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Every year the City selects a theme for the covers of its major financial documents - the
Capital Improvement Program Budget (CIP), the Operating Budget, the Cost Allocation
Plan, the Fiscal Model and the Comprehensive Annual Financial Report (CAFR).  This
year each of the covers will portray a major project completed within the last year.

COVER: This year’s cover shows the recently completed Water Treatment Plant. The City partnered
with Contra Costa Water District (CCWD) to jointly construct and operate a surface water treatment
plant. The site selected for the City of Brentwood Water Treatment Plant (CBWTP) was on
property adjoining the Randall-Bold Water Treatment Plan (RBWTP), located in the neighboring
city of Oakley. The proximity of the two plants allows the City to share facilities and operating
staff with RBWTP. The new plant now has a capacity of 12 million gallons per day (MGD).
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February 2009

The Honorable Mayor, Members of the City Council and Citizens of the City of Brentwood
City of Brentwood
Brentwood, California 94513

Dear Mayor, Members of the City Council and Citizens of the City of Brentwood:

We are pleased to present you with the City of Brentwood’s 2008/09 — 2017/18 General Fund Fiscal
Model. The primary objective of the fiscal model is to take a ten year look down the road in order to
ensure the City has a financially healthy future. With the severity of the current recession, and the
uncertainty facing many government agencies, the need for long range forecasting and sound financial
planning has never been greater.

The fiscal model provides a detailed analysis and projection of the next ten years of revenues, expenses,
and fund balance of the General Fund. The City Council adopted the development of a fiscal model as
one of their goals in an effort to identify potential financial difficulties before they become a reality. The
fiscal model gives City Council a tool to use to help determine the financial feasibility of any priorities or
goals they may choose to adopt. The fiscal model also alerts management and the City Council to
potential shortfalls and affords them the time to develop practical solutions with minimal impacts to our
citizens.

The fiscal model is a dynamic tool that allows staff to run countless “what-if”” scenarios and easily assess
the fiscal impact of either a single change or multiple changes. The interactive version of the model is
available through the Finance Department to assist City staff in studying the financial implications of
their long-term planning decisions.

The fiscal model has identified future shortfalls which management will resolve, beginning with
reductions which will be incorporated into the 2009/10 Operating Budget The City remains committed
to operating with a balanced budget and will close these shortfalls through additional reductions in
supplies and services expenses, contractual services and internal services. Our dedication to fiscal
responsibility and balancing the budget has been evidenced by the difficult decisions which were made to
balance the 2008/09 budget. In accordance with the current prevailing economic consensus, we have
built into the model the beginning of an economic recovery towards the end of 2009 and the first half of
2010. Should the recession extend beyond this timeframe, or deteriorate even further, one of the options
available to the City is the utilization of funds from our Emergency Preparedness Fund, which currently
has $5.9 million, to help cover the inevitable shortfalls that would arise under that challenging scenario.

Work on the original fiscal model began in late 2005 and was a collaborative effort between Management
Partners and every City Department. The first fiscal model was presented to City Council in February



2007. Since that time, staff has continued to utilize the model to assist in budgeting. The fiscal model
was not brought to City Council in 2008 as the rapidly changing economic environment forced staff to
make structural modifications to the fiscal model, including allowing for property valuation reassessments
and the impacts of foreclosures - something not envisioned in the 2007 version of the fiscal model. These
improvements have only helped strengthen the reliability and accuracy of the fiscal model. Since the
model’s creation we have continued to update and fine tune the model for every conceivable detail - from
projected retirement rate increases in 2012, to the impacts of newly signed employee agreements, to the
extra appropriation needed every other year for the elections.

We would like to express our appreciation to all of the City Departments for their contributions and hard
work in developing the fiscal model. Special recognition is given to Kerry Breen, Business Services
Manager, for his role as the City’s principal lead on the project. Appreciation is also expressed to the
Mayor and the City Council for their interest and support in planning and conducting the financial
activities of the City in a responsible and responsive manner.

Respectfully submitted,

Donna Landeros Pamela Ehler
City Manager City Treasurer / Director of Finance and Information Systems
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City of Brentwood

EXECUTIVE SUMMARY

In February 2007, the City of Brentwood, in partnership with Management Partners, Inc.,
developed the City’s first ever interactive and dynamic 10-year fiscal model. This first
version of the fiscal model was one of only 3 documents recognized by the California
Society of Municipal Finance Officers in the “Innovation” category in 2008.

The fiscal model was designed to be a living document, allowing staff to continually
update the model as often as needed to keep up with changing economic conditions. The
fiscal model takes the City’s current financial position and, using numerous assumptions
and variables, provides a full 10-year fiscal forecast. Staff has taken over responsibility
of the maintenance and upkeep of the fiscal model. Several improvements have been
added to this version, including the ability to model the effects of the declining housing
market and the impacts of reassessed property valuations. This version of the fiscal
model was prepared entirely in house, without the assistance or expense of outside
consultants.

The model has four interlinked sections:

e A development model.

e Expense models for each department and division, summarized at the
General Fund level and supported by a staffing and compensation model.

e A revenue model for each major revenue.

e A fund balance model.

This fiscal model is important and different in several ways. First, the shortcoming of
traditional financial models is that they usually have only a few inflationary assumptions
and therefore can be significantly inaccurate. The City’s model identifies as many
variables as possible, while at the same time making it easy for City staff to update and
maintain. For example, adjustments are made for the bi-annual election costs borne by
the City Clerk’s office.

Second, in many cities, especially older, built out cities, growth is limited. These cities’
projection models become an extension of their current budget, with only minor
adjustment for growth. For cities like Brentwood, who have had a downturn in
development but still have growth ahead of them, the fiscal model begins to resemble a
development impact model.

The model is a complete fiscal impact model of the City’s General Plan. From that
standpoint, it can answer the critical question: Does the City of Brentwood’s planned
development support itself, and can we still have a solvent and healthy city in both 10
years and at build out?
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Third, the model serves as the foundation and starting point for the development of the
City’s budget. The development growth component of the model contains a year-by-year
assessment of planned residential and commercial/industrial development. It is detailed
down to the housing unit and even includes planned growth for hotel rooms.

The model becomes the basis for future budget projections, using the growth in income
from development (property and sales taxes, etc.), and then provides the base data for the
increased demand for services which translates into cost on the expense side of the
budget.

The model also allows staff to “what if” any number of scenarios and update the model as
soon as new information is available.

The key variables driving the City’s future fiscal condition are:

e The pattern of development, including the impacts that the dramatic
downturn will have on the City’s future.

e Staff growth (there are no new employees in this fiscal model, with the
exception of new Police staffing commensurate with population growth.) All
workforce reductions have been accounted for in the model.

o Compensation, especially wage increases, and health and retirement costs.

e The growth of property taxes and sales taxes from new development, along
with the decline in these revenues from the recession.

e Funding for Other Post Employment Benefits (OPEB, or retiree medical
coverage).

The capabilities of the fiscal model have proven to be extremely beneficial over the past
two years as economic challenges have intensified. The fiscal model has assisted staff
with anticipating shortfalls and helped maintain a long term focus. This is the first time
the fiscal model has been brought back to the City Council since the original version was
adopted in 2007. We were unable to bring the fiscal model to City Council in 2008 as the
rapidly changing economic environment and lack of visibility did not allow for
meaningful projections. This version of the fiscal model has reliable projections of the
General Fund’s main revenue sources, as staff has been able to incorporate 2009/10
property tax, sales tax and vehicle license fee revenues, with the amounts confirmed by
the City’s outside experts.

The fiscal model will also be utilized by staff as a tool in the development of the 2009/10
budget. The fiscal model has identified future shortfalls which management will resolve
when the 2009/10 budget is brought to Council for adoption in June. The City remains
committed to operating with a balanced budget and will close these shortfalls through
additional reductions in supplies and services expenses, contractual services and internal
services. The City’s dedication to fiscal responsibility and operating with a balanced
budget has been evidenced by the difficult decisions which were made to balance the
2008/09 budget. In accordance with the current prevailing economic consensus, we have
built into the model the beginning of an economic recovery towards the end of 2009 and
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the first half of 2010. Should the recession extend beyond this timeframe, or deteriorate
even further, the City would have the option of using funds from the Emergency
Preparedness Fund, which currently has over $5.9 million, to help cover the inevitable
shortfalls that would arise under that challenging scenario.

The model is an Excel spreadsheet that analyzes every one of the City’s General Fund
revenues and expenditures. There are over 15,000 interlocking data points, which allow a
seemingly minor individual adjustment to the fiscal model to be accurately reflected
throughout the model. For example, if staff were to adjust the projected number of single
family housing permits, which requires changing just one cell in the program, the fiscal
model would not only automatically adjust the City’s Building, Planning and Engineering
revenue for the increased fees, but it would also provide minor boosts to many of the
City’s other revenues as well, including property taxes, property transfer tax, sales tax,
motor vehicle license revenue, investment income (due to an increase in projected cash),
and franchise fees. In addition, the fiscal model would automatically increase police
staffing as the population increases. These costs would then be reflected in the fiscal
model as well.

This new fiscal model will be an invaluable tool for the City’s current and future

policymakers to examine these variables, ensuring that the City of Brentwood’s vision is
brought to reality, and that the City will continue to enjoy a stable financial future.
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FiscAL MODEL FORECAST

Key Finding: The City’s healthy financial position can be maintained
as long as the City remains committed to avoiding the use of reserves to
close future budget deficits. The fiscal model has identified future
reductions which will be necessary to operate with a balanced budget
over the next several years. City staff will be incorporating the
necessary reductions in the 2009/10 operating budget.  The City has
strong reserves in excess of 30%, along with healthy internal service
funds. Emergency Preparedness Funds, in excess of $5.9 million, also
exist which could assist the City should the recession deepen further.
It is important to recognize that small changes in operational costs, or
changes in the economy, can have much larger impacts over the course
of a decade than might be imagined.

This report will illustrate the primary summary tables for growth and development,
revenues and expenses, including staffing changes and fund balance. The City of
Brentwood’s existing fiscal health is good, but solutions to the shortfalls projected over
the next several years must be implemented in order to ensure the long-term health of the
City. Small changes in operational costs, or changes in the economy, can have much
larger impacts over the course of a decade than might be imagined.

The key variables impacting the City’s future fiscal condition are:

e The pattern of development, including the impacts that the dramatic
downturn will have on the City’s future.

e Staff growth (there are no new employees in this fiscal model, with the
exception of new Police staffing commensurate with population growth). All
workforce reductions have been accounted for in the model.

Compensation, especially wage increases, and health and retirement costs.

e The growth of property taxes and sales taxes from new development, along
with the decline in these revenues from the recession.

e Funding for Other Post Employment Benefits (OPEB, or retiree medical
coverage).

Fund Balance, along with annual additions/draws from fund balance, is the best indicator
of a City’s financial health. These are illustrated together in the Fund Balance Summary
(Table 13 on page 23). As shown in the graph below, the model projects that the City
will be able to maintain healthy fund balances - provided the identified reductions (Table
13) are implemented and the City maintains its resolve to operate with a balanced budget.

/3 2008/09 — 2017/18 General Fund Fiscal Model 4



City of Brentwood

GRAPH 1: ENDING FUND BALANCE

Over the next ten years, fund balance is forecasted to increase by $1.8 million, reaching a
low point of approximately $14.8 million in 2011/12, and reaching a high of $18.3
million in 2017/18.

The City Council has adopted a 30% reserve goal for the General Fund. Over the course
of the next ten years, the General Fund is forecast to fall short of this goal in the 2013/14
- 2016/17 timeframe, although the shortfall maxes out at $737,085. By the end of the
next decade the General Fund is once again projected to exceed 30% reserves.

The fiscal model creates value in the form of an advance warning against what may occur
to the City’s financial condition without intervention. As stated in the “Key Finding” at
the beginning of this section, minor changes can have significant impacts when
considered over the course of a decade. For example, changing the annual projected
Consumer Price Index (CPI) for staff salaries by just 1% over the next decade causes the
fund balance to change by almost $9 million. This illustrates the degree by which
changes made today compound themselves and amount to significant changes over time.
This advance warning allows City management to address these projected shortfalls in a
timely manner, as has been done each of the past two years. This also offers the
opportunity for City Council to make informed, albeit difficult decisions, to protect the
fiscal health of the City, as opposed to being put in the position of having no reserves and
a structural deficit, which is the situation plaguing many cities in California.

//! 2008/09 — 2017/18 General Fund Fiscal Model 5



City of Brentwood

Oy
i uuw\\‘\,

GROWTH PROJECTION MODEL

Key Finding: The slowdown in population growth experienced by the
City over the past two years is expected to continue. The population
growth rate is not expected to surpass 1% until 2012/13 and is expected
to remain range-bound, between 0% and 2%, through the next decade.
For the foreseeable future, Brentwood will more closely resemble a
“built-out” city, with little development revenue and modest yearly
revenue increases.

The City’s growth model is summarized in Tables 1 and 2. Table 1 reports residential
growth. This is based on the number of residential housing starts which is translated into
estimated residents; assuming that 2.86 people live in single-family homes and 3.38 live
in multiple-family units. The estimated residents per housing unit figures are based on
Bay Area data.

TABLE 1: GROWTH PROJECTION SUMMARY - RESIDENTIAL

i . Single . Multi : Added Total GULUEL

R Family Persons Family ersons Population Population Populaton
: Added : Added Growth %

Current 50,614
2008/09 13 13 37 - - 37 50,651 0.1%|
2009/10 25 25 72 - - 72 50,723 0.1%
2010/11 50 50 143 - - 143 50,866 0.3%
2011/12 100 100 286 - - 286 51,152 0.6%
2012/13 258 150 429 108 365 794 51,946 1.6%
2013/14 320 200 572 120 406 978 52,924 1.9%
2014/15 325 250 715 75 254 969 53,893 1.8%
2015/16 325 250 715 75 254 969 54,862 1.8%
2016/17 375 300 858 75 254 1,112 55,974 2.0%
2017/18 375 300 858 75 254 1,112 57,086 2.0%
Total 2,166 1,638 4,685 528 1,787 6,472 57,086 12.79%

The total number of new single family houses planned through 2018 is 1,638. Combined
with the 528 multiple-family permits this will mean 6,472 new residents. Both of these
figures are down substantially from the last version of the fiscal model, which forecasted
5,800 units and 16,858 new residents. The City is not expecting to issue more than 300
single family permits in any single year over the next decade, in stark contrast to the
previous fiscal model in which the City never had a year under 500 permits. Any
increase in building permits is expected to occur gradually, with very little development
over the next five years. If these estimates hold true, the City will have a population of
approximately 57,086 in 2018. At build out, the City is estimated to have a total
population of approximately 75,000 citizens.
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The growth model is the key to future revenue and expense assumptions. Virtually
all of the City’s revenues are impacted by development, either directly through
development fees, or indirectly through the impacts of having a larger tax base from
which to support operations. Similarly, expenses increase with development as staffing
requirements and outside contractual service requirements increase. A small change
today can create significant changes years later. For example, increasing the single
family building permits by 100 units per year over the life of this fiscal model adds over
$12 million to the 2017/18 Fund Balance. Just that single change in the forecasting
adjusts more than 4,500 other estimates related to expenses and revenues. The change
occurs instantly and the model has built in report tables, graphs and charts so staff can
quickly review the changes. NOTE: The model assumes increased police staffing related
to the increase in population, but does not automatically adjust for any other staffing
requirement increases that might be brought on from an increase in unit count. Staff,
other than Police, must be added manually as part of each Department’s long term plan.

Commercial growth is expected to decline substantially. An increase is forecast over the
final few years of the model, which is consistent with the forecast of increased residential

(single family permits) development during the latter stages of the next decade.

TABLE 2: GROWTH PROJECTION SUMMARY - COMMERCIAL

Year Commercial Offfice Industrial
Sq. Ft Sq. Ft Sq. Ft
2008/09 15,861 - -
2009/10 60,085 10,951 48,546
2010/11 77,202 10,000 35,869
2011/12 19,280 10,000 -
2012/13 15,000 10,000 -
2013/14 15,000 10,000 20,000
2014/15 35,000 20,000 40,000
2015/16 35,000 20,000 40,000
2016/17 35,000 20,000 40,000
2017/18 35,000 20,000 40,000
Total 342,428 130,951 264,415
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REVENUE SUMMARY

Key Finding: The City’s General Fund revenues are expected to
decline for a third consecutive year in 2009/10. The City does not
expect to match its peak revenue, earned in fiscal year 2006/07, until
2013/14. This seven year stretch with zero revenue growth has put a
tremendous strain on the City’s operating budget and has been the
primary factor behind the City’s aggressive actions of controlling costs
and reducing its workforce. Over the next ten years revenue growth is
expected to increase at an average annual rate of 4.4%, with average
increases of 6.1% projected over the final six years.

Revenue growth improves the City’s ability to increase services to the public, keep up
with the increased costs of landscape and street maintenance, and increase public safety
staffing. Unfortunately, Brentwood’s revenue growth pattern reflects the fact that the
City is in the midst of an historic economic downturn. Several years ago development
revenue was the City’s primary revenue source. It has since been supplanted by property
tax, sales tax and motor vehicle license revenue. Unfortunately, all three of those top
revenue sources are also expected to decline in the 2009/10 fiscal year, resulting in grim
revenue projections along with the need for additional future expense reductions
(identified in Table 13) in this fiscal model.

The previous fiscal model’s revenue projections were a combination of the growth of the
City (as measured by population increases) and of traditional inflationary measures.
Added to this fiscal model is an assumption which had to be made regarding the length
and severity of the recession. This fiscal model has incorporated the realities of reduced
property valuations and declining home values in order to provide a realistic forecast.

Property tax revenue in 2009/10 is forecasted to decline by 10.5%. Staff feels
comfortable this is a conservative, yet reasonable estimate and has had the estimate
confirmed by the City’s outside property tax consultant. While lowered property
valuations have put a strain on the City’s budget, the City does have the potential to
recapture a portion of these reduced valuations should the market stage any kind of
recovery over the next decade. By law, if a property is reassessed downward, its assessed
value can be increased more than the statutory 2% in future years. Staff has included a
recovery of $300,000 over this timeframe, as properties that were reassessed lower are
eligible to increase at a rate higher than 2% per year if home price appreciation begins to
exceed 2%. Even with this recapture, and with some new residential and commercial
development, the City is not expecting to match its peak revenue for property taxes,
achieved in 2007/08, until fiscal year 2013/14.

Sales tax, the General Fund’s second largest individual revenue generator, is also
expected to decline in 2009/10. The decline would have been much worse if not for the

/3 2008/09 — 2017/18 General Fund Fiscal Model 8



City of Brentwood

opening of the Streets of Brentwood Lifestyle Center. Rising unemployment, decreased
consumer confidence, the “decrease in wealth” effect from a slumping stock market and
historic declines in property values, along with lower gas prices will all weigh on the
City’s sales tax revenues next year. Longer term, the City expects sales tax to post
average annual gains of approximately 3.5% through the duration of the ten years of this
fiscal model, roughly in line with an average CPI increase of 3% and a 1% increase in
population growth. The final several years of the fiscal model have larger percentage
increases due to the return of development (albeit only to 20% of the City’s peak
development years).

Overall, the fiscal model is forecasting average annual revenue increases of 4.4% per
year, and a 3.0% average annual increase in revenues per capita. Following a 6.1%
decline in 2009/10, revenues are forecast to grow 4.1% in 2010/11. The remaining years
of the fiscal model are all forecasted to have increased revenues, ranging from 5.3% to
6.5%, as development and consumer confidence begin to return.

Table 3 summarizes the growth in revenues through 2018.

TABLE 3: REVENUE SUMMARY

Revenue Summary ~ 2008/09 201718 Total Avg Growth
’ Increase Rate

Property Tax $8,277,254 $12,925,080 $4,647,826 5.1%)
Property Transfer $408,800 $658,828 $250,028 5.5%)
Sales Tax $5,164,143 $7,045,732 $1,881,589 3.5%
Franchise Fees $1,100,000 $1,646,595 $546,595 4.6%
Transient Occupancy Tax $229,510 $516,266 $286,756 9.4%
Motor Vehicle License $3,529,533 $5,223,294 $1,693,761 4.4%
Investment Income $1,256,000 $1,220,309 -$35,691 -0.3%
Business License $435,000 $644,873 $209,873 4.5%
Building Fees $665,968 $2,467,015 $1,801,047 15.7%
Engineering Fees $688,184 $1,463,550 $775,366 8.7%
Planning Fees $300,000 $1,017,723 $717,723 14.5%
Park & Recreation $3,159,884 $4,800,650 $1,640,766 4.8%
Interfund Services $5,414,954 $7,284,855 $1,869,901 3.4%
Other $2,011,086 $2,814,874 $803,788 3.8%
Transfers In $3,950,697 $4,080,724 $130,027 0.4%
Total $36,591,013 $53,810,368 $17,219,355 4.4%

Per Capita $722 $943 $220 3.0%

The growth rates of revenues and expenditures are fairly similar for the first few years of
the fiscal model before returning development begins to push the growth in revenues
higher.
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GRAPH 2: REVENUES AND EXPENDITURES

mRevenues mExpenditures

Due to the decline in revenues in 2009/10, the fiscal model has identified expense
reductions which will be incorporated into future operating budgets. However, the City’s
ability to continue to reduce costs will be limited, and alternate balancing mechanisms
would be required if the recession continues to worsen. In that scenario, the City would
have the option of using funds from the Emergency Preparedness Fund, which currently
has over $5.9 million, to help cover the inevitable shortfalls. Using the Emergency
Preparedness Fund in this case would allow the City to maintain its 30% reserves in the
General Fund.

The City’s dedication to operating with a balanced budget has proven to be not only a
fiscally responsible decision, but has also put the City in a position to remain solvent
should the economy not turnaround for several years. The City’s strong levels of
reserves have remained 100% intact, while other cities have started depleting their
reserves in the hope the worst of the economic downturn has passed. Should the
economy get worse, cities that opted to use reserves to balance their budgets will find that
their options have depleted just as fast as their reserves.
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EXPENSE SUMMARY

Key Finding: The City must control expenses in order to maintain a
balanced budget. Although revenues are expected to post annual
increases beginning in 2010/11, the increases are not sufficient to
allow for any new staffing, other than police. In addition, the City
must hold the line in supplies and services spending, which the fiscal
model assumes at 2%. Making do with less is the only way the City can
ensure a viable financial future. Over the next ten years expenditure
growth is expected to increase at an average annual rate of 4.1%.

Since the City has only minor control over its revenue growth, it is largely on the expense
side that the City must look to balance the projected deficit. The City has already
reduced staffing levels, trimmed supplies and services budgets and implemented several
cost saving measures in order to maintain a balanced budget through the 2008/09 budget
year. Unfortunately, further deterioration of the City’s revenues in 2009/10 will
necessitate further reductions in expenses. Absent these reductions, the City will operate
with a structural deficit until the economic environment, including property values,
consumer spending and development, improves.

The expense projection model, like the revenue model, is based on both the growth
projection model and traditional inflationary pressures in a city’s budget. For example,
salaries will grow from inflation in compensation and benefits. Internal service fund
charges will need to keep up with commodity pricing and the police staffing increases
based on the growth in population. Therefore, the expense model links elements from
both the budget and growth databases.

The total City General Fund expenses will increase from $36.5 million in 2008/09 to
$52.6 million in 2017/18. The average annual increase of expenses per capita is $22.35,
or 2.8%, which is below historical inflation rates.

The Police Department is the fastest growing City department. Police are the only
department that is projected to hire additional staff over the next ten years. Projected new

staff includes sworn officers along with the requisite support staff for these officers.

Table 4 shows expenses by Department:
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TABLE 4: EXPENSE SUMMARY BY DEPARTMENT

Department Summary 2008/09 2017/18 Total Avg Growth
Increase Rate

General Government $6,549,156 $8,417,007 $1,867,851 2.8%
Police $14,723,724 $21,390,276 $6,666,552 4.2%)
Parks & Recreation $5,016,549 $6,731,710 $1,715,161 3.3%
Community Development $3,527,752 $4,484,998 $957,246 2.7%
Public Works $5,222,904 $6,752,784 $1,529,880 2.9%)
Operational Transfers Out/OPEB $1,459,441 $4,840,577 $3,381,136 14.3%)
Total $36,499,526 $52,617,352 $16,117,826 4.1%

Per Capita $721 $922 $201 2.8%

The Police Department is projected to have the highest departmental expense growth rate
at 4.2% annually. This is due primarily to the addition of new staff, which the other
departments are not forecasted to receive. The remaining City departments are all
forecasted to increase at an annual rate between 2.1% and 3.7%. This model is only
reporting on the General Fund so other departments, such as Redevelopment and the
Enterprises, which aren’t part of the General Fund, are not included in any of these
discussions.

On a percentage basis, or share of the budget which Table 5 illustrates, the distribution of
resources declines from most departments. This is a reflection of the increased costs of
Other Post Employment Benefits (OPEB). The Police Department showed an overall
increase as a percentage of resources.

A summary of each Department’s share of the budget is presented below in Table 5:

TABLE 5: SUMMARY OF DEPARTMENT’S SHARE OF BUDGET

Department Summary 2008/09 2017/18 2008/09 2017/18
i Share Share
General Government $6,549,156 $8,417,007 17.9% 16.0%
Police $14,723,724 $21,390,276 40.3% 40.7%,
Parks & Recreation $5,016,549 $6,731,710 13.7% 12.8%
Community Development $3,527,752 $4,484,998 9.7% 8.5%
Public Works $5,222,904 $6,752,784 14.3% 12.8%
Operational Transfers Out/OPEB $1,459,441 $4,840,577 4.0% 9.2%)
Total $36,499,526 $52,617,352 100.0% 100.0%

This mini-report is an example of the many that exist in the model. Mini-models and
reports are in each department section of the model to provide information to department
managers and city policy makers. Each department section provides extensive budget
data for budget planning.

Included in the expenditure forecasts are the impacts of the current employee labor
contracts, the impacts of the new Civic Center, increases in required pavement
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management contributions, the end of the City’s agreed upon contributions to the Village
Community Resource Center, increases in funding requirements for the City’s internal
service funds, and 2% annual increases in supplies and services.

As shown in Tables 6 and 7 below, Police is the only department projected to increase
staffing levels, at a total recurring annual cost of $900,861, by 2017/18.

TABLE 6: SUMMARY OF STAFFING INCREASES

General Parks & Community P Total General
. “  Public Works
Government Recreation = Development Fund

Existing 29.85 78.00 17.23 21.06 28.82 174.96

2008/09 - - - - - -
2009/10 - 0.17 - - - 0.17
2010/11 - 0.05 - - - 0.05
2011/12 - 0.09 - - - 0.09
2012/13 - 0.17 - - - 0.17
2013/14 - 0.35 - - - 0.35
2014/15 - 0.97 - - - 0.97
2015/16 - 1.44 - - - 1.44
2016/17 - 1.48 - - - 1.48
2017/18 - 1.48 - - - 1.48
Total New - 6.20 - - - 6.20
Total 29.85 84.20 17.23 21.06 28.82 181.16

These staffing increases are merely projections included in the current version of the
fiscal model. They are intended to be flexible and the City may wish to shift priorities
or reanalyze workloads at any point, thereby changing the staffing projections. All
staff increases would require sufficient funding through the budget and the approval
of the City Manager and City Council.

TABLE 7: SUMMARY OF NEW STAFFING COSTS

General Parks & Community Public Works Total General
Government Recreation  Development Fund

2008/09 $0 $0 $0 $0 $0 $0
2009/10 $0 $22,903 $0 $0 $0 $22,903
2010/11 $0 $6,097 $0 $0 $0 $6,097
2011/12 $0 $12,019 $0 $0 $0 $12,019
2012/13 $0 $24,639 $0 $0 $0 $24,639
2013/14 $0 $50,510 $0 $0 $0 $50,510
2014/15 $0 $143,741 $0 $0 $0 $143,741
2015/16 $0 $206,322 $0 $0 $0 $206,322
2016/17 $0 $214,632 $0 $0 $0 $214,632
2017/18 $0 $219,998 $0 $0 $0 $219,998
Total $0 $900,861 $0 $0 $0 $900,861

Increases will also occur in compensated benefits. To model this citywide several
assumptions are incorporated into the staffing analysis component. This creates
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composite rate adjustments on an annual basis that each operating budget references.
Any change in these variables changes hundreds of other cost estimates in each
department’s individual model. For the purpose of planning and this report, average CPI
are set at 2% and health insurance increases, which have finally slowed down, are
forecast at 4% annually. The most significant impact on the City’s employee costs is
expected to be a substantial increase in Public Employee Retirement System (PERS) rates
in a few years. The City pays PERS as a percentage of each employee’s salary in order
to provide for that employee’s retirement. PERS sets their rates to ensure adequate funds
are available to provide to retirees. With the substantial declines in the stock market,
PERS has already warned the City to expect a significant increase in required
contributions. This increase is expected to occur in fiscal year 2011/12. Included in the
fiscal model is a jump in the City’s required average contribution from 24.7% of salaries
to 28.7%. This increase alone will cost the City over $600,000 on an annual basis.

The City has also incorporated estimated OPEB costs into the fiscal model. The model
assumes that retiree medical costs are covered for the next two years through the City’s
insurance internal service fund, which currently has over $5 million. After that, the
General Fund begins to absorb a portion of the costs, with escalating costs throughout the
remainder of the fiscal model. By the last year of this fiscal model, the General Fund is
contributing $2,743,002. Staff estimates that these contribution amounts (there will be
contributions from other funds such as the Enterprises as well) will be sufficient to cover
the full pay-as-you go cost of retiree medical, with the insurance fund acting as a safety
net to cover any potential shortfalls. Sound financial practices dictate that the City
should strive to fully pre-pay the retiree medical costs on an annual basis.

During times of budget surpluses many cities in California; including Brentwood,
enhanced retirement benefits for their employees. In 2000 the City changed the public
safety formula from 2% @ 50 to 3% @ 50; and in 2003 the formula for the general
employees was raised from 2.0% @ 55 to 2.7% @ 55. The higher level is now a vested
right of all current employees but may need to be reconsidered for future employees in
light of a much slower economic recovery.

Table 8 shows current compensation growth assumptions.
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TABLE 8: COMPENSATION GROWTH ASSUMPTIONS

Personnel Assumptions

Annual Staff CPI % of Staff not at E Step
First 5 Years 2.0%| First 5 Years 26.3%
Second 5 Years 2.0%| Second 5 Years 25.0%
_eeee-—-ee e
Annual Increase for health care benefits Promotion Frequency
First 5 Years 4.0%| First 5 Years 1.5%
Second 5 Years 4.0%| Second 5 Years 2.5%
_ e  — -  — .
Other Personnel Expenses Annual PERS rates
First 5 Years 3.0%| Thru2010/11 24.7%
Second 5 Years 3.0%| Thereafter 28.7%

Total salaries and benefits are compared to total expenses in Table 9. The purpose of this
analysis is to answer the questions:

1) Are staffing costs increasing as a percent of total operations?
2) Are staffing costs growing faster than the City’s projected revenues?

In the analysis of total salaries and benefits illustrated in Table 9, total salary and benefits
expenses will grow $9.3 million, or 37.8%, over the estimated 2008/09 amount of $24.5
million. Table 9 also shows us the answers to the two questions posed above. In regards
to the first question, the growth rate of the City’s revenues will outpace personnel costs
over the course of the next ten years. This is due to the low number of new employees
projected in the model. The second question is answered in much the same way as the
first. Personnel costs, as a percentage of the budget, are forecast to decrease as the
economy turns around and staffing levels are not increased (except Police) while other
operating expenses continue to increase.

Table 9 contains a summary of staffing cost increases compared to operating expense and
operating revenue increases.
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TABLE 9: SUMMARY OF STAFFING COST INCREASES

Salary and Operating Operating % of Operating % of Operating
Benefits Total Expenses Revenues Expenses Revenues
2008/09 $ 24515298 | $ 36,499,526 | $ 36,591,013 67.2% 67.0%
2009/10 $ 24,152,184 | $ 34,643,751 | § 34,643,751 69.7% 69.7%
2010/11 $ 25,048,134 | $ 35734498 | $ 35,734,498 70.1% 70.1%
2011/12 $ 26,839,823 | $ 37,748,363 | $ 37,748,363 71.1% T1.1%
2012/13 $ 27783289 |$ 40,266,338 | $ 40,266,338 69.0% 69.0%
2013/14 $ 28,787,626 | $ 42846404 | $ 42,846,404 67.2% 67.2%
2014/15 $ 29919801 1% 45196700 | $ 45,487,643 66.2% 65.8%
2015/16 $ 31,153,568 | § 47,264,068 | § 47,911,285 65.9% 65.0%
2016/17 $ 32438,155|$ 49668985 % 51,017,824 65.3% 63.6%
2017/18 $ 33,7723751$ 52617352 % 53,810,368 64.2% 62.8%
Growth 37.8% 44.2% 47.1%

This report and analysis does not cover three types of funds: Redevelopment, Enterprise
and Capital Projects.

Enterprise Funds are dependent on resources outside the City’s General Fund and must
remain balanced. Since they do not appear in the General Fund they were not modeled.
Finally, some operating capital items are included in the model, but the majority of larger
projects that are planned to be funded with special assessments are not included since
they will not be part of the General Fund. The fund balance analysis in the model reports
the planned reserves from the General Fund to be set aside.

The City conducts rate studies every 2-4 years in order to ensure the expenses of the
Enterprise funds are fully recovered through appropriate user fees. In this way the City is
constantly monitoring and updating the long term projections for these funds and
ensuring their long term health. The City also conducts an annual 10 year look at capital
projects and development impact fee funds as a part of the Capital Improvement Program
(CIP) budgeting process.
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FUND BALANCE

Key Finding: At the end of the 2008/09 fiscal year, the City is
projected to have a General Fund balance of $16.5 million. The fiscal
model assumes that the identified expense reductions (see Table 13 in
the attachments section) will be implemented. This assumption is
consistent with the City’s continuing resolve to balance the budget
without dipping into reserves. The City has maintained 30% as an
unreserved fund balance, along with strong cash balances, in the
internal services funds. Included in the internal service funds is the
Emergency Preparedness Fund, whose $5.9 million could be used to
help balance the budget should the recession deepen further.

The fund balance model is based on generally accepted accounting formats that report
beginning balances, plus revenues, less expenses, and transfers both in and out of the
fund. This model considers all those elements and is formatted to be consistent with the
City’s annual comprehensive finance reports. One time transfers out for CIP projects are
also included in these figures, causing occasional decreases in fund balance despite the
ongoing adoption of balanced budgets.

Based upon the assumptions outlined throughout the fiscal model, the model generates
reports detailing the beginning and ending fund balance of the General Fund. Fund
balance is generally considered an overall benchmark of fiscal health. A minimal desire
is to maintain a 10% to 15% ending unreserved balance. To maintain a position of
modest health, a 20% level might be considered best. In Brentwood, the Council has set
the desired level at 30%. The City currently meets the 30% requirement and has
continued to stress the importance of balancing the budget without dipping into reserves.
Staff is currently working on budget solutions for the 2009/10 fiscal year which, if
approved, will allow the City to avoid using reserves at any point so far during this
prolonged recession.

Current projections show that while the City can weather this downturn without the use
of reserves, the City is not able to maintain 30% in unreserved fund balance in every
individual year. This is because as expenses grow, additional amounts must be put to the
reserves. For example, if the City had $30 million in expenses, $9 million must be set
aside in unreserved funds. If expenses increase to $40 million, then $12 million must be
established as unreserved funds. While the forecast does not forecast that the 30%
unreserved requirement will be met each individual year, by the last year of this model
the 30% target is once again achieved.
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Table 10 below provides a summary of projected Fund Balance.

TABLE 10: SUMMARY FUND BALANCE

General Fund Balance 2008/09 2017/18 Total Increase AVgIgI;EWth
Beginning Balance $23,465,796 $17,117,981 -$6,347,815 -3.0%
Annual Revenue $32,640,316 $49,729,644 $17,089,328 4.8%
Transfers In $3,950,697 $4,080,724 $130,027 0.4%)

Sub-Total $36,591,013 $53,810,368 $17,219,355 4.4%
Operations $35,040,085 $50,519,777 $15,479,692 4.2%
Operational Transfers Out $1,459,441 $2,097,575 $638,134 4.1%
CIP Transfers Out $7,068,201 $0 -$7,068,201 -11.1%

Sub-Total $43,567,727 $52,617,352 $9,049,625 2.3%
Net Increase (Decrease) -$6,976,714 $1,193,016 $8,169,730
Ending Balance $16,489,082 $18,310,997 $1,821,915 1.2%
Reserved $5,178,000 $2,300,000 -$2,878,000 -6.2%
Unreserved $11,311,082 $16,010,997 $4,699,915 3.9%
Percent of Operations 31.0% 30.4%

Fund Balance is comprised of two components, reserved and unreserved funds. Reserved
funds are amounts that are earmarked for specific purposes. The General Fund has
reserved fund balances for Pavement Management reserves, Village Community
Resource Center reserves, Compensated Absences reserves, Street Light reserves, City
Park reserves and City Rentals reserves. Unreserved funds can be used to help the City
through economic uncertainties or local disasters; provide contingencies for unseen
operating or capital needs and is also used for cash flow management. The City strives to
maintain 30% in unreserved fund balance.
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‘
|. : SUB-MODELS AND REPORTS

Key Finding: There are an unlimited number of additional reports
that the fiscal model can generate. Complex analysis and specific
“what-if” scenarios which used to take several hours can now be
performed in a matter of minutes. Users and policy makers will have
the ability of seeing data in new and powerful ways.

The detail of the model provides for the creation of a number of automatic reports. For
example, in each department an analysis is included of the expenses against some service
indicator. This is a demand-based model, not an output model. Therefore, it is a
benchmark against service indicators, not department performance. Despite some
shortcomings, the City believes it provides useful information for management and policy
makers.

Sub-models and reports are in each department section of the model for department
managers and city policymakers. The comparison of “old share” of budget to the
department’s “new share” at the end of the decade is an example of a mini-model. There
are many other sub-models more that can help policy makers understand the changing
dynamic of the City’s resources. The following are some other examples:

e The fund balance model compares the ending fund balance available to the
City’s desired level of 30% of “undesignated” balance. This includes a
projection of future designations.

e The Human Resources department includes a section modeling health-care
and retirement costs, as well as staff increases.

e Human Resources also has a section comparing the growth of staff costs to
both total operations and revenue growth. The expenses are tracked on a cost
per capita basis. This report is also used in most other department sections.

e In Public Works, a mini-report is built around the number of lane miles. The
report provides a year-to-year comparison of operating costs to lane miles.

e Community Development has an output model that measures the tax base
growth related to development, as compared to Community Development
operating costs.

In addition, staff will be creating a Police mini-model which can be used to track staffing
indicators adopted by the City Council. This will allow for additional analysis comparing
funds spent and their impact on these indicators. Staff anticipates including this analysis
in the next version of the fiscal model, which will likely be produced in early 2010.

//! 2008/09 — 2017/18 General Fund Fiscal Model 19



City of Brentwood

CONCLUSION

From the beginning this project has been a collaborative effort. The Governmental
Finance Officers Association (GFOA) recommends that all local governments maintain a
long-term financial projection. GFOA recommendations note that the development of
such models is typically a task best undertaken by an experienced, outside consulting
firm and that resources be devoted to such an effort. However, GFOA also stresses the
model must be developed with input from staff and that staff must be able to seamlessly
take over operation of the model for it to have maximum utility. With this fiscal model,
the City has assumed responsibility for the upkeep and production of the fiscal model
from Management Partners, who assisted with the original implementation in 2007. This
process, and the resultant financial model, is reflective of the most current thinking on
long-term municipal finance modeling.

Our first version of the fiscal model, produced in 2007, was one of only three documents
recognized by the California Society of Municipal Finance Officers (CSMFO) at their
annual conference in 2008, winning an award in the “Innovation” category.

This project could not have been completed without the continued support of the City
Council and the City Manager. Their leadership has allowed the City to maintain its
healthy reserves and have put the City in a position to successfully navigate the current
economic downturn.
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