BUDGET MESSAGE

Cumulatively, these are worth over $550,000
annually: $1.1 million over the term of the two year
Financial Plan. Any one of these could fall victim to
the State’s budget axe. Given the significant
reductions in operating and CIP reductions already
reflected in the Financial Plan, or anticipated to be
needed to address the structural gap in the future,
finding another $1.1 million in ongoing or one-time
reductions would be painful.

Performance of Key Revenues. Recent trends in
two of our top three General Fund revenues—sales
tax and TOT—are mixed at best. The decline in
sales tax revenues has been steeper and lasted longer
than originally anticipated. How much longer this
trend will continue is difficult to project. The
Financial Plan Supplement anticipates that a modest
economic recovery in 2010-11 will lead to a 2%
increase in sales tax revenues, but only time will tell.

Dealing with Uncertainty

This uncertainty underscores three key factors in the
proposed budget balancing strategy:

1. Keep reserves at minimum policy levels. They
are the first line of defense in the event of even
greater economic downturns or State budget
takeaways. And given the actual performance
(steeper and longer declines) of the City’s
revenues sources, this is extraordinarily prudent.

2. This is also why staff purposely surfaced more
options in balancing the budget than the “math”
required. These options remain on the list and
will be available if needed.

3. While staff plans to lift the hiring “freeze” once
the budget is adopted, it is anticipated that the
“chill” remains in place indefinitely. This
means that Department Heads will be able to fill
vacant positions, but only on a case-by-case
basis with City Manager approval.

4. Lastly, in efforts to plan for the future, the City
will undertake several key actions in the coming
months, including the work of the fiscal
sustainability task force as well as the
preparation of a detailed five-year fiscal forecast
in early fall. These actions are in anticipation of
longer-term measures to address the structural
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gap and the ongoing financial sustainability of
the City.

CLOSING THOUGHTS

The financial sustainability journey has just begun
and the road ahead is uncertain. The organization
has faced difficult challenges in the past and remains
committed to solving problems in a cooperative and
creative way in the future.

In the final analysis, a balanced budget is not just a
financial concept: it also means actions that strike a
balance between delivering day-to-day services,
maintaining existing public facilities, funding new
initiatives and protecting against an uncertain future.

In presenting the Financial Plan Supplement to the
Council, staff has made its best efforts in balancing
these competing but equally important goals.
However, balancing recommendations ultimately
become the hard choices to be made by the Council
in adopting the budget supplement on June 15,
2010—the next step of our financial sustainability
journey.

The staff wishes to thank the Council for your
leadership and support throughout this long and
difficult process.

tie Lichtig, City Manager
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demands of day-to-day operations. Without the
dedication of these City staff members, this budget
would not have been possible. I would like to take
this opportunity to extend my personal appreciation
to all the staff involved in this process.

Ultimately, the Dbenefits associated with this
preparation effort would not exist without the
Council's support of long-term planning and
modern, innovative budgeting practices as well as
their willingness to devote long hours to the budget
review and decision-making process.
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FINANCIAL HIGHLIGHTS

OVERVIEW

Total proposed appropriations for 2010-11 are $96.7
million summarized as follows:

Governmental Enterprise
Funds Funds Total
Operating Programs 48,632,000 28,001,800 76,633,800
CIP 4,581,600 5,434,000 10,015,600
Debt Service 3,016,900 7,068,200 10,085, 100
Total $56,230,500 $40,504,000 $96,734,500

As discussed previously, the budget for 2010-11 is
balanced for all funds.

What is a balanced budget? The City’s fiscal
policies define a balanced budget as one where:

1. Operating revenues are equal to or greater than
operating expenditures, including debt service.

2. Ending fund balance (or working capital in the
enterprise funds) meets minimum policy levels.
For the general and enterprise funds, this level
has been established at 20% of operating
expenditures.

This means that it is allowable for total expenditures
to exceed revenues in a given year, but in this
situation beginning fund balance can only be used to
fund capital improvement plan projects, or other
“one-time,” non-recurring expenditures.

REVENUE HIGHLIGHTS

General Fund

4, Economic and fiscal trends provided by the
State Legislative Analyst and the State
Department of Finance.

5. Revenue estimating materials prepared by the
State Controller’s Office and the League of
California Cities.

Ultimately, however, the 2010-11 revenue
projections reflect the staff’s best judgment about
how the local economy will perform over the next
year, and how it will affect our key revenues.

Key General Fund Revenues

Sources used in preparing General Fund revenue
projections include:

1. Analysis of key revenue trends for the past
fifteen years compared with changes in the
consumer price index, population and other
demographic factors as well as legislative and
other structural changes.

2. Economic trends as reported in the national
media.

3. Forecast data for the State prepared by the
UCLA forecasting project, and for San Luis
Obispo County by the UCSB Forecasting
Project (of which the City is a sponsor).

Detailed descriptions and revenue assumptions for
the City’s top ten revenues, which account for
approximately 95% of total General Fund revenues,
are provided in Section H: Financial and Statistical
Tables of the Financial Plan.

The following is an overview of assumptions for the
top three General Fund revenues, which account for
about 60% of total General Fund sources:

1. Sales Tax. This is the City’s number one
General Fund revenue, accounting for 33% of
General Fund sources. Following an 8% decline
in 2009-10, some recovery in the economy is
anticipated resulting in a modest 2% growth in
2010-11 from a lower base.

Similarly, the Measure Y Y:-cent sales tax is
projected to follow the same assumptions. Staff
projects that Measure Y revenues will generate
$5.2 million in 2009-10, and $5.3 million in
2010-11.

2. Property Tax. Under Proposition 13, assessed
value increases are generally limited to 2%
annually. They can be increased to market value
for improvements or upon change of ownership.
Based on both long-term and recent trends and
projected growth in new housing units, property
tax revenues are projected to increase by 3% in
2010-11.

3. Transient Occupancy Tax (TOT). Compared
to the prior year, year-to-date revenues through
March are down by 8.2%, which is slightly
ahead of the 10% reduction anticipated in the
Financial Plan.



FINANCIAL HIGHLIGHTS

Based largely on overall year-to-date trends for
the first nine months of the year, staff is
projecting a slight increase in TOT revenues for
2010-11. Because our most important tourism
months are in the early part of the fiscal year,
staff projects that TOT revenues will stabilize
late in the first year of the Financial Plan and
grow by 2% in 2010-11.

Other General Fund Revenues

Other General Fund revenues are consistent with the
mid year budget review. The following highlights
some key exceptions:

1. Investment Earnings. An improved interest rate
environment and a larger investable fund
balance results in a revised estimate for 2009-11
that is $150,000 higher annually than projected.

2. Development Review Fees. The building and
construction declines have continued at a longer
and steeper rate than projected in the 2009-11
Financial Plan or the mid year budget review.
This results in further downward revisions of
these revenues by $173,200 in 2009-10 and
$366,800 in 2010-11.

3. Mutual Aid Reimbursements. During 2009-10,
the number of wildland fire responses was
significantly lower than in the past. This results
in revenues that are about $300,000 lower than
original estimates. These reimbursements are
anticipated to generate $650,000 in 2010-11,
which assumes that wildland fire response
returns to levels consistent with the City’s
experience over the previous five year period.
However the number and severity of fires is
difficult to predict and actual reimbursements
could vary significantly. Staff will monitor this
closely in the coming year.

Enterprise Fund Revenues

Comprehensive rate reviews and revenue
requirement projections for the next four years were
presented to the Council on June 1, 2010 for each of
the City’s five enterprise funds: water, sewer,
parking, transit and golf. The following is a brief
overview of enterprise fund rate actions approved by
the Council for 2009-11.

Water Fund. Consistent with the multi-year rate
setting strategy previously approved by the Council
to improve the City’s water distribution and
treatment systems as well as fund participation in the
Nacimiento water project, the Council approved rate
increases of 12% in July 2009 and 11% in July
2010. These increases are on target with prior
projections for 2009-11.

Sewer Fund, The Sewer Fund also uses a multi-
year rate-setting strategy. In order to continue
supporting an adequate capital improvement plan
and meet high wastewater treatment standards, the
Council approved rate increases of 9.3% in July
2009 and 9% in July 2010. These increases are on
target with prior projections for 2009-11.

Parking Fund. In 2006, the Council approved a
series of stepped rate increases for meters and
structures in assuring adequate revenues to cover
parking operating costs and CIP goals. Effective
July 1, 2009, parking meter and structure hourly
rates were approved to increase by 25 cents per hour
and overtime parking violations by $1.00 per ticket.
The Council deferred the rate increase in the non-
core meter areas and structures to July 2010; and set
overtime parking violations at $30.

Transit Fund. Increases in general fares from
$1.00 per ride to $1.25 were approved by the
Council in April 2009, with similar increases in bus
passes and special fares, to help fund day-to-day
operations as meet State fare box recovery
requirements (20% of operating costs). Additional
fare box rate increases will be presented to Council
in July 2010.

Golf Fund. In accordance with City policy, the golf
course is not expected to fully recover its costs due
to the largely senior and youth market that it serves.
General Fund subsidies of the course are likely for
the foreseeable future due to several factors,
including the “executive length” nature of the course
and lack of driving range facilities.

However, a number of actions have been undertaken
in mitigating General Fund support, such as golf cart
rentals, long-term cellular site lease and offering
programs aimed at increasing the diversity of players
at the course.
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Given the current golf market, the Council approved
a $2.00 per round rate increase for 2009-10 and an
additional $1.00 per round increase for 2010-11.
Similar increases in passes and other special rates
were also approved.

At the annual fund review on June 11, 2009 staff
provided a comprehensive analysis of the fund, golf
course operations, opportunities and limitations for
revenue enhancement, and historical information on
the cost and General Fund subsidies for this
program. The Council was provided with several
alternatives to the situation, ranging from
contracting out the golf course operations and/or
maintenance to closing the golf course. At that time,
the decision to continue providing General Fund
subsidies to this program was made. As stated
previously, staff has undertaken a number of actions
to mitigate the support required from the General
Fund.

OPERATING PROGRAM HIGHLIGHT

Appropriations for operating programs—day-to-day
delivery of services—total $76.6 million for 2010-11

summarized as follows:

(8 ograms: 2010-11

Governmental

perating Pro

Enterprise

Funds Funds Total

P ublic Safety 24,612,500 24,612,500
P ublic Utilities 18,933,100 | 18,933,100
Transportation 3,030,200 4,193,800 7,224,000
Leisure, Cultural &

Social Services 6,752,100 525,400 7,277,500
Community

Development 7,021,100 7,021,100
General Government 7,210,500 4,349,400 | 11,559,800
Total $48,626,400 | $28,001,700 | $76,628,100

A summary of significant operating program
changes — both reductions required to balance the
budget and increases needed to maintain basic
services — is provided in the Expenditure Summaries
part of Section D.

Increases Needed to Maintain Basic Services

Transportation. Providing street sweeping every
other week for the newly acquired street sections
acquired by the City as part of the Highway 227
relinquishments will cost $5,200 in 2010-11, and
$6,200 annually thereafter.
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Reductions Required to Balance the Budget

The following chart summarizes the operating
reductions recommended in the Financial Plan
Supplement by function and funding source.
Additional information can be found in section D.

Operating Reductions by Function 200910 2010-11
P ublic Safety 69,100 173,400
P ublic Utilities 50,000
Transportation 156,500 226,800
Leisure, Cultural &

Social Services 24,600 119,500
Community Development 21,000 135,900
General Government 162,100 130,200
Total $433,300 $835,800
Operating Reductions by Source 200910 201011
General Fund 311,400 652,900
Parking Fund 12,100 35,500
Transit Fund 100,000 92,400
Golf Fund 9,800 5,000
Water Fund 28,000
Sewer Fund 22,000
Total $433,300 $835,800

Other Expenditure Changes

There are two other key organization-wide changes
reflected in the 2010-11 budget:

Workers Compensation Cost Decrease. The City is
self-insured through the California Joint Powers
Insurance Authority (CJPIA), for both general
liability and workers’ compensation coverage.
CJPIA is an insurance pool of more than 120
member agencies, including over 100 cities, based in
Southern California.

The City has been notified by CIPIA that the
premium for workers’ compensation coverage for
2010-11 will be $327,900 less than previously
anticipated.

Retiree Health Care Obligations. The City has
limited retiree health care obligations, which are
funded on an actuarial basis through an irrevocable
trust administered by CalPERS. The trust requires
an updated actuarial study every two years. Based
on the recent actuarial study the City’s cost for
funding the obligation will be reduced by $170,100
in 2010-11.



MEASURE Y FUNDING SUMMARY

The uses of Measure Y revenues for 2009-11 in funding operating programs and capital improvement plan (CIP)
projects are aligned with top Council goals and objectives, and closely match projected revenues.

Operating Programs CIP Two-Year
2009-10 2010-11 2009-10 2010-11 | Budget Total
Infrastructure Maintenance
Meadow Park Roof Replacement 5,000 40,000 45,000
Andrews Creek Bypass 330,000 330,000
Storm Drain Replacements 260,000 260,000
Minor Storm Drain Facilities 25,000 25,000 50,000
Higuera Culvert Repair 150,000 150,000
Sidewalk Repair 20,000 20,000 40,000
Sidewalk ADA Access Improvements 135,000 100,000 235,000
Warden Bridge Resurfacing 45,000 45,000
Street Reconstruction & Resurfacing 2,050,000 1,252,000 3,302,000
Street Light Painting 50,000 50,000 100,000
Urban Forest Management Plan 25,000 25,000 50,000
Street Fleet Replacements: Paver and Roller 365,800 365,800
Other Infrastructure Maintenance Projects 97,500 97,500
Total Infrastructure Maintenance 3,228,300 1,842,000 5,070,300
Traffic Congestion Relief
Bicycle Safety 15,000 15,000 30,000
Traffic Safety Report Implementation 25,000 25,000 50,000
Neighborhood Traffic Management 20,000 20,000 40,000
Sidewalk Repair 20,000 20,000 40,000
Street Light Replacements - Broad Street 60,000 60,000
Total Traffic Congestion Relief 15,000 15,000 125,000 65,000 220,000
Preservation of Essential Services
Public Safety
Police Protection: Traffic Safety & Patrol 476,500 483,300 959,800
Fire Prevention & Training 400,900 424,800 825,700
Fire Engine/Truck Replacement: Debt Service 97,000 97,000
Maintenance Services
Streets, Sidewalks and Traffic Signal Operations 179,100 184,600 40,000 66,500 470,200
Creek & Flood Protection 434,600 461,200 895,800
Parks 164,700 169,300 29,400 48,700 412,100
Project Management & Inspection 242,100 249,500 491,600
Neighborhood Code Enforcement
Enhanced Building & Zoning Code Enforcement 122,100 125,700 247,800
"SNAP" Enhancement 18,100 18,100 36,200
Total Preservation of Essential Services 2,038,100 2,116,500 69,400 212,200 4,436,200
Open Space Preservation 322,500 322,500
Downtown Maintenance & Beautification
Sidewalk Repairs 5,000 5,000 20,000 20,000 50,000
Mission Style Sidewalks 100,000 100,000 200,000
Sidewalk Scrubbing 20,000 20,000 40,000
Pedestrian Lighting 70,000 70,000
Comprehensive Signing Program 25,000 50,000 75,000
Total Downtown Maintenance & Beautification 25,000 25,000 145,000 240,000 435,000
TOTAL $2,078,100 | $2,156,500 | $3,890,200 | $2,359,200 | $10,484,000
Projected Measure Y Revenues
2009-10 5,190,100
2010-11 5,293,900
Total $10,484,000




MISSION STATEMENT

SAN LUIS OBISPO STYLE
Quality With Vision

WHO ARE WE? WHERE ARE WE GOING?

People Serving People ,v ntthe Future with a Design

B A team that puts high value on each citizen it B Planning and managing for levels of service
serves. consistent with the needs of the citizens.

W Providers of programs that meet basic service B Offering skills development and organizational
needs of each citizen. direction for employees in order to improve the

delivery of municipal services.
B Enhancers of the quality of life for the

community as a whole. B Developing sources of funding and establishing
a sound financial management program which
WHAT DO WE STAND FOR? will result in fiscal independence and flexibility

Duality in ll Endeavors ie in esults in the delivery of City Services.

W Providing the residents of the City with accurate
and timely information on issues which affect
them, and encouraging the full utilization of City
services.

W Service to the community — the best — at all
times.

mE R — £ h oth d for th . . . .
espect — for each other and for those we serve B Promoting the City as a regional trade,

recreational and tourist center and improving the

- B ) . ) . ' ‘ d;
Value — ensuring delivery of service with value quality of life for residents and visitors.

for cost.

B Community involvement — the opportunity to
participate in attaining the goals of the City.



FINANCIAL AND STATISTICAL TABLES

AUTHORIZED REGULAR POSITIONS BY DEPARTMENT

Actual Actual 2009-11 Financial Plan

2007-08 2008-09 2009-10 2010-11

Utilities: Water Service Programs 32.5 32.5 30.3 29.0
Water Administration & Engineering
Utilities Director 0.5 0.5 0.5 0.5
Deputy Director/Water 0.9 0.9 0.9 0.9
Utilities Engineer 0.5 0.5 0.0 0.0
Utilities Projects Manager 1.0 1.0 0.6 0.6
Senior Administrative Analyst 0.5 0.5 0.5 0.5
Supervising Administrative Assistant 0.5 0.5 0.5 0.5
Administrative Assistant 0.4 0.4 0.4 0.4
Total Water Administration & Engineering 4.3 4.3 34 34
Water Source of Supply
Wastewater Reclamation Plant Supervisor 0.0 0.0 0.0 0.1
Water Reclamation Operator 0.0 0.0 0.0 0.5
Maintenance Technician 0.0 0.0 0.0 0.1
Total Water Source of Supply 0.0 0.0 0.0 0.7
Water Treatment
Treatment Plant Supervisor 1.0 1.0 1.0 1.0
Treatment Plant Chief Operator 1.0 1.0 1.0 1.0
Treatment Plant Operator 7.0 7.0 7.0 7.0
Treatment Plant Maintenance Technician 1.0 1.0 1.0 1.0
Laboratory Manager 0.1 0.1 0.1 0.1
Laboratory Analyst 1.1 1.1 1.0 1.0
Total Water Treatment 11.2 11.2 11.1 11.1
Water Distribution
Distribution Supervisor 1.0 1.0 1.0 1.0
Underground Utility Locator 1.0 1.0 1.0 1.0
Water Distribution System Operator 7.0 7.0 7.0 7.0
Total Water Distribution 9.0 9.0 9.0 9.0
Water Customer Service
SBP Water Customer Service Personnel 5.0 5.0 4.0 2.0
Total Water Customer Service 5.0 5.0 4.0 2.0
Utilities Conservation Office
Utilities Conservation Manager 1.0 1.0 0.8 0.8
Utilities Conservation Technician 2.0 2.0 2.0 2.0
Total Utilities Conservation Office 3.0 3.0 2.8 2.8
Utilities: Wastewater Service Programs 28.0 28.0 27.0 28.3
Wastewater Administration & Engineering
Utilities Director 0.4 04 0.4 0.4
Deputy Director/Wastewater 1.0 1.0 1.0 1.0
Utilities Engineer 0.4 0.4 0.0 0.0
Utilities Projects Manager 0.0 0.0 0.4 0.4
Senior Administrative Analyst 0.4 0.4 0.4 0.4
Supervising Administrative Assistant 0.4 0.4 0.4 0.4

H-21


http:�..���',�.�.':.:.���.�
http:1,'.,'.',:'.,.',�

