Regular Agenda Item No. 7F

CITY OF PACIFIC GROVE

300 Forest Avenue, Pacific Grove, California 93950

| AGENDA REPORT I

TO: HONORABLE MAYOR AND MEMBERS OF CITY COUNCIL
FROM: Director of Management and Budget Jim Becklenberg
MEETING DATE: December 6, 2006

SUBJECT: MID-YEAR BUDGET UPDATE

RECOMMENDATIONS:

1. Receive report.

2. Direct staff to work with the ad hoc Budget and Finance Committee to develop
specific budget recommendations for the City Council’s consideration at its January
3, 2007 meeting.

3. Direct staff to hold public meetings during January 2007 to gather community input
on City service priorities and long-term budget strategies.

EXECUTIVE SUMMARY:

The City Council adopted the Budget for Fiscal Year (FY) 2006/07, which began July 1, 2006, in
June 2006. Because the budget was developed prior to the beginning of the fiscal year, it was
based on revenue and expenditure assumptions for FY 2005/06. Budget policies adopted by the
City Council in the spring of 2006 require staff to update the budget in the fall of each year based
on financial results from the prior year. This practice ensures that the budget remains
synchronized with actual financial performance.

The financial results for any fiscal year are not considered final until verified by an independent
financial audit. Independent auditors’ reports are typically not issued until November or
December of the following fiscal year. Given the recent transition in the City’s financial
management team, the City expects that the audit for FY 2005/06 will not be completed until the
spring of 2007. Nevertheless, staff feels that the financial results of FY 2005/06 are substantially
“final,” and that any audit findings should not materially affect information presented at this
point. Further, staff must balance the interest of presenting final, accurate information with the
need to update the City Council on the City’s financial condition and initiate the work needed to
make any budget changes the Council deems appropriate.

Overall, the General Fund is in significantly poorer condition than when the budget was adopted
in June 2006. The budget gap projected for FY 2007/08 is larger than projected when the FY
2006/07 budget was adopted. Moreover, when reconciled with audited fund balance figures
from previous years, the General Fund fund balance -- including reserves -- available for FY
2006/07 is $991,648, which is less than half of the $1,910,000 estimated in May 2006. Based on
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current revenue estimates and budgeted expenditures, staff estimates that only $494,506 will
remain in fund balance at the end of FY 2006/07, leaving very little to combat the structural
deficit that is projected to worsen in FY 2007/08.

In fact, the City has been living beyond its means for several years. According to audited
financial statements, the City spent more than it received in four of the last five years, with a
cumulative expenditure of $1,700,000 in fund balance. Adopted budgets from these years do not
reflect this use of fund balance. Policies adopted in the spring of 2006 will prevent this from
happening in the future. The new policies require that the adopted budget be reconciled with
actual financial results from the previous year, when the results are available (typically in
September or October of the budget year).

Table #1 summarizes the current General Fund condition, compared with the outlook adopted
with the FY 2006/07 budget in May 2006. Importantly, the current estimate of ending fund
balance for FY 2006/07 (in the column labeled “Estimate Dec. 2006") assumes expenditures
without adjustments, as the question of spending cuts will be the subject of City Council
discussion and direction. Based on savings resulting from staffing vacancies through the first
quarter of the fiscal year, ending funding fund balance could be $150,000 - $200,000 higher.

Table #1: General Fund Financial Position
May 2006 to December 2006 Comparison
(Rounded to nearest $ Thousand)

FY 2005/06 FY 2006/07
Budget Actual Budget Estimate
June 2006 | Dec. 2006 | Difference June 2006 |Dec. 2006 *| Difference
Beginning fund balance $1,854,000/$1,231,000] -$623,000 $1,910,000f  $992,000{ -$918,000
Revenues 14,905,000/14,295,000 -610,000 15,777,000] 15,097,000 -680,000
Expenditures and transfers out | 14,849,000/ 14,535,000 -314,000 15,594,000} 15,594,000 0
Net results of operations 56,000/ -240,000 -296,000 183,000 -497,000 -680,000
Ending fund balance $1,910,000/ $991,000{ -$919,000 $2,093,000f  $495,000( -$1,598,000

* Assumes budgeted expenditures. Based on savings resulting from staffing vacancies through the first quarter of

the fiscal year, ending funding fund balance could be $150,000 - $200,000 higher. In addition, the Golf Concession
Revenues have been reserved for the Golf Enterprise Fund until the Council is provided with information to
determine the appropriate allocation of these revenues.

The decline in the General Fund’s current financial position is attributable to: a.) lower
beginning fund balance, by $623,000 in FY 2005/06 than was presented in the budget; and b.) a
$610,000 revenue shortfall in FY 2005/06 that resets the base for revenue assumptions in FY

2006/07. The negative effects of these changes are partially offset by department budget savings
of $314,000 in FY 2005/06. Staff will return to the City Council at the January 3, 2007 meeting
with recommendations to save costs in FY 2006/07 at least equal to the difference between
estimated revenues and budgeted expenditures, which is $497,000. Additional savings this year
will help to rebuild important reserves, thereby providing additional flexibility for balancing
future years’ budgets.













































