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Budget and Finance Committee
Sacramento, California

SUBJECT: 1984-85 Midyear Review

SUMMARY

This report provides a brief summary and overview of the 1984-85
Midyear Review. This year's review presents a comprehensive analysis of
the City's financial condition with emphasis on revenue estimates and fund
balance projections. A summary of which is provided in the attached
transmittal letter from the City Manager (Attachment 1).

An overview of the economic forecast is included in the attached
letter from James H. Patterson of Patterson Research Associates (Attachment
2). The detail forecast is presented in Chapter 2 of the Midyear Review..

RECOMMENDATION

It is requested that the Committee recommend approval of the attached
resolution implementing the Midyear Review.

Respectfully submitted,

BETTY ) SUOKA
Budget Officer
RECOMMENDATION APPROVED:

&Uwa

4

SOLON WISHAM, JR
Assistant City Manager



"RESOLUTION NO.

ADOPTED BY THE SACRAMENTO CITY COUNCIL ON DATE OF

RESOLUTION ADOPTING THE 1984-85 MIDYEAR REVIEW AND RESULTING
POLICY REVISIONS REQUIRED IN CONNECTION WITH THIS DOCUMENT

WHEREAS, the 1984-85 Midyear Review has been submitted in accordance with
all required resolutions; and

WHEREAS, the City Council @as reviewed this document and concurs with its
" recommendations.

NOW, THEREFORE, BE IT RESOLV#D BY THE COUNCIL OF THE CITY OF SACRAMENTO:

1. © The Midyear Review revenue estimates are hereby adopted. ;

2. . The City Manager is hereby directed to prepare a report which .
would augment budgeted savings equal to an amount that would
otherwise be generated during the period July 1 to July 5, 1985
by all General Fund organizations.

3. The General Fund Administrative Contingency Budget is hereby ;
increased to the level of $1.75 million.

158

$1.068 million is hereby added to the Reserve for Economic
Uncertainties (101 -7011-0000-4399) to assist in maintaining this
reserve at 4% of current resources.

5. $1.8 million isvhereby transferred from the General Fund
Contingency to theWRlsk Management Fund to fully fund the City's
self insurance program. This amount is in addition to the $1.5

million identified§for transfer in the 1984-85 Approved Budget.

6. Resolution 82- 450, Section 15 is hereby amended and all interest
income dttrlbutable to the Pocket Area Trunk Sewer Maintenance
Fund shall hereby be retained within that fund. |

MAYOR
ATTEST:

CITY CLERK
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ATTACHMENT 1

CITY OF SACRAMENTO
CALIFORNIA

City HALL
OrFice OF ThE 9151 STREET - 95814
CiTY MANAGER : (916) 449-5704

February 15, 1985

City Council
Sacramento, California

Honorable Members in Session:

SUBJECT: 1984-85 Midvear Review

I am pleased to transmit to you the 1984-85 Midyear Review of the
City's economic.and financial condition. This year the focus of the report
is on the General Fund and Enterprise Fund balance projections.

Current indicators project continuing economic expansion, but at lower

.rates than those achieved in calendar year 1984. The Sacramento area

economy is expected to out-perform both the state and national economies

due to steady growth in the trade and service sectors, a slight upturn in

. the dominant government sector and continued rapid growth in manufacturing.

At the national level, uncertainties about the Federal deficit and
interest rates pose the largest threat to an otherwise positive local
economic forecast. These uncertainties are principally reflected in the
slowing of interest rate sensitive sectors such as construction.

Providing that the existing City revenue structure is maintained. the
fund balance/revénue projections (see Chapter 4) indicate that the City
should be able to sustain current programs and implement some minor new
programs in fiscal year 1985-86. The Council is cautioned however, that
this projection is tenuous, as exemplified by the President's recent
proposal to cut Revenue Sharing, shown in an alternative General Fund
projection.

While theigeneral.outlook for the City and its economy is good, staff
recommends cautious optimism for the remainder of this fiscal year and
next. )

FINDINGS AND RECOMMENDATIONS

Embodied in this document are various findings and recommendations.
The points listed by fund, are summarized below:

General Fund Findings. The 1984-85 midyear estimates project that the
‘ General Fund will have an ending balance of $969,000, or S$879,000 more than




anticipated in the Approved Budget The major reason is a larger beginning
fund balance (+3%$3.7 mllllon) which more than offset the projected reduction
-in revenues and increase in etpenditures

The midyear estimate however, does indicate a -$1.7 million reduction
in the General Fund Operating Surplus due to an increase in operating
requirements, and a decrease in current resources.

In order to preserve the fund balance and prevent the operating
position from deteriorating, all intra-department transfers from Employee
Services to any other spending category will be denied without the express
written consent of the City Manager.

As a result of the Wlﬁyear Review analysis, various General Fund
action items requiring implementatlon were identified. Therefore staff

recommends that:

1. The Midyear Review. Revenue Schedule (See Chapter 3) be adopted:

2. A total of $3.3 million be transferred to the Risk Management
Fund to provide full funding for the self-insurance program (A
$1.53 million transfer was recommended in the budget, and this
would increase the transfer by an additional $1.8 million.);

3. $1.068 million be added to the Reserve for Economic Uncertainties
(This will maint%in the reserve at 4% of current resources.
Without this addition the reserves will be only Z2.1% of current
resources. ) ; : -

4. The General Fund Administrative Contingency budget be brought up
to the level of $1.75 million;

period July 1 to July 5, 1985 be transferred out of all General
Funded organizati%ns as part of the implementation of changing
the fiscal year start to July 1 (a separate report will be
presented to Council to change the fiscal year.);

6. All interest income attributable to the Pocket Area Trunk Sewer
Maintenance Fund be xept in that fund; and

7. All intra—department transfers from Employee Services to any
other spending category be denied without the express written
consent of the City Manager.

Water Fund.” The five-year projection for this fund is presented with

no major capltal expansion proeram and with two major capital expansion
alternatives--"City Plan” and "Metropolitan Plan", as developed by Metcalf
and Eddy. As a part of the Mldyear Review, staff has identified the need
for a 3 percent user fee_lﬁerease to take care of routine maintenance and
operations and begin the process of developing a major capital expansion

program as outlined in the Metcalf and Eddy Metropolitan Plan.

3. The salary savings which would otherwise be generated during the




Sewer Fund. Given the current structure of a combined Sewer/Storm
Drainage Fund, and no rate changes, a Sewer/Storm Drainage Fund deficit is
projected by the end of 1985-86. This deficit is the result of an
aggressive Sewer and Storm Drainage capital improvement program. In order
to correct this situation, a Sewer rate increase of about 20% and a Storm
Drainage increase of about 5% will be required in 1985-86. In addition,
staff plans to create a separate Storm Drainage Fund to more accurately
account for costs and revenues. This will assure that one fund does not
subsidize the other, as currently appears to be the case. Staff recommends
that the City Council continue its current policy of adopting sufficient
fee increases to pay for required capital improvements. '

Solid Waste Fund. Based on current rates, it is projected that the
Solid Waste Fund will be in a deficit in 1985-86 and thereafter. To
resolve the problem, a fee increase of about 20% will be required starting
July 1, 1985. The fee increase recommendation will be brought to the City
Council as part of the 1985-86 Proposed Budget. Staff recommends that the
City Council continue its current policy of adopting sufficient fee
increases required to maintain a positive fund balance.

Parking Fund. The Parking Fund is in sound financial condition. This
positive position will be further enhanced by assuming the elimination of
the Parking Fund subsidy to the General Fund beginning in 1985-86. Under
an alternative projection, a rate increase beginning with the fourth hour
for short term parking and long term monthly parking fees is proposed. The
rate increases will be included in a subsequent report.

Community Center Fund. The fund balance projections indicate-a
positive financial condition even with the inclusion of the Community
Center expansion. It is assumed that construction will take place in 1986-
87 and debt service payments will begin in 1987-88.

Golf Fund. Under the current rate structure, the Golf Fund would not
be able to support the Haggin Oaks Clubhouse addition or the Bing Maloney
expansion. The projects can, however, be supported with the rate increases
discussed in Chapter 6. The actual rate increase proposal will be
submitted in a subsequent report. .

Boat Harbor Fund. The five-year fund balance projection indicates a
need for an annual 10% fee increase in order to support the debt service
requirements of the Boat Harbor expansion plan. The fee increase proposal
will be submitted in a subsequent report.

Camp Sacramento Fund. Given the current situation. the Midyear Review
estimates that Camp Sacramento will have operating losses resulting in
negative fund balances. An immediate 7% fee increase, followed by annual
3% fee increases would permit fund balances to grow slowly but steadily
over the next five years.




It is hoped that this Midyear Review will provide the City Council
with current information on the City's financial condition and a firm basis
to begin deliberations on the 1985-86 Proposed Budget which is currently
being prepared. Finally, I would like to commend the fine work of the
Finance Department in preparing this document.

Q Respectfully submitted,
WALTER J. SLIPE
City Manager
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ATTACHMENT 2

PATTERSON RESEARCH ASSOCIATES

February 12, 1985
MEMORANDUM

TO: Walter J. Slipe
City Manager
City of Sacramento

FROM: James H. Patterson
Patterson Research Associates

SUBJECT: Sacramento Metropolitan Area Economic Forecast

The accompanying analysis and statistical tables present our current
economic forecast for the Sacramento metropolitan area. This forecast was
developed from detailed forecasts for the nation, California, and the
Sacramento Metropolitan Standard Statistical Area (SMSA) provided by the
national economic forecasting firm of Chase Econometrics. Patterson
Research has augmented the Chase Econometrics forecasts to include detailed
Sacramento-area projections of nonmanufacturing employment, nonresidential
construction, taxable sales, assessed values, vehicle registrations, util-
ity revenues and other regional indicators which are important determinants
of the city's revenue outlook.

In the following paragraphs, I have briefly summarized the more sig-
nificant features of our near-term economic outlook, paying particular
attention to those areas of the forecast which are likely to have the
greatest impact on the city's revenue collections in the 1984-85 and 1985~
86 fiscal years.

The National Outlook

The current forecast assumes that the national economy will continue
to expand through most of 1985, although growth is likely to be much slower
than last year's robust pace. We currently expect real Gross National
Product (GNP), for example, to grow at a moderate 3.27% average pace this
year, down significantly from last 1984's strong 6.8% average real growth--
the strongest since 1955. The slower 1985 growth rate, which is not at all
unusual for the latter stages of a strong recovery, reflects several fac-
tors: (1) a normal cyclical slowdown in comstruction activity, automobile
sales, sales of other consumer durables, and business investment on capital
equipment; (2) rising interest rates brought on by a collision of private
credit demands with huge Federal budget deficits; and (3) the continuing
drain on domestic production caused by an expanding foreign trade deficit.

The principal negative risk to this forecast in the near term is that
‘consumption expenditures will decline, as interest rates rise and consumer
confidence wanes, and that continued inaction on the Federal deficit will
exacerbate this trend. On the positive side, it is possible interest rates
could stabilize or fall even further this year in the somewhat unlikely

P.O. Box 183288 Sacramento, California 85816 (818] 452-8016



event that a significant compromlse were reached on Federal budget cuts,
and if continuing improvement in inflation leads to further Federal Reserve
monetary accomodation. In addition to the Federal budget deficit, the
greatest threat to a sustained economic expansion over the longer rum is
this country's large foreig% trade deficits, which have the effect of

diverting increasing shares of domestic demand to overseas producers.

The Outlook for California

The California economy 'will slow significantly in 1985, but the state
will still outperform the natlon during the next couple of years primarily
because of (1) California's healthy and fast growing "high-tech" sector,
(2) its greater proportionate share of increased federal defense outlays,
and (3) its lesser reliance|on those manufacturing industries which face
stiff foreign competition because of the strong U.S. dollar. In the short
run, the greatest risk to the California forecast is that short-term inter=
est rates and mortgage rates will rise faster than expected, accelerating
the slowdown in the state's important construction, real estate, and finan-
cial sectors. The state's relative advantages could become less signifi-
cant over time, however, beéause of constraints on the growth in defemnse
spending, an expanding and more cyclical industrial base, increased conges-
tion, higher relative wages, and above-average housing costs.

The Sacramento Metropolitan Area

Economic growth rates in the Sacramento metropolitan area are begin-
ning to taper off from 1984's unsustainable levels, but the local economy
should perform significantly better over the next few years than the state
or national economies. Total real personal income in the three-county
metropolitan area, for example, is projected to increase by a very respect-
able 5.7% this year, compared to our forecast of 4% real income growth for
the entire state. The Sacrdmento aréa's strong relative performance re-
flects:

o Continued steady érowth in the area's trade and services sector
fueled by an expanding population and rising real incomes;

o A modest upward trend in Sacramento's large government sector,
reflecting improved state and local government revenues; and

o A resumption of rapld growth in the area's emerging manufacturing
base.

Although the outlook qu the regional economy as a whole appears to be
very positive over the next itwo or three years, there are emerging signs of
at least temporary weakness in the more cyclical sectors of the economy
which will have important near term implications for certain categories of
retail sales and employment* Construction activity, durable manufacturing
and automobile sales, in particular, are projected to level off or decline
this year, reflecting rising real interest rates, a satisfactionm of pent-up
demands, increased consumer Hebt loads, lower consumer confidence levels,
and high office vacancy rates. This slowdown is not unusual or unexpected.
To one degree or another, all of these factors typically play a role in
braking economic growth during the latter stages of an economic expansion.
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