (30,718)
City Attorney $ 3,054,919| $ 2,937,659 | $  (117,260)
Administration $ 2,061,997 | $ 2,043,017 $ (18,980)
Information Technology $ 3,875,379 $ 3,845,080 | $ (30,299)
Human Resources $ 2,816,013 $ 2,640,462| $ (175,551)
Finance $ 3,821,990 $ 3,662,522 | $  (159,468)
Non-Departmental $ 29,280,122 ( $ 30,206,061 | $ 925,939
Animal Care Facility $ 3,013,262 | $ 2,995,437 $ (17,825)
Economic Development $ 2,206,800 | $ 2,071,720| $  (135,080)
Planning & Building $ 2,708,065 $ 2,778,190 ¢ 70,125
Engineering/Capital Project $ 8,756,724 | $ 9,084,350 | $ 327,626
Police $ 53,559,193 | $ 53,907,371 $ 348,178
Fire $ 28,603,936 | $ 31,431,602 | $ 2,827,666

Public Works $ 18,202,340 | $ 18,278,278 | $ 75,938
Recreation $ 4,493,631 $ 4,258,545 $  (235,086)
Library $ 3,817,784 $ 3,886,349 ¢ 68,565
TOTAL EXPENDITURE BUDGET | $ 172,916,654 | $ 176,646,485| $ 3,729,831

Staff will continue to monitor General Fund expenses
and look for potential cost saving measures in order
to remain within budget during the current fiscal
year.

LONG-TERM FINANCIAL PLAN UPDATE -

FISCAL YEARS 2019 TO 2023

A primary focus of this financial report is to review
and reconsider the Long-Term Financial Plan (LTFP),
looking beyond the current fiscal year at fiscal issues
facing the City on the horizon. The LTFP was
presented with the fiscal year 2017-18 budget in
March, May, and finally in June 2017. The changes
to the LTFP from that which was presented in June
2017 include (1) modified sales tax and in-lieu motor
vehicle license fee projections; (2) revised personnel
costs to reflect recent labor contracts; (3) updated
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CalPERS rates for fiscal year 2019; (4) the addition of
twelve new firefighter positions authorized in August
2017; (5) new technology costs in the Police
Department, and (6) the change in the estimated
opening of the Millennia Fire station from 2019 to
2020. Like the version shown previously in June
2017, this updated version includes cost projections
for new peace officers, the new Bayfront Fire Station
and new park maintenance expenses for the
Millennia Parks.

The purpose of this review is to highlight the
structural imbalances that the City will face
beginning in the next fiscal year, and to focus
problem solving efforts toward a menu of viable
options. These projections will continue to evolve as
new information becomes available. These
projections assume continued economic growth.
Even a small or short-lived economic downturn will
amplify the projected deficit.

The table on the following page displays the updated
financial projections for fiscal years 2019 through
2023. A more detailed table that includes all ten
years is provided as an attachment to this report.
Beginning next fiscal year, the projection is that
revenue will not be sufficient to cover the City’s
operating expenditures resulting in a $5.7 million
deficit. Left unchecked, the deficit is projected to
grow to $25.8 million in five years (Fiscal Year 2021-
22). This deficit is larger than first projected in the
First Quarter report, because of the impact of the
revised revenue estimates of the Sales Tax Projection
and CalPERS unfunded actuarial liability (UAL). The
net revenues have improved to $173.0 million
compared to an original estimate of $171.9 million
because of the revised projections for the Measure P
Sales Tax, which slightly offsets the expected decline
in Sales Tax revenue. On the expenditure side,
primarily because of the estimated opening of the
Millennia Fire Station in 2020 rather than 2019, the
projected expenditures have decreased from $177.7
million to $177.5 million. New expenditures that
were not in the original plan add just over $1 million
in cost in fiscal year 2018-19. These include
proposed twelve new firefighter positions (Safer
Grant supported), and new police technology costs.
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The most significant drivers for the long-term growth
in the City’s expenditures are the increase in public
safety costs and the increasing costs associated with
public employee salaries and benefits. Even with the
additional resources provided by Measure P, which
are significant, the current plan is for the General
Fund to add $1.5 million in new service levels in
2019, growing to $5.0 million, $6.7 million, $10.7
million, and $12.2 million in the subsequent four
years. In addition to these new expenditures, the
City’s remaining operating expenditures will also
experience growth.

Forecast Forecast Forecast Forecast Forecast

Description FY2019 FY2020 FY2021 FY2022 FY2023
Revenues:

MAJOR DESCRETIONARY REVENUES $ 12888 $ 13231 $ 134.64 $ 13699 $ 139.50
OTHER REVENUES $ 4067 $ 4094 $ 4120 $ 4103 $ 4130
NEW DEVELOPMENT REVENUES $ 325 $ 29 $ 407 $ 505 $ 603
TOTAL REVENUES $ 17280 $ 17620 $ 179.92 $ 183.07 $ 186.84
Expenditures:

PERSONNEL SERVICES EXPENDITURES $ 13032 $ 13582 $ 14152 $ 147.29 $ 152.94
OTHER EXPENDITURES $ 4698 $ 4822 $ 49.88 $ 5150 $ 5243
NEW DEVELOPMENT EXPENDITURES $ 155 $ 504 $ 670 $ 1072 $ 1218
TOTAL EXPENDITURES $ 178.84 $ 189.08 $ 198.10 $ 209.52 $ 217.56
TOTAL GENERAL FUND SURPLUS/(DEFICIT) $ (6.04) $ (12.88) $ (18.18) $ (26.45) $ (30.72)
SURPLUS/(DEFICIT) AS % OF BUDGET -3% 7% -9% -13% -14%

Fiscal Year 2019 Budget Balancing

The City’s options for addressing the anticipated
shortfall will require new revenues, cost cutting, and
cost deferments. Preliminarily, staff has identified
possible savings that will accrue to the City once the
Measure P projects are implemented. Future savings
in utility costs have been estimated to have a
mitigating impact of $800,000 in FY 2020 and as
much as $1.7 million by 2023. In addition, the
savings to the City if it were to make permanent the
elimination of eight currently vacant positions has
been estimated to relieve the budget by $0.5 million
in 2019 and in future years as well
These eight positions are non-sworn and revenue
neutral. In addition, all City Departments are
presently evaluating opportunities tor reorganization
or consolidation in order to affect further savings and
shrink the deficit gap. These efforts alone will not be
sufficient, however to eliminate the projected deficit
which, in the following year, is projected to increase
to $12.2 million, shown below.



Quarterly Financial Report

Second Quarter FY 2018 Ending December 31, 2017

SUMMARY AND NEXT STEPS

At the conclusion of the second fiscal year quarter of
2017-18, the current year budget is on track for
revenues and  expenditures, with  minor
modifications. Staff is watching expenditures and
revenue projections, particularly Sales Tax
projections, to assess whether further modifications
will be necessary later in the year.

The longer-term projections for the City’s General
Fund continue to pose serious challenges, because
revenues will not be sufficient to cover current costs
or new costs that are on the horizon. Because the
City has limited abilities to impact near-term
revenue, its staff and policy makers will need to focus
their efforts on the cost side by finding savings,
modifying service levels, cost cuts or cost delays for
the upcoming year, even as efforts continue to
address economic development opportunities
throughout the City.

The third quarter report will contain a more
thorough analysis of and updates on the status of
new development and major revenues derived from
new development. Staff anticipates presenting the
baseline budget, a more thorough update to the LTFP,
and potential solutions to resolve the operating
deficit to the City Council in March during the
upcoming budget workshops.

10
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Description Proposed Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast
FY2018 FY2019 FY2020 FY2021 FY2022 FY2023 FY2024 FY2025 FY2026 FY 2027
Revenues:
Property Taxes $ 3369 S 3436 S 3530 S 3626 S 3726 S 3828 S 3934 S 4042 S 4154 S 42.69
Sales Tax $ 5070 $ 51.20 $ 5155 S 51.89 $ 5219 $ 5260 S 53.13 $ 53.66 S 5420 S 54.74
Franchise Fees $ 1197 $ 1157 $ 1176 $ 1196 $ 1216 $ 1236 S 1256 $ 1277 $ 1298 $ 13.20
Utility Users Taxes $ 58 $§ 592 $ 59 $ 604 $ 610 S 616 $ 622 $ 628 S 635 S 641
Transient Occupancy Taxes S 404 $ 436 $ 561 $ 573 S 584 S 59% S 608 $ 620 $ 632 $ 645
Motor Vehicle License Fees S 2116 § 2147 $ 2211 $ 2277 $ 2345 $ 2415 $ 2487 $ 2561 $ 2638 $§ 2717
SUBTOTAL MAJOR DESCRETIONARY REVENUES $127.42 $ 128.88 $ 13231 $ 13464 $ 13699 $ 139.50 S 142,19 $ 144.95 S 147.77 $ 150.65
Development Revenue $ 121 S 121 S 122 $ 122 $ 123 S 124 S 124 $ 125 $ 125 S 126
Licenses and Permits $ 138 $ 139 $ 142 S 145 $ 148 S 151 $ 154 $ 157 $ 160 $ 163
Fines, Forfeitures & Penalties $ 108 $§ 110 $ 112 $ 114 $ 116 S 119 $ 121 $ 124 S 126 S 129
Use of Money and Property S 246 $§ 245 S 247 $§ 252 $ 255 $ 257 $ 260 S 262 S 265
Other Local Taxes $ 260 $§ 262 S 265 S 268 $ 270 S 273 S 276 $ 279 S 281 S 284
Police Grants $ 077 $ 076 $ 076 $ 076 $ 076 $ 076 $ 076 $ 076 $ 076 $ 076
Other Agency Revenue $ 205 $ 205 $ 207 $ 209 $ 211 $ 213 $ 215 $ 217 $ 219 $ 222
Charges for Services $ 7218 725 $ 728 S 732 S 73 S 739 S 743 S 747 S 750 S 754
Interfund Reimbursements $ 982 $ 992 $ 1001 $ 1011 $ 976 $ 98 S 99 $ 1006 $ 1016 $ 10.26
Other Revenues - Miscellaneous $ 2246 S 104 S 104 $ 105 $ 106 $ 106 S 107 $ 107 $ 108 S 108
Transfers From Other Funds $ 1072 $ 1090 $ 1090 $ 1090 $ 1090 $ 1090 $ 1090 $ 10.90 $ 1090 $ 10.90
SUBTOTAL OTHER REVENUES $ 6176 $ 4067 S 4094 $ 3871 $ 4103 S 4130 $ 4158 $ 418 S 4213 S 4242
NEW DEVELOPMENT REVENUES
Property Taxes S - S 073 S 101 § 141 S 176 S 210 S 246 S 279 S 319 S 337
Sales Tax S - S 015 S 032 § 045 S 059 S 074 S 08 S 09 S 106 S 116
Franchise Fees S - S 020 S 028 § 03 S 045 S 054 S 063 S 072 S 08 S 088
Utility Users Taxes s - S 008 S 011 § 014 S 018 S 021 S 025 S 028 S 032 S 076
Transient Occupancy Taxes s - S 119 S - S - S - S - S - S - S - S -
Motor Vehicle License Fees s - S 049 S 068 S 095 S 119 S 142 S 166 S 18 S 215 S 227
Other Revenues - Miscellaneous S - S 027S 038 S 050 s 062 S 074 S 08 S 098 S 106 S 169
Other Local Taxes S - S 015 $ 019 § 026 S 026 $ 028 § 031 § 033 § 035 S 030
SUBTOTAL NEW DEVELOPMENT REVENUES $ - $ 325 $ 29 $ 407 $ 505 $ 603 S 701 $ 794 S 892 $ 1043
TOTAL REVENUES $189.18 $ 172.80 S 176.20 $ 177.42 $ 183.07 S 186.84 S 190.78 $ 194.74 S 198.82 $ 203.50
Expenditures:
Personnel Services $ 9128 $§ 9111 S 9242 $ 9417 $ 9597 S 97.80 $ 99.66 $ 101.57 S 103.51 S 105.50
Flex/Insurance $ 1221 $ 1282 S 13.76 S 1478 $ 1588 S 17.07 $ 1836 $ 1975 S 21.27 S 22091
PERS S 2443 $ 2724 $ 3053 $ 3349 $ 3641 $ 3907 $ 4128 $ 4389 $ 4517 $ 4717
Salary Savings (On Going) $ (0.84) $ (0.86) $ (0.89) $ (0.92) $ (0.95 S (0.98) $ (1.01) $ (L05) $ (L07) S (L.10)
Salary Savings (One-Time) $ (138 - §$ - §$ - § - S - S - S - S - S -
SUBTOTAL PERSONNEL SERVICES EXPENDITURES $125.74 $ 13032 $ 135.82 $ 141.52 $ 147.29 S 152.94 $ 158.28 $ 164.17 S 168.88 $ 174.48
Supplies and Services $ 1680 $ 1549 $ 1673 S 1807 $ 1934 $ 1972 $ 2012 $ 2052 $ 2093 $ 21.35
Utilities $§ 557 $ 532 $ 558 $ 58 S 615 $ 646 S 679 $ 712 $ 748 S 785
Other Expenses $ 118 $§ 066 S 067 $ 068 $ 070 $ 071 $ 072 $ 074 S 075 S 077
Equipment (Capital not CIP) $ 035 $ 015 $ 015 $ 016 $ 016 $ 016 $ 016 $ 016 $ 016 $ 0.16
Transfers/Debt Service $ 4331 $ 2534 $ 2507 S 2509 $ 2514 $ 2536 S 2553 $ 2569 S 2583 S 21.38
Capital Improvement Projects S 148 S - s - s - S - S - S - S - $ - $ -
Non-CIP Project Expenditures $ 09 $ 002 $ 002 $ 002 $ 002 $ 002 $ 002 $ 002 $ 002 $ 002
Prior Year Appropriations - Carry Forward $ (575) $ - S - S - S - S - S - S - S - S -
SUBTOTAL OTHER EXPENDITURES $ 6385 $ 4698 $ 4822 $ 4988 $ 5150 $ 5243 S 5333 $ 5426 $ 5522 $ 51.53
NEW PROGRAMS & NEW DEVELOPMENT EXPENDITURES
12 new firefighters with 3 yr SAFER grant offset $ - S 091 S 103 S 163 S 217 § 228 S 239 S 250 S 261 S 273
4.0 Truck Staffing for Millenia and Bayfront s - s - S 197 S§ 208 S 438 S 460 S 48 S 505 S 527 S 551
Peace Officer Funding S - S 038 § 161 S 255 S 359 S 471 S 591 S 722 S 860 S 1010
New Police Technology $ - $ 019 $ 019 $ 020 $ 019 S 019 S 020 $ 020 $ 022 S§ 021
Millenia Parks Maintenance s - S 008 $ 008 S 008 S 008 $ 008 S 008 S 008 S 008 S 008
Fire Station Supplies and Services s - S - S 016 S 016 S 032 S 032 S 032 S 032 S 032 S 032
SUBTOTAL NEW DEVELOPMENT EXPENDITURES $ - $ 155 $ 504 $ 670 S 1072 $ 1218 $ 1370 $ 1537 $ 17.09 $ 1894
TOTAL EXPENDITURES $189.59 $ 178.84 S 189.08 $ 198.10 $ 209.52 $ 217.56 S 225.32 $ 233.79 S 241.19 $ 244.95
TOTAL GENERAL FUND SURPLUS/(DEFICIT) $ (0.41) $ (6.04) $ (12.88) $ (20.67) $ (26.45) $ (30.72) $ (34.54) $ (39.05) $ (42.36) $ (41.45)
SURPLUS/(DEFICIT) AS % OF BUDGET 0% -3% -7% -10% -13% -14% -15% -17% -18% -17%
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