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Every year the City selects a theme for the covers of its major financial documents - the
Capital Improvement Program (CIP), the Operating Budget, the Cost Allocation Plan, the
General Fund Fiscal Model and the Comprehensive Annual Financial Report (CAFR).  This
year each of the covers will portray a “Snapshot of Brentwood” highlighting some of
the many reasons visitors, businesses and residents are drawn to the City of Brentwood.

COVER: This year’s General Fund Fiscal Model cover shows a small sampling of Brentwood’s 58 award
winning parks. Brentwood is proud to offer its residents and visitors a wide variety of parks to choose

playful
C

from including our Aquatic Complex, Sports Complex, Skate Park, Dog Park, Veterans
Park, and play structures with water features. Brentwood has 190 developed acres
of parkland and 16 miles of beautiful trails. This “commitment to play” has resulted
in Brentwood being recognized by KaBOOM! as a “Playful City USA” community.
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March 2010

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 2009/10 — 2018/19 General Fund Fiscal
Model (“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. Several years ago 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
became a reality. The Fiscal Model provides the City Council with a tool 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.

Work on the Fiscal Model began in 2005 and was a collaborative effort involving every City Department.
The Fiscal Model was presented to the City Council in 2007. Since that time, staff has utilized the model
in the budget development process and continues to refine and improve upon the capabilities of the
model. Since the model’s creation, we have continued to update and fine tune the model for every
conceivable detail. Examples of variables incorporated into the model include: projected retirement
contribution rate increases; impacts of bargaining unit agreements; a long-term funding strategy for
retiree medical costs; bi-annual election costs; projected rising interest rates and the fiscal impacts of
opening new facilities such as the City Hall, Community Center, the Senior Center and other facilities as
they are completed.

The Fiscal Model identifies future ongoing General Fund shortfalls. Management staff will identify
actions and strategies for the City Council’s consideration which will resolve these shortfalls. The City



staff remains committed to operating with a balanced budget and will incorporate the requisite budget
recommendations needed to present a balanced General Fund budget to the City Council in June.

The City Council’s dedication to fiscal responsibility has been evidenced by the difficult decisions which
have been made over the past several years. These decisions have allowed the City to avoid using
reserves to balance the General Fund budget.

In accordance with the current prevailing economic consensus, the assumptions in the Fiscal Model
incorporate a slow and gradual economic recovery over the next few years. The current economic
climate, including current housing prices and consumer purchasing activity, are included in the forecast as
the “new normal”. The Fiscal Model shows that this new environment will present the City with several
long-term fiscal challenges over the next decade. These challenges bring into question whether the
current expenditure structure of the City is sustainable in the long run. Notwithstanding a return to the
economic environment of 2006, the City’s long-term ability to fund rising retiree medical costs,
increasing California Public Employees Retirement System (CalPERS) pension obligations and
ever-increasing medical benefit expenses, all from a declining revenue base, must be closely studied.
Strategies and options will be developed for the Council’s consideration as part of the budget decisions
for the upcoming fiscal year.

While the City has been significantly impacted by the recession, the City continues to remain financially
healthy and well-positioned for the future. Last fiscal year the City was able to use accumulated General
Fund savings from previous years to establish a $2.1 million Budget Stabilization Fund. These funds,
along with the City’s $3.3 million Emergency Preparedness Fund (with funding included in this Fiscal
Model to bring the Emergency Preparedness balance up to $5.9 million), could be used by the General
Fund if the recession were to deepen or extend beyond this year. Through proactive planning and strong
leadership from the City Council, our City has remained fiscally strong while many other agencies are
rapidly burning through their reserves.

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,

Totrnas Rematiin C aomed) At

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

Executive Summary

EXECUTIVE SUMMARY

In 2003, the City of Brentwood began development on an interactive and dynamic 10-
year Fiscal Model. At that time, the combination of rapid development and soaring home
prices were providing the City’s General Fund with significant annual revenue increases.
Although the severity of the current recession was not predicted at that time, City staff
understood that the rapid growth which had lasted several years could not be sustained.
Sound fiscal management dictated that staff should investigate the long-term viability of
the City once it began to approach build-out. Would the City’s operations be sustainable
in an environment with little development revenue and modest annual revenue increases?
This question provided the impetus for the creation of the first Fiscal Model. Since its
inception in 2004, City staff has continued to revise and improve upon the model. These
achievements were recognized in 2008, when the Fiscal Model was one of only three
documents recognized for an award by the California Society of Municipal Finance
Officers (CSMFO) in the “Innovation” category.

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. Several improvements have been
added to this version, including modeling the impacts of the City Council approved
retiree medical funding strategy and the impacts of the opening of a new City Hall and
Community Center. For the first time, the Fiscal Model will also present alternate
forecasts which simulate the impacts of different economic conditions. These alternate
forecasts can be found in the Appendix, beginning on page 27. The Fiscal Model was
prepared entirely in house, without the assistance or expense of outside consultants.

The model has five 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 An employee compensation model, including variables for health care,
retiree medical and pension funding.

e A revenue model for each major revenue source.

e A fund balance model.

This Fiscal Model is important and different in several ways. First, the shortcoming of
traditional financial models is they usually have only a few inflationary assumptions and
therefore can be significantly inaccurate. This methodology does not incorporate many
of the significant variables which can substantially change the projections. The City’s
model identifies as many variables as possible, while at the same time allowing staff to
easily update and maintain the model. For example, adjustments are easily made for new
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City of Brentwood

Executive Summary

building permit issuances, housing price inflation, the bi-annual election costs borne by
the City Clerk’s office and for projected CalPERS retirement rates.

Second, in many cities growth has already occurred and future development will be
limited. These cities’ projection models become an extension of their current budget,
with only minor adjustments 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 based upon 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 10 years?

Third, the model serves as the foundation and starting point for the development of the
City’s operating 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. With the current recession, there have been a number of one time expenditure
reductions. These include the drawdown of surplus fund balances, accumulated over the
past five to ten years, in our Pavement Management Program and several of our Internal
Service funds. The impacts of returning to previous funding levels once the surpluses are
exhausted are also accurately modeled in our projections.

The model also allows staff to explore any number of “what if” scenarios and easily
update and analyze the model as often 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 a mild recovery 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 sworn and non-sworn staffing necessary to maintain
existing benchmarking data).

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

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).

e Housing price inflation (or deflation).

The Fiscal Model analyzes every one of the City’s General Fund revenues and
expenditures. There are over 25,000 interlocking data points, which allow a seemingly
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City of Brentwood

Executive Summary

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 then automatically increase
police staffing due to the increased demand for police service. Changing expenditure
drivers, such as the projected annual increase in health care or capital outlay costs can be
done by changing a single cell in the model. The assumptions in the model are set for
each individual year, meaning we can analyze each individual assumption for each
individual year, providing a more accurate forecast. The key assumptions (less than half
of the total number of assumptions) can be found in the Appendix, beginning on page 27.

The Fiscal Model will be utilized by staff as a tool in the development of the 2010/11 -
2011/12 operating budget. The Fiscal Model identifies future ongoing General Fund
shortfalls. Management staff will identify actions and strategies for the City Council’s
consideration which will resolve these shortfalls. The City staff remains committed to
operating with a balanced budget and will incorporate the requisite budget
recommendations needed to present a balanced General Fund budget to the City Council
in June.

The City Council’s dedication to fiscal responsibility has been evidenced by the difficult
decisions which have been made over the past several years. These decisions have
allowed the City to avoid using reserves to balance the General Fund budget.

In accordance with the current prevailing economic consensus, the assumptions in the
Fiscal Model incorporate a slow and gradual economic recovery over the next few years.
The current economic climate, including current housing prices and consumer purchasing
activity, are included in the forecast as the “new normal”. The Fiscal Model shows that
this new environment will present the City with several long-term fiscal challenges over
the next decade. These challenges bring into question whether the current expenditure
structure of the City is sustainable in the long run. Notwithstanding a return to the
economic environment of 2006, the City’s long-term ability to fund rising retiree
medical costs, increasing California Public Employees Retirement System
(CalPERS) pension obligations and ever-increasing medical benefit expenses, all
from a declining revenue base, must be closely studied. Strategies and options will be
developed for the Council’s consideration as part of the budget decisions for the
upcoming fiscal year.

While the City has been significantly impacted by the recession, the City continues to
remain financially healthy and well-positioned for the future. Last fiscal year the City
was able to establish a $2.1 million Budget Stabilization Fund from accumulated General
Fund savings in previous fiscal years. These funds, along with the City’s $3.3 million
Emergency Preparedness Fund (with funding included in this Fiscal Model to bring the

//! 2009/10 — 2018/19 General Fund Fiscal Model 3



City of Brentwood

Executive Summary

Emergency Preparedness balance up to $5.9 million), could be used by the General Fund
if the recession were to deepen or extend beyond this year. Through proactive planning
and strong leadership from the City Council, our City has remained fiscally strong while
many other agencies are rapidly burning through their reserves.

This 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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City of Brentwood
Fiscal Model Forecast

FiscAL MODEL FORECAST

Key Finding: The City’s healthy financial position can be maintained
as long as the City continues to remain committed to avoiding the use
of reserves to fund ongoing expenses and to close future budget
deficits. The Fiscal Model has identified future reductions which, once
implemented, will allow the City to operate with a balanced budget over
the next decade. The City has strong reserves of 30%, along with
healthy Internal Service funds. The Emergency Preparedness and
Budget Stabilization Funds, in total holding $5.4 million (with funding
included in this Fiscal Model to bring that total to $8.0 million), could
assist the General Fund should the recession extend or worsen. 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. Any sudden change in the
economy, either positive or negative, can substantially impact our
forecasts.

This report will illustrate the primary summary tables for growth and development, and
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 decade should 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 imagined.

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

e The pattern of development, including the impacts that a mild recovery will
have on the City’s future.

o Staff growth (there are no new employees in this Fiscal Model, with the
exception of new Police sworn and non-sworn staffing necessary to maintain
existing benchmarking data).

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

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).

e Housing price inflation (or deflation).

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,
Appendix A3 found on page 29. As indicated in Appendix A3, additional expenditure
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City of Brentwood

Fiscal Model Forecast

reductions are needed to allow the City to continue to operate with a balanced budget and
maintain existing fund balance levels.

The City Council has adopted a 30% unreserved fund balance goal for the General Fund.
The Fiscal Model shows that this ratio cannot be maintained simply by implementing the
identified reductions. This is due to the fact that maintaining a reserve as a percentage of
expenditures requires that funds be added to reserves as expenditures increase. The
Fiscal Model forecasts total expenditure increases, after subtracting the identified
reductions, of $14.6 million over the next decade. This increase thus requires adding an
additional $4.4 million to the City’s unreserved fund balance in order to maintain the
30% reserve ratio. By the end of the next decade, the General Fund is projected to have
19.5% in unreserved fund balance — still a healthy amount in comparison to most
California cities, but below the optimal level of fiscal strength established by the City
Council.

Graph 1 below shows a comparison of projected ending unreserved fund balance and the
30% reserve requirement:

GRAPH 1: ENDING UNRESERVED FUND BALANCE
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Over the next ten years, assuming the identified reductions are incorporated, fund balance
is forecast to decline by $1.3 million as the City uses a portion of its reserved fund
balance for one time contributions, most notably a $600,000 contribution to the Village
Community Resource Center (VCRC) in 2011/12. At the same time, the 30% reserve
requirement calls for an increase of $4.4 million, leading to a $5.1 million shortfall in the
goal to maintain 30% in unreserved funds.

While a substantial revenue decline was the primary factor in the City’s recent cost
cutting actions, the Fiscal Model forecasts that revenues will begin to increase in
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City of Brentwood

Fiscal Model Forecast

2011/12, and continue to increase at a reasonable pace for the remainder of the decade.
With revenues on the rebound, the question becomes why does the City still need to
reduce expenditures in order to balance the budget? As detailed later in the Fiscal Model,
there are significant expenditure increases facing the City in the near future. These
increases are a result of many factors: increased pension contribution requirements,
retiree medical cost increases and the expiration of certain one-time events, such as
utilizing excess fund balances in our Internal Services Funds and Pavement Management
Program. It will not be possible to maintain a balanced budget, while at the same time
funding all of the upcoming increases, without implementing cost saving measures.

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, lowering
the annual projected Consumer Price Index (CPI) for staff salaries by just 1% per year
over the next decade results in a total General Fund savings of $9.5 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
projected shortfalls in a timely manner, allowing the implemented solutions to compound
over time to provide an even greater impact. This approach has served the City well over
the past few years, as proactive decisions have allowed us to maintain our balanced
budget. This also offers the opportunity for City Council to make informed, albeit
difficult, decisions which serve to protect the fiscal health of the City, as opposed to
being put in the position of limited choices due to exhausted reserves and a structural
deficit, which is the situation plaguing many cities in California.

New to this Fiscal Model is the inclusion of several “what-if” forecasts which simulate
the impacts of changes to the economy. These can be found in the Appendix beginning
on page 31. With hundreds of variables and assumptions, there are literally thousands of
unique and useful scenarios which can be simulated and reported upon. Analyzing their
impacts over the course of a decade provides a further understanding of their
significance. NOTE: These scenarios highlight the effects that changing particular
variables can have on our long term finances — staff does not predict any of these
particular scenarios are likely to occur:

e A5: What If Scenario 1 - Additional 100 single family residential permit
issuances per year.

e A6: What If Scenario 2 - Additional 200 single family residential permit
issuances per year.

e A7: What If Scenario 3 - Housing price inflation of 7% per year (resulting in
Brentwood median housing price to $574,519 by the end of the 2018/19 Fiscal
Year).

e A8: What If Scenario 4 - Employee CPI reduced by 1% per year.
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Growth Projection Model

GROWTH PROJECTION MODEL

Key Finding: A gradual return of development is expected over the
course of the next several years. The population growth rate is
expected to remain below 1% until 2012/13 and is expected to peak at
2% in 2015/16 before beginning to decline slightly. There is no
expectation that the City will return to the rapid growth phase which
existed during the mid 1990’s through the mid 2000’s.

The City’s growth model is summarized in Tables 1 and 2. Table 1 presents projected
residential growth. This is based on the number of residential housing permits, which is
translated into estimated residents assuming an average of 3.1 people will ultimately live
in each housing unit. The estimated residents per housing unit figures are based on data
provided by the Association of Bay Area Governments (ABAG).

TABLE 1: GROWTH PROJECTION SUMMARY — RESIDENTIAL

Total Single Multi Added Total P:;E:?(‘) .
Units Family Family Population Population Growth %

Current 51,908
2009/10 100 100 - 310 52,218 0.6%
2010/11 100 100 - 310 52,528 0.6%
2011/12 125 125 - 388 52,916 0.7%
2012/13 210 200 10 651 53,567 1.2%
2013/14 300 250 50 930 54,497 1.7%
2014/15 300 250 50 930 55,427 1.7%
2015/16 350 300 50 1,085 56,512 2.0%
2016/17 350 300 50 1,085 57,597 1.9%
2017/18 350 300 50 1,085 58,682 1.9%
2018/19 350 300 50 1,085 59,767 1.8%
Total 2,535 2,225 310 7,859 59,767 15.14%

The total number of new single family houses planned through 2019 is 2,225. Combined
with the 310 multiple-family permits, this will mean 7,859 new residents. Both of these
figures have increased from the last version of the Fiscal Model, which forecasted 2,166
units and 6,472 new residents. This is reflective of the appearance that the worst of the
development slowdown is now behind us. The previous Fiscal Model forecast less than
100 single family permits the first three years of its forecast, while this Fiscal Model
starts at 100 permits per year. We do not expect to issue more than 300 single family
permits in any single year over the next decade, which is consistent with the assumptions
from the previous model. The increase in building permits is expected to occur
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Growth Projection Model

gradually, with only limited development activity over the next few years. If these
estimates hold true, the City will have a population of approximately 59,767 in 2019. At
build out, the City is estimated to have a total population of approximately 76,226
citizens.

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 seen by
the increase in police staffing forecasted in the model. A small change today can create
significant impacts years later. For example, increasing the single family building
permits by 100 units per year over the life of this Fiscal Model adds a total net gain of
over $13.2 million through 2018/19, resulting in fewer reductions necessary to balance
our operating budget. Just that single change in the forecasting adjusts more than 10,000
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: Staff estimates that an additional eight sworn police officers would be
needed over the next decade, given the forecasted population increases, in order to
maintain the existing public safety standards in the City. Due to the forecast of modest
development activity, the model 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.

Table 2 presents projected commercial growth. Commercial growth, which has recently
declined substantially, is forecast to remain sluggish for the next few years, followed by
an increase over the final seven years of the model. This pattern of little development
followed, by a return to modest growth, is consistent with the residential development
forecast.

TABLE 2: GROWTH PROJECTION SUMMARY - COMMERCIAL

) Commercial Offfice Indus trial

Year Sq. Ft Sq. Ft Sq. Ft

2009/10 2,491 - -
2010/11 10,000 - 10,000
2011/12 10,000 - 10,000
2012/13 60,000 - 40,000
2013/14 50,000 - 15,000
2014/15 50,000 - 10,000
2015/16 50,000 5,000 10,000
2016/17 50,000 5,000 10,000
2017/18 50,000 5,000 10,000
2018/19 50,000 5,000 10,000
Total 382,491 20,000 125,000
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Revenue Summary

REVENUE SUMMARY

Key Finding: General Fund revenues are expected to decline for a
fourth consecutive year in 2010/11. The City does not expect to match
its peak revenue, received in fiscal year 2006/07, until 2015/16. This
nine year stretch of revenue stagnation 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 4.0%, with annual increases
ranging from -3.2% in 2009/10 to 6.5% in 2013/14.

Revenue growth improves the City’s ability to: 1) provide services to the public, 2)
maintain public safety standards and 3) keep up with the increased costs of landscape and
street maintenance. Unfortunately, Brentwood’s revenue growth pattern reflects the fact
the country is in the midst of a 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,
of this trio of top General Fund revenues, only sales tax has managed to remain stable.
Property taxes and motor vehicle license revenue are both expected to decline once again
in the 2010/11 fiscal year. The four consecutive years of revenue declines were the
primarily drivers for previous expenditure reductions and, along with upcoming
expenditure increases, are responsible for the need to find additional expense reductions
(see A3: Fund Balance Summary on page 29).

Property tax revenue in 2010/11 is forecast to decline by 8.7%. Staff is confident that
this is a conservative, yet reasonable estimate and has had the estimate confirmed by the
City’s outside property tax consultant. Following the decline in 2010/11, the Fiscal
Model includes a gradual recovery of property taxes over the next decade. The Fiscal
Model contains a 3.5% annual housing price inflation factor, resulting in the median
housing price reaching $425,905 by the end of the model (under this scenario the median
housing price is not forecast to exceed the previous peak until fiscal year 2032/33).

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 housing
market stage a stronger recovery over the next decade. By law, if a property is reassessed
downward under the current ownership, its assessed value can be increased more than the
statutory 2% in future years if home price appreciation exceeds 2%. Included in the
model is $265,000 for this type of property tax revenue, as properties that were
reassessed lower are eligible to increase at a rate higher than 2%. With a total property
tax loss of $3 million, this recapture represents a recovery of just 8.8% of the total
amount of property taxes lost by the City. Even with this recapture and new residential
and commercial development, the City is not expecting to match its peak property tax

//! 2009/10 — 2018/19 General Fund Fiscal Model 10



City of Brentwood

Revenue Summary

revenue, achieved in 2007/08, until fiscal year 2018/19. Over the decade, average annual
increases of 3.7% are expected.

The City’s per capita property tax revenue (the average amount received by the City per
resident) is estimated to be $118.47 in the 2010/11 fiscal year. Every city receives a
different percentage of each property tax dollar paid in their individual City. Brentwood
receives approximately 13.4 cents out of each dollar paid by our citizens. This fact, along
with differing property values and land use (e.g. Pleasanton has significant office and
commercial property tax revenue which raise their per capita receipts) leads to significant
variances in the per capita property tax amount among cities in California. Using
projections provided to us by our property tax consultant, along with the most recent
population numbers provided by the State, we are able to present how the City’s General
Fund property tax per capita revenue compares with other local cities. The comparable
cities were selected based on available data from our property tax consultant (i.e. these
cities also utilize their services). The figures also represent only the General Fund
portion for each City. No allowance is made for other property tax revenue which may
be received (e.g. Redevelopment Agency, or Parks and Recreation property tax, which is
received by Brentwood but not included in these figures). With property taxes being
Brentwood’s top revenue source, and thus a key factor in determining the level of service
we are able to provide our citizens, we felt this would be an important metric to analyze.
The results show that the City takes in less property tax revenue per capita than the
average comparison city. The results are presented below in Exhibit 1.

EXHIBIT 1: MULTI-CITY COMPARISON OF PROPERTY TAX REVENUE

Est. 2010/11
1/1/2009 Revenue

General Fund

Population [ oy e Per Capita
Pleasanton 70097 $§ 42576445 §  607.39
Benicia 27977 $ 12349528 $  441.42
Dublin 47922 § 19244931 $§  401.59
Mountain View 74762 S 20848412 S 278.86
Sunnyvale 117247 $§  32,125242 §  274.00
Livermore 84409 $§ 22980987 $ @ 272.26
Fremont 215636 $§ 43,752,523 $§  202.90
San Rafael 58363 $ 11251123 $ 19278
Oakland 425068 $§ 79244223 §  186.43
Danville 43043 $ 7080422 $  164.50
Brentwood 51,908 $ 6,149,303 §$§ 118.47
Union City 73977 S 8641354 $ 11681
Vallejo 121,055 $§ 12394413 $  102.39
Vacaville 96450 $ 9839465 $ 102.02
Stockton 290409 $§ 27252388 § 93.84
Concord 124599 $§  11,054268 $ 88.72
Fairfield 106,440 $ 8,738,469 § 82.10
Pleasant Hill 33547 $ 2267584 $  67.59
Average Comparison City 114,606 $ 20983393 § 183.14
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Sales tax, the General Fund’s second largest individual revenue source, has been a rare
bright spot in this difficult economy. Largely due to the opening of the Streets of
Brentwood Lifestyle Center, the City enjoyed the enviable position of being the only city
in Contra Costa County with sales tax growth during calendar year 2009. For
comparison, the County was down over 17% as a whole and the State was down over
14%. With “flat being the new up”, we are quite pleased with these results. Longer
term, the City expects sales tax to post average annual gains of approximately 4.1%
through the duration of the ten years of this Fiscal Model, which is slightly less than the
combination of the average CPI increases of 2.8% and annual increases in population
growth of 1.6%. This reflects the assumption that the consumer will continue to remain
cautious in their discretionary spending and continue to focus on improving their personal
balance sheets.

We felt it may be of interest to the reader to once again provide per capita information
and comparisons of the City’s sales tax revenue vis-a-vis other local agencies. Sales tax
information is readily available for every city in California. For this comparison we have
selected several of our neighboring cities. Exhibit 2, shown below, indicates the City still
has a ways yet to go in order to generate comparable per capita sales tax revenue.

EXHIBIT 2: MULTI-CITY COMPARISON OF 2009 SALES TAX REVENUE

1/1/2009 § 2009 Calendar] Revenue

Population] Year Sales Tax| Per Capita

Walut Creek 65,860 $  16,748205 $  254.30
Dublin 47922 § 11,928,127 $ 248.91
Pleasanton 70,097 $ 16,549,456  $ 236.09
Concord 124599 § 23627735 $ 189.63
Pleasant Hill 33547 % 6,351,613 $ 189.33
Livermore 84409 § 15049344 §$ 178.29
Fremont 215636 $ 28207813 $ 130.81
Tracy 81,714  § 9,857,540 $ 120.63
San Ramon 63,176  $ 7291,175  $ 115.41
Manteca 67,754 % 7,681,147 $ 113.37
Stockton 290,409 $ 32468538 $ 111.80
Richmond 104513  $ 11,609,638 $ 111.08
Pittsburg 63,771 % 6,992,608 $ 109.65
Martinez 36348 $ 3,898237 §  107.25
Union City 73977 % 7,859,381 §$ 106.24
Danville 43,043  § 4387654 $ 101.94
Brentwood 51,008 $ 5,064,884 $  97.57
Antioch 100957 $ 9278,136 $ 91.90
Oakland 425068 $ 36,779977 $ 86.53
Oakley 34468 $ 1292887 $ 37.51
Average Comparison City 103,959 $§  13,146205 §  136.91
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Overall, the Fiscal Model is forecasting average annual revenue increases of 4.0% per
year and an average annual increase of 2.5% in revenues per capita. Following a 1.6%
decline in 2010/11, revenues are forecast to grow 3.9% in 2010/11. The remaining years
of the Fiscal Model have an average growth rate of 4.8%, indicative of a return to
stability in development and the housing market.

Table 3 summarizes the growth in revenues through 2018/19.

TABLE 3: REVENUE SUMMARY

Revenue Summary 2009/10 2018/19 Total Avg Growth ¢ ur:'e “.t Fer
Increase Rate Capita

Property Tax

Existing Base $6,800,000 $9,014.424 $2214424 3.2% $130.22

New Residential $0 $181,772 $181,772

Res. Turnover $0 $137,448 $137,448

New Com/Ind $0 $136,860 $136,860

Sub -Total $6,800,000 $9,470,504 $2,670,504 3.7% $130.22
Property Transfer $355,223 $577,392 $222,169 5.5% $6.80
Sales Tax $4,910,000 $7,055259 $2,145259 4.1% $94.03
Franchise Fees $1,141,492 $1,703,580 $562,088 4.5% $21.86
Transient Occupancy Tax $229,605 $440,447 $210,842 7.5% $4.40
Motor Vehicle License $2,911,255 $4,006,920 $1,095,665 3.6% $55.75
Investment Income $667,000 $923,837 $256,837 3.7% $12.77,
Business License $354,680 $501,978 $147,298 3.9% $6.79
Building Fees $881,963 $2,557,023 $1,675,060 12.6% $16.89
Engineering Fees $1,004,784 $1,906,859 $902,075 7.4% $19.24
Planning Fees $219,520 $645,819 $426,299 12.7% $4.20]
Parks and Recreation $2,613,869 $3,766,866 $1,152,997 4.1% $50.06
Interfund Services $6,112,787 $6,958.859 $846,072 1.5% $117.06
Other $1,688,302 $2,576,192 $887,890 4.8% $32.33
Transfers In $4,261,642 $5,552,226 $1,290,584 3.0% $81.61

Total|  $34,152,122 $48,643,761 $14,491,639 4.0%] $ 784.25
Per Capita $654 $814 $160 2.5%

Despite the gains in revenues, the Fiscal Model has identified expense reductions which
will need to be incorporated into future operating budgets. While the 2009/10 budget is
balanced without any additional reductions, absent a stronger economic recovery than
forecast in the Fiscal Model, future reductions ranging from $977,500 in 2010/11 to
$2,765,018 in 2014/15, must be identified and implemented. Should the recession
worsen or extend beyond 2010, the City has $3.3 million in the Emergency Preparedness
Fund and $2.1 million in the Budget Stabilization Fund which could be used to help
cover the shortfalls. Funding is allocated in the Fiscal Model to raise the balance in the
Emergency Preparedness Fund to $5.9 million over the next eight years. Graph 2
provides a snapshot of the City’s projected revenues and expenditures over the decade,
absent any reductions.

//! 2009/10 — 2018/19 General Fund Fiscal Model 13



City of Brentwood

Revenue Summary

GRAPH 2: REVENUES AND EXPENDITURES

® Revenues M Expenditures (Before Reductions)

|

1L

W W Y N N N N M A

o

The Fiscal Model’s fund balance model assumes that the identified reductions will be
incorporated into future operating budgets. This is due to the City’s proven history of
fiscal responsibility and maintaining a balanced budget. This practice has allowed the
City to be in a position to remain solvent should the economy remain stagnant. The
City’s strong levels of reserves have remained 100% intact, while other cities have started
depleting their reserves in the hope that 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 2011/12, the increases are not sufficient to
allow for any new staffing, other than police. There are significant
expenditure increases facing the City over the next decade, with
increased employee benefit costs and the expiration of short term
budget solutions on the horizon. Identified reductions must be
implemented to offset these rising costs and to ensure fiscal
sustainability. Absent these reductions, expenditure growth is expected
to increase at an average annual rate of 4.4% over the next decade,
while revenues increase at 4.0%.

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 2009/10 fiscal
year. Unfortunately, further deterioration of the City’s revenues in 2010/11, along with
upcoming expenditure increases in future years, necessitate that further reductions in
expenses be implemented. Absent these reductions, the City will operate with a
structural deficit.

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 police staffing increases as a
result of increased demands for police services. Therefore, the expense model links
elements from both the budget and growth databases.

All discussions of expenditures in this section, including the tables, are presented without
incorporating any identified reductions. While we fully expect the reductions to occur,
the breakdown of the reductions by Department and by type (e.g. supplies and services,
personnel) has not been determined and to include them would require an assumption
regarding the City Council’s spending priorities. As the reductions are adopted, the
Fiscal Model can be updated to reflect a more accurate distribution of the expenditure
budget.

The total City General Fund expenses, absent reductions, will increase from $34.0
million in 2009/10 to $49.9 million in 2018/19. The average annual increase of expenses
per capita is $20.40, or 2.8%.
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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: EXPENSE SUMMARY BY DEPARTMENT

Department Summary 2009/10 2018/19 Total Avg Growth
Increase Rate
General Government $5,928,515 $7,049,262 $1,120,747 1.9%
Police $14,775,693| $21,572,904 $6,797,211 4.3%
Parks and Recreation $4,498.466]  $5,875,185 $1,376,719 3.0%
Community Development $2,863,175 $3,595,427 $732,252 2.6%
Public Works $4,975,810 $6,455,471 $1,479,661 2.9%
Other Post Employment Benefits $0 $3,319,381 $3,319,381 N/A
Operational Transfers Out $955419 $2,018,972 $1,063,553 8.7%
Total| $33,997,078| $49,886,602| $15,889,524 4.4%
Per Capita $651 $835 $184 2.8%

The Police Department is projected to have the highest annual departmental expense
growth rate at 4.3%. This is primarily due to Police being the only department forecast to
receive additional staffing. The remaining City departments are all forecasted to have
expenses increase at an annual rate between 1.9% and 3.0%. This model is only
reporting on the General Fund so other departments, such as Redevelopment and the
Enterprises are not included in any of these discussions.

On a percentage basis, or share of the budget as illustrated in Table 5A, the distribution of
resources declines from every single department. This is a reflection of the increased
OPEB costs.

TABLE 5A: DEPARTMENT’S SHARE OF BUDGET

Department Summary 2009/10 2018/19 2009710 201819
Share Share
General Government $5,928,515 $7,049,262 17.4% 14.1%
Police $14,775,693] $21,572,904 43.5% 43.2%
Parks and Recreation $4.498 466 $5,875,185 13.2% 11.8%
Community Development $2,863,175 $3,595.427 8.4% 7.2%
Public Works $4.975.810 $6,455471 14.6% 12.9%
Other Post Employment Benefits $0 $3,319,381 0.0% 6.7%
Operational Transfers Out $955,419 $2,018,972 2.8% 4.0%

100.0%

100.0%

Total| $33,997,078| $49,886,602

Excluding OPEB costs and Operational Transfers Out from the distribution of resources
provides a clearer picture of the allocation of future budget resources to individual
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departments. Table 5B below shows the Police Department is projected to increase their
proportionate share from 44.7% to 48.4%, while all of the other departments see a
reduction of their share.

TABLE 5B: DEPARTMENT’S SHARE OF BUDGET - EXCLUDING OPEB AND TRANSFERS OUT

2009/10
Share

2018/19

2009/10 Share

2018/19

Department Summary

General Government $5,928,515 $7,049,262 17.9% 15.8%
Police $14,775,693] $21,572,904 44.7% 48.4%
Parks and Recreation $4,498 466 $5,875,185 13.6% 13.2%
Community Development $2.863,175 $3,595.427 8.7% 8.1%
Public Works $4.975.810 $6,455471 15.1% 14.5%

Total| $33,041,660| $44,548,249 100.0% 100.0%

These mini-reports are examples of just two of the many mini-reports which 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 data for budget planning.

Examples of items specifically included in these expenditure forecasts are: 1) the impacts
of the current employee labor contracts, 2) the impacts of the new Civic Center, 3)
increases in required pavement management contributions, 4) the end of the City’s agreed
upon contributions to the Village Community Resource Center and 5) increases in
funding requirements for the City’s Internal Service funds.

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 $1,283,665, by 2018/19.

TABLE 6: SUMMARY OF STAFFING INCREASES

General . Parks and Community Public Total General
Government Folice Recreation Development Works Fund

2009/10 Existing 25.50 79.00 15.63 19.06 26.82 166.01

2010/11 - - - - - -
2011/12 - 0.37 - - - 0.37
2012/13 - 0.46 - - - 0.46
2013/14 - 0.77 - - - 0.77
2014/15 - 1.10 - - - 1.10
2015/16 - 1.10 - - - 1.10
2016/17 - 1.29 - - - 1.29
2017/18 - 1.38 - - - 1.38
2018/19 - 1.61 - - - 1.61
Total New - 8.09 - - - 8.09
Total 25.50 87.09 15.63 19.06 26.82 174.10
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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 re-analyze 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 and Community Public Total General

Government Police Recreation Development Works Fund
2009/10 Existing $0 $0 $0 $0 $0 $0
2010/11 $0 $0 $0 $0 $0 $0
2011/12 $0 $52,201 $0 $0 $0 $52,201
2012/13 $0 $67,673 $0 $0 $0 $67,673
2013/14 $0 $118,501 $0 $0 $0 $118,501
2014/15 $0 $173,487 $0 $0 $0 $173,487
2015/16 $0 $177,700 $0 $0 $0 $177,700
2016/17 $0 $211,780 $0 $0 $0 $211,780
2017/18 $0 $226,590 $0 $0 $0 $226,590
2018/19 $0 $255,732 $0 $0 $0 $255,732
Total $0 $1,283,665 $0 $0 $0 $1,283,665

There are two substantial employee related costs which will cause a significant impact on
the City’s budget over the next decade. The first is the upcoming increase in CalPERS
rates. The City pays CalPERS as a percentage of each employee’s salary in order to set
aside and invest funds which will ultimately be used to fund that employee’s retirement.
CalPERS’ sets their rates to ensure adequate funds are available to provide to retirees.
With the substantial declines in the stock market, CalPERS has been forced to recover
their lost funds through rate increases. These increases, along with their impact on the
City’s General Fund, are outlined below in Table 8.

TABLE 8: SIGNIFICANT BENEFIT COST INCREASES

Fiscal Cal PERS Increased (];lf:iR_s Increased l;?]::;ﬁ:‘:::t General Fund Cost
Year Rates - MISC General Fund SAFETY General Fund Bcn;‘ﬁ - Increas es Related to
Employees Expense Expense CalPERS and OPEB
Employees (OPEB)

2010/11 22.482% $7,635 30.523% $19.490 $228,040 $255,165
2011/12 22.800% $39,134 31.470% $84,797 $390,680 $514,611
2012/13 23.100% $70,081 34.170% $275,281 $590,170 $935,532
2013/14 24.300% $194,554 38.370% $580,329||  $1,025,840 $1,800,722,
2014/15 24.500% $219,367 38.970% $635,583 $1,395,680 $2,250,630,
2015/16 24.700% $245,095 39.470% $685,395 $1,847,010 $2,777,500
2016/17 24.700% $249,997 39.470% $699,103 $2,574,470 $3,523,569,
2017/18 24.700% $254,997 39.470% $713,085[|  $3,222,700 $4,190,781
2018/19 24.700% $260,097 39.470% $727.346/] $3,319,381 $4,306,824
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The City has also incorporated estimated OPEB costs into the Fiscal Model. These costs
are based on the outside actuarial study the City was required to obtain for the year ended
June 30, 2008. Historically, the City has funded OPEB costs on a pay-as-you-go basis.
In recent years, accounting regulations and sound fiscal practices require that these costs
be recognized as they are earned by the employee, much like how the CalPERS pension
system operates. Funds should be set aside and invested today in order to ensure that
adequate funds are available in the future to pay these costs. In addition, approximately
75% of the pension benefits paid by CalPERS are from investment earnings. Pre-funding
retiree medical costs allows for investment earnings, rather than City contributions, to
pay for the majority of the costs. This is in contrast to pay-as-you-go financing, which
also essentially shifts the burden of responsibility for benefits offered to current
employees to future citizens of the City who must pay these costs once the employee has
retired.

The City Council has adopted a pre-funding strategy for OPEB which calls for funding to
be increased on an annual basis until the City is funding 85% of the actuarial required
contribution. These increases begin in the 2010/11 fiscal year. The expenses detailed in
Table 8 above include the impacts of utilizing the City’s Insurance Fund, which currently
has over $4.5 million, to lessen the immediate impacts of OPEB costs.

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
(miscellaneous) employees was raised from 2.0% @ 55 to 2.7% @ 55. In addition, the
City has opted to offer further enhanced pension benefits, such as using an employee’s
highest annual salary for purposes of determining annual pension benefits and including a
maximum 5% annual cost of living adjustment for retirees rather than the standard 2%.
These higher levels are now a vested right of all current employees but may need to be
reconsidered for future employees in light of the significant structural change in the
economy. Similar consideration may need to be given to the sustainability of the City’s
retiree medical benefit in light of the $3.3 million projected General Fund price tag in
2018/19.

Total salaries and benefits (including OPEB costs and the repayment of $2.6 million
borrowed from the Emergency Preparedness Fund to pay off the City’s Safety CalPERS
side fund) 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 by $10.3 million, or 43.5%, over the estimated 2009/10
amount of $23.7 million. Table 9 also answers the two questions posed above. In
regards to the first question, staffing costs, as a percentage of operating expenses, are
projected to slightly decline over the course of the next decade.
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However, to put this information in context, we must consider what a normal allocation
of compensation to total operating expenses would be. We are not in normal times and
this allocation has risen over the past few years as non-personnel related costs have
declined significantly. For comparison, in 2005/06, compensation costs were just 59.3%
of the operating budget, and in 2006/07 were 61.5%. The current percentage is 69.6%.
As times became tougher, the City began to rely on one time solutions, such as drawing
down excess funding balances in the Internal Service funds and Pavement Management
Program, allowing for a balanced budget without reducing our standards. This caused
salaries and benefits to take up a larger percentage of a now smaller budget.

One of the key themes of this Fiscal Model is that future increases in expenditure growth
will more than exhaust our projected revenue growth. Once our one-time solutions have
been exhausted, and ongoing annual expenses become fully recognized each year, the
percentage of compensation levels would be expected to decline to previous levels. The
previous Fiscal Model had this percentage at 67.2% in 2008/09, but forecast a decline to
64.2% by 2017/18, at which point the City was forecast to have a surplus of $1.2 million.
As Table 9 indicates, employee costs are expected to remain elevated over the next
decade. By the end of the Fiscal Model, each 1% of compensation cost is equal to
approximately $500,000.

The second question asked if staffing costs are growing faster than the City’s projected
revenues. This question is answered in Table 9 below. Employee costs are projected to
increase at a more rapid rate than revenues, consistently rising until 2018/19. The decline
in 2018/19 is attributable to two factors. First, the repayment of the Emergency
Preparedness Fund for the payoff of the CalPERS Safety Side Fund ends in 2017/18.
Second, the City achieves the desired level of 85% funding of OPEB in 2017/18,
resulting in just a minor increase in this expense in 2017/18.

TABLE 9: SUMMARY OF STAFFING COST INCREASES

Salaries and Salaries and

Salary and Operating Operating  Benefits as a % Benefits as a
Benefits Total  Expenses Revenues of Operating % of Operating
Expenses Revenues
2009/10 Existing | § 23,650,928 | § 33997078 | § 34,152,122 09.6% 69.3%
2010/11 $ 23920202 | § 34594811 [$ 33617311 09.1% 71.2%
2011/12 $§ 250934771 § 36431018 [ § 34,941,050 68.9% 71.8%
2012/13 $ 261591351 § 38305271 [ $  35999,084 68.3% 72.7%
2013/14 $§ 277325721 § 40864756 [ § 38327902 67.9% 72.4%
2014/15 $ 28950027 | 8§ 42795132 | § 40,030,114 67.6% 72.3%
2015/16 $ 30266026 | § 44,689,713 [ § 42,204,464 67.7% 71.7%
2016/17 $ 31849037 § 46840717 § 44,250,492 68.0% 72.0%
2017/18 $ 33408827 | § 48792002 [ § 46,384,044 68.5% 72.0%
2018/19 $ 33931640 | § 49,886,602 [ § 48,643,761 68.0% 69.8%
Growth 43.5% 46.7% 42.4%
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In addition to upcoming compensation increases, there are significant non-compensation
oriented increases forecast in this Fiscal Model as well. These costs include: 1) a return
to full General Fund contributions to the Pavement Management Program - $950,000 per
year once existing surplus funds are exhausted, 2) increased Internal Service funding
requirements, in the amount of $875,000, once surplus fund balances and accumulated
excess savings are depleted and 3) the impacts of the new Civic Center which includes
facilities maintenance, utilities and setting aside funds for significant repairs and
replacement — total cost of $1 million per year. These additional costs are phased in to
the Fiscal Model, with the entire $2.8 incorporated by 2018/19.

This report and analysis does not cover six types of funds: Redevelopment, Enterprise,
Special Revenue, Debt Service, Fiduciary and Capital Projects, and provides only limited
review of the Internal Service funds (to the extent that the General Fund must contribute
to them).

The City conducts rate studies every few 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. The Debt Service funds are reviewed each time we perform a
debt issuance to ensure that we have adequate revenue coverage to make our debt service
payments. Special Revenue and Fiduciary funds can only be spent for specific purposes
and only after the City has received the requisite funds. City staff continually monitors
and analyzes all of the City’s funds.

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
on the forecasted use of reserved funds from the General Fund for capital or non-
operating purposes (such as the $600,000 contribution to VCRC).
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Key Finding: At the end of the 2009/10 fiscal year, the City is projected
to have a General Fund balance of $14.7 million, with an unreserved
fund balance of $10.2 million. This meets the City Council’s 30%
unreserved fund balance goal. The Fiscal Model assumes the
identified expense reductions will be implemented (see A3: Fund
Balance Summary on page 29). This assumption is consistent with the
City’s continuing resolve to balance the budget without relying on
reserves. The City has strong cash balances in the Internal Services
funds. Included in the Internal Service funds are the Emergency
Preparedness and Budget Stabilization Funds, whose $5.4 million
(with funding in the Fiscal Model to increase this balance to $8.0
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 operating 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 relying on reserves.
Staff is currently working on budget solutions for the 2010/11 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, with expenditure reductions, the City will be able to
successfully weather the downturn without using reserves. That said, the projections do
not indicate the City will be able to maintain 30% in unreserved fund balance. This is
because as expenses grow, additional amounts must be put to the reserves. As discussed
previously, the $14.6 million in additional expenditure increases over the next decade
require that $4.4 million be set aside in reserves.
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Table 10 below provides a Fund Balance Summary.

TABLE 10: FUND BALANCE SUMMARY

Fund Balance

General Fund Balance 20(,)9/,1 0 2018/19 Total Avg Growth
Existing Increase Rate
Beginning Balance $15,584,817 $13,476,744 ($2,108,073) -1.6%
Annual Revenue $29,890,480 $43,091,535 $13,201,055 4.1%
Transfers In $4,261,642 $5,552,226 $1,290,584 3.0%
Sub-Total $34,152,122 $48,643,761 $14,491,639 4.0%
Operations $33,021,987 $43,305,408 $10,283,421 3.1%
Operational Transfers Out $975,091 $2,018,972 $1,043,881 8.4%
Other Post Employment Benefits $0 $3,319,381 $3,319,381
CIP Transfers Out $990,115 $56,190 ($933,925) -27.3%
Sub-Total $34,987,193 $48,699,951 $13,712,758 3.7%
Net Increase (Decrease) ($835,071) ($56,190) $778.,881
Ending Balance $14,749,746| $13,420,554| -$1,329,192 -1.0%
Reserved $4,550,000 $3,950,000 ($600,000) -1.5%
Unreserved $10,199,746 $9,470,554 ($729,192) -0.8%
Percent of Operations 30.00% 19.5%

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; Village Community Resource Center;
Compensated Absences; Street Lights; OPEB and City Rentals. Unreserved funds can be
used to help the City through economic uncertainties or local disasters and to provide
contingencies for unseen operating or capital needs. Unreserved funds can also be used
for cash flow management. The City strives to maintain 30% in unreserved fund balance.

The Fiscal Model does not include any transfers between the General Fund and the
Budget Stabilization Fund.
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Sub Models and Reports

SUB-MODELS AND REPORTS

Key Finding: There are an unlimited number of additional reports 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 of the expenses against some service indicator
can easily be conducted. This allows for benchmarking against service indicators and for
easy comparisons of the operating costs and efficiencies of various departments over
time. This 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 which can help policy makers understand the changing
dynamic of the City’s resources. The following are some examples:

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

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

e The Human Resources section has a report 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 Per capita costs for each department, along with per capita revenues by
revenue source, are tracked and provide meaningful information to staff.

e Questions regarding how much property tax or sales tax revenue we receive
per resident can be easily answered and analyzed to determine how we
compare with other agencies.

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

e The Police Department has a mini-model allowing for analysis between
funding levels and the police benchmark indicators adopted by the City
Council.
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CONCLUSION

From the beginning this project has been a collaborative effort. The Government 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 that 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. While the City’s original
Fiscal Model was developed with the assistance of an outside consultant, the City has
since assumed responsibility for the upkeep and production. In this way, this financial
model is reflective of the most current thinking and best practices in long-term municipal
finance modeling.

Our Fiscal Model was one of only three documents recognized by CSMFO at their annual
conference in 2008, winning an award in the “Innovation” category.

The Fiscal Model could not be 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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