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Description/Analysis

Issue: The City faces a projected General Fund budget gap of $35 to $40 million in
FY2011/12. After four years of budget deficits, strategies used to mitigate service cuts and
layoffs have been extensive. Remaining alternatives and options are limited and will require
difficult public policy choices. The purpose of this report is to discuss with and receive
direction from the City Council on potential strategies that may be utilized by staff to develop a
balanced budget proposal. Also included is a list of operational efficiencies that will be
incorporated into the development of the proposed budget.

Policy Considerations: The projected $35 to $40 million deficit for FY2011/12 equates to a
20% reduction in General Fund costs or roughly 450 positions. Any alternative strategies
employed to help balance the proposed FY2011/12 budget will mitigate cuts in services and
layoff of employees.

Environmental Considerations: Not applicable
Commission/Committee Action: Not applicable

Sustainability Considerations: Not applicable

Rationale for Recommendation: The City Charter requires the City Council to adopt a
balanced budget. Policy direction from the City Council on budget strategies will assist the City
Manager in developing a budget proposal reflective of Council priorities.

Financial Considerations: This report includes an estimate of the financial impacts of various
budget strategies.

Emerging Small Business Development (ESBD): Not applicable
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Background

As the community struggles to emerge from the severe national recession, City
expenditures are forecast to eclipse available revenues for the fifth consecutive year.
Despite eliminating over 900 positions, implementing consolidations and renegotiating
labor agreements in recent years, the City faces a projected FY2011/12 General Fund
budget gap of $35 to $40 million. As a result, difficult budget decisions will again be
required in order to adopt a balanced budget by June 30, 2011. The purpose of this
report is to discuss with and receive direction from the City Council on potential strategies
that may be utilized by staff to develop a balanced budget proposal as an alternative to
simply reducing services and cutting positions.

The General Fund budget structural imbalance is the result of City expenditures that are
growing at a faster rate than available revenues. Some of the factors driving the City’s
forecasted expenditure growth include:

Use of one time funds

Labor costs including pension and healthcare costs

PERS investment losses (which result in higher City pension contributions)
Staffing and operational costs for new facilities

Implementation of Proposition 218 corrections

The projected FY2011/12 General Fund budget gap equates to a 20% reduction in costs
in the General Fund or approximately 450 positions. Using only a service cut approach,
examples of impacts and service reduction from a 20% reduction include: three additional
fire station brownouts, staffing reductions and elimination of fire technical rescue program
including 99 positions; closure of all but three swimming pools citywide; elimination of
patrol officers, community service officers, POP teams and Magnet School program
including 85 positions; closure of all but three community centers.

In order to mitigate service reduction impacts, a number of alternative strategies have
been identified for Council consideration, many of which will have lasting impact on future
budgets. The strategies have been organized into three broad categories: Efficiencies,
Labor Costs, and Revenues.

Charts identifying specific strategies and their potential budget impact are attached to this
report. The charts briefly summarize each strategy and note other policy considerations.
Some strategies may be determined to be unacceptable by the Council, in which case
those strategies will be dropped from further consideration.

The Council’s direction regarding budget strategies will assist staff in developing the
proposed FY 2011/12 budget for submittal to the City Council by May 1, 2011. Council
budget hearings will be conducted in May and June 2011 prior to budget adoption by June
30, 2011.
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