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actions does not |nd|cate what actlon may be taken. If comments come to the Clty Council without prior notice and
are not listed on the AGENDA, no specific answers or response should be expected at this meeting per State law.

Those wishing to address the Council on any matter for which another opportunity to speak is not provided on the
AGENDA but which is within the jurisdiction of the Council to resolve may come forward to the podium during the
"COMMUNITY FORUM" portion of the AGENDA. Those wishing to speak on a "PUBLIC HEARING" matter will be
called forward at the appropriate time during the public hearing consideration.

Copies of written documentation relating to each item of business on the AGENDA are on file in the Office of the City
Clerk and are available for public inspection. Information may be obtained by calling (707) 648-4527, TDD (707) 649-
3562, or at our web site: http://www.ci.vallejo.ca.us/

Vallejo City Council Chambers is ADA compliant. Devices for the hearing impaired are available

from the City Clerk. Requests for disability related modifications or accommodations, aids or

services may be made by a person with a disability to the City Clerk's office no less than 72 hours

d:)\, prior to the meeting as required by Section 202 of the Americans with Disabilities Act of 1990 and
the federal rules and regulations adopted in implementation thereof.

NOTICE: Members of the public shall have the opportunity to address the City Council concerning any item listed on the notice
before or during consideration of that item. No other items may be discussed at this special meeting.

VALLEJO CITY COUNCIL
SPECIAL MEETING -5:30 P.M. CITY COUNCIL CONFERENCE ROOM

A INTERVIEWS FOR GREATER VALLEJO RECREATION DISTRICT BOARD OF
DIRECTORS

VALLEJO CITY COUNCIL
SPECIAL MEETING 6:30 P.M. - COUNCIL CHAMBERS

A STUDY SESSION REGARDING UPDATED GENERAL FUND FINANCIAL
PROJECTION THROUGH JUNE 30, 2012 AND DRAFT FISCAL EMERGENCY PLAN

PROPOSED ACTION: Informational item. No action will be taken.

' STUDY SESSION TEXT CHANGED



Agenda Item No. STUDY SESSION

COUNCIL COMMUNICATION Date: February 13, 2008
TO: Honorable Mayor and Members of the City Council
FROM: Joseph M. Tanner, City Manager

Craig Whittom, Assistant City Manager / Community Development

Robert V. Stout, Finance Director
SUBJECT: STUDY SESSION REGARDING UPDATED GENERAL FUND

FINANCIAL PROJECTION THROUGH JUNE 30, 2012 AND
DISCUSSION OF FISCAL EMERGENCY PLAN

BACKGROUND & DISCUSSION

On December 18, 2007, the City Council directed staff to present to the City Council no
later than February 12, 2008 a comprehensive approach to ensuring a balance of General
Fund expenditures and revenues through June 30, 2010 and thereafter. Since thattime
staff has refined and expanded to five years the General Fund financial projection. Current
projections now show a critical General Fund cash shortfall as of April 2008 and the annual
deficit for fiscal year 2008-09 increasing to $13.8 million. Staff has engaged the four labor
groups (as described later in the report) in discussions regarding the projected imbalance
and developed a Draft Fiscal Emergency Plan (DFEP). This staff report provides
information on each of these efforts and identifies next steps in resolving the issue.

. General Fund Financial Projection through June 30, 2012

An updated General Fund financial projection is attached as Attachment A. This financial
projection has been updated from the financial projection included in the December 18,
2007 staff report as follows:

1. Time frame has been expanded to five years.

2. Revenue and expenditure estimates have been updated.

3. Three additional expense line items have been added in FY 2008-09 through FY
2011-12

Updated Revenue and Expenditure Projections

Updated revenue line item projections are presented in Attachment B. These projections
reflect a worsening revenue forecast. Staff has received updated information regarding its
major revenue (property, sales, excise, and transfer tax) information since December 2007
and modified those estimates accordingly. The primary impacts have been the slowing
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housing development and resale market, declining assessed values, and declining retail
sales. In total, fiscal year 2007-08 revenues are now projected at almost $5 million less
than assumed when the budget was adopted in June.

Attachments C and D illustrate examples of the source of these revenue declines.
Attachment C shows the change in Vallejo's single family residence property values and
sales transactions from 1993 to 2007. Recent declines impact property and transfer tax
revenues. Attachment D compares Vallejo's per capita retail sales transactions against
other area cities for the past three years. Sales tax for the July to September 2007 quarter
was 6% below the comparable quarter for the prior year. Sales tax is projected to decline
further in the remaining quarters of the year due to the Walmart closure.

Fiscal year FY 07-08 expenditure projections have also been updated. In December, cost
projections were increased by $5 million for the impact of the Fire minimum staffing
arbitration results and for the anticipated increase in Public Safety salary adjustment from
8.5 to 10% per the formula provided in the labor contracts. Projections also include $3.5
million of program cuts discussed with City Council in December, but these cuts have been
offset by a comparable increase in other costs including police operations, compensated
absence payouts for retired employees, and grievance settlements.

The December 18, 2007 staff report (with attachments) included significant background
information regarding the City’'s financial condition. Since the December 18, 2007, staff
has provided additional information on the main page of the City’s website on a variety of
issues related to the City’s economic condition. These include the financial statements for
other funds. Additionally, the Comprehensive Annual Financial Report (CAFR) with
audited balances for all funds has confirmed the General Fund balance at July 1, 2007 at
$4.2 million. The CAFR is scheduled for City Council approval at its meeting on February
26, 2008.

The net result of the updated projections is a projected $10.1 million FY 2007-08 General
Fund operating deficit, and a negative ending available fund balance of $5.9 million at June
30, 2008. As identified in the December 18, 2007 staff report, without immediately
addressing significant reductions in expenditures and increases in revenues, the General
Fund will run out of resources before the end of this fiscal year. Based upon the update
financial projections the current estimate for insolvency is late April 2008.

The projected FY 2008-09 General Fund annual operating deficit is now approximately
$13.8 million, assuming current contractual obligations. This deficit grows in succeeding
years as expenditure growth continues to outpace revenues.
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Additional expense line items

Staff has added the following expense line items in FY 2008-09 and future years in
response to comments during previous City Council discussions to expand the General
Fund financial strategy to address other unfunded City programs and costs:

1.

Retiree Health Care Prefunding- the City currently funds retiree health care
premiums on a pay-as-you-go basis. Actuarial projections included in the
December 18 Council report show that the City currently has a $135 million
liability for the present value of retiree benefits already earned by active and
retired employees, and an additional “normal” cost of $6 million per year as
employees continue to vest and earn this future benefit. To begin to fund both
the current cost and to amortize the past liability over the next 30 years, the City
would need to begin contributing $12 million per year, of which the General Fund
share is 80% or $9 million. This is approximately $ 6 million more than the
current $ 3 million pay-as-you-go funding level. This action would fund retiree
health care in the same fashion as pension benefits, and costs would actually
decline from these stated values if funded amounts could be invested with good
results in a long-term trust portfolio such as CalPERS. If this benefit is not pre-
funded, the City budget must plan for the annual increase in costs for a growing
retiree pool and the increase in health premium rates, both of which are
expected to grow as a rate far exceeding CPI. A placeholder of $500,000 has
been added to the FY 08-09 projection, but has been subsequently removed in
the DEFP discussed below since cash is not available to fund this obligation.

Street Maintenance — the City currently inadequately funds basic road
maintenance. This line item acknowledges that this cost is an important future
expense as part of the City’s basic municipal service obligations. A placeholder
of $250,000 has been added to the Fiscal Year 2008-09 projection, which is far
less than engineering estimates of the cost to maintain the City’'s street
infrastructure. This item has also been subsequently removed in the DEFP
discussed below since cash is not available to fund this program.

3. Reserve — The December 18, 2007 financial projection did not include a general

Fund Reserve. The updated projection acknowledges the need for an ongoing
General Fund reserve to mitigate unexpected economic changes or revenue
declines. Best practices recommended by the Government Finance Officers
Association target reserves at 5-15% of the annual budget. City Council has
previously adopted a policy of maintaining a 15% reserve. The updated financial
projection proposes annual increases to a contingency reserve that reach 5% of
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revenues or $4.2 million by fiscal year 2011-12. The DEFP proposes funding a
reserve of $11.2 million in Fiscal Year 2008-09.

The ability to fund any of these three obligations is challenging in light of the existing and
ongoing expense obligations and revenues of the General Fund.

ll. Meetings with Labor Groups

Staff has continued to meet with the four labor groups to discuss the financial condition of
the City. As the City Council is aware, the current labor agreements are in place through
2010 and the labor groups are not required to make any concessions. Most of staff’s focus
has been discussions with representatives of the Vallejo Police Officers Association
(VPOA) and International Association of Firefighters (IAFF) FY 07-08 General Fund
projections. At the inception of these discussions in December 2007, the City and VPOA
were involved in ongoing arbitration (related to minimum staffing) and a grievance and the
City and IAFF were involved in litigation, arbitration and grievances (on a variety of issues
ranging from work rules to staffing to the City’s nepotism policy). VPOA and IAFF
requested that these issues be resolved prior to negotiating economic concessions to
existing agreements. Staff has attempted to resolve these issues and will be presenting
proposed resolutions to these issues to the City Council for consideration at its meeting on
February 26, 2008.

Staff presented proposals to the labor groups in mid-January 2008. Based upon the new
revised worsening financial projections staff has presented new more significant requests
for salary roll backs to the labor groups on February 11, 2008 and February 12, 2008. The
labor groups are currently reviewing these proposals. Staff will continue to work with the
labor groups in an attempt to negotiate modifications to the labor agreements in advance of
the City Council action on February 26, 2008.

Moving forward staff is proposing monthly meetings with all labor groups to review current
financial conditions and collaboratively work on strategies to enhance services and General
Fund resources.

IIl. Draft Fiscal Emergency Plan (DFEP)

The fundamental economics of the current General Fund projections demonstrate that
current and future year General Fund expenditures are significantly in excess of projected
anticipated revenues. The largest component of the City’s General Fund budget is
comprised of salary and benefits (approximately 87% in FY 2007-08). Correspondingly,
commitments to salary and benefits and other obligations impacting costs (e.g. minimum
staffing in Fire and potentially Police Departments, no contract out requirements) in current
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labor agreements are in place through June 30, 2010. Additionally, staffing = =i
departments has been repeatedly cut during past budget reductions and is iower !
necessary to deliver even average quality services to the community.

Despite the fact that staffing Citywide has declined since FY 2003-04, very sign
actions are required in order that the City is still able to meet its existing Genera! iind
expense obligations after May 1, 2008. Actions that will yield significant savings wili recuire
dramatic modifications to existing labor agreements and the willingness of the City Courncil
to aggressively pursue revenue enhancements.

Staff has developed a Draft Fiscal Emergency Plan (DFEP) with the following obisctives.

1. Retain General Fund Solvency
2. Preserve breadth of current City services
3. Limit layoff impact on current employees

The current lack of General Fund resources requires dramatic action o seo
expenditures and aggressively pursue potential new revenues. Staff has developed = Dirak
Fiscal Emergency Plan (DFEP) that includes the following proposed actions:

Expenditure reductions

The Draft Fiscal Emergency Plan includes the following proposed expenditure et e

1. Deep rollbacks in City salaries to 5% lower than June 30, 2007 effectivs
pay period beginning March 29, 2008. This represents the following re«i:
salaries currently required in existing labor agreements:

a. Vallejo Police Officers Association — 15%
(Roll-back of 10% projected FY 07-08 COLA and §% of the 6% 7
06-07 COLA)

b. International Association of Firefighters — 15%
(Roll-back of 10% projected FY 07-08 COLA and 5% of the €% ~Y
06-07 COLA)

c. International Brotherhood of Electrical Workers — 8%
(Roll-back of 3% FY 07-08 COLA, 4% FY 06-07 COLA, and 1% i =y
05-06 COLA)

d. Confidential, Management, and unrepresented employees — 5%
(Roll-back of 0% FY 07-08 COLA, 3% FY 06-07 COLA, and 2% of FY
05-06 COLA)




Page 6 of 9

Elimination of 30 General Fund budgeted positions as listed in Attachment E. Of
these positions, an estimated 16 are currently filled and will require layoffs.
Other vacant positions in the City will provide for transfer opportunity for some of
these employees in certain classifications. These reductions will reduce General
Fund positions to 411, a 17% overall reduction from the 494 positions authorized
in the Fiscal Year 2003-04 budget.

Fire Department service changes
a. Single engine company closed each day, on a rotating station basis
b. Three month temporary reduction in truck company staffing from four to
three
c. Modifications in certain leave rules

Public Works reductions in Maintenance Division services and supplies -
$500,000, including reduction in maintenance services or new charges to JFK
Library, Fighting Back, Naval Museum, and Cunningham Pool.

Transfer of eligible one-time funds to the General Fund:
a. Arts and Convention Center Fund - $200,000
b. Repair and Demolition Fund - $40,000
c. Vehicle Replacement Fund - $1,500,000
d. Transportation Fund - $300,000

Reduction of all Community-based organization funding commencing July 1,
2008 - $873,700

Funding eligible police services in the Flosden Redevelopment Project Area with
Redevelopment Agency Funds on a short term basis - $500,000 in FY 2008-09

Revenue Enhancements

Staff believes it is critical that the City Council take action on several of the revenue
increases proposed as a component of the Draft Fiscal Emergency Plan. The following
revenue enhancements have been identified for Council consideration.

1.

911 Communication Center Fee to fund Police Department Communication
Center. This fee was considered in 2005. Fee could be assessed and confirmed
with ballot initiative in November 2008. Staff intends to return to the City Council
in March 2008 with a recommendation to consider such a fee.

2. False 911 call hang up fee. Fee for false calls which require police dispatch.
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Staff intends to return to the City Council in March 2008 with a recommenazion
to consider such a fee.

3. Work with all labor groups and community commencing Summer 2008 tc giirsus
voter approval of:

a. 911 Communication Center Tax
b. Revenue-neutral amended Utility User Tax

4. Surplus land sales — expedite program of existing land sales of surplus procerty.
The City Council authorized the disposition of three properties in Fail 2007 i
intends to return to the City Council in March 2008 with a recommencizioe i
consider additional properties for disposition.

5. Pursue recovery of all eligible costs from utilities and other agencies icihining
but not limited to:

a. Increased East Vallejo Fire District reimbursement

b. Water Emergency Transit Agency (WETA) [newly formes
agency overseeing ferry operations] reimbursement for T:z
Fund loans

Staff has projected the impact of the expenditure reductions through FY 200500
attachment F) and these actions will generate sufficient resources to enable st
General Fund solvency through June 30, 2009. In advance of its recommendzfis
City Council on February 26, 2008, staff will continue to negotiate with labor groups
refine this DFEP and ultimately present a final Fiscal Emergency Plan for Cit
action. Staff will present an updated five-year financial projection that wiil inci:
recommended actions in the final Fiscal Emergency Plan.

A significant challenge in developing a Fiscal Emergency Plan is to attempt to presenve &
work environment in which employees continue to be interested in working for the City.
Creating an environment that creates long-term stability and a fair salary/compensation
package is critical to the delivery of quality services to the community. Creati: n
environment in which employees leave the organization in greater numbers increases
(leave payouts) and will further diminish the ability of the organization to deliver basic
services. Clearly, the dramatic actions proposed in the short term will have impacts.
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IV. Bankruptcy

It may become necessary for Staff to recommend that the City Council consider filing and
pursuing Chapter 9 bankruptcy in the event the City is unable to meet its existing
obligations with its existing revenues. Staff is conferring with legal counsel regarding this
option. The current labor agreements create significant fiscal constraints for the City (e.g.
compensation, work rules) and Staff is involved in discussions with the employee
organizations seeking to modify those agreements. If the City is unable to reach
agreement on modifying contract terms, Staff may recommend that the City seek
protection through a bankruptcy filing. Bankruptcy will not create additional revenue. A
bankruptcy filing may allow the City to take actions contrary to existing contractual
obligations that would allow continued General Fund operations. No California municipality
has filed Chapter 9 bankruptcy, and there is very little case law guiding the potential
outcome of such a filing. The risks of this option are significant.

V. Next Steps

Staff will continue to meet with the four labor groups to attempt to negotiate modified
agreements that ensure a positive General Fund fund balance through June 2012. Staff
will return to the City Council at its next meeting on February 26, 2008 to:

1. Recommend a resolution of intention to budget amendments to implement final
Fiscal Emergency Plan.

2. Proposed modifications to labor agreements to address the resolution of existing
grievances and arbitration.

3. Proposed modifications to labor agreements (if negotiated with labor groups) to
implement Fiscal Emergency Plan to address General Fund solvency issues

4. Recommendation to City Council whether to provide the City Manager authority
to file Chapter 9 bankruptcy.

PROPOSED ACTION

No action requested at tonight’s study session. Staff is interested in City Council input
regarding the contents of this report.

ENVIRONMENTAL REVIEW

This study session is not a project as defined by the California Environmental Quality Act
(CEQA) pursuant to section 15378 (b)(4) of Title 14 of the California code of Regulations
and is not subject to CEQA review.
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DOCUMENTS ATTACHED

Attachment A — City of Vallejo General Fund Fund Balance Projections - 1/30/08

Attachment B - General Fund Revenue Trends

Attachment C — History of Single Family Residence Median Sales Price and Sales
Transactions

Attachment D — Retail Sales Tax per Capita

Attachment E — Authorized Positions

Attachment F - Draft Fiscal Emergency Plan (DFEP)

CONTACT:

Craig Whittom, Assistant City Manager / Community Development, 707-648-4579 or
cwhittom@ci.vallejo.ca.us

C:\Documents and Settings\user\My Documents\Vallejo Work\021308 CC Budget Staff Report.doc
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ATTAC

CITY OF VALLEJO - HISTORY OF MEDIAN SALES
PRICE OF SINGLE FAMILY RESIDENCES (SFR) ARhif:
COREN & OF SINGLE FAMILY RESIDENCES SOLD EACH YE

1993-2007*
MEDIAN SALE PRICE OF ALL SFR SOLD
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*Sales Through 12/15/2007

“*Full Value Parcel Sales (Sales not included in the analysis are quitclaim deeds, trust transfers, partial sales, multiple parcel transactions and non-reported documery
transfers.)

Data Source: Solano County Assessor Secured Tax Rolls And DataQuick Information Services Prepared On 2/12/2(
This report is not to be used in support of debt i or continuing disclsure without the written consent of HdL Coren &
Cone




CONOMIC DATA

ATTACHMENT D

CITY OF VALLEJO - COMPARISON OF RETAIL SALES PER CAPITA -
ALL BUSINESS TYPES - 13 QUARTER HISTORY

Adjusted by moving retroactive payments with an absolute value of $5,000 or more into the quarter the sale was generated

Chart Description:

Comparison Agencies

This chart compares per capita sales to that of 6 other jurisdictions. The prior 12 quarters are shown graphically for
historical reference purposes. Allocations have been adjusted to reflect economic data.

$
Quarters Shown Reflect the Period in Which the Sales Occurred - Point of Sale (Thousands)
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ATTACHMENT E
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