CITY OF COLORADO SPRINGS

V Je 6@@%@ COMM“N@

INFORMAL AGENDA ITEM

COUNCIL MEETING DATE: January 11, 2010

TO: Honorable Mayor and Members: of City Council

VIA: Penélope éﬁ’fﬁrefﬁ%%’ﬁ’%’m d%{ Manager

FROM: Terri Velasquez, Chief Financial Oﬁlce@ubi/ “J“‘J‘p
Subject Title: 2011 — 2013 Budget Outlook -~

Strategic Goal this item supports:

SERVICES

SUMMARY:

The Financial Services Division has prepared a 2011 — 2013 budget outlook to identify potential
items that may require additional funding in the next three years. While there are signs that this
historic recession is ending, there is significant consensus that state and local government
finances will continue to suffer for a number of years. Specifically, local government finances
will likely continue to suffer as the recovery is not expected to be a consumer spending led
recovery; unemployment is expected to remain high, impacting consumer spending; the housing
industry is not expected to rebound quickly; and property tax revenues are based upon a lagged
valuation, so the impact of recent declines in property values have yet to be realized. This
outlook, coupled with known unavoidable expenditure increases and other identified risks will
exert pressure on the City to continue to reduce services, program offerings, and related staff.

Also, even in the event that the City’s revenue recovers more strongly than anticipated by local
and national economists, the revenue the City can retain (without voter approval) is limited to
the TABOR revenue limit. For 2010, the TABOR revenue limit is projected to be nearly $50
million below the 2006 revenue limit. Thus the ratchet effect of TABOR will prohibit recovery
and restoration of service even if revenues return to pre-recession levels.

PREVIOUS COUNCIL ACTION: None.

BACKGROUND:

The City’s General Fund budget has steadily decreased since 2007. The 2010 General Fund
budget is nearly $34 million below the 2007 budget. Also, during that time, the City has bridged
budget gaps of more than $90 million. Budget gaps are the result of not only revenue declines,
but also unavoidable expenditure increases that must be accommodated with existing revenue
streams, therefore necessitating other expenditure reductions. To close these record budget
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gaps, over the past three budget years the City has eliminated more than 350 positions
including several management and executive positions flattening the organization. Service
impacts include reduced capital improvement programs, reduced fire services, reduced
specialized police enforcement and crime prevention programs, eliminated program
management support for PPRTA city capital projects, reduced land-use enforcement and
customer service, reduced economic development programs, reduced comprehensive planning
projects, reduced street maintenance, eliminated or significantly reduced Parks, Recreation and
Cultural Service programs and maintenance, reduced transit service hours, reduced business
license services, reduced license enforcement, and significantly reduced funding and staffing for
all support service functions.

While the City has made these drastic service and program reductions, it has also taken action,
and will continue to take action, to streamline services, promote innovation, and create
efficiencies in all areas. However, as has been the case in the past few years, several
unavoidable expenditure increases and risks have been identified that are projected to create
large budget shortfalls in each of the next three years. These issues are being brought forward
to create an awareness of the ongoing budget challenges the City faces for the next few years
and to continue our efforts to right-size the organization with the resources available.

FINANCIAL IMPLICATIONS: None.

BOARD/COMMISSION RECOMMENDATION: None.

STAKEHOLDER PROCESS: None.

ALTERNATIVES: None.

RECOMMENDATION: None.

C:  Nancy Johnson, Assistant City Manager
Public Communications
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FINANCE OFFICE

 CITY OF Q@WRAD@ gpmmg

Date: January 6, 2010

To: Honorable Mavor and Members of Clty Councﬂ
..... it ,f f I
From: Penelope Culbre‘th Glaft N Clty Managei g i
Terri Velasquez, Chief Financial Officer. ) ‘L LA
\-X&’ EREN S S &m%m;nx%
Subject: City Council January 11, 2010 Informal Agenda Discussion Ttem #3:
2011 - 2013 Budget Outlook

The presentation for this agenda item is attached for your reference.

Attachment (1)

30 South Nevada Avenue, Suite 202 = TEL 719-385-5919 FAX 719-385-5295
Mailing Address: Post Office Box 1575, Mail Code 220  Colorado Springs, Colorado 80901-1575
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s “All of the economic indicators say that we’re
at the bottom and we’re on the slow path
toward recovery,” he said. “We’ve got a long
way to go to climb out of the hole the local
economy is in.”

= The worst is likely behind us, although
progress may be slow.

Dave Bamberger of Bamberger and Associaftes,

a Colorado Springs economic consulting firm

# “The national economy is characterized by
uncertainty, but numerous indicators suggest either
stabilization or moderate improvement in a variety
of sectors, albeit from depressed levels. Although
recent frends in retail sales and consumer
confidence have lacked regularity, sighs of
stabilization are apparent.”

State of Colorado, Office of State Planning and Budgeting
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= “The current economic situation is wreaking havoc
on city budgets”

« “Although we are beginning to see signs of a
possible recovery in the national economy, city
officials will need to be more proactive than ever in
terms of monitoring their budgets, reevaluating
budget priorities, and identifying new revenue and
savings opportunities.”

National League of Cities Fresident Kathleen Novak,
Mayor, Northglenn, Colo.

= "At minimum, cities will be working through the
catastrophic drops in revenue for the next 18 months to two
years”
Mark Muro, Fellow and Director
Brookings institution's Metropolitan Folicy Frogram

»  Although Rivlin expects modest growth in 2010, she
predicted that the recovery will take years. Even as the
private sector begins to recover, state and local revenues will
keep falling in 2010 and 2011, as they always lagin a
recovery. Unlike other recessions, this one has hit all sources
of local government revenue: income, sales, and property

taxes.
Dr. Alice Riviin, Senior Fellow ,

Feonomic Studies Frogram af the Brookings Institution
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« Nationally, the first indications of holiday retail
sales are better than many expected

= Online sales were especially strong in 2009

« Despite the encouraging numbers from MasterCard,
the National Retail Federation's Kathy Grannis says
the trade group is sticking with its regional forecast:
down one percent from last year

= Hard numbers from the Commerce Department and
retailers themselves won't be out to the middle of
January

« Sales & Use Tax is largest revenue source and
recovery will likely be slow
» Economists do not predict a consumer spending led
recovery
« Demographic and spending pattern changes will continue
to erode Sales and Use Tax collections
= Sales & Use Tax forecast will be updated as
additional information is received
= Anticipated shortfalls will need to be covered by:
« Revenue increases (1% increase S&U Tax & $1.1M)
« Expenditure decreases
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Unfunded Liability Amount Description

Other Fost Employment Benefits $74,052,320 Asof 1/1/2009
Workers Compensation Fund 1,684,000 PV Est, Outstanding Losses
as of 08/2008, less reserves
General Liability Fund 1,249,000 PV Est. Outstanding Losses
as of 0872008, less reserves
Health Insurance Fund 3,413,751 Unfunded reserves projected through 2009

Other Unfunded Issues
Unfunded Portion of 5 Year CIP plan  $467,900,000 High Priority $384,300,000 (does not include

Stormwater capital projects)

Vehicle and Equip. Replacement K Allocating some funding for leases to address
Public Safety and Priority 1 vehicles

Computer Replacement 7 Undetermined

City Facilities 7 Undetermined

The unfunded liabilities are not included in the subsequent slides regarding shortfalls.

One-tme Funds from 2010 Budget” i . ) {$2,300.000
Wiges (continue to postpone $9 million market adjustinent) o
Old Hire Police and Fire Pengion SRR (5000,000)
Healthcare : (1,500,000}
Police vehicle veplacernent s : GB0000)
Stormwater permit and maintenance (mininmumoof $2.9M, up to §4.0M) {3,500,000)
Department Unavoidable Cost nereases {3 year historival average) {5,000,000)
Revente loss due fo Issue 300 (3,875,000)
Pikes Peak Highiway —increase in G.E contribution HO0,000)
Utility rate increase : : {500,000)
Election expense ; ; . (50Q.000)
North Nevada TIF payment increase : {3,300,000)
Conventi o} Visitor’s Bu Q00)

estore fundi , (582
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Wages ‘(cehtinue to-postpone market ddjustrmenit) - : . . 30

Other unavoidables . (300,000)
Healthcare ’ (600,000)
Vendor Fee ~ reduction sunsets in. 2012 {420,000)

«  All unavoidable increases must be funded with the 0.4% sales tax revenue
generated

« For 2011, the Police Department anticipates needing to reduce 10 FTE to
stay within budget and the Fire Department anticipates needing to reduce
7 FTE plus operating to stay within budget

s

E

Amendment 60

+ Cut current mill levy rates in half by 2020

+ Set expiration dates for tax rate and revenue increases
» Apply 10 year limit on future property fax increases
Amendment 61

« 10 year limit and voter approval on all forms of debt
Proposition 101

= Greatly reduce vehicle registration fees and taxes associated with
new-car purchases

« Reduce fees and taxes on cell phones, pagers, internet and satellite
service

+ Any new fees would be classified as taxes and subject to a vote
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= Finance staff will continue to monitor
revenue and expenditures in 2010

= Based on the current outlook, further
reductions in services, programs and staff
will continue until expenditures are right-
sized to the ongoing revenue

= Fund balance projection 12/31/09

= Assumes receipt of $3.7M of 2008 and 2009 PILT owed to
the City from Utilities as determined by the City Auditor
« Fund balance $22.6 M
* As % of 2009 amended budget 9.9%

= Assumes City does not receive $3.7M of 2008 and 2009
PILT owed to the City from Utilities as determined by the
City Auditor
« Fund balance $18.9 M
= As % of 2009 amended budget 8.3%







