
CITY OF AGENDA ITEMANDERSON 
IMarch 6 1 2012 1 City Council Meetin~ 

To:	 Honorable Mayor and 
Members of the Anderson City Council 

From:	 John Blacklock, Interim City Manager 
Telephone 378-6646 

Date:	 March 6, 2012 

ISUBJECT
 

Mid-Year Budget Update 

IRECOMMENDATION
 

The City Manager recommends that the City Council: 

Provide direction to the City Manager regarding current year budget savings options 
and for amendments to the 2012/2013 fiscal year budget consistent with the 
projections addressed in this staff report. 

IDISCUSSION and BACKGROUND 

On June 21, 2011, the City Council adopted budgets for the 2011/2012 and 2012/2013 
fiscal years and formally appropriated budget authority for 2011/2012. The two-year 
budget approved a spending plan based on many different revenue and expense 
projections. We are now mid-way through the first year of the two-year budget and in May 
the City Council is scheduled to begin consideration of adjustments to the FY 2012/2013 
budget. 

It is now time to review how well revenues and expenses are meeting budget projections 
for the current fiscal year, specifically as related to the General Fund. Other funds (such as 
Water, Wastewater, and Gas Tax) are on target and do not need to be addressed at this 
time. While we do our best to accurately forecast personnel costs, projects, and events that 
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will occur during the budget year, invariably estimates vary from projections and require 
changes to the adopted budget. 

Total anticipated revenues to the General Fund for FY 2011/2012 year are $5.270 million 
and budgeted expenditures are $5.370 million. The difference of $100,000, absent higher 
revenues or lower expenditures than budgeted, was to come from reserves. Revenue 
projections assumed that property tax revenues would decrease during the fiscal year, 
although at a slower pace than experienced in the prior two years. Real property assessed 
valuations have, in fact, continued their slow decline as projected. Sales tax revenues were 
projected to recover, and start to slowly rise. Recently-received first quarter sales tax data 
shows a small increase but less of an increase than projected. Other General Fund 
revenues are expected to be stable, with no significant increases or decreases. 

The adopted budget fully funded all currently filled sworn police officer positions, as well 
as one additional police officer position (currently vacant). Additionally, the budget funded 
the Community Services Manager position for half of the year. This position remains 
vacant. 

The General Fund is seeing increased expenditures in the following three areas: 

¢ Personnel related costs impacted the General Fund in the current budget year with 
unanticipated expenditures occurring in relation to three individuals leaving city 
employment. The City hired an Interim Chief of Police during the time period that the 
former Chief of Police was out on sick leave, and accumulated leave payouts to the 
former Chief of Police, former City Manager and former Parks Supervisor were made 
when they left City employment. 

¢ Legal services, always difficult to project, have been higher than budgeted. 

¢ Assumptions were made that through labor negations a savings would occur with 
increased employee retirement contributions. The Teamsters and the unrepresented 
employees have reached the employer share contribution cap limit for existing 
employees and are paying those costs above the cap. However the City Council recently 
approved a new two year contract with the Anderson Police Officers Association that 
maintains the City paying the employee retirement share. It should be noted that the 
new contract contains a new retirement formula applicable to new hires that will 
achieve savings in future years. 

In the near term, these fiscal concerns can be resolved with short-term solutions by 
reducing the general fund reserve and holding positions vacant as long as possible. 
However, the shortfall may be indicative of a larger budget imbalance that may present 
serious budget and operational implications if revenue improvements are not seen in the 
near future. Several issues that were noted in City Manager Dana Shigley's letter 
accompanying the adopted budget, restated below in italics, are still relevant: 

¢	 The General Fund alone cannot currently fund our police department, even at 
current staffing levels. One sergeant position is funded by state Motor Vehicle 
License Fees (through the countywide SLESFJ and, with the intense state 
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budget politics in Sacramento right now, these revenues are very much at risk. 
Additionally, one police officer position is funded by a federal COPS grant that 
expires at the end of the 2011/2012 fiscal year. The General Fund cannot 
finance either (or both) ofthese positions should (or when) this funding ends. 

c>	 General Fund fiscal pressures have kept staffing in other departments at less

than-satisfactory levels, as well. The Community Services (Parks and
 
Recreation) function is now staffed with 1.5 people, supervised by the Assistant
 
City Manager on a limited basis. The Development Services Department no
 
longer has a planner position leaving the Director and Building Inspectors to
 
do planning staff work. The Finance Department has experienced a huge
 
increase in workload resulting from a significant volume ofgrants and other
 
reporting requirements, yet has seen no staff increases in more than 15 years.
 
Parks continue to be maintained by just 1.5 staff members. All these
 
departments do an excellent job ofproviding basic services; however, the heavy
 
workload takes a toll on staff and limits our ability to provide all the services
 
our community wants as effectively as possible.
 

c>	 We highly value our employees, acknowledge that they work hard to serve this
 
community, and believe they deserve to be compensated fairly for their work.
 
Some employees have not seen raises for five years now, and I wish I could offer
 
something. However, we do offer a good PERS retirement plan to employees
 
and have to recognize that the City's cost to provide retirement benefits is not
 
sustainable at current levels. In the coming year, a full 18% of General Fund
 
expenditures, nearly $1 million, will be spent on employee retirement benefits,
 
in addition to salaries, medical insurance, and other benefits. Adjustments
 
need to be made to bring our costs for retirement benefits in line with the City's
 
ability to pay in the long run.
 

c>	 The State's budget is a substantial fiscal challenge and there is no reason to
 
believe that the legislature and governor will not continue to seek ways to use
 
our local revenues to solve their budget problem, both this year and for years
 
to come. We should anticipate changes in how the state finances programs,
 
shifting costs to local governments without the resources to pay for the
 
services.
 

The concerns expressed above by your former City Manager hold true today and 
demonstrate that there are few options available to the Council. Public Safety, specifically 
the budget for the Police Department, currently utilizes apprOXimately 62% of the General 
Fund. The remaining departments are already so thin with personnel that additional 
general fund cuts would jeopardize the functioning of those departments. Purchases of 
replacement equipment and supplies are already held to a minimum. Easy solutions are 
not available. 

Over the past 10 years the City's general fund balance (reserve) has ranged from 10.0% (FY 
1999/2000) to 25.6% (FY 2004/2005) as a percentage of total General Fund budget (see 
Attachment 1). Actual amounts have varied from $301,164 (FY 1999/2000) to $1,154,268 
(FY 2004/2005). 
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After adjusting for known increases in current year expenditures and reductions in current 
year revenues, it is projected that by the end of the current fiscal year the City will 
experience a fund balance of approximately $588,454, its lowest fund balance in over a 
decade when evaluated as a percentage of the General Fund. Resolution 99-8 adopted in 
February of 1999 sets a 15-20% target for maintaining reserves as a percentage of the 
General Fund. Nonetheless, the fund balance would still be relatively healthy at 11% of 
total General Fund. It will be essential in May, when the Council begins consideration of 
adjustments to its two-year budget, to carefully examine revenue projections and expense 
trends and consider any budget adjustments it determines necessary and appropriate to 
preserve the health of the City's budget. 

The City has two basic ways to manage budget issues - raise revenues or cut costs. And it 
can do this with both short term and long term measures. The State can transfer costs, 
notably to cities and counties, to solve its budget problems, but cities have virtually no 
ability to transfer costs. Attachment 2 illustrates General Fund revenues and expenses 
over the past 8 fiscal years. 

Revenues: The major General Fund revenue sources for the City are shown in 
Attachment 3. As stated earlier, property taxes are near budget projections but sales taxes 
are currently below budget projections. 

In a recent meeting with our consultant on sales tax matters, HDL presented information 
demonstrating that first quarter sales taxes for the City of Anderson were below estimates 
used in preparing the budget leading to a potential downward variance of $198,000 under 
budget. The significant recent increase in fuel prices, if sustained through the balance of 
the current fiscal year, will result in higher sales taxes for at least this element of the local 
sales tax. By May we will have updated information from HDL to tell us whether we can 
expect a lesser negative variance than the current $198,000 amount. 

In the current budget, unlike in past years, there are no budgeted transfers from 
redevelopment funds to pay a portion of salaries and benefits for employees who spend a 
part of their time on redevelopment matters. The budget was developed in this manner 
due to the uncertainty surrounding legislation prescribing dissolution of redevelopment 
agencies. It is now clear that the City will receive some level of funds toward 
administrative duties associated with being the Successor Agency to the prior 
redevelopment agency. The funds will likely be much less than previously, as there are no 
current projects and, accordingly, no related administrative redevelopment activity. We 
should have a better idea by May of the level of funds that will be available to support 
administrative functions currently funded by the General Fund. 

Expenses: There are currently two budgeted positions that have been vacant 
through the current fiscal year, one sworn police officer position (fully funded) and one 
Community Services Manager position (funded for Yz year). The total General Fund 
amount budgeted for salaries and benefits for both positions amounts to $128,540. 
Leaving both positions unfilled for the remainder of this fiscal year would allow additional 
savings beyond the current year-to-date savings. 
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Finally, depending on what a reassessment of revenues shows in May, the Council may 
have to closely examine funded positions in the budget to determine if available revenues 
will sustain the positions. Salary and benefit costs make up 74% of General Fund budget 
expenditures with police department personnel accounting for over two-thirds of these 
costs. Clearly, only difficult choices remain if the revenue picture doesn't brighten. 
Attachment 4 pictorializes General Fund expenditures by department. 

In summary, Council direction is requested for the following: 

Should the currently budgeted but unfilled sworn police offer position remain unfilled at 
least through the balance of the current fiscal year? 

Should the currently budgeted but unfilled Community Services Manager position remain 
unfilled at least through the balance of the fiscal year? 

Direct the Interim City Manager to work with the department head team to develop budget 
strategies for Council consideration in May, 2012. 

IATTACHMENTS
 

1. Chart of Historical Reserve Balance 
2. General Fund Revenues and Expenses Over Time 
3. General Fund Revenues by Source 
4. General Fund Expenditures by Department 
5. Summary of Requested Council Direction 
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Historical Reserve Balances
 

Fiscal Year 
Fund Balance 

(Reserve) 
Change from 

prior year 
Annual 

Appropriations 
Reserve as a % of 
Appropriations 

1999-2000 301,164 - 3,012,489 10.0% 

2000-2001 414,404 113,240 3,302,546 12.5% 

2001-2002 632,029 217,625 3,510,930 18.0% 

2002-2003 907,076 275,047 3,584,176 25.3% 

2003-2004 990,528 83,452 4,168,999 23.8% 

2004-2005 1,154,268 163,740 4,508,941 25.6% 

2005-2006 1,024,367 (129,901) 4,837,986 21.2% 

2006-2007 905,234 (119,133) 5,583,779 16.2% 

2007-2008 871,963 (33,271) 5,552,288 15.7% 

2008-2009 912,591 40,628 5,549,850 16.4% 

2009-2010 915,887 3,296 5,285,159 17.0% 

2010-2011 893,662 (22,225) 5,590,667 16.0% 

2011-2012 588,454* (305,210)* 5,376,910* 11.0% 

*Estimated with assumption of reduced revenues. 
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General Fund Revenues and Expenses Over Time 
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General Fund Revenues By Source
 

As Budgeted 2011/2012
 
Charges to OtherTransient Occupancy 

_____ Funds, $250,000, 
Parks and Rec. Tax, $373,000, 7% 

Charges, $93,600, \ 
2% 

.......-----~ 5% 
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$162,300 
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$2,198,900,42% 
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Building and 
Planning Fees, 
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General Fund Expenditures By Department 
As Budgeted 2011/2012 
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SUMMARY OF REQUESTED COUNCIL DIRECTION
 

1.	 Should the currently budgeted but unfilled sworn police offer position remain unfilled at 
least through the balance of the current fiscal year? 

2.	 Should the currently budgeted but unfilled Community Services Manager position remain 
unfilled at least through the balance of the fiscal year? 

3.	 Direct the Interim City Manager to work with the department head team to develop 
budget strategies for Council consideration in May, 2012. 
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