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STAFF REPORT

City of Lancaster
Lancaster Redevelopment Agency

Date:
January 8, 2008
To:
Mayor/Chairman Hearns and Council/Agency Members
From:
Barbara Boswell, Finance Director
Subject:
Fiscal Year 2007-2008 Mid-Year Budget Review

Recommendation:

A) Adopt the City Council / Lancaster Redevelopment Agency proposed Fiscal Year 2007-08 Mid-Year Budget Revenue and Expenditure Adjustments as shown on Attachments A & B.

B) Direct staff to include a policy in the FY 2008-09 Budget that sets the Financial Stability Reserve equivalent to 3 months of operating expenses.

Fiscal Impact:

Total City revenues are estimated to decrease $5,244,403 and operating expenditures are recommended to decrease $1,427,328.  General Fund revenues are estimated to decrease $1,604,146 with operating expenditures recommended to decrease $357,468.  Sufficient fund balance exists in the FY 2007-08 Budget to cover projected revenue shortfalls.  

Lancaster Redevelopment Agency revenues are expected to increase $2,859,875 with recommended expenditure increases of $698,949.

Detail is provided in the attachments.

Background:

The primary purpose of the Mid-Year Budget is to review assumptions used in developing the fiscal year budget, particularly revenue assumptions.  The Mid-Year Budget is not a new fiscal year budget; the fiscal year budget is developed over a period of six months to address Council goals and direction and requires significant planning, analysis, and program development effort on the part of staff.  In essence, the Mid-Year Budget should be viewed as a “mid-point correction” to estimated revenues and expenditures due to updates of the assumptions.  
The nation and the state are currently facing challenging economic times and the City is not immune from these challenges.  While cities cannot significantly impact economic events and trends, they can and should prepare for the inevitable upturns and downturns in the economy.  In simple terms, they should save some level of funding while times are good to carry through when times are tougher.  The City of Lancaster, through focused economic development efforts and through Council policies and direction regarding the development of long term financial projections and establishment of the financial stability reserve, is well prepared to handle the current economic downtown.  More so than many cities, and much more so than the State, these policies and fund balance reserves allow the City to maintain services to the public during economic downturns as opposed to simply reacting to economic conditions.
Economic Analysis:
The City has been significantly impacted by the slow-down in the housing construction market.  It is estimated that 500 residential housing permits will be issued, down from the initial annual estimate of 1,100.  The reduced activity results in a reduction of revenues to the Building Fees Fund and Engineering Fees Fund in the amount of $4,051,900.  Professional services contracts that were implemented during heavier activity periods have been terminated.  The benefit of supplementing in-house staff with contract services is that the City can respond quickly to changes in activity levels while still maintaining a core competency level of staffing.
While this decrease primarily impacts development related revenues in the current fiscal year, it has a trickle-down effect in the general fund.  Slower housing growth results in a decrease in general fund revenues based on assessed valuation and population, such as property tax, property tax-in lieu and vehicle license fees.  It also impacts the City’s projections for sales tax, as one of the factors in projecting sales tax is city population.
Auto sales are down significantly compared to last year.  Preliminary 3rd quarter sales tax results indicate that sales tax revenues generated by the Auto and Transportation category are down 24% compared to the same period last year.  This is the fourth consecutive quarter that revenues are down in this category.  Our sales tax analysts expect 4th quarter results to be flat at best.  In addition, we are also experiencing a decrease in sales tax revenues in the building construction category.  As a result, staff has reevaluated sales tax revenue estimates for the year and recommends a decrease of $1,500,000.  
As a result of the current economic condition and resulting reduction in revenues, expenditures have been reviewed to identify opportunities to reduce the budget.  Reductions to the City totaling $1,427,328 are being recommended, and are detailed in the attachments.

The mid-year adjustment does include some recommendations for increases in certain line items.  These adjustments have dedicated funding sources, are required due to contractual or legal obligations, or are budget “cleanup” items.  The largest adjustment is to begin service in the Sewer Maintenance District.  The Council previously directed staff to take appropriate action to transfer responsibility of sewer maintenance from Los Angeles County to the City.  Funds to cover the cost of the maintenance will come from assessments made to property owners and have no general fund impact.  It is recommended that the City Council authorize eight new positions including:  (1) Public Works Supervisor, (1) Lead Maintenance Worker, (3) PW Maintenance Worker I and (3) PW Maintenance Worker II.  These positions will be funded for two months in the current fiscal year in order to be fully operational by July 1, 2008.
Included in the mid-year budget adjustment is a recommendation to set up a reserve to cover the estimated cost of the City Manager’s separation agreement.  Sufficient funds exist in unreserved fund balance to cover the transfer, which will ensure funds are available when needed to fund the City’s commitment.

As previously mentioned, the City has sufficient reserves to cover budget shortfalls that may occur during the current fiscal year.  This is due to a conservative approach to the budget as well as the establishment and maintenance of reserves.  Two years ago the City Council directed staff to establish the Financial Stability Reserve.  At the time the reserve was established, no policy was established to set funding levels.  Staff is requesting the City Council to direct staff to include a policy in the FY 2008/09 budget that sets the Financial Stability Reserve equivalent to 3 months operating expenses.
Looking Ahead to Fiscal Year 2008/09:
Early estimates indicate that slower economy activity will continue into fiscal year 2008/09.  This presents Council and staff with the challenge of maintaining a balanced budget that continues current levels of service and addresses the priority of increasing resources in the area of public safety.  Over the next several months Council and staff will work together to evaluate options and develop strategies that will achieve the City’s priority goals.
In addition, the failure of the street light district ballot measure results in a $1.2 million shortfall in the streetlight district fund that will need to be addressed in the FY 2008-09 Budget.  In the short term staff will look for operating efficiencies, expenditure reductions and a subsidy from other funds (including the general fund) to fill the gap.  In the long term a strategy will need to be developed to solve the deficit, potentially including another ballot measure.
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