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City of Calistoga
Staff Report

TO: Honorable Mayor and City Council

FROM: James C. McCann, City Manager
David W. Spilman, Interim Administrative Services Director/City
Treasurer

DATE: January 22, 2009

SUBJECT: FY 08-09 General Fund Budget Mid-Year Review

AI%ROVAL FOR FORWARDING:

ames C. McCann, City Manager

@WC %@,,_.

ISSUE: To review the FY 08-09 General Fund Budget and mid year
adjustments due to economic conditions and State Budget actions.

RECOMMENDATION: To review and discuss adjustments to the FY 08-09
General Fund budget.

BACKGROUND / DISCUSSION: The City practices a two-year budget process,
which calls for an annual regular review, modification, update and new
projections to reflect on-going and new economic conditions and local needs. In
addition, as economic or programming conditions warrant, a mid year review is
done in January or February of each year.

This is a preliminary summary review, based on the information we know now
and is subject to change and one of several more detailed reviews over the
remainder of the fiscal year and the next in the coming months. The State
Special Session on amending the State budget to deal with the projected $40+
billion deficit still has not developed a workable plan that is acceptable to the
Governor. The new Federal administration is working with Congress to develop
broad economic stimulus programs that are planned to impact various sectors
over the next 3 to 12 months. It is unknown, at this time, what State and Federal
actions will impact the City revenues and expenditures. This will be a challenging
period and there are opinions that we will continue to see instability and
downturns before the economic stimulus programs and other changes have
effect.
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Date: January 22, 2008
Subject: FY 08-09 Generai Fund Budgef Mid-Year Review

The economic conditions, in many sectors for the Nation and State, have had an
impact to the City economics in varying degrees. The good thing is that the City
does not depend on big box retail, auto dealers or has experienced significant
property development or housing turnover in recent years. These things
generate sales and property tax revenues and have been significantly impacted
in other communities by the economic conditions. However, the City does
depend on tourism for in excess of 50% of the general fund revenues. The type
of tourism the City attracts, overnight and day visits, is showing a weakening that
is reflected in the transient occupancy and sales tax revenues.

It is extremely difficult to accurately project changes in future local revenues
based on the past data in an unstable economy that is being impacted by larger
economic changes in all sectors. However, we can see and predict trends based
on data and anecdotal observations, which can give us reasonable estimates to
base budget projections and decisions. The key will be to continue to closely
monitor the data and trends and make future adjustments as warranted.

FY 08-09 Budget Status and Adjustments to Operating Budget

The City Council adopted the Fiscal Year 2008-10 General Fund Budget, which
includes Fiscal Years 2008-09 and 2009-10 in September 2008. These budgets
were, and still are, balanced with conservative projections of revenues and
expenses, based on various assumptions. The budgets maintained reserves of
$1.8 million or 24% and 23%, respectively, for each fiscal year.

The staff continued the day to day operations of the City and continued or began
to implement City Council priorities in the various capital improvement and
special projects and address the changes in operations with the addition of the
Community Pool and Recreation Facility. In monitoring the major revenue
sources, it became more apparent that the conservative projections needed to be
adjusted based on the updated economic information we were seeing and
revised projections.

We are now projecting General Fund Operating revenues to be $338,500 lower
for FY 08-09 than was initially projected, a 4.4% revenue decline. The primary
reduction is in Transient Occupancy Tax revenues revised from a 6% growth
projection to a 2.4% growth from the prior year. The other projections are
Property and Sales taxes down 2% and 6%, respectively, and other development
and business related revenues down by around 2% of total revenues. However,
the operating costs are also projected to be $160,000 lower than budgeted due
to vacant personnel positions unfilled and changes in positions, a 2%
expenditure reduction. This will result in a projected net operating deficit of
$92,800, which is $178,300 lower than the initial $85,500 net operating surplus.

The $92,800 operating deficit would reduce the projected ending fund balance to
$1.7 million from the initial estimated $1.8 million. This would still leave available
reserves of an estimated 23% of operating expenditures, a reduction of 1% from
the adopted budget of 24%.
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Date: January 22, 2009
Subject: FY 08-09 General Fund Budget Mid-Year Review

Last month, | directed each of the Department Directors to closely review their
department expenditures for the remaining 6 months of the fiscal year and curtail
non-critical expenditures until we have a better understanding of the impact of
the economic conditions to the City revenues. | have asked the Department
Directors to identify actual reductions in operating expenditures for the remaining
of the fiscal year that will be sufficient to reduce the estimated $92,800 operating
deficit to zero and, possibly, generate an operating surpius for the year.

In the meantime, there are some other options to offset the estimated revenue
reductions. In the FY 08-09 Budget, $450,800 was budgeted for capital
improvement and special projects, of which an estimated $398,200 has not been
spent or committed at this time. Several of these projects could be delayed, the
allocations deferred or project scope reduced to further reduce expenditures in
FY 08-09 and bring the projected ending fund balance back to $1.8 million or
increase it for the future fiscal year. In the attached chart, we have identified
reductions in certain project budgets that would restore the estimated fund
balance for FY 08-09 to $1.8 million

Since the FY 08-10 Budgets cover a two year period (FY 08-09 and FY 09-10),
changes in FY 08-09 revenue projections will have an effect on the FY 09-10
revenues. However, it is too soon to project what that impact will be. The
Federal economic stimulus programs and the State budget solutions will play a
much larger role in determining the City revenues and expenditures. We will
continue to monitor the City finances over the next few months and, later in the
spring, we will have a better understanding what the next fiscal year budget and
propose changes at that time.

Below is a summary of the changes to revenues and expenditures, which were
discussed above. Attached are schedules and charts that illustrate the narrative.

Transient Occupancy Tax (47% of total General Fund revenues)

For the fiscal year to date, from July to November, TOT revenues are a little over
3% greater than the same period last year. The FY 08-09 Budget projection was
based on an annual average of 6%. The 42 lodging operators are categorized by
Bed & Breakfast, Inns & Motels and Hotels & Resorts. The 12 Hotel & Resort
operators generate almost 80% of the TOT revenues with 520 rooms and show
an 8% increase for the same period over the prior year. The Bed & Breakfast and
Inns & Motels have averaged a -4% and -15% decline over the same period,
respectively. While the TOT revenues vary during the year with operator type and
occupancy, there is a growing weakness in tourism due to the economy.

If the revenues for the remaining of the fiscal year (December to June) remain at
an average of only 3% above the prior year, then the TOT revenues will be down
by an estimated $110,000 from those projected in the adopted budget. However,
the Hotel & Resort operators are showing a downturn and will likely not maintain

the average growth for the remaining of the year. If we assume an average 1.5%
increase for the remainder of the fiscal year, then the TOT revenues will be down

3



120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
138
139
140
141
142
143
144
145
146
147
148
149
150
151
152
153
154
155
156
157
158
159
160
161
162
163
164
165
166
167

Date: January 22, 2009
Subject: FY 08-08@ General Fund Budget Mid-Year Review

by an estimated $128,000 from the level projected in the adopted FY 08-09
Budget. This is a conservative projection and we will continue to monitor the
revenues each month for changes (For each 1% change, plus or minus, is an
estimated $17,000 for the remaining of the fiscal year).

Property Tax (21% of General Fund revenues)

Property tax revenues were projected to grow 7% in FY 08-09 from the assessed
valuation increases. In developing the annual allocations of property taxes, the
County Auditor-Controller has estimated a 5% growth in actual property tax
revenues. The reduced amount is estimated at $34,600 less than the budget
estimate.

Assessed valuation growth is based on a combination of (1) statutory 2% or the
Personal Per Capita Income, whichever is less, (2) sale or transfer of ownership
triggering a revaluation; (3) new development or additional improvements; (4)
and reductions in valuation due to reassessments.

Calistoga property valuations do not reflect the dynamic changes over the last
year in other communities. As the County Assessor has stated, upper valley
properties have been protected from dramatic changes in valuations. That said,
the Assessor will be reviewing the property valuations as January 1% (for the FY
09-10 tax roll) for possible revaluations of homes and businesses. The
revaluations along with the other changes in the assessed valuation will be
reflected in the FY 09-10 tax roll and revenues.

Sales Tax (11% of General Fund revenues)

Restaurants & Hotels, Fuel & Service Stations & General Consumer Goods
make up almost 60% of the sales tax revenues to the City and these are primarily
from tourism. Based on 3" quarter sales tax returns from the State Board of
Equalization (sales through September/October), the locally generated sales tax
revenues are up by 11% for the year over the previous same period. This is due
primarily to fuel sales. Restaurants & Hotels were at 0% change and Consumer
Goods at -3%.

We are projecting sales tax revenues, which were estimated at 3% above the
prior year, at an estimated -3% below the prior year ending estimate. This is a
reduction of $50,000 for the year. This projection includes the drop in fuel prices
from the highs last summer and reduced tourism for the balance of the year. The
Restaurants & Hotels and Consumer Goods are projected to have a -15% to
-10% reduction, respectively, and allocations from the County/State pool (11% of
the sales tax revenues) is estimated at a -10% overall decline for the year.

Other significant Revenue Changes affected by the economy

The Other Taxes category includes real property transfer tax ($20,000 annual
estimate) which is based on sales of property in the City. In the first half of the
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Date: January 22, 2009
Subject: FY 08-09 General Fund Budget Mid-Year Review

year, only 30% of the revenues have been received and we have adjusted the
annual estimate down by 50% to $10,000. The Business and Manufacturing
taxes are all estimated to be down by around 3% or an additional $5,000,
however, we will have a better indication after the annual Business tax renewals
are completed in April. '

The revenue from Development related fees from building permits, other permits,
other land use fees and plan check fees are down for the first half of the year
with only 30% of the annual revenue estimate received. While it is typical to
have an increase in development activity in the last half of the year, the unstable
economy will likely still dampen development. There are many projects being
discussed with the City, however, they will likely not generate permit fees over
the next six months. The budget estimate was 15% above the prior year based
on development projections late last spring and adjustments in the fees charged.
We are projecting an estimated -15% decrease of $100,000 for the year. Again,
we will be closely monitoring development and fees over the next several months
to adjust this estimate.

The State Motor Vehicle License Fees (VLF) ($32,500 annual estimate) is
significantly reduced due to a drop in new car sales statewide. These fees are
allocated to local government by a complex priority formula that resulted in no
allocations for November to the City. We are projecting a 30% reduction of
$10,000 for the year.

Expenditure Reductions

The preliminary expenditure reductions for the FY 08-09 Budget are in personnel
positions. Authorized in the budget was the Deputy City Clerk/Administrative
Analyst position that has not been filled and will not be for the remainder of the
fiscal year. The Emergency Services Coordinator/Administrative Analyst position
will not be filled for the remainder of the year and the duties will be transferred to
the Fire Department. The vacancy in the Community Resources Director and the
decision not to fill this position, but reclass and recruit for an Aquatics/Recreation
Manager, that will be filled soon, will result in a net cost savings for the year. The
cost savings of these three actions will be an estimated $160,150 or 2% of the
General Fund operating budget.

The departments have been requested to reduce operating expenditures where
they can and defer equipment expenditures. Over the next month, the
departments will be looking at ways to reduce costs and generate additional
savings for FY 08-09. Over the next several months, staff will explore the
demands for programming, operating and maintenance needs to determine
areas that can be reduced.
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Date: January 22, 2009
Subject: FY 08-09 General Fund Budget Mid-Year Review

Other Capital and Special Projects reductions

In the FY 08-09 Budget, $450,800 was budgeted for capital improvement and
special projects, of which an estimated $398,200 has not been spent or
committed at this time.

Several of these projects could be delayed or the allocations deferred or reduced
to further reduce expenditures in FY 08-09. If is proposed to defer and reduce
the scope in various project expenditures by $178,320.

Next Budget Review

If the City Council concurs, the budget actions discussed above will require an
amendment to the appropriations resolution that was adopted in September. This
amended resolution can be brought back to the City Council at the next meeting.
However, it is proposed that the next budget review be done in the first or second
meeting in March in order to have a better understanding of the State budget
actions that may affect the City and the possible impacts of the Federal economic
stimulus programs on City revenues.

In the meantime, as discussed above, | will ask the departments to curtail non-
critical expenditures to reduce operating expenditures for this year.

FISCAL IMPACT.: The reduction in revenue estimates of $338,470 for FY
08-09 are proposed to be offset by operating expenditure savings of $160,150
and reductions in certain capital and special project budgets of $178,320. The
proposed changes will have maintained the estimated ending fund balance at
$1.8 million or 24% of the operating expenditures.

ATTACHMENTS:

1. Summary of adjustments to FY 08-09 Budget
2. September General Fund Budget Transmittal Letter



