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SLJBMITXO BY. 9)cputy City Manager nnd Finance Director 

ity Council review and discuss the attached prop~sed 
the 200~-05  Financial Plan and ~udge t  and that Council 

discuss the City Manager’s proposed financial st~ategy. 

embers, staff has 
prepa~ed the a~~ached proposed budg~t  cal for prepara~ion of 
the Fiscal Years 200~-05 Financial Plan and el. Council should 

hirtsleeve S~ssions and it does in~iude one proposed 
in addit~on, the City ~ a n a g e r  will iscuss with Council a strategy for 

e l  year and next year’s budgei with r ard to fiscal unc~rtainties. 

liminary comments from Council 

note that the calenda~ does not inciud~ any 
aturday~ 
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ose: Establish framework and general process in responding to adverse 
financial events 

Specific “recipe” for expenditure cuts or revenue increases; this will be 
determined on a case-by-case basis. 
A detail list o~reductioit options before they are recommeiided for the 
foliowiiiy reasons: 

Ifnot taken seriously, quality thought will not he given to 
them. 
If laken seriously, likely to result in needless anxiety; and 
sends a conflicting message if “times are good”. 
‘They would have a short shelf-life: needs and priorities change 
over time. 

Any adverse ~ ~ i a n c i a l  circumstances as determined by the City M a ~ ~ g e r ,  such as 
o Naturai or hui~an-ii~ade disasters. 
o 
o Large, unexpected costs. 
o ~ c o n o ~ ~ ~ i c  downturns. 
o 

State takeaways as in the early and mid-1990’s. 

Whenever there are two consecutive quarters o f  adverse fiscal changes in 
the top four revenues: sales tax, property tax, VLF, franchise tax. 

Adverse results are: 
o Actual declines in revenues 
o S i ~ i i i ~ c a ~ t  variances in projected revenues 

1 .  ~ a i n ~ ~ i ~ i  target frind balances 
2. Follow other key budget policies 
3 .  Monitor the City’s financial health on an ongoiiig basis 
4. Assess the short and long-tcmi problems 
5 .  identify options 
6. Prepare and implement action plans 



CI First Line ofikfense 
c 

o 
o 

Allows continued operations and project developn~ent while responding to 
s ~ i o ~ - ~ e ~ i  problems 
Provides “breathing room” in addressing longer-term problems 
EspeciaIly important under Proposition 2 18: limited oppo~unities to 
~ ~ ~ ~ e ~ n ~ ~ i t  new revenues 

alanced budget 
~ n $ e r ~ ~ ~ t ~ v e  i~ves~men t  practices 
iversified revenues and investments 

User fee cost recovery 
Enterprise funds 

o i ~ t r ~ ~ t i n ~  for services 
od~ict ivi~y ~m~rovements 

(I liitenm 

o Two-Year Budget and Annual Review 

Annual 
o Audi~ed financial statement 

~ ~ f ~ e r e i i ~  Strategies For Different Projections 
o S ~ i o ~ ~ - ~ e ~ ~ :  Onetime event or downturn that is not likely to continue 

~ ~ i ~ e ~ n i t e l y ~  
”One-time” fixes appropriate response for “one-time” problems 

c7 ~ , o i i ~ - ’ ~ e ~ i :  Ongoing downtuin in reveiiues or increases im costs that are 
systemic. 

* 
““One-time“ fixes won’t w-orlc 
Requires iiew ongoing revenues or ongoing expenditure reductions 



City Manager approval required to fill vacant positions 
o Goal i s  not just short-term savings, but preserving future options i f  

problem turns out to be ongoing. 

rave 
I.imrt travel and training, City Manager appioval required for all travel 
anthoii catroils 

ect KK&: 
Defer capital ~xpenditurcs to allow continued service levels 

savings in ~e~iiaIicing debt service based on interest rates and annual 
savings 

Evaluate p~oposed increases in ~xpenditures to determine if a~propriate for 
deferral or e ~ ~ ~ ~ ~ n a ~ i o ~ i  

~ ~ ~ ~ e :  
Consider use of fund balance below policy level 

~ i i ~ ~ ~ l e m e n ~  “short-term” actions 
Prepare l o n ~ - ~ e ~ ~ i  forecast to define the problem 
Prepare revenue increase and expenditure reduction options tailored to problem 
~ i e ~ i i i t i o i i  via the forecast. 

o Likely to take 3-6 months to prepare plans: another 3-6 months to 
i ~ ~ l e ~ ~ i e n t  thein 

o Underscores the importance oF strong fund balance and short-term 
e x ~ ~ e n ~ i ~ t u r e  reductions to create the time needed to prepare and i~nple~nent 
reasonable plans. 



___.- 

In the long-term, only two basic options 
@ Increase revenues 

Reduce e x p ~ n d ~ t u ~ e s  (and related service levels) 
c) In the short-term, iise of fund balance i s  an option, but it is not a 

viable Iong-t,erni solution 

The smtegic use of fund balance that reduces future year operatiiig costs or 
increases ongoing revenues. 

... 

~ ~ ~ n ~ ~ ~ g f ~ ~  ongoing e x p e n ~ i t ~ e  reductio~~s reqnire redue~ions in regular staff costs. 

95% of ~ e ~ ~ e r ~ l  Fuid costs are for operating expenditures 
8 I % of General Fund operaliiig costs are for staffing 
54% of Genera1 Fund s t ~ f ~ n ~  costs are for public safety 
8% o f  General Fund staffing costs are for part-time and temporary staffing 

___..___ __ 

~ e ~ a r ~ i ~ ~ n ~ ~  develop expenditure reduction options that are reai, doable aiid: 

Reflect least sewice impacts to the commiinity 
h e  on-going 
Describe service impacts 
Are within the City’s ability to do indep~ndentjy 
Can be implem 
Maintain essen 
no deferred ~ ~ i ~ i t e n a n c e  posing as genuine cost reductions 
Reflect p a ~ i ~ i p a t i ( ~ ~  from t l ~ r o ~ g ~ o t i t  the organization 

led within three months afier adoption 
1 facilities, i n ~ a s t ~ c t n r e  and equipment at reasonable levels 



City Council will have the lead responsibility for identifyi~ig revenue options 
it i s  likely lhat any new signific~nt revenues will require voter approval under 
Propositio~~ 21 8 
Election caimot he held until next regular municipal election (Noveinher ofeven- 
numbcred years) 
Exceptions: 

o Enrcrgcncy declared by ~iiiaiiinious vote of the Council 
o Two-thirds voter approval for "eamiarked" revenues 

Voter approval will require h e  for effective preparation before a measure is 
placed on the b a h t  
Critical Success Factor: Effective, co~i~muiiity based group that will work hard to 
pass measure 

__ 

e ~ e n d i ~ ~ ~  on the reason for the adverse c ~ ~ c u ~ i i s t ~ i c e ~ ,  the City will work ciosely with 
its elected representat~ves and others in mitigating service reductions and revenue 
~ ~ i ~ a n c e r n e n ~ s  

n ~ r ~ a n i ~ a t i o n  
0 Unions 
o ~ ~ ~ ~ m i i i u i i i t y  Groups 
o ~ o ~ m I ~ n i c ~ t i o n  

0 With s ~ ~ e h ~ l d e ~ s  
o With employees 

L? ~mployees 
o Ongoing e ~ ~ p l o y e e  briefings with City Mmager and Finance Director 
c> ~ n g o i n ~  updates via voice mail or e-mail 
c) Ongoing briefings with enipioyee association rep~escntativ~s 
o Speciai o ~ ~ a n i ~ a ~ i o I i - ~ i d e  briefings as appropriate 

o ~ ~ ~ ~ n ~ u n i ~ y  
3 Viewpoint articles in the Lodi News Sentinel and The Record 
o News Releases 
a ~~cse i i~a t io i i  to interested cornrnunity interest groups 
o Web site updates 
o Coi~iin~i~iity Forums and W ~ ) ? l ~ s h o ~ ~  



May form “ad hoc” advisory group depending on the circumstaiices with careful 
c o ~ ~ s i d c u ~ t i ~ ~  otl 

o When in the puoccss‘ 
o M7ho should he on it? (q~ali~cations,  experience, etc) 
o What’s their role? 
o Who ~ ~ t ~ ~ i n i n e s  ~ p p o i ~ ~ m e i i t s ~ ~  
c) What i s  the tenn of the ~ p ~ o i n t ~ ~ e n t ‘ ~  



October 1996 

Since 2988, a voter-approved amendment to California~s 
Const i~u~ ion  has p~otected I<-12 education from cuts that 
have struck some of the other sewices supported ~h rough  
the state's bud et. Proposition 98 also ensures that schools 
enjoy a large s are of any increase in state revenues~ 
The calculation of the guarantee is very complicated, as is 
the politics of funding it. The dynamic process usually 

I involves ~ e c a l c u l a ~ i o n ~  for previous years as well as 
estimates for the current year. 
The ~ r o ~ o s i t i o n  98 allocation depends on chancres in 
enrollment, per capita personal income, and prcjections of 
state tax revenues. Despite heavy pressures on the state's 
budget in the early 199Os, the governor and legislature 
decided not to reduce the per pupil funding for schools. They 
did this through "prepayments" (also called "loans") against 
future Proposition 98 allocations. The California Teachers 
Association challenged the concept by suing the state (CTA 
v. Gouid). A compromise solution, eventually validated by 
the courts, calls for education and the state to  share in the 
"repayment." The agreement specifically states that the loan 
~ n e c h ~ n i s ~  will not be used again. 
As the chart shows, a strong economy has a favorable effect 
an ~ d ~ c a t i o n  funding. For 1996-97 Proposition 98, bolstered 
by economic growth and the resolution of the court case, 
orcduced a windfall in revenues for K-12 schools. 

vement and 
Accou~tabil ity Act," Proposition 98 (1988)' as amended by 
Prcposition 111 (1990) and legislation, mandates that: 

A minimum amount of funding be guaranteed for 
elementary and secondary schools and community 
colleges, according to one of three tests. 

In years of noimai or stionger revenue growth, the 
Proposition 98 gemrantee IS the larger of 

: the same share of the General Fund as in the 
base year of 1986-87 (recalcula~ed to account far 
shifts of property tax revenues to  schools) or 

12/26/2002 



'4 ikrimer on Proposition 98 Page 2 of 3 

: the prior year's funding From state and 
p r o p e ~ y  taxes, adjusted for inflation and enrollment 
increases. "inflation" is defined as the growth in per 
capita personal income. 

I n  years of low revenue growth, when General Fund 
tax revenues per capita increase more slowly than per 
capita personal income, the Proposition 98 guarantee 
i5 

: the same as Test 2 except inflation is defined 
growth in per capita General Fund revenues 

plus one-half percent. The difference between this 
a m o u n ~  and what Test 2 would have yielded is to be 
restored to education funding in years of high revenue 
growth. 

: any ~ e d u ~ ~ i o n ,  compared to  the previous 
ear, must be no worse than cuts in state s~end ing  
er capita for other ~udge ted  services, 

The state main~ain a "prudent" reserve (not defined). 

I Each school produce an annual School Accoun~ability 
Report Card (SARC) with in~ormation about student 
 chie eve men^, dropout rates, class size, discipline, 
~xpend i~ures ,  programs, ~ n s t ~ u c ~ i o n a l  materials, and 
other items. 

I ~ u ~ p e n d i n ~  the provisions of P ~ o p o s i ~ ~ o n  98 requires a 
two-~hirds vote of the iegisia~ure and agreement by 

Proposition YH funding level$ for K-1 z education 
are alfected by the amuunt of tax re',ienueS the 
state nf California receives. 



in  rhe December revision, the Governor proposes to reduce Proposition 98 funding for 
2002-03 by a ~ ~ r o x ~ i ~ i ~ i t e l y  $1.9 billion. The Governor's proposal would reduce funding to 
the estimated ~ n ~ n ~ m u ~  guaraiitee of $44.6 billion. Figure 3 sunimarizes the main 
co i~~po i~e i~ t s  o f  the proposal. While the Governor's proposal does not identify a total 
spending level for 2003-04, it does specify savings totaling $1. I billion in the budget 
year. 

n 
The c ~ ~ ~ e r ~ ~ . - y e a r  Propo$~~ioll 98 reduction o f  $1 .9 billion consists of the elim~iiation of 
the $143 million reserve and the foilowing three components. 

~ 1 Z ~ Q i i ~ ~  The Governor proposes reducing 
slmost all €~roposi~ion 98 ~ u r ~ e n t - y e a ~  General Fund appropnat~ons by 
3.66 perc.cnt. This would result in $1 . I  billion in savings. Figure 4 shows the 
impact ofthe across-the-board cuts on major programs. The across-the-hoard 
reduction applies on1y to the General Fund portion of K-12 revenue limits (not the 



local property tax portion), so the reduction represent.s a 2. I ti percent cut to total 
revenue limits. It is our uiIderstandiiig that the revenue limit reduction is a 
perIii~iient one. The Governor’s proposal, however, i s  ambiguous as to whether 
the categorical reductions are one-t.inie or pennmeiit. The proposal does not 
reduce any of the statutory requirements of the categorical programs. 

 iff^^^ The Governor proposes targeted r e d ~ c t i o ~ s  
h i s  reduction i s  due to: (1) the e I ~ ~ ~ n a t ~ o n  of 

~al j foi-n~a Work ~ p o ~ i i n j t y  and Respo~isibili~y to Kids (CalWORKs) Stage 3 
child care, effective April 1, 2003 ($99 million) and (2) an adjustment to 
community colleges finding to aecoiuit for improper concurrent enroll men^ of K- 

(I 9t). The Governor proposes 
reverting funds into i.he Proposition 98 reversion account from various prior-year 
ap~~ropria~ions for wliicli the funds were not needed due to i~iiplementatioi~ delays 
or ~ ~ ~ i d c ~ n t i ~ i ~ a ~ i o n .  Prior-year reversions include ii~nierous child care programs 
($1 03 rniflion), the Child Care Facilities Revolving Fund ($22 niiilion), Math and 
Reading Professional ~ e v e i o p ~ e n t  ($3 1.7 million), and various state inandates 
($20 rtiiliion). The proposal would use the reversion account funds to backfill 
$357 million of the 7002-03 General Fund appropnatioii for the Regional 
~ c c u ~ a t i o i ~ a l  Centers and Program. This swap saves the stale $357 million. A 
similar swap for adult education was pai-t of rlre solution reflected in the 2002-03 
Budget Act .  

~~~t~ Costs. In the 2002-03 Budget Act, 
the slate provided $125 million for K-14 education inandates arid deferred approximately 



$600 million in payments. The ~ o ~ ~ e ~ i n e n t  Code requires the state to pay interest (at the 
Pooled Money ~~~ves t inent  Account rate) when paying overdue inandate claims. Thus, the 
cuiTe~it-year mmdate deferral is equivalent to a low-~ntere~t loan from school districts. 
The Governor proposes to defer payments of K-14 state mandates for the 2003-04 budget 
and conduct audits of re~inbursemei~t claims, which the Goveinor estimates to be 
$870 inillion (we cstimate that the cost could exceed $1 billion). The Legislature could 
reduce budget-year costs by suspei~ding or e~inii~iating specific mandates. 

Because the ~ o ~ , e ~ o r ' s  proposal wouid lower the Proposition 98 base, the state not only 
saves money in 2002-03, but also in 2003-04 md beyond. (While a current-year 
rcdirction down to the ~ in in iu i i i  guarantee can generate savings over several years, i t  
does not affect the Iong-run Proposi~ion 98 spending level.) Given these potential 
~ ~ ~ l t i y e a ~  sirvings: we believe the ~ o v e ~ ~ o r ' s  goal of reducing 2002-03 Proposition 98 
funding to the n i in i inu~~  guararit~e is fiscally prudent. We also generally support the 
Governor's proposals for targeted reductions, the Proposition 98 reversion account swap, 
and ~ ~ i n ~ ~ n a , t i o n  of the Proposition 98 reserve f k d .  

We do, howevcr, have concerns with the $1 .I billion across~the-hoard reduction proposed 
in the December revision. S ecifically, we believe the aeross-th~-hoa~d cuts would have 
an adverse impact on direct elvices to  strident^ and would be difficult for school districts 
to absorb in the rema~n~ng months o f  the fiscal year. The across-the-board approach 
assumes that all existing progranis have equal value. While relying mainly on a11 across- 
the-board reduction appears to allow school districts flexibility to detennine how to 
iniplcuient the proposed cuts, this i s  not really the case. Since the Governor's approach 
would require school districts to continue to meet all o f  the program requirements o f  each 
o f  thc categorical progranis, school districts would have little ability to reduce program 

e,  while the proposal would reduce funding for K-3 Class Size 
by $60 million and special education by $99 million, school districts 

would still have to meet the 20 to I studelit-to-teaeher requir~nient for K-3 CSR and 
provide ail ~equired special edncatio~i services mandated by state and federal law. In 
contrast, targeting the reductions at programs that do not have a direct influence on 
student services would ailow school districts to absorb the reductions with the least 
impact on students. Targeted reductions also allow progra~matic requirements to be 
modified along with the funding, 

. Figure 5 (see page 8) shows an LAO alternative to the 
Governor's $1 . I  billion ac~o~s-tl~c-board reduction. It includes (1) more targeted 
reductions, (2) additi~)rial reversions, (3) a funding shift for Stage 3 child care, and (4) 
Clefen-als. W=e believe that these alternatives would allow the Legislature to minimize the 
impact o f  the ~ e d u ~ t i o ~ s  on the classroom by e~iininatin~ pro~ramriiatic r e ~ u i r e ~ e n ~ ~  
dong with the funding, Our approach would result in over $500 iiiillioii in addit~oiial 
general purposc fiiinds ~ o ~ p a r e d  to the Governor's approach. Our approach also takes 
advantage o f  additional one-time savings arid carry-over funds to generate one-time 
r e d u ~ t i n ~ s  In ~ropos i t~on  98 General Fund appropriations. 





~ c i ~ ~ ~ ~ ~ ~ .  As noted above, a ~eduetion o f  $1.9 billion in current-year 
~ r o p o s ~ ~ ~ o n  98 a p ~ r o p ~ ~ a ~ i o n s  also reduces the 2003-04 m i i i i i ~ ~ r n  funding guarantee by a 
similar a ~ o u n ~ .  However, to achieve these budget-year savings-and additional savings 
of  airnost $8011 million-.--the Legislature would need to repeal specific stat.utory 
p ~ o v ~ s i o ~ s  related to " ~ a i n ~ e ~ i ~ i c e  factor" r e p ~ ~ i i ~ n t s  and deferrals. The Legislature 
GOUM also avoid increased education costs in excess of $400 million in 2004-05 by 
aGco~~i~o~at i r ig  Proposition 4 ~ - r e q ~ i ~ ~ ~ ~  increases in after school spending in 2003-04. 



* ~ r o ~ o 5 i t i ( ~ ~  98 is the shorthand tenii for the state's co~s t i tu~iona~ iiii~i~miiiii 
~ ~ i n d i i ~ ~  r e q ~ ~ j ~ e ~ n e i ~ ~  for K- 14 education. This aimual spending guarantee is met 
from two revenue sources: state aid and local property taxes. 
The siate will provide 57 percent of  all K-12 school revertue iii 2002-03, while 
local ~ ~ v e n i n i e n t  sources (property taxes and other local income) will contribute 
31 percent. Tbe federal ~ o v e ~ i ~ i e ~ t  will provide 12 percent. 
The state ioitery providcs lcss than 2 percent oftotal school revenues, around 
$138 per pupii. 

- 


