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INTRODUCTION

SanBernardinais fadng a crisis. To address budget shortfalighirteen of the past sixteen yeatise

City has already cut staffing levelsdded new revenue sourcespendedreserves, ang now faced

with eliminaing services and programs. Nonetheless, to correct for thCi t y’' s furt her
shortfallsin the current year andver the years just ahead, the level of required rutst be done in

such a manner to allow the City poovide acceptable services. For example, the City is faced with the
undesirableprospet of closingfire stations,libraries and community centers, while still not having
enough money to fund acceptable levels of police and fire protection. This statement of crisis is not
made | ightly, but refl ects tthSanBe&rmdndinofaces & serai¢ei o n'’
level crisisthat can only be classified as a fiscal emergency.

S

The primary focus of this report a Brgemajority dfe Ci t
municipal services. However, the impact the negative cagioughly $18 million and escalating
operationatosts affects all City funds and services. As the General Fund balance continues further into
the negative andperationalcost escalate, it drives up the cost for sewer services, integrated waste
fund, Internal Service Funds, the Development Fee Program, and other special funded services paid by
every resident through monthly fees and other direct assessments.

While a number of factors have contributed to this crisis, by far the most significant andltdiéic

control has beeincreasing operatingcostsc cur ri ng at a ti me when the
decline. As the chart below depictas of June 30, 201l h e  Quind balanse has decliddo a

negative $1.2 million Without substantialand immediaterestructuring of the organizatiprboth
operationally and financially, the City will not be able to provide basic services

Tablel - 5 Year Budget and Fund Balance Estim@teaount in Millions)

Actuals i 2008-09 to 2010-11 Projected Budget 2011-12 to 2016-17
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Declining Revenues

Since the City’ s p ofabk33 @iliania 2083, theFGitynhés experierecseve e
losses in key areas suchsades tax, property tax, franchise fees, utility users tax (UUT), peamnids
funds transferred from the Economic Development Agency (EDA). The chart below details the
reduction of roughly $11.69 nfibn in General Fund revenues.

Table2 - Major Revenue Trends from 20@812

Revenue Source Peak Revenue 2011-12 Revenue Variance
2007-2008
Progerty Tax Secured $11.6M $9.5M ($2.1M)
Progerty Tax in Lieu of $18.9M $15.7M ($3.2M)
VehicleLicenseFees
Sales Tax $22.3M $19.03M ($3.27M)
FranchiseFees $3.32M $2.88M ($450K)
Utility UserTax $24.4M $22.5M ($1.9M)
Licenses and Permits $9.2M $8.6M ($600K)
Totals $89.72M $78.21M ($11.69M)

The chart above is consistent with the findings in other California citiéewever, many citiesn
California have begun to recover from declines in revenues. With the exception oofagalemost
significant General Fundevenuegemain flat orare increasing extremely slow to the point that prior
peak levels are not expected to be reached witlémext five years. Overall, General Fund revenues
remain roughly $1.7 million below peak levels.

Of specific concern are revenues derived from property taxes which continue to be impacted by a
significant drop in housing prices 2008andon-going foreclosureshroughout the City According to
recenthousing datathe City mayhave reachedhe bottomof the declinein housing values This
doesn’t mean prices wild/l i ncrease significantly
bust, normalprices move sideways for a few more years, and real prices adjusted for inflation could
even decline for anothéwo or threeyears.

It is reasonable to assume housvadpes will stabilize and begin to graat some point in the very near

future; if it ha n begunalready. The chart below provides an illustration of the national housing
mar ket since 1968. While this may be the steerg
aggressivaecoveryof investment or pricing. Rathehe Administraibn is assumingdlat property tax

revenues for residential properties in 2M3 with slight growth over the next fiscal years.
Commercial properties continue to search for the bqttsnevidenad by the $17.2 million of non

residential property tax gpal exposuréor fiscal year 20122013.




Table3 - Historical Home Starts, Sale and Investment

Comparing Peaks and Troughs for Starts, New Home Sales, and Residential Investment
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Because we do not anticipate much growth with housing new starts or employment in the near future,
and with the loss of the EDAhe Administration assumes constructicglated permit activity will also

be flat or possibly continut decline. Permit activity in most California cities has been very volatile
with trends ponting to decreasing activity.

The chart bel owroperyftdx basd accortifgdo laGd usey 'Tygpical of a large, older
community, the City is fairly balanced with 52% of taxable propastgsidential, 19% commercial and

15% industrial. Despite the diver @iableyparcelsargr op e
residential. Because of the high percentage of residential parcels, service requirements will remain high
and a sustainable and resilient revenue base is vital to suggessential City services.




Table4 - Land Use by Net Taxable Value

Category Net Taxable Value Number of Parcels
Residential $5,337,905,953 44,947 Land Use by Net Taxable Value
Commercial $1,988,781,002 2,295 Miscellaneous
Industrial $1,557,715,525 721
Miscellaneous $86,979,310 346 Government
Government $5,397,890 12 0%
Institutional $56,282,161 207
Dry Farm $1,382,185 7 Institutional
Recreational $25,292,404 58 Dry Farm 1%
Imigated $43,004 1 ersonal (| O%Recreational
Vacant $356,918,079 4,524 8% 0%
Exempt $0 3,347 Irrigated
Outer Parcels $7,500 9 0%
SBE Nonunitary $5,219,774 54
Personal (Unsec) $862,093,032 3,967
Unknown $24,201,315 61 Quter Parcels

$10,308,219,224 56,526

SBE Nonunitary
Source: HdL 2011-12 Property Tax Reports 0%
Based on data provided by HdL, the City’'s

all business types (see charts below).

Table5 - Sales Tax Comparison

City of San Bernardino

m General
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B General
Consume

Consume r Goods
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Traqsport itllatllzgs Trapsport Stations,
ation -16% ation, 14.52%
15.57% 14.50%

The overall diversity of the sales tax base within the City presents an opportunity for future revenue
gr owt h. The City’ s popfodeanomicrdevelopmenteddormenEDA o p p O
properties provide for an optimistic outlook. Despite thasstive traits, the City will need to play a

role in job creation in order to fully realize its true sales patential As of June 2012, the
unemploynent in San Bernardinavas B.9%. When compared to the State of California and San
Bernardino Countyinemployment figures for April 2012 of 10.9% and 11.7% respectively, we begin to
understand this as a cooment of a decline in sales tgenerating revenues well below the peak in

2008.




In order to restore revenues to prerecession levels, multiple yapernved measures would be required.

With local voter reluctance to increase tgxeshe Ci ty's revenue generatio
limited by required majority voter approval (50%+1) for general taxes andltwds voter approval for
servicespeific taxes.

IncreasingGeneral FundOperating Costs

Over the past ten year s, the City’s population
demands for services to the communitin order to meet growing service demands, the City has
maintained awvorkforce exceeding 14D employees.Maintaining a large workforce has exposed the
City to rising operational costs outside of t |
employeesretirementcostshave increasettom $ million in 2000-2001 to $22 million in 2009-2010
(seethechart below)

Table6 - Historical Pension Expenses

25000000 = 2005 Series A-2 Capita
20000000 Appreciation Bonds
m Employee Portion
15000000
10000000 Police
0 - :
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 ™ Misc
While the City's pension costs have been growi

i ncreases are due t o tdlanc&lirdtingrhest pldfera@li esnplayees. tAo i mp
secondary impact, and of less significance,iacecags to the total number of retirees andestment

| osses by the City’ she GalddarniarPabiice Bmiployee dRetiremens $ysteamt o r ;
(CalPERS). To mitigate increasing retirement costs and to managettng retirement liabilities, the

City reduced its total workforce armchplemented awo-tier retirement plan, which provides basic level
retirement benefits to all new employees.

Even after these considerableorkforce reductions and numerous other ewesduction strategies
implemented by the Citythe General Fund shortfall for 20213 is projected at4® million, which
represent80% of total projected General Fund Expenditures for the coming fiscal year. Theiriigllo
chart further illustrates the degree to whpnior efforts to stabilizeperationalkcosts arainsustainable
beyond 20142012.




Table7 -
5 Year (201213 to 201617) Budget Projections by Department

2008-092009-102010-112011-122012-132013-142014-152015-162016-17 T °ce
0 180.00 m Fire
S 160.00
= General Government
= 140.00 -
120.00 4 Public Works
100.00 - ®m Community
Development
80.00 - m Parks & Recreations
60.00 - .
m City Attorney
40.00 +— —
| = [ | Debt Service
LN BN BN BN BN BN Be BN Be B
L= e e e = = == = City Clerk
m Finance

As a result of the above trendsersonnelcosts are consuming progressively larger portions of the
Ci ty’ s op eresalinginnsubtaindbojeavorkforce levels

Debt Obligations

The City also has significant bond indebtedness obligations. Ashoted t he char't bel o\
General Fund has roughly $90 million of outstanding debt obligation. Additionally, with the loss of
redevel opment and the City’ s, teelGtyg has additionabdebb e t
obligations of roughly $20illion.

Closing
Issuer Issue Par Amount Date

[GENERAL FUND BONDED DEBT |

City of San Bernardino Lease Revenue Refunding Bonds Series 1996 $16,320,000 12/18/1996
San Bernardino Joint Powers Financing AutRublic Facilities Lease Revenue Refunding Bonds, 1997 Series A $10,370,000 7/31/1997
San Bernardino Joint Powers Financing AutRefunding Certificates of Participation $15,480,000 9/29/1999
City of San Bernardino Taxable Pension Obligation Bonds, 2005 Series A-1 $36,050,000 10/28/2005
City of San Bernardino Taxable Pension Obligation Bonds, 2005 Series A-2 $14,351,583 10/28/2005
|[REDEVELOPMENT BONDED DEBT |

San Bernardino Joint Powers Financing Autliax Allocation Refunding Bonds, Series 1998A $27,590,000 4/2/1998
San Bernardino Joint Powers Financing AutBubordinated Tax Allocation Refunding Bonds, Series 1998B $ 8,590,000 4/2/1998
San Bernardino Joint Powers Financing Autfiax Allocation Bonds, Series 2002A $ 3,635,000 1/24/2002
San Bernardino Joint Powers Financing AutB002 Tax Allocation Refunding Bonds $30,330,000 4/11/2002
San Bernardino Joint Powers Financing Autfiax Allocation Revenue Refunding Bonds Series 2005A $55,800,000 9/30/2005
San Bernardino Joint Powers Financing Autfiax Allocation Revenue Refunding Bonds Series 2005B $21,105,000 9/30/2005
San Bernardino Joint Powers Financing Autfiax Allocation Bonds (20% Set Aside) Taxable Series 2006 $28,665,000 4/26/2006
San Bernardino Joint Powers Financing Autfiax Allocation Bonds Series, 2010A $ 7,065,000 12/23/2010
San Bernardino Joint Powers Financing Autfiax Allocation Bonds Series, 2010B $ 3,220,000 2/9/2011
|ASSESSMENT DISTRICT BONDED DEBT |

City of San Bernardino Limited Obligation Improvement Bonds, Assessment District No. 98% 1,101,682 2/28/1990
City of San Bernardino Limited Obligation Improvement Bonds, Assessment District No. 988 709,105 12/18/1991

Prepared by: Urban Futures, Inc. 6




Budgetary Impacts

Unfortunatel y, t he inereasing revemnues‘signifitantly stabilizingloderatiofal f o r
costs. The rapidisparity betweemevenues iad expenses is due to significant declines in general taxes
andincreassin personnel and debt liabilities.

TheBudget Sustainability Plan presentedCity Council inJune 201Zontemplates a range of potential
solutions to address the General Fund stratimbalancen an effort to continue to providessential

City services. These strategies are being actively pursued, and include but are not limited to creating a
cost sharingetirement program, investigating raising tieal propertytransfertax, stabilizingmedical
costsby sharing plan increases with employeasninating sick leave payoutegionaliing services,
andreducing the burden of trenstant manning provisionithin the Fire DepartmentUnfortunately,

these solutions alone are notojected to be sufficient. Although the City has been successful in
achieving some cost reductions, other City proposals will require further collective bargaining with its
employee bargaining units and, in some instances, Charter changes via thalgleastesss. Further,

while additional revenue would be very beneficial, increasing revenue rates and/or sources will, again,
require a vote of the peopljth suchapproval doubtful in the current economic environment.

Given all of the above constrainsyme have suggested that the City should simply take actions to sell
City assets, suchsintegrated waste operation, leasgenue opportunities from cell towers located on
City owned land and local water rightslnless there is a specific and soundib&s selling City assets
which provide continuous annual revenues to the City, this approach could jeopardize ttexnong
sustainability of City operations.

San Bernardino faces a serviesel emergency and must now address its financial issues theoug
comprehensive approach and significant operational and financial restructuring.




CONCLUSION

The outlook for City services, already reduced over the last three years because of the severe economic
downturn, remains bleak for 202913 and beyond. While the City has been managing deficits, the
shortfalls in recent years have become increasindficult to resolve as wave after wave of revenue
losses havecontinued to hit The Administration believes that the next roundwafrkforce cuts

required to balance the budget in the face of such a severe daeficiie best implementecnd
managedthrough an analysis of impactsot the department, organization, individual wards and
communitycompared to prospective financial saviras outlined irthe following matrix.

Impact Low Medium High
Department X
Organization X
Ward X
Community X
Financial Savings X

Using the above methodology, all reasential programs were evaluated prior to their submittal for
reduction or elimination. The recommendations contained in this report meftkettions in workforce

or programs based on thmvest possible impact to individual wards and the community possible while
meeting the City’s budget reduction goal s.




FISCAL EMERGENCY
A. What is the Purpose of a City?

In recent yearshe City of SarBernardinohas made efforts to implement strategies of fiscal
prudence and good management. In particular, the City is struggling to balance its budget amid
weakened revenues and rising costs, including rajmdieasing personnel cost¥he City is a

service orgaization with approximately two hi r d s of t he City’s Ge
attributable to personnel costgnlike a private employer, a public agency cannot simply decide

to go “out of business” or other wipgbkc. st op pr

Under the California Constitution, cities have broad authority and responsibility in the areas of

public health and safetysee Cal . Const ., Art. XI, 8 7 ("A
within its limits all local, police, sanitary, andher ordinances and regulations not in conflict
with generHolwelvews . "wWh.i |l e a city’s powers are

and other laws enacted by the Legislature, cities themselves are created only by the request and
consent of the régents in a given areaBecause of this, municipal governments are responsible

for providing services that directly affect the lives of their resideftstough fire and police
protection, cities safeguard lives and propeifjrrough public works and loeér programs, cities
construct and maintain streets and look after the health, recreational, and social needs of
residents. Charter cities like S&ernardinoare formed when citizens specifically frame and
adopt a charter to establish the organizatioanaf basic laws of the city.

The core purpose of the City of SBernardinois to provide essential services to the public as
established in its City Charter. SBernardind s essent i al functions ar
which identifies the estabhsnent of certain City Departments including Police, Fikgter,

Parks and Recreation, and Library. Notably, althoughvtgor and Commor©ouncil mayat

any time abolish or discontinue some departmentdyidneor and CommorCouncil is required

to providethose services established under the Charter.

B. A Service Level Emergency Creates a Fiscal Emergency

In fulfilling its core purpose of providing essential services, the City must navigate between City
Charter requirements aMayor and CommorCouncil mandates. On the one hand, the City
Charter establishes departments as set forth in the paragraph above for the purpose of providing
basic municipal servicesOn the other hand, the City Charter requires the City to balance its
annual budgetCurrently,the Cityis unable tawomply with both of these City Charter mandates
and provide basic municipal services to City residents. Unfortunatelfxugust 1 2012, the

City filed for Chapter 9 Bankruptcy anlill likely be forced to reduce servicdslow those

levels acknowledged by the City Council as the baseline for basic municipal services in order to
balance its annual budget f@012-2013. All projections show thatecessionary affects will
remainand additional cutsnay be required to balaecthe upcoming 2@t2014 budget, as
required by the Charter.

The meaning of the term emergency’” may vary
Whil e some <courts have defined an “emer genc

i mmedi at eotacal bnegmergencies occur in an 1inst

9



dire financial conditior- which worsens over a period of tirranay qualify as an emergency
justifying the suspension or modification of certain contractual obligations.

A publicagency’s inability to provide essenti al
emergency. As noted by the Governmental Accounting Standards Board (GASB), the common
themes that have been either formalized or are working definitions of financiahab8gity

include the ability to continue public services and/or existing programBhis comports with

the definition of “financi al condition” adorg
Association (ICMA). In particular, ICMA definesa mungial i ty’ s financi al
ability to (1) maintain existing service levels, (2) withstand local and regional economic
disruptions, and (3) meet the demands of natural growth, decline, and change. ICMA also
categorizes financial solvency in foustinct ways:

1. Cashsolvencygovernment’' s ability to generate eno
meet its obligations.

2. Budgetary solvency gover nment s ability to generate
budgetary process to meet its expéundis and not incur deficits.

3. Long-runsolvency government’'s ability to meet expen
as part ofthenormal recurring annual budgetary process.

4. Servicelevel solvencygover nment s abil it eveltamd qualitydhati de s
are required fothe health, safety, and welfare of the community tmcheetits citizens
desires.

This report focuses omll categores aboveMoving forward as avell-run and forwardooking

city, SanBernardinomustbudgetin an effort to meet its contractual obligations, budderves
and ensure that budgetary shortfalls are addressed through ibglawtions each year.
However, the City has reached the point at wigisdévious bdget balancing actions combined
with the bulgetary outlook for 2022013 and beyond have triggeredirgancial andservice
level emergeng jeopardizing the health and safety of &enardindb s r esi dent s.
posed by continued service reductions is imminent, and despite all other redakareto this
point and those dtito be implemented, no viabl@ternativeplan that issufficient to address
this problem has been identifidlat does not requinmajor changes iservices delivery of all
departments and c handiensstrategy. A $ueh, tlei Atnyidissation o mp e
believes SarBernardinofaces a servicevel emergency, a form of fiscal emergemlich
requires Chapter 9 Bankruptcy protection whilegeé our fiscal house in order.

C. Fiscal Emergency Legal Authority

In this plan the evaluation of conditions for declaring a fiscal emergamcysubsequent filing

for Chapter 9 protectiohas focusedon the primary causes of the current condition, which are
declines in revenueand increases in operationabsts. Therefore, thgoal has been
developnentof solutiorst h a t appropriately addresses the
fiscal situationwithin the City legal limitations

10



While no California cases have upheldiamp ai r me nt of a government
case |law from other jurisdictions supports t
essential services is a strong indication of a fiscal emergency. In those jurisdictions, courts have
recogrized that a sharp decline in revenues coupled with the concurrent inability to provide

essenti al services constitutes an “emer gen
obligations.  For example, iBubwaySurface Supervisors v. N.Y.C. Transit Autityr 44
N.Y.2d 101 (1978), the New York Court of A
wage increase set forth in tig t vy’ s coll ective baCgayi'ni nfg sa
emergency woul d have r enehtalserdices to its inmahithntseor t o
me et its obligations to the holders of out s

have been able to pay employee salaries or its vendors and would have defaulted on payments
due onother outstanding oblagions.

Federal and State courts recognize the constitutional power of a local municipality in response
to an emergency to act in the publ i-leeinggof i nt er
City residents. The scope of the power includes Hiléyato impair contract obligations under

certain limited circumstancesAs such, the Mayor and Common Council elected to declare
Chapter 9 Bankruptcy to addr es sesetvihgesse@lialt y’' s
services tadhe community.

D. Evidence of SarBernardino6 s Fi s c all Emergency
1. SanBermardin@s I nabil ity to Provide Services

As demonstrated below, the risesalary andetirement costs combined with decreased
revenues (which have declined in absolute terms, and are not projected to grow at a rate
sufficient to keep up with these expenditure increases) have staggering implications on
SanBernardind s abi | i t gentialeervices.o The SdernaedsoCity Charter
provides guidance as to whi c hAdmnistraton,c es a
Police, Fire Water,Library, and Parks and Reation are some of the servipsoviding
departments specifically estatiied pursuant to the City Charter. Other departments,

such as Finance, Personnel, &wmmunity Developmentarenot directlyestablished

by City Chartebutar e obvi ously necessary to suppor

Since2007-2008, the General Fundhas experienceshortfals which wereaddressedn
part, with the elimination of approximatel250 positions citywide Previousbudgets
closed General Fund shortfalls through a combination of strategnetuding,
reduced/eliminated services, variety & cost savingsstrategies and new revenues.
Despite these effortprior reductionsdid not addressdeferredliabilities, such as other
postemployment benefit<JPEB), which are now estimated atore thar61 million.

A significant portion of the cost providing services to the community are the salaries

and benefits paid to City employees, with nearlytwbi r ds of t he City’
tied directly to personnel costs. This is because municipal services are generally labor
intensive, with City ermployees such as police officers and firefighters providing
essential services. In an effort to maintain service levels, the City has implemented cost
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control measures, including the following:

1 Organizationwide hiring freeze, with exemptions based omuests critically
necessary to perform essential functions of the department;

1 Expenditure controls on technology, marketing, office furniture, equipment, and
vehicle purchases;

1 Two-tiered pension plans

1 Salary freeze for unrepresented employ@esluding executives and professionals)
and most City bargaining groups; and

1 10% reduction in the total compensation (from the baseline-2000 fiscal year)
for City employeeswithin the General Unit, Middle Management UnRplice
Management, Fire Magamentand the ManagemehConfidential Unit

Persistent General Fund budget shortfalls have necessitated deep service reductions in
departments that rely on freehirg vaCanttpgsitiansitGe ner
Police and Fire services, thealnility to open and operate nédity facilities, a reduction

in the days and hours of operation of the City's Iypisrvices With escalatingotal
operationakosst and declining revenugthe budget shortfalls in the last two years have

been the most sever&affing levek for the City of SarBernardinohave been reduced

by 14% since 20@-2008, with the majority of the impact experienced ir0g®9, 2009

10 and 20141 In recent weeksthe City has lost 60 employees due to attritiors A
staffing continues to erode at a rapid pée
services set forth in the Charisrdiminished Staffing reductions to date have impaired

t he gov e rlityto@rovidé srvigedat thevel and quality that are required for

the health, safety, and welfare of the community.

With the drop in staffing levels and the magnitude of the General Fund shortfalls, no
service area has been spared from deep ¢ut80002001, when retirement costs were

at their low watermarkthe City hadl,174.5full time equivalent employees. With the
position reductiongroposedn the 202-2013 Budget, SarBernardinowill likely drop
staffingto levels not seen in ov@0 years

2. Service Levalwill be Impared for theForeseeablé-uture

While there is much evidence to conclude that the service impairment will rise to the
level of an emergency, a critical consideration is whether economic conditions and

rising operational cost wi | | further weaken the City’'s
into the foreseeable future. As demonstrated later in this report that answer is,
unfortunately, a resounding “yes.’” As

increases coupled witlhe retirement cost increases projected in the next few years will
make dramatic servielevel reductions a necessity to balance the budget.

As noted by GASB, financi al i nsol vency i ¢
continue public servicesahdor exi sting programs.”’ By th
financially insolvent. Without significant operational and financial restructuring, the

likely budget balancing scenarios over the next three years include:

12



Police Department

T

T
T

Reduction inproactive resources such as District Resource Officers, Narcotics, Gang
Officers, Etc.

During peak demand times, police response may be limited to high priority, violent
crimes, or crimes in progress.

The average response time for Priority 3 and 4 callsiwrease, with some of these
kinds of calls going without any response during peak times

The Police Department may reach a point where misdemeanor and property crimes
may go uninvestigated, if the Department lacks the resources to investigate all but
the most serious crimes;

The City will be unable to respond effectively when multiple critical events occur
concurrently;

San Bernardino is currently experiencing an increase in overall crime. The increases are
likely to continue as police resources dirsimi Community based policing efforts will

also continue to decline as resources are eliminated and the Department adjusts
resources to respond to calls for service. Community frustration at low service levels
from the police department will likely incrse.

Fire Department

T

Response times for fires and medical emergencies will increase, and will, on a
regular basis, likelgxceed current standardeading to increased risk of loss of life

and significant property damage.

The operational efficiency of seva of our specialty programs will be negatively
impacted. Materials Response ukltban Search and Rescueit, SWAT Medic
program, and Fire Investigation unit, among other program areas, will have to be re
evaluated to see if it is feasible to done prwiding these services.

The City will consider alternative service provision models as necessary to keep
most fire stations open and operatioatlaccepted standards for a City of our size
and call volume

The Department will haveeducedcapacityto respond to two or more sustained
structure fires that occur within the same time perasdyell as reducespnseto
wildland fires and other large scale incidents such as natural disasters, terrorist
incidents, civil disturbance, etdMoreover, ashe largest firefighting force in the
County, the Department cannot rely on mutual or automatic aid from neighboring
jurisdictions to provide basic levels of fire and emergency medical servidesse
agencies have had to reduce responding units astymtially, other agencies rely

on SBFDfor assistance.

The Department will need to consider whether to continue to provide advanced life
support servicesas it presently doesOther models of providing this serviedll

have to be studied to provide outizens the level of emergency medical care
provided by the current model. We have established response time standards that
have been adopted by the City Council and are regulated by the County. Further
degradation in our ability to meet these estabtisseandards will necessitate a
change in our service delivery method. This could result in a decrease in the level of
service and care currently provided as well as a possible increase in cost to our
citizens.

The Depart ment ' scomprehensivet fiye prevention rseyvices dvél
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continue to erode; this will result in longer delays for developers and builders
wishing to start projects in the City. We will continue to experience a decrease in
revenue generated by commercial building icspas; this could result in more
fires with an associated increase in life and property loss.

Library Services

91 Threeout offour currently operational branchaee likely toclosefor the remainder
of 20122013

1 Library programming, including educatiormbgramming, will be eliminated;

1 Sdhoolaged children visiting branch libraries after school each day, many of whom
are not accompanied by a parent aaregiver will no longer have a safe,
constructive, and educational afssrhool optionand

91 Property véues for the homes in close proximity to the closed branch libraries may
decrease.

Parks, Recreation and Community Services

T Al City recreational programs wil |l be

Centers will be closed unless partner agencies ard@pkey opeations and facility

overhead,;

Teen programwill be eliminated;

Gangintervention and graffiti abatement programd Wwé reduced to skeletal levels;

and

1 Property values for the homes in close proximity to the shuttered Community
Centers may ecrease.

E ]

Impacts on Other City Services

1 Traffic maintenance programs will be further reduced, impacting traffic sign
maintenance, roadwayrigting, and marking maintenance;

1 Continued deferrethaintenancef public facilities; and

1 General Government depaents such as Council Appointees, Finance, Human
Resources, Information Technology, and Mayor armn@on Council will be
further cut, resulting in reduced staffing for oversight, management, internal
controls, and compliance.

These public servas are essential to the functioning of amnardino In the absence
of these essential city servicésisiness ownerand residents will perceive a disconnect
between taxes paid and services providéde City must avoid this potential downward
spiral by working to maintain services that provide social and economic benefiis to
community

In conclusion, SaBernardindhas experienced a sharp increase in service delivery costs,
driven primarily by fastising operationalcosts, in tandem witBustaine declines and
ongoing weaknessin City revenues.Inturn,i n t h e Ctb maintamabedbet o r t
balance, these factors have required year after yescalating service cuts. Given the
extent of these service reductions to date, andnhieipated impact of the next round of

cuts to be required if no corrective action is taken, these unsustainable trends have now
reached the point of fiscal emergenesding to Chapter 9 Bankruptcy.
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DECLINING REVENUES A S AFACTOR CONTRIBUTING TO THE
STRUCTURAL DEFICIT

A. The Recession has Taken a Toll on the San Bernardino Economy

San Bernardino, along with many other cities, has been heavily affected by the current economic
downturn. The financial impact from the economic dowmtdras been severe and continues to

linger. However, asdiscussed below, th€i t y’ s cur r entompoundedoy s has
increasesn operationaktosts, especially pension and retiree healthcare costs.

The City faces a structural budget gap: t h
expenditures- most significantly, for employee retirement benefitputpaces the growth in

City revenues. Thisinsustainable imbalangaeceded the decline in Cityvenues and will

continue to imperil City services for years to come if no corrective action is taken. While the
City has taken extraordinary steps to address and control theseslwasking its workforce,
decreasing total compensation b§% across théoard, and increasing fees and other revenue

the City’s abil it servideocontinuesd deteribrate ance sulations iane g
becoming more and more elusive. The buggessures facelly the San Bernardino municipal
government reflect the baod e r economic problems faced by
almost any measure, the Great Recession continues to have a devastating effect on San
Bernardino’ s residents and their economic re;

1 The unemployment rate for th@ity of San Bernardino ds doubled since the onset of the
recession.As of June2012, theunemploymentvas 16.9%

1 Median single family home sale prices have fallen shatplpver 4@ belowthe 2007
peakannual levels as dune2012.

1 As ofJune2012, San Bernardino foreclosure rates arg timesabovethe national average.

In turn, as further detailed in the analysis to follow, these economic factors have weakened the
Ci ty’ s dnd revenbestieans, while adding to community service demands.nAs i
communities around the nation, the downturn has created severe pressures on the City of San
Bernardino budget.

While the recession that began nationally in December 2007 may have ended in June 2009, the
economy has yet to generate the strong levelsafityrrequired for full recovery. Moreover,

even* nor mal growt h” i s i ns ufRéalrecoveryrequitesretuato hi e v e
trend— in other words, where the economy would haeennormal growth continued without

the contraction of a oession.

Of further concern, recent projections show economic growth contintairiggbelow
normal levels through calendar year 20k2the July 2012, the FederaDffice of Management
andBudgetMid-Session Review, the 2RIourth quarteforecast waseduced to 3% based on
data through JuneNational brecasters also project prolonged weakness in the labor market,
including continued high unemployment ratesn the SecondQuarter Survey of Professional
Forecasters, unemployment natiopadl projected to stand at an annual average ra8el® in

2012 and to remain high at.7% in 2013, 7.2% in 204, and6.6% in 205. In contrast, the
national average in 2007, before the full onset of the recession, was jus&aééwide recent
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forecass estimatedoubledigit unemployment ratesf 10.7%; the thirchighest in the United

States.

B.

The

San Bernardino Revenues Have Decreased, With Only Moderate Growth
Forecast Going Forward

City of San Bernardi no’ s sensitive hoatheyovemalle v e n u

economy, and have been eroded by the economi
sources, property taxes and sales taadlese comprisenearly half of overall General Fund

revenuesand have both experienced recessiomen declines At the same time, multiple
ot her significant City revenue streams, i ncl
and permits, have also fallen.

1. Overall Revenue Performance and Projections

Overall, theestimated2012-2013 General Fund revenue estimates reni®o lower

than peak 2002008 General Fund revenues of $133 million. Based o@theé y '-s f i v
year General Fund Forecast, which excludes-time revenues and grants, General

Fund revenues are nexpected to returto previous peaks during the fiwgear brecast

period.

At no point during the forecast period are General Fund revenues projected to approach
what they would have been had growth continued at 3% per year since2@u®.7
Estimated 20122013 General Fundevenues are $21 million lower than hypothetical
General Fund revenues of $145 million, assuming General Fund revenues had grown by
3% per year from peak levels in 202708.

2. Property Taxes

The chart below reflects tthlendSe.tTypicdofpr ope
large, older community, the City is fairly balanced with 52% of taxafslkie as
residential, 19% commercial and 15% industrial. Despite the diversity in property tax
vaug 80% of the City’ s , whiohadntseuttpeaalatvelove ar e
assessed value of the City’s housing stoc
uses The high ratio of residential parcels a measure of service demand and an
indication hat a sustainable and resilient revenasebis vital to support essential City
services.
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Table8 - Land Use by Net Taxable Value

Category Net Taxable Value Number of Parcels
Residential $5,337,905,953 44,947 Land Use by Net Taxable Value
Commercial $1,988,781,002 2,295 Miscellaneous
Industrial $1,557,715,525 721
Miscellaneous $86,979,310 346 Government
Government $5,397,890 12 0%
Institutional $56,282,161 207
Dry Farm $1,382,185 7 Institutional
Recreational $25,202,404 58 1%
Irrigated $43,094 1 Recreational
Vacant $356,918,079 4,524 0%
Exempt $0 3,347 Irrigated
Outer Parcels $7,500 9 0%
SBE Nonunitary $5,219,774 54
Personal (Unsec) $862,093,032 3,967
Unknown $24,201,315 61 Ome(;‘;amels

$10,308,219,224 56,526

SBE Nonunitary

Source: HdL 2011-12 Property Tax Reports 0%

Property taxes account for more thamrenty percen{22.6%) of projected General Fund
revenues in 20£2013. InSan Bernardino, as in communities across California and the
nation, the collapse of the U.S. housing bubble in 28008 led to sharp declines in
home values and significant increases in foreclosures. In turn, as these economic factors
have worked their @y through the property assessment and taxation process, property
tax revenues have experienced decline nationally and in San Bernardino

I n addition to housing market factors, S
revenue to keep pace with risiegpenditures is severely constrained from a structural
viewpoint by Proposition 13 and subsequent related amendments to the California
constitution. Proposition 13 limited the ad valorem tax rates to 1% of assessed value
absent approval of twthirdsoft he ci ty’s voters for a high
limited any increase in the assessed value of real property to the California Consumer
Price Index up to a maximum of 2% per year, the result of which effectively locked in

the total property taxepaid by many California residents to their 19/879 levels,

adjusted by a maximum increase of 2% annuayoperty that changes ownership or

has major alterations may be assessed at current fair market value, and thereafter is
limited to the 2% increasin assessed value per year.

As shown in the graph below, San Bernardi
at approximately $2.8 million in 20082009, and thenfell sharply for the nextwo

fiscal yeas to $6.7 million in 2011-2012. As the 202-2013 ProposedBudget
forecastsno significant recwery in this large City revenue source, the project2d.&

million would still be approximatelyt8% below the levels reached three years earlier.

If the growth rates assumed in the 21716 FiveYear Foecast issued idune 2012

are applied to the 2012013 Property Tax estimat@ropertyTax revenues would not be
expectedto returnto prerecession levels untivell after20142 015 wunder t he
bestcase scenario. Further, at no point during thedast period do projected revenues

come close to the levels that would have been reached had property taxes continued to
grow at an annual rate of 3.0% since 202809, shown in the chart below as the top
dotted line. Given continued housing market weakness and the legal constraints on
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property tax increases in place under the California constitution, property tax revenues
will remain flat for years to com

Table9 — Property Tax Revenug0022003 to 20112012

Property Tax Revenue

$32,788,532.00
$31,429,967.00 $28,815,780.00

$28,239,909.00 $26,965,590.00 $26,867,362.00
$25,820,605.00

$23,093,720.00

$18,574,168.00

$8,787,965.00
,962,053.00
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As outlined above, overall economic recovery remains weak and uncertain, and the
housing market continuge besimilarly challenged.Home prices as of August 221

were still at summer 2003 levels on a national basitown 31.2% from five years
previously (seasonally adjusted; based on a composite of 20 metropolitan areas).

Looking at data specific to San Bernardino, median home sale prices forfaimge
residences within theCity paralleledthe regional aea trends.As noted previously, San
Bernardino median home salpsces remainroughly 4® below peak 2007 annual
levels as oflune2012.

As property values drop, so does property tax revenue. Under Pimp@&@sitemporary
reductions in assessments are applied when the current market value of a property is less
than the current assessed valde. a result othe housingnarket downturn, the number

of revaluations has increased, contributing to reduced pyofax revenuefor many
municipalities, i ncludi ng S-aesiderBia sentar isdi n o .
even weaker, with anticipated softness in commercial property values throughout the
Ci t y’ -2016fiweyearforecast

18



3. Sdes Taxes

Sales tax revenues are another important revenue stream for San Bernardino and account
for 22% of GeneralFund revenuem the 202-2013 Proposedperating BudgetSales

and property taxes combined account for naaljo f S an B @avanzesliké no’ s
property taxes, sales tax receipts hdeelined significanthdue tothe general economic
downturn. The City estimates sales tax revenpeaked in 200896 at $36.7 million. In

20091 0 t he Etaxtplummsetedta $26.4 million. Irecent yearsthe City has
realized growth in satetax receiptshowever revenues remain well below peak levels.
Overall, estimated2012-2013 sales tax revenues remaivughly 29% lower than peak
2006-2006 sales tax revenues 03&7 million.

Table10- Sales Tax Revenue 202903 to 20112012

Sales Tax Revenue

$36,753,095.00
$34,768,847.00 $34,848,749.00

$32,277,342.00,
).894.441.00 $29,589,971.00 $27,050,431.00

$26,024,043.00
$23,612,474.00

$23.796.942.00
$20,412,101.00Q
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Estimated20122013 salestax receipts are projected to reak2v7 million. This figure
factors out a sizeable amount of one time prior year adjustments and applies a 3%
economic growth factor. If the growth rates assumed in the-2012 five-year
forecast issued idune2012 are applied to the 2012013 salestax esimate City sales

tax revenues would not be expected to return to 2008 levels until 201-2014.
Further, much as with property tax receipts, at no point during the forecast period are
sales tax revenues projected to come close to what they would éenehbd growth
continued at 3.0% per year since 2D06.
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Overall,the Administration anticipatemoderate growth ialestax receipts- with 3%
underlying economic growth in 2042013 and growth ranging fro2% to 3% annually
in theout years of the forecast period.

4. Other Revenue Sources

I n the aggregat e, the City’'s other revenu
not hi gh, rates of ov e r-2017 five-gearfornedadt peaod.r o s s
Major categories fothese other sources are outlined below.

Utility Tax & Franchise Feesaccount for approximatel$8.5% of estimatedGeneral

Fund revenues in the 2BP013. The City collects franchise fees from companies using
public property inthe distributionof natural gasandelectricity. The City also collects
franchise fees fromits integrated \aste departmentand cable television providers.
Utility taxes are charged to the users of any given utility (electricity, gas, water,
telephone). tility and franchise fees are less sensitive to the economy than sales and
property taxes, and historically have been consistent sources of revenue for San
Bernardino in general. At the same tirtiesse revenues are not considered high growth.

Similar to other major revenues, Utility User Tax (UUT) revenues have declined
significantly since the peak of 20@®07. This is due primarilyttheCi t y’ s expos
to foreclosures, which were 3.5 times above the national average. The chart below
summarizestheiCt y’ s col |l ecti on of UUT revenues o

Table11 - Utility Tax Revenue 2002003 to 20142012

Utility User Tax Revenue

$25,106,730.00  $24,355,172.00
$24,093,905.00 _ $24.407,034.00 $22,089,888.00  $22,500,000.00
$21,802,368.00

$22,477,545.0Q 522 630,460.00  $22,500,000.00
,204,082.00

(IR R R EERRND
i |

% > o © A ® 9 o N
Y N M S NN > M N N N
] % v v v A% v v v v
v & & & & S N & N 8 N
oS o§ o o o§ o§ o oS N N N
K R R R R R R 2 O 0
& & & F T T g o
X S 1S 1S ¥ S S S S &
N N\ <&

20



C.

Transfersand Reimbursementaccountfor funds receivedby the Genedl Fund from
other City funds through a combination of means,including operating and capital
fund overheadcharges, transfers,and reimbursenents for servicesrendered. The
revenuesn this category carvary significantly each yearand are influenced by the
following: changesin staffing costs, staffinglevels, and the relative proportion of
servicesdeliveredto other funds; the availability of funding in other funds that are
appropriateto transfer to the General Fund; and the performance of Gas Tax
revenues,which are transferredto the General Fund to reimbursethe City for
eligible expenditures.

Business RegistratiofLicensesand Permit Revenuesare generatedrom paymentsfor
the issuanceof Business License Building Pemits, Fire Pemits, and miscellaneous
health and safdy-related licensesand pemits. For most licensesand pemits, the
feeschargedby a given depariment are basedon full recoveryof the estmated costs
for providing eachservice. The demand for theselicensesand pemits, particularly
developnentrelated building andire pemits, are sensitive to econoc downturns.

Other Agenciesincludes revenuesfrom local agencies, revenuesfrom the State of
Cdifornia, and revenue$rom the federalgoverrment. City receves revenuesfrom
the Stateof California in a number of different forms and grantsto deliver services.
The federal goverment also providesgrant funding to support avariety of prograns
and services.

Other Revenuesnclude the following categories: Fines, Forfeitures, and Penalties;
Transient Occupancy Tafther Revenueand Use of Money and Property. While some

of these revenue sources are highly dependent upon market performance, such as
Transient Occupancy Taand interest earnings, the majority of these revenues are not
driven primarily by economic conditions.

General Fund Expenditures

While City revenues have paralleled the weakness in the overall economy, key spending
categories have grown much more rapidlitpacing revenues. Over the past 10 years, General
Fund revenues and expenses have closely followed one another with expenses significant
outpacing revenues since 2007 (see the chart below). City retirement contributions were by far
the primary drives of the City's personnel cost growth across this period. Such benefit cost
growth in excess of revenues has severely eroded the City's fiscal resources for maintaining
staffing, service, and wage levels, and will continue to do so unless steps are taken.
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Table12 - Revenues vs. Expenditures (10 Year)

Revenues vs Expenditures (10 Year)
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—— Actua | Funds dnsilable - Actua ] Deductions FY 2011 is unawdited and FY 2012 is mid-pear projected
The critical takeaway here is that for the City, the cost per employee has been increasing at an
unsustainable rate as personnel costs have continued to increase. This is most apparent when
looking at the budget information as compared to decreasinggmssithroughout the City.

Over the past three years, the City has eliminated 250 positions. Meanwhile, as noted the
comparative pie chart below, General Fund departmental budgets have increased by 27% from
$94.5 million in 20012002 to $127.2 million ir2011-2012. Because the cost of each employee

has risen, the City and its departments have been forced to reduce staff and services in an effort
to budget in balance.
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Fiscal Year 2012012 FY 20032002 General

General Fund Expenditures Fund Expenditures
m Police m Police
61,161,400 42,004,232
48% 45%
m Other m Other
Departments Departments
35,083,600 31,446,995
28% 33%
Total Public Fire Total Public Fire
Safety72% 30,927,600 Safety 67% 21,041,818
24% 22%

T h e (Cbudget is Beavily focused on public services. In turn, governmentatseatelivery

is laborintensive— relying on the City workforce to patrol the streets, respond to emergencies,
provide libraries and communifyrograms and deliver the other direct and supporting services
of San Bernardino.Nevertheless, the City must dorue to seek services delivery efficiencies

in order to continue to provide desired services within available resoufsea. result, and as
noted elsewhere in this report, employee wages and benefits account-toirtismf the 202-

2013 Budget for the General Fund.

Summary descriptions for the major categories of General Fund expenditiessfollows:

Public Safety: This categoryepresent§9% of the 202-2013 Budget and reflects theervices
provided by the Police and Fire Departitee  The majoexpendituresnclude emergency
response tealls for service, fire suppression, emergency medical services, and Police patrol and
investigations.

Non-Departmental: The Non-Departmental category represents 8.4% of the 2012-2013
Budget and includes city-wide expenses The largest componentsof city-wide expenses
include w o r k eompensain payments sick leave cash oud, fleet services, and information
technology

Community Services This category represenfst.@6 of the 202-2013 Budget. It covers
programs such apublic works, parks, libraries, recreation centers, planning and building
development services, and code enforcement.

General Government:This category represends/o of the 202-2013 Budget and reflects the
cost for all management and administrative functions of the City and independent officials,
including Human Resources, Finance, City Manager, Mayomr@onCouncil, City Attorney,

City Clerk, andCivil Service Commission.

Debt Service This category represenfs3% of the 202-2013 Budget and reflects General

Fund costs associated with tdee b t obligations to the City’s
include the City’s 2000Bonds @ublicesafety)f as phatrcesis asn o
included with public safety.
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/1.

PERSONNEL & RETIREMENT COSTS AS A FACTOR CONTRIBUTING TO THE
STRUCTURAL DEFICIT

It is projected that over the next five year
exceed $08 million in all funds with projected annual contributions totalint@$nillion in

20122013, increasing tover $22 million by 2016-2017. This is not the worst case scenario.

Staff was recently informed the CalPERSe of return for its investment portfolio was 1% for
201212 which is 6.5% below the assumed discount rate. This will very likely increase the
City’s future contributions.

This isnot simply a short term issueThese costs are growing at suchaterand are of such a
magnitudethat they require an ewmncreasing share of the City expenditures regardless of the
program or revenue source. Retirement reform is needed for théelongustainability of the
retirement plans and in order to continue tovie even the most basic municipal services to
the public.

For the purpose of understanding the root ca
financi al condition, it iI's essential Othaw unde
Post EmploymentBenefits (OPEB).The key points in this section are the following:

T The City’ s pensiareincreasinglat OrBpitilp accetemsiting rate anld
result in broad i mpairment of the City’'s se

1 The rapid increase in the casft retirement benefits is due, in part, topgroved retirement
pension plans but al so to numerous factors beyond
investment losses, the likelihood that the plans will not attain current investment return
assumption, actuarial losses, changes in actuarial assumptions based on experience, and the
increasing number of retirees relative to active employees;

1 The expected changes in GASB pension accounting rules, while not directly addressing
changes in funding, will mort additional liabilities by requiring public entities to more
accurately portray their pension liabilities;

1 The impact of these factors will worsen over time and contribute to a dramatic increase in
the unfunded liabilities of the plans, with a resultragid increase in annual retirement
COSts;

1 The increased retirement costs that the City will experience are unsustainable; and therefore,

1 Immediate, major intervention is necessary now.

A. Overview of Pension Benefits

The City provides a pension benefit farsted employeeshose with5 or more years of PERS
service creditbased ontheme mber ' s year s of smgerhighestyee aand h
compensation at the time of retiremerBecausete City Charter doesot include language
regardirg retirement plansthe employeelabor groupswere successfiyl able to negotiate
enhanced pension programs through labor negotsatiome n t h e Cand netiresnent o f f e
fundswere flush Listed below is a brief summarybfhe Ci ty’ s enhanced r et
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Tablel3-Enhanced Pension Formulas for t he Ci

Police and Fire Non-Safety

Age and Years of Age 50 with 5yearsof service Age55 with 5 years of serge

Service Eligibility

2.™ofhi ghest y{

F 3%ofhi g h e s tcompgnsaionfor each year
ST e L of service compensaion for each year of
service
M;:r']r;lijtm 90% of final compensaion 90% d final compension
COLA Guarareed 2% per year Guararteed 2% per year
] Averagebase pay ofemploye e highest12 Averagebase pay ofhighest 1 2
Final ) h perodwith th i month perod with the Gty;
Compensation colnsecutlve month perod wit tl e Gty doesnotincludeovetime or
excludesovettime andexpenseallowances specilty pay
Date of
Fiscal Year 200D2 Fiscal Year 20008

Implementation

To reduce the future cost of employee pension benefitsMéngr and CommorCouncil,
through labor negotiationsmplemented the following secoitiér of pension plans for safety

and norsafety employees.

Police and Fire Department Retirement Plan

Base .
Formula Benefit Year of Change
3% of final At 55with 5 years of serice 2011

Age and Service

Requirement compensaiton for
each yearof service

Miscellaneous City Employees Retirement Plan

Base
Formula Benefit Year of Change
2% of final i i

0 At 60 with 5 yearsof sewvice 2011

Age and Service

Requirement compensaiton for each

year ofservice

In additionto the plans aboveetirees receive amnnual 2% cost of living adjustment (COLA),
regardless of the CPI or the state of the retirement funds. This guaranteed COLA was added to
the plans many years agmcreasingto the total cost of the Police and Fire Plan and the

Miscellaneous Plan.
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Pensions are paid out of retirement funds administered by the California Public Employees
Retirement Systen{CalPERS) The plan is designed to prefund pension benefits, meaning

annual contributions made caccerdby bothiihe City anad the e o f
employee) along with investment earnings are expected to pay for all future pension benefits.
The “nor mal cost’” of pension benefits refer

empl oyee’ s cur r en paratg arm raparb from she normak est, addit®real
payments may be necessary due to market losses, retroactive benefit enhancements, unmet
assumptions or other circumstances that may result in plan underfunding.

B. Overview of Other PostEmployment Benefis

The City’'s retirement p | eemmoymant bemefitsp (OBEB) d e f
specifically retiree medical and dental coverage. Generally, employees are eligible for retiree
medical insurance coverage aftetirement from public service Employees are eligible to

retire at preMedicare ag€55 for Miscellaneous and 50 for Police and Fire), which contributes

to the significant cost of the benefitor 339eligible retirees the benefit cover$® a majority

of retireesand $00 to $450 based opears of service for retired police officers cover

monthly premium costs for healthcare insuran8dew eligible policeretirees receiva similar

benefit as activgeneralemployees. This is an anomaly, since retiree healthcare benefits are
commonlyless than what is provided to active employees.

The OPEB plans are funded through separate trust funds associated with the reptament

The plan las an independent actuarial analysishich establishes theontribution rates and

funding levels. Unke pension costs, retiree medical costs are limited to fixed dollar amounts.
Currently, the City’'s OPEB benefitsasyanga unf L
basis. Annually, the City pays roughlyg2B,000towards OPEB obligationLurrently, the

unfunded liability for OPEB benefiis $61 million. Si mi | ar t o pensi ons, th
go OPEB costs are also steadily increasing. The Chart below provides estimated growth in pay

go costs over the next ten years.

Table14 — Other PosEmployment Benefits Annual PayGo Estimates

Fiscal Year Pay-Go Total $ Change From % Change From
2010-2011 2010-2011

201011 $628,000

201112 $738000 $110000 18%
201213 $855000 $227,000 36%
201314 $975000 $347,000 55%
201415 $1,099000 $471,000 75%
201516 $1,220000 $592000 94%
201617 $1,344,000 $716000 11%%
201718 $1,470,000 $842000 134%
201819 $1,603000 $975000 155%
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Table16— CalPERS Actuarial Valuation RateSafety Plan

Fiscal Year Employer Employee Benefit Unfunded
Liability
2012-13 30.11%% 9.00% 3% @ 50 $87,479,247
2011-12 28270 9.00% 3% @ 50 $81,636,613
2010-11 23.10%% 9.00% 3% @ 50 $55,738,948
2009-10 23.358% 9.00% 3% @ 50 $51,811,181
2008-09 24.00%% 9.00% 3% @ 50 $50,058,297
2007-08 18.600% 9.00% 3% @ 50 $83,165,714
2006-07 26.882%%0 9.00% 3% @ 50 $80,042,391
2005-06* 26.673% 9.00% 3% @ 50 $72,805,694
2004-05 27.3868% 9.00% 3% @ 50 $59,128,137
2003-04 20.902%0 9.00% 3% @ 50 $17,457,260
2002-03 12.61%% 9.00% 3% @ 50 $(6,953487)

*City issued $98.4million in pension obligation bonds (not included in the unfunded liability)

As set forth below, in 200Q001 City pension contribution rates are/% of pay for
Miscellaneous and4% for Police and Fire.For 20122 0 1 3 , however, the Ci
rates are expected to increas%o of pay for Miscellaneous and 8% of pay for Police and

Fire.

Tablel17 - City Contribution Retirement Rates (as a Percent of Payroll)

2000-2001 2012-2013
Miscellaneous 7% 25%
Safety 14% 3%
D. The Primary Cause of the Dramatic Increase in Retirement Costsis a

Significant Increase in Unfunded Liabilities

It is important to recognize that the problems leading to this huge increase in retirement costs
cannot be addressed by continuing withibess as usual. Absent major changes in the pension
and OPEB programs, retirement costs will overtake available resources, rendering the City
unable to provide even the most basic services to the public.

In general, the increasing costs of pension benafi¢ attributable to a dramatic increase in the

pl ans’ unfunded l'iabilities. Because unf uil
remaining life of a retirement plan, the amount that must be contributed to pay off that liability
must also increase.

1. The Citybds Unfunded Liabilities
a. Unfunded Pension Liabilities

The most current esti mat e 69592miHbe. IBi ty’ s
other words, there should #959.2 million® i n t he bank?” to as
funding for pension promises already madeHowever, the two plans had a
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combined$639.7 million in assetsrharketvalue)or $319.5million less than what

was needed. Thus, using the market value of assets,Cihg y’' s unf ul
liability for both pension plans totaled approximatedl $5million as of June
30, 20D.

b. Unfunded OPEB Liabilities

Unlike pension benefits, which have traditionally béended during the working

life of an employee, littlanoney was set aside to pay for retiree health benefits
even though, |l i ke pension benefits, an
adoption of Statements 43 and 42004 demonstrated, when actuarial studies were
required, many cities and caigs found they had a very large liability. In San
Bernardino’ s case, t hi s$6lhmdl®n im enfundedt e d |
liabilities as a result of promised OPEB benefits.

c. Funded Ratios have Significantly Declined

Adequate funding of a retireme plan is often viewed as a percentage of full
funding. As noted earlier, a plan that is fully (100%) funded has all of the assets
necessary to pay for the present value of all benefits already earned. The funded
ratios of retirement plans have falldramatically and arene of many significant
issuedacingmany municipalities throughout the State.

2. UnderlyingCauses offte Increasen Unfunded Liability

There are four major causes of this increase in unfunded liability:

1. Timing of increases in benefits beyond the bagsi@ns which were not paid for
during the working lives of employees receiving benefits;

2. Investment losses, leading to a failure to meet earnimqgEctations on plaassets;

3. Actuarial changes iactuarial assumpti@based on experience, includingreased
longevity; and

4. Anincrease in the number of retirees and the size of their pensions.

These factors have combined to take the pension plans from being at or above full
funding levels during the last decadeb@mngunderfuneédnow.

E. The Impact of EnhancedBenefits

Over the years, the City Council has increased pension benefits from the basic levels. These
changeswhich includedincreasesn pensionformulas (age at retirement, years of service,
multiplier, and calculationof final compensationpccurred as a result of bargaining with
employee labor groupsThe impact of these changes cannot be overstated.

Importantly, in the case of virtually evepension improvement, thenhancedenefits have

been applied to an employee’s full service
before the change. These retroactive adjust
liability. As an exam[e, consider an employee whose pension formula is enhanced after 29
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years of service. For this employee, the City and the employee had contributed to the plan at the

| ower rat e for 29 year s. Then, t he empl oye
retroactively, regardless of years served under the lower benefit plan. Therefore, neither the
City nor the employee contributed to the plan 28r years at the level necessary to fund the

higher level of benefit that this employee will now receive for @lly8ars of service when the
employee retires a year later. This difference gets added directly to the unfunded liability.

1. Pension Formulas

With respect to pension formulas, the most dramatic changes have occurred in the Police
and Fire Plan. Currently, they may earn up to 90%hei final salary. In addition, the
minimum retirement age has been lowered from 55 to 50 and changed the
detemination of final compensation from highest thyear average compensation

to highest 12month averag compensation for both plans.

2. COLA

The cost of living allowance (COLA) guaransamnnual cosbf-living increases, even in
the first year o The meremb £/stesn’ provides that allnpensions
receive an automatic 2% increase, regardless of actual changes in the cost of living.
Because the COLA is effective on a datetain for each plan, a Police and Fire member
can retire on January 31st at 90% of salary and on FebruartHesiCOLA adjustment
effective date-receive a 2% increase, resulting in a pension of 82ffal salary.

3. Other PostEmployment Bnefits

At the time Other PosEmployment Benefits (OPEBWere granted, their cost was
minimal, and it is safe to assume that no one involved fully anticipated thd&diong
consequences. Over time, of course,ahmunt paid and the number of retirdes
increagd and the problem is compounded by lower retirement ages, meaning more
years before a retiréie covered by Medicare. As a result, as noted previously, the
City has an estimated Hénillion in unfunded liabilities resulting from promised
OPBEB benefits.

F. Failure to Meet Earnings Expectations

The cost of increasing pension benefits was masked, to some degree, during the decade
preceding2008 because of rising equity markets leadingitscellaneouglan becoming fully
fundedand the safety plan in a well funded statu$owever, with the recession beginning in
2008, the plans became underfunded rapidly and are not expected to asgotere soon

One of thevariables responsible for the increase in unfunded liabilitiehésfailure of the plans

to achieve the annual earning assumptions on wthieli have been premised. Until 280
CalPERSassumed earnings of 8.25%hen it began phasing in a reduction of the earnings
assumption to 7.75%. From 2ZBQOMR to 20082009, muchof the new unfunded pension
liabilities were caused by investment losses and adjustments. As this report goes to publication,
the CalPERS Board has adjusted its assumed earnings rate to 7.50%.

30



Even strong returns are unlikely to be able to make up fenteunarket losses. During 2609
2010, each plan saw strong net investment retu?¥s for both Miscellaneous and Police and
Fire. Positive returns were realized in 202011. However, it would take extraordinary returns
over a sustained period to make fop the very severe losses in calendar year 2088d few
are predicting such returns. Indeed, even the very positive returns for2@010have
undoubtedly been eroded by declines in the equities markets since June 2011.

Nationally, the trend for earmjs assumptions has been downward, raflec{a) the lower

yields on bonds comprising 3% of pension portfolios, and (b) reduced expectations for
equity (stock) investments given the global overhang of sovereign and consumer debt. If the
CalPERSBoard reacs to this by reducing the actuarially assumed investment rates of return
below its current level of 7.5%he UnhfundedActuarial AccruedLiability (UAAL) for the plans

would increase because the difference would need to be made up in contribQtiotie other

hand, if theCalPERSBoard were to leave the earnings assumptions unchanged, and the actual
rate of return on invested assets falls bel
increase due to the disparity between actual investmenttsemull the actuarially assumed
investment rates of return.

Either way, the amortization of those diffe
contribution beyond current projections.

G. Increase in the Number of Retirees

Another factor in the inease in pension costsand one that willikely worsen significantly
over time— is the rising number of retirees relative to active employees. indneasingratio
creates a risk of even higher future contribution rates. This means that the anht@mipeys
down the unfunded liability is spread across fewer active employees

In San Bernardino, as the number of active employees as a percentage of overall pension plan
membership has decreased, the paymeatgetirees out of the plans havexceeded
payments by active employees into the plans. The negative effect of this maturation of the
plans during a down market cannot be overstated. As a result of the confluence of events, the
impact of negative investment performance is exaggeratedulse the system has a negative

cash flow. With not enough new money flowing in, the system is forced to sell assets at

hi storically |l ow values, when it should be *
recovery. Now the cost of recoverirmgrin a recessionary market decline escalates.

H. Conclusion

Without compensatiorreforms, pension and OPEB contributions are expected to amount to
roughly 14% of total General Fund Expenditures by 2B 6 totaling about$24 million
(excluding pension obligation bond debt)

I n absolute doll ars, San Bernardino’s Generz:
$6.2million in 2000-2001 to L9 million by 2012-2013, and are projected to rea$B2.6million
by 20152016 if no reforms are adoptedn total, a 8.6 million increase in annual spending.
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Unsustainableompensatoc o st s are not San Bernardino’s p
have gynificantly increasedacross the country. Concern abdiow to pay for retirement

benefits is a national issue. What is important to grasp from these increases is that the City has
worked very hard to absorb these increases to date. There have been severe consequences to this
as we find ourselves facing Gtar 9 Bankruptcy.
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V.

EFFORTS TO ADDRESS THE FISCAL CRISIS AND CONSIDERATION OF
ALTERNATIVES TO CHAP TER 9 BANKRUPTCY

The City has made reasonable efforts over the last several years to address its fiscal situation,
and continues to dgo. Most recently, the Mayor and Common Council adopted a Fiscal
Emergency Operating Plan to address the Cit
below, the City has consideredand continues to considerother proposed solutions for
addressinghte rising personnel costs. However, it must be noted that the skwetempacts

are in fact another alternative, albeit one with potentially unacceptable consequences since the
City will be rendered unable to provide basic municipal services. Tireasidliation will be the
unacceptable outcome if the City does not swiftly address the fiscal emergency and reduce its
operational costs.

The City has also considered and is pursuing other ways to control costs and avoid unacceptable
service cuts. Some dfiese are discussed below. Ultimately, even if the City is successful in
achieving all of the ways to control costs outside of changes to retirement benefits, they are
insufficient to solve the crisis.

A. Past Budget Wor kshops and tydise andCi t y 6
Recommendation for Budget Sustainability

Over the past decade, the City has balanced General Fund budget shortfalls through a
combination of strategies, including cost reduction strategies and revenue strategies. Given the
sever ity aifentfifarcial Conditipn asd immediate cash flow issues, it is no longer
feasible to rely on these strategies alone to balance the budget without reducing services and
seeking Chapter 9 Bankruptcy protection.

On April 3, 2012, and July 09, 2011, thetyCManager presented opportunities and options to

de al with the City’ s rapidly declining fisc
should be noted that the Common Council has subsequently provided additional direction on
materials presented. Thecommendations contained in the presentations were designed to
balance cost reduction strategies and revenue enhancements. Following is a discussion of those
strategies, some of which have already been implemented.

1. Cost Reduction Strategies

The budgetworkshop and Budgetary Analysis and Recommendation for Budget
Sustainability Plan identified several strategies to reduce costs, including departmental
cuts, reduced compensation for existing employees; reduced costs for sick leave
payouts, vacation buybks and overtime pay; and cost sharing of retirement obligations
necessary to avoid further increases in retirement costs. Through bargaining, the City
achieved a 10% total compensation reduction from most employees and established a
two-tier pension plarfior new employees. Although this reduction saved approximately

a net $10 million per year, it is not enough to resolve the continuing increases in
retirement and operational costs.
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As part of the Budgetary Analysis and RecommenddtoBudget Sustainability Plan,

the City is pursuing the elimination of sick leave payouts, reduction in overtime and
elimination of sellback programs. The City is meeting and conferring with the rest of

the bargaining units and will continue to do satlgh the bankruptcy process. It is the
Admini stration’s goal t o phase out sel ||
identified in the Budgetary Analysis and Recommendation for Budget Sustainability

Plan during this round of negotiations.

Although the saings above identified in the Budgetary Analysis and Recommendation
for Budgetary Sustainability Plan are significant, the most significant are cost sharing of
retirement benefits, which will require successfllective bargaining.

2. Revenue Strategies

The Budgetary Analysis and Recommendation for Budgetary Sustainability Plan
identified the following revenue measures: (1) Real Property Transfer Tax; (2) Utility
User Tax Modernization; (3) Transient Occupancy Tax; and, (4) 911 Communications
Fee. Eaclof these revenues measures, however, would require voter approval.

It is important to note that the City’ s &
severely constrained by the California Constitution, as modified by several statewide
ballot measres, ranging from Proposition 13 in 1978, to Proposition 218 in 1996, to
2010 s Proposition 26.

Proposition 13 limited the revenue that cities may receive from property taxes by
capping both the assessed value of property and the tax rate allowed. itlBrod@s

al so i mposed a requi rement t hat -thtdspeci a
supermajority of voters. In 1984, Proposition 62 extended a voter approval requirement
to “gener al taxes”’ i mposed by <cities.

res rictions on cit i e srelated feas, raaffirgnedtvater dppngvad s e |
requirements for all taxes, and granted voters the right to repeal or reduce taxes or fees
through the initiative processAlthough Proposition 218 continues to beenpreted

through the courts, it is clear that it has created an additional significant barrier for local
governments in attempting to control financial outcomes.

Proposition 26, t he most recent restrict
extendedot er approval requirements to “regul e
taxes. An example of a regulatory fee is a fee imposed on manufacturers of products
containing lead to fund health services and mitigation of the environmental impacts of
lead. By requiring voter approval for such fees, Proposition 26 significantly restricted

one of the few remaining options for cities to raise revenue.

A challenge facing Mayor and Common Council whenever evaluating whether or not to
place revenue measures dref the voters is how to weigh the marginal support typically
seen in prevote surveys. In judging whether to place a measure before the voters, the
Mayor and Common Council must weigh the likelihood that marginal voters who are
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“l eaning” I rmeasute pwill ovote in favior o the measure, against the
knowl edge that the City generally wil!/l on
any particular revenue measur e, and that
whether it wins or los According to most well regarded advisory firms, once voters
reject a measure, it is often significantly more difficult to pass in a subsequent election.

In other words, the likely chance of passage is reduced once a ballot measure has been
rejected. These combined concerns have prompted the Administration to take a cautious
approach when considering recommending revenue measures to the Mayor and
Common Council.

Following is a discussion of each of the four potential tax measures included in the
Budgetary Analysis and Recommendation for Budget Sustainability Plan.

Real Property Transfer Tax

In California, localities includingan Bernardindave imposed a tax on the transfer of
property located within the city. The tax, known as the documentary transfer tax or real
property transfer tax, is largely based on the federal documentary stamp tax, which was
repealed in 1976. In California, counties and cities have been authorizeuoei tax

on deeds of transfer of realty located within such county or city. The amount of the tax is
based on the consideration or value of the realty transferred. The current County rate is
one dollar and ten cents ($1.10) for each one thousand d&14€80) of value. Of that
amount, the City receives $0.55 and the County receives the remaining $0.55. Charter
cities, however, may impose transfer taxes at a rate higher than the county rate. The
transfer tax must be paid by the person who makes sigssues any document subject

to the tax or for whose use or benefit the document is made, signed or issued. Real
Estate Transfer Taxes, authorized as documentary transfer taxes by the California
Revenue and Taxation Code on the sale or transfer of i@ty are currently levied

by all counties and many cities.

Real Property Transfer Taxes may be applied onhgdmentialsales or to other types of
real estate transactions includiogmmercialand industrial sales. Revenue raised from
the Real Property Transfer Taxishd d t o t hemlFnd.t y’' s Gene

It is recommended the City Council consider implementing a rate of $5 per $1000 of
value to provide a base level of funding necessary to deliver essential services to the
community. The proposed rate would gereratughly $3 million annually.

Utility User Tax

Many cities charge a tax on utilities, ranging up to 9.5% (Huntington Park). San
Bernardino currently charges 7.75%Each 1% increase on utilities currently taxed
(telephone, cable, electric, and gas) would yield approximately $3 madinoually.

Each 1% on utilities not currently taxed (sanitary sewer service, sanitation, refuse
collection) would yield several hurett thousand dollars annually.
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Utility user taxes (UUT) are paid by San Bernardino residents and businesses and are
collected by the utility providers who serve them. The utility then remits the tax
payments to the City. Annual revenue in FY 2Q10from utility user taxes (electric,

gas, cable, land line phone, and cell phone) was $22 million. The City has made annua
revenue projections considering possible tax increases at 1% and 2%. Further, sanitary
sewer service, sanitation, and refuse collection are currently not part of the utility user
tax. The City may want to consider modernizing and expanding the utibtytas to

cover utlities not currently included.

A utility user tax increase can only be voted on during a general elecAosimple
majority is needed unless the City Council declares a fiscal emergency and puts the
potential tax increase to a vote ohgr a special election. It should be noted that costs for
special elections are higher. For San Bernardino, a special eleostmapproximately
$200,000.

Transient Occupancy Tax

The Transient Occupancy Tax (TOT) is a tax charged on hotel stays. Saarddern
presently has a TOT rate of 10%, which is the County average. In the San Bernardino /
Riverside County area, some cities charge as much as 12.7% (Palm Springs). For our
City, TOT generates just under $2,500,000 per year in revenues, meaningcthdfe

of the tax generates about $250,000.

Increasing the rate by 1% would put the rate at the highest level in the County and
would generate only $250,000 in revenues. There might also be some negative impact
of the higher tax rate on occupancy ratethatlocal hotels and spas. For these reasons,
we are not recommending an increase of the existing TOT.

911 Communications Fee

Whil e often called a “fee,” this potentia
approval. A 911 communications feeuld yield approximately $6.7 million a year.
The tax would be charged on most personal and business telephone lines and cell phones

in the City. Some exemptions typically exist, mainly relating to customers on lifeline
service and service to ngmofit organiations and government offices.

The City of San Jose hasplementedhis fee and estimates that approximately 90% of

the phone accounts in their community are taxed. The justification for charging a fee to
telephone subscribers is that only peoplbo have telephones can call 911 for
emergency services. As stated in the San
service derive significant benefits from ongoing operation of the modernized integrated
system installed at the San José Emergency Comimaat i ons Center” i
more efficient dispatch of sepgs to a 911 emergency request.
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B. Best Cases Revenue Scenario Does Not Solve the Problem

Certain measures included i n t he City’' s B u
Budgetary Sustainability Plan have been considered by the Mayor and Common Council in
recent years. While approval of all the measures would provide substantial new rdeehaes

City, placing multiple revenue measures on the same ballot is likely to reduce support for all of
them. However, it is important to note that, in the context of declaring a fiscal emergency, all of
these potential revenues together would only @aabout $12 million annually, which would

only cover approximately 27% of the FY 2013 projected shortfall.

1. Other Revenue Alternatives Rejected

While not included in the Budgetary Analysis and Recommendation for Budgetary
Sustainability Plan, thAdministration has also reviewed political and voter support for

a number of other potential revenue measures, none of which has demonstrated
sufficient support to merit serious consideration. Among these are:

1 General purpose taxes requiring a simpleamity] to pass:
E | ncrease in th&ales Tax

1 Parcel taxes requiring a sup@gjority (twothirds) to pass:

E Parcel tax supapdenetgendi ti amdstapgadti ng” :
E Parcel tax to,swampmorott hepolcirdd, cfailr seer v
E Parcel taxto help maintain City library services:
E Parcel tax to “protect and maintain C
street and park maintenance, traffic signals ar@hdway markings
mai ntenance”:
E Parcel tax to “pr ot e ewicealikedpolioegpatols-8i n p u
l-lemergency esponse, and fire protection”:

2. Spending Down Reserves

In a time of fiscal crisis, the use of reserves is one of the options to consider as a short
term approach to bridge funding gaps in order to confomaeiding essential municipal
services. The City has drawn down its reserve levels over the last several years, and this
practice has proven unsustainabl e. Effe
equivalent to those of a homeowner drawing dowmftheir savings account to pay for
monthly mortgage and grocery bills that exceed their regular paycheck. So long as the
savings last, such a practice can buy time to either find a better paying job, and/or to cut
down on monthly expenses. Because iingeht changes were not made with such
recurring income and spending, the City’s

The Administration strongly believeselCity needs to implement strategies to restore
reservet o address any wunforeseen circumstanc
Without these funds, the City would not be equipped to address significant unforeseen
expenditure needs or to offset large drops in revemug® future It is imperative hat
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the City be in a position to meet its financial obligations each year and must prudently
plan to do so.

There are strong budgetary and strategic reasons for the City to maintain adequate
reserve levels and to avoid using d@mee funds to balance theubdiget. More
importantly, because this deficit is structural in nature and because reserves by definition
are onetime monies, the City would simply be shifting the budget problem out one year.
Then, the City would be worse offie following yearas it would have to not only
resolve tie added gap, but it would also have no reseoresnetime moniego balance

the budget or to address unforeseen circumstances.

C. CONCLUSION

The City of San Bernardino faces a fiscal crisis of staggering proportions. Cithdas
attempted taelose budget shortfalls every year for the past decade, largely through reductions in
staffing andonetime revenues Citywide staffing levels have dropped Aimost 20% irrecent

years, reserves have been fully depleted and Gdrandl cash is negative $18 million

Despite these reductions, the City Persoomelst of
costs are the major factor driving the increased cost of providing services. Expressed as a
percent of payroll, retireméncontribution rates havéncreasedfrom 7% of pay for the
Miscellaneous Retirement Plan aivPb for the Police and Fire Retirement Plan to a projected
25% of pay for Miscellaneous and more thH2®% of pay for Police and Fire. In other words,

for every $D0 paid for police and fire payroll, the City will be required to pay an additicztal $

to $39into the retirement system

As a result of these increasing costs, the City projects budget shortfalls for the foreseeable
future. Those shortfalls are anticipdtto grow on a cumulative basis, if no corrective action is
taken, from$40 million in FY 201213 to over 85 million by FY 201516. Absent a dramatic
change to the accelerating cost of employment, the City will have to close these budget gaps by
cuttingand potentially eliminating already reduced services below acceptable levels.

For all of the foregoing reasons, the Administration recommeticde Mayor and Common
Council adopt a resolution of fiscal emergemaeyl seek Chapter 9 Bankruptcy protectiased
upon the need to find and implement solutions that may redb&eassistance from the
Bankruptcy Court.
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BUDGET & OPERATIONAL RESTRUCTING PLAN
A. Preliminary Fiscal Year 201213 General Fund Budget

The Preliminary FY 20143 Gereral Fund budget of $166.2 million represented a baseline
budget, which is a continuation of the status quo with projected increases in pension costs and
other postemployment benefits, one time equipment purchases, as well as other services and
supplies hat must be purchased by the City to maintain the current level of service. The
estimates in the Proposed Budget assume the restoration of the employee concessions, many of
which have expired, and do not include Cost of Living Adjustments (COLA) or other
compensation increases such as step increases.

Appendix A is the Proposed FY2013 General Fund Budget, which reflect2%.9million in
revenues, not including transfers, arddt$.9million in department proposed expenditures. The
budget includes the &wmary of Revenues, Expenditures, and Changes in Fund Balance,
Requested Budget by Department including Line Iltem Detail, Salary and Benefit Schedules by
Department, and Department Organization Charts.

Key expenditure assumptions for FY 2612 include:

9 Significant restructuring is proposed in each department (detailed below). Overall, the
Administration is seeking a 30% reduction in expenses to balance General Fund expenses
with estimatedesources in this fiscal year.

1 CalPERS costs are drivenbytha$te’ s actuarial report that i
discount rate for investment earnings which contributes to a 14.4% increase in costs for FY
201213 and a 4.6% increase from FY 2012 to FY 201314. Lower City payroll will
drive up part of the &IPERS liability rate that pays off the unfunded liability. The major
risk is additional reductions in the discount rate and/or CalPERS invespedotmance
which would drive employer rates up furtheEuture labor negotiations aourt rulings
couldr esul t i n c¢ han gaasedto @tireméneber@fitss y’ s costs r

1 Increases in salaries in FY 2013 is the result of absorbing the costs related to safety
personnel that had been paid by grants in the past. Changes in safety grant funding have
occured since the preparation of budget documents. The impact of these changes will be
addressethter in this report.

1 Employee health care costs asimated to grow by 5%There is the risk thduture labor
negotiations oraurt rulings cou result in Iigher City costs.

1 Other Post Employment Benefibsts continue to increase. The June 30, 2009, actuarial
report assumes annual growth averading 9% over the next 5 years.

1 Net debt and equipment lease costs are projected at $5,185,548.

Key revenue assaptions for FY 201213 include:

9 Pursuant to theevenues budget, property tax will increase in FY 2022y 4% The FY
201213 estimatesvaspr ovi ded by HdL, t h e LGokingyforward,pr op e
Proposition 13 will hold down property taxagvth as the annual assessed value adjustments
of properties, which are already selling at deflated levels, are limited to the lesser of the
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change in the California Consumer Price Index (CPI) or two percent, unless Sald.
prices will depend on the etat which the market recovers and whether trends shift to
renting closer to work, rather than owning property farther away from work. Thedong
trend is a straight line, although it is anticipated there will be short term fluctuations.

1 Sales tax idased on HdL estimates through FY 2d8, and assumes 3% annual growth
per year. Longerm CPI growth is projected at 2.5%. The shift toward-tasable services
and nonrtaxed internet sales will hold down growth over time.

1 There is no growth projectddr the Utility User Tax as increased utility costs, which would
generate more revenue are negated by increased user consemateomt properties as a
result of foreclosureand cost savings measures.

1 Business Registration Fees are projected to growir%Y 201213 due primarily to
increases in sales and business to business activity.

1 The Franchise Tax is subject to similar usersewwation and technology trends, and
therefore, is anticipated to be flat when compared to previous year revenues.

1 New revenues which may be considered and approved by the Mayor and Common Council
in the future aren’t included because no ne
if approved, new revenues would not be realized until some future date, or would not be
immediately available.

B. Fiscal Year 201213 General Fund Reduction Methodology

Given the limited resources to the City, the recommendations that follow include profound
budget cuts that in many cases will have significant impacts on service delivery taryd’ Cs
employees. Given the significant cash flow problems facing the City and immediacy of the
problem, the Administration was unable to engage the community in the process of prioritizing
programs and services prior to making recommendations for sentie Despite the inability

to engage the community, the Administration has worked to minimize the impact and preserve
basic services to the community.

The following core concepts have guided the development of the Proposed FY2BlLidget:

Priority was placed on fronline public safety services;

Basic levels of infrastructure and public property maintenance were preserved,;

As many basic programs and services as possible were retained,;

Minimum levels of leadership and administrative support waeéntained to the extent
practical; and

1 Opportunities to build operating reseryeggin to fund unfunded liabilities, amol address
the cash deficiwill require additional cuts, and therefore, the Administration will seek
further policy direction fronthe Mayor and CommmoCouncil in the near future.

= =4 -4 =2

The Proposed FY 20123 Budget is a balanced approach which reduces overall General Fund
expenditures from the preliminary budget of $166 million td32million. Recognizing that,

the Proposed Budget fosed on the elimination of specific nessential programs and services
and related personnel costs.

Key elements of the Proposed FY 2al2Budget include:
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Eliminationof midmanagement positions in the City Ma
the Grants Coordinator position to theParks, Recreation an€ommunity Services
Department.

Exi sting personnel in the City Manager ' s
Economic Development programs as a result of the State dissolution of Redevelopment
Agences.

Consolidation of the Finance, Information Technology, and Human Resources Departments
into an Administrative Services Department resulting in the elimination of two Department
Director positions.

Admi ni strative posi ti ons reirgsporsiblefor Meghbmrhdod Of |
services and environmental programs and projects would be eliminated and the duties
absorbed by the remaining pe.rTheotwaOpdration n t h ¢
Phoenixsiteswould beeliminated.

The Code Enforcemenfunction, which is currently in the Community Development
Department, would be moved to the Police Department to provide greater efficiency and
coordination of the various emttement functions.

Disaster Preparedness, which is currently in the Fire Depatinwvould be moved to the

Police Department to provide greater organizeti@wareness and preparedness.

The Community Development Department would assume responsibility for the Housing
functions previously handled by the Economic Development Agencywhat recently
dissolved by the State.

Responsibility for t he maint enanstriets, mafk t he
maintenance, and street tree maintenamegdcbe moved from th@arks, Recreation, and
Community Services Department to the Publiorks Department and the work would be
contracted with private vendors.

Custodial services throughout the City would be contracted with a private vendor.

Wor ker s’ Compensation and Risk Management
party administratoto reduce costs and enhance efficiencies.

Essential services such as frdinke police and fire personnel are preserved; however, cuts to
proactive policing and fire prevention programs, parks, community development, libraries,
and public works progranee substantial.

Personnel reductions and organizational restructuring are estimated to reduce salary and
benefit costs b$15.66million annually.

Preserving Essential Safety Services
1. Fire Department

Continued cuts to the Fire Department will havgegative impact to internal operations

and will affect the residents of San Bernardino. However, the Administration and Fire
Department Management, have the responsibility of taking the necessary actions to
insure the City will continue to provide essahservices to the public for the long term.
Neverthel ess, cuts to public safety <can’
necessary but predt cuts will have to be made.
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Fire Department Comparisons

To put the proposed cuts in context, Fire Management staff researched two cities that
have filed bankruptcy in California. The comparison is based on how the cities of
Vallejo and Stockton managed their fire departmerity to and after bankruptcy.

VALL EJO- Upon entering bankruptcy, four ¥ a | | eightdite stations were closed.
These closures caused daily fire suppression staffing to be reduced from 28 to 15 on
duty personnel.Vallejo hassince reopened one fire station after obtaining a SAFER
grant.  (Information obtained through personal contact with Vallejo Finance
Administration Staff and a National Public Radio-{Dre Report 927-10)

STOCKTON- Stocktonhad a fire department that was similar in siz&am Bernardino
and a population thatsi larger by approximately 100,000 people, with similar
demographics. Two years gg8tocktonbegan by eliminating a fivperson truck
company and followed that by closing a fgqperson engine company. TIi@ty of
Stocktoncontinued budget cuts by redugithe 13 remaining engines to thigerson
staffing and three truck companies to fqarson staffing. This resulted in 36
firefighters being laid off. (Information obtained through personal contact with Dave
Rudat, Interim Fire Chief, on July 13, 2012)

In addition to the above, Vallejo and Stockton Fire Department employees gave up
significant salary and/or benefits, either prior to the bankruptcygfdinas a result of the
filing.

Sever al of the City’s nei ghboppressianstéfiing e de
the last several years:
1 Colton Fire Department has eliminated an Engine Company, paramedic squad, and a

Chief Officer position

1 Rialto Fire Department eliminated an Engine Company, 2 Chief Officers, and the
Fire Marshal position

1 Redlanddg-ire Department has eliminated 3 Chief Officers positions

1 Loma Linda Fire Department eliminated a Chief Officer position and is sharing
administrative duties with the Colton Fire Department

Prior Budget Reduction Actions

Like other City departments, thei r e Depart ment’ s cuts began
from the fire management group and then continued with various concessions from all

the employee groups within the Fire Department over the following years. Personnel
cuts have also been made durinig time period and have resulted in some unavoidable
negative impacts.
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Fire & EMS Program - Eighteen firefighter positions have been eliminated, this
resulted in six engine companies being reduced fromgdetson staffing to threperson
staffing. Currently, only two truck companies and one single engine comparyuna
person staffing. Tki equates to an 11% reduction in fire suppression personnel
compared to 2008 levels.

This has caused firefighting companies to lose efficiency on the fireground, as well as

ot her emergency incidents they respend to
with | ess” and have done a terrific job.
National Fire Protection Association (NFPA) is for engine companies to be staffed with

four peopl e. The City’'s goal was to wor

dowrturn in the economy. The Administration and Fire Management recommend the
City continue to seek the NFPA recommended level of four personnel pgrangm
when financially possible.

Chief Officers- A total of three chief officer positions (Deputy Chief,d~Marshal and
Training Division Chief) have been vacated. These vacancies became effective with the
action the City Council on July 2, 2012. This has resulted in a daily staffing level of one
Fire Chief during the day and two Battalion Chiefs workingdeh@ur shift schedule.

Prior to this cutthere had already been a reduction of one Chief Officer Position and a
management rerganization to handle the responsibilities in a safe and effective
manner. Th currentmanagemenstructureof the Fire Depamentis unsustainable for

any length of time. The Deputy Chief and Fire Marshal positions need to be filled
within this fiscal year.

The current staffing equates to a 30% reduction of Chief @ffiae compared to 2008
levels.

Community Risk Reduction Pigram — To date a total of 6 of the 15 positions have
been eliminated: Senior Administrative Assistant, Fire Plans Examiner, Fire Prevention
Officer, Fire Prevention Technician, Code Enforcement Officer I, and Public Education
Officer. In addition, a F& Prevention Officer (FPO) retired effective August 1, 2012
and the position will be left vacant. Any further vacancies in the Community Risk
Reduction Program can be held vacant, thereby achieving further cost savings.

The continued reduction in stafiill result in a loss of revenue, delays of fire plan
checks, reviews/inspections, inspections of permitted occupancies (i.e. restaurants, day
cares, churches, commercial buildings, etc.), and delays of -fawiily housing
inspections, as well as a deweain service to developers interested in beginning
projects in San Bernardino. At this time, it is not possible to calculate the loss of
revenue. The department will no longer have a proactive Public Education program, and
the City will be limited in tleir participation in community events.

During the remaining portion of this fiscal year, the Administration and Fire
Management anticipate the need to eithersmuirce or hire part time personnel to assist
with fire plan check reviews. Primary reasons due to the complexity of the plans and
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lack of staff available to review them in a timely manner.

The Community Risk Reduction Program is seiftaining and provides an essential
service. After reviewing the structure and complexity of the programidistration

and Fire Management do not feel that the
to provide the service without a significant loss of revenue and service to the citizens.
There would be no viable cost savings associated with any fuetdoeganization of the

Fire Prevention Breau.

The current staffing equates to a 30% reduction of the Community Risk Reduction
Program compared to 2008 levels.

Administration and Fleet & Equipment Program- The Administration and Fleet &
Equipment Progranhas sustained a total loss of three positions: Training Captain,
Administrative Assistant Training, and an Equipment Mechanic Il. This has left only
four personnel itheFire Shop and seven personneftiministration.

The Fire Department is no longerl@lio offer training classes, which did provide a
source of revenue, to the department members atids$e outside the department. The
ability to maintain the fire apparatus is becoming increasingly challenging due to limited
manpower and lack of fundinfgr replacement parts and/or apparatus. Further cuts to
shop personnel would greatly jeopardize response capabiiities the safety of
personnel.

Administration and Fire Management recommend no further cuts be imposed in the
Administration and Fleet & §uipment Program area. In the event of future retirements,
some of the positions may be held temporarily vacant requiring staff to come in on
overtime to continue essential operations based on the need of the department. The
exceptions would be that iftaer the Emergency Medical Services Coordinator or the
Administrative Analyst Il positions become vacant, these positions would need to be
filled immediately.

The current staffing equates to a 40% cut of personnel as compared to 2008 levels.

Disaster Prepeedness Progran+ The Emergency Services Manager assigned to this
program was also identified in the City Council action of July 2, 2@l Be held vacant
through attrition. Administration and Fire Managemestticipate this to occur prior to

the end 0f2012 calendar year. Approximately 60% of this position is funded by grant
monies. At this timeAdministration and Fire Managemerdnnot estimate the savings
associated with this position. The loss of this position will require the duties and
responsibities be reassigned to another City department as they are vitally important.
The loss of this position will severely limit our ability to prepare and respond to both
manmade and natural disasters, our ability to recoup our costs associated witgrovid
service during these incidents, leaving the City liable for the cost, and our ability to
apply for and manage grants that we currently rely on for equipment and training.
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Emergency Communications There are eleven personnel assignetthéd-ire Dispatch

Center, including a Fire Communication Manager and ten Dispatcher Il posifitwes.

Fire Department’ s Emer g e n dogatedCai rthe uPolicec at i o
Department Dispatch Center. This is the minimum number of staff needed toeprovid

for two dedicated fire dispatchers on duty 24 hours a day and supervision.

Over the past several years, -gourcing fire dispatch services has been explored with
the dispatch center run by San Bernardino County, known as Comm Center. The result
has cosistently been that owourcing will not provide a monetary savings to the City

nor increase efficiency of dispatch operations. This can be explored again as an option.
Fire Management has made some preliminary inquiries but would need to receive
further direction to pursue an official proposal.

There are several factors that could complicate this potential move. The City has a
contractual obligation to provide dispatch services for the San Manuel Band of Mission
Indians (SMBMI) Fire Department. Therdoact will expire in July 2017. This contract
has been paid in full by SMBMI and would have to baegotiated. Also, the City has

a contract with American Medical Response (AMR) which generates approximately
$320,000 annually in revenue to the Cityhis is accomplished through an agreement
with the Inland Counties Emergency Medical Agency (ICEMA) and AMR, enabling
AMR to reduce staffing based on our ability to arrive on scene and provide Advanced
Life Support (ALS) services. A percentage of thewisgs are passed on to the City,
based on the response times. These agreements would have tevaduated to
determine what, if any, impact tleemay be if a change were made.

The City’s Dispatch Center al so uwhidhi zes
is now becoming the industry standard. EMD allows the City to prioritize medical
emergency calls and send only an ambulance if appropriate. Comm Center is adopting
this program and this too will have to be evaluated to determine the ingpactr t
contracts and agreements.

Administration and Fire Management believe it would take several months, if not
longer, to evaluate and implement-@aturcing of our fire dispatch services, if it proved

to offer tangible benefits. At this time, there are narges proposed to the Emergency
Communications Program for this fiscal yehowever it may be prudent to consider
out-soucing in the foreseeable future.

The net result of the cuts currently in place is a total of 25 positions either vacated or
eliminated department wide. This includes the retirement of the FPO position on August
1, 2012, which will be held vacant. This is an approximate cut of 15%, department
wide, as conpared to 2008 staffing levels.

Proposed Restructuring in the 202213 Budget

As referenced above, on July 2, 2012, the City adopted the proposal for the Fire
Department Staffing Efficiencies presented by the City Council. The proposal identified
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reductions to areas of the Fire Department that were consideredriiced. The
implementation of this proposal was projected to provide $950,000 of cost savings in the
Fire Department for FY 20123.

In addition to this proposal, the Fire Department has reviewed the FY-1312
discretionary funds and submitted to the Director of Financetiaoa proposed
savings. The potential savings is $82,200 annually and is attributed to the reduction of
noncritical staffing and associated program areas. The combined total is an estimated
savings of $1,032,200 for FY 22-13.

To achieve additionddudget efficiencies, several measures are recommended.

Measure 1- Eliminate seven vacant firefighter positions which are currently backfilled.
This will result in both truck companies and one single engine company being staffed as
threeperson companiesThis will affect both Truck 224 and Truck 221 on all shifts and
ME231-A Shift. These ladder trucks are housed in the north and south battalions
respectively and ME231 is located in the south end of the City on Vanderbilt Way.
These positions are curtgnvacant and there will be no laffs of personnel or backfill
required due to constant staffinfpllowing elimination This will achieve an
approximate savings &46,87%nnually in salary and benefits.

Measure 2- Unstaffone Engine Company. Thigll reduce the total number of engine
companies in the City from 1® 11andresult in a loss of three Fire Captains, three Fire
Engineers, and three Paramedic/Firefighter positions. Unfortunately, there will be a total
of nine demotions as a resulttbis cut. Each of the individuals demoted will maintain
reinstatement rights for two years. With projected retiremetitsout a few will be
reinstated by the end of this calendar yeard the remaindewill be reinstated next
year.

There will not be ay lay-offs as a result of this proposed cut. The demotions will be
absorbed by positions that are currently vacant and are backfilled each day. This cut
will achieve an approximate savings of $1,409,499 annually in salary and benefits.

There are altertiwe methods that can be used to facilitate the loss of the Engine
Company none of which are desirable.

1 Rotate the closure among several stations throughout the City (Brown Out)
9 Close one single station in the City
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Each method has itsdeantages and disadvantages. After consulting with fire
department staff and surrounding fire departments that have had to implement similar
cuts, the Administration and Fire Management recommend the brown out option for
several reasons. This would alldkae City to maintain optimal coverage in the core of

the City where the bulk of the call load occurs. It would have the least impact on overall
response times and provide reasonable coverage to all areas of the City. It would also
provide for the besttation security and logistical management of staffing. Based on
these desired results, Fire Management proposes browning out the following stations:

9 Station 225- located near Kendall and Universitytt{3Vard)
i Station 228-located at Highland and Oran@&h Ward)
9 Station 229- located at @d and Meridian (8d and &h Ward)

Each fire station would be closed for 48 consecutive hours approximately once a week
for a total of ten days per month on average. The rotation would follow the shift
schedule, allowig for staff and fire personnel to adjust workloads, plan for staffing and
maintain station security. Coverage can be adjusted based on weather events, planned
events within the response districtamy other issue that may arise.

Each of the stations sslted averages four calls per-2dur period; this would impact

the least number of calls per day and still maintain reasonable coverage to the City.
Station 232, located on Palm and Kendall, does average two calls-peu2geriod but

due to an extenderesponse time into the district from surrounding fire stations and
other factors, this fire station was removed from the proposed brown out.

Fire Management remains concerned about the effects of these cuts and the impact they
will have on the following:

1 An increased risk to public and firefighter safety due to the inability to provide
sufficient management of incidents.

1 A possible increase in response times to both fires and medical emergencies. These
factors could result in an increased lossfefard property.

1 Potential loss ofevenue from our AMR contract.

Fire Management has expressed deep concern about $he staffing and the possible

ef fects these reductions could have on thi
financial health of the City, severe cuts from all departments, including public safety, are
necessary to solve this problem. The cost saving of Measures 1 and 2dcaitiowe

will reduce staffing on a daily basis from 48-duaty suppression personnel to 43,
including Chief Officers. This will still allow for a reasonable fire safety response to the
citizens of San Bernardino aadhieve the necessary savings.
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Fire Department Budget Reductions Summary

On June 27, 2012, the Fire Department accepted the 2011 SAFER grant in the amount of
$3,363,972. This will allow the City to retain 12 fire safety positions commencing FY
201213. The fundingawarded is for a twgear performance period and is for the
retention of fire personnel and not intended for hiring. With the acceptance of the 2011
SAFER grant, the Finance Department is making the necessary adjustments to the Fire
Depart ment busgetdor BYp20EA8.d The net result, of the proposal the
Administration and Fire Management have presented would be an overall reduction of
23% of personnel from the Fire Department from 2008 staffing levels. Personnel cuts
and program savings will havbeen achieved from each division of the department
excluding the Erargency Communications Program.

Table18— Proposed Fire Department Staffing Reductions

Description Positions Potential Savings

Staffing Efficiencies 3 $950,000

(deleted Public Education Officer, reassig
Battalion Chiefs to 24 hour shifts, vacg
Deputy Chief & Fire Marshal)

Reduction of Discretionary Funds N/A $82,200
VacantFire Prevention Officer 1 $83,600
Option 1: Vacate Firefighter positions 7 $946,879

(reduce Zruck companies to 3 person staffin

Option 2: Vacate Engine Company 9 $1,409,499

(3 Captains, 3 Engineers, 3 Paramedic/
Firefighters)

Total Reduction 20 $3,472,178

Please note the projected savings amount will be reduced the later these adspted
in the fiscal year.
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2. Police Department

At the peak of staffing levels, the Police Department had an authorized sworn staffing
level of 356 officers and a civilian contingency of 180ur r ent ‘“actual’ s
are 289 sworn and 173 civilianThe airrent deployment model is based on fatgf

levels of around 299 sworn and 180 civilian. Any staffing reductions beyond current
levels require reorganization and careful analysis of services pdoain® how those

services are administered.

ThePoliceDepartment has been through several roafidsidget reductions in previous

years. Reductions of personnel have been accomplished almost entirely through
attrition. The remaining employees have had their compensation reduced through labor
agreements for the last three years. The Departmenincurfey oper at es “ es
“first responder staff” on a 24/ 7onnselc hedu
work a reduced workweek.

Th e Police Department’s budget cont ai ns
personneltelated expenses. Ov80% of the budget is allocated to direct costs for
salary and benefits. The majority of the remaining budget includes items such as
building, fleet, technlogy and operating expenses.

Proposed cuts can be categorized into those achieved througiersmmnel reductions,
personnel reductions through attrition, and personnel cuts through layoffs. The
categories also mirror the order in whithte Administration and Police Management
went alout determiningproposedcuts. Firstthe Departmentvent through the budget
line-by-line and reduced or eliminated costs within each category wherever possible.
Next, Police Managemertdarefully analyzed retiremesdigible population of staff and
consevatively estimatedavhich personneWwill leave and when they will leave in order to
calculate anticipated savings through attrition. Based on those estimated JRoiings,
Managementooked as a last resqrat what layoffs would have to be made toctea

10% reductiorgoal

Non-Personnel ReductionsbDue to the spending cutbacks already made, there is little
room for further nospersonnel reductions.The Police Departmentas, however,
identified another $265,000 in cuts. This includes severe limitations on overtime as well
as cuts to training, equipment, ammunition, supplies, and other expenses. Some of these
categories will be cut by 60%. Additional detaaise provided n the impacts section

later in this report.

It will be necessary to restore many of these cuts in future years. Some of the cuts, such
as ammunition, were made based on current inventories and minor changes to regular
training and operations. Howevergthuts can only be temporary in nature and would
need to be restorediéa to meet long term needs.
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Personnel Cuts through Attrition Some of the attrition projections are based on
commitments to retire while others are reasonable estinsdtased on enipyee
statements that are not bindinghe table klow is a summary of the reductions

Table19- Proposed Sworn Staffing Reductions

Attrition Reductions Positions Savings
Captain 1 $238,094
Lieutenant 1 $200,371
Sergeant 5 $840,485
Police Officer 11 $1,459,193
Totals 18 $2,738,143*

* Projected savings through sworn attritik2, 738,143

The captain position reduction is based on a tentative agreement for funding from the
Water Department. The funding would be for geear, after which the position would

be held vacant through anticipated attrition. An agreement is pending for the Water
Department to fund the position in exchange for work to be perforomedVater
Department projects.

It is recommendedhat any positios vacated through attrition be frozen rather than
eliminated soit may be fill ed at a | ater ti me wh
improves.

Personnel Cuts through Reduction in ForceAt the start of the current fiscal crisis, the
Department accepted a Federal COPS grant which funded the hiring of thirteen police
officers. This grant expires at various timleoughout kscal Y ear 20.2-2013, based on

the hire dates of the officers. Elimination of these positions would not create any
General Fund savings and would create a liability to repay the grant of approximately
$3.9 million in part or in its entirety.T h e D e p adiviliam stafft Members are
tremendously valuable to the orgzation and the servicebey provide. However,

based on the COPS grant commitment, attrition rates, and essential service needs, the
necessary reduction of filled positiondl center on civilian staff.

Civilian staff provides direct services to the plic and support services to allow the
department to operate more efficiently. The range of these classifications is from cadet
(part time entry level positions) to division manager. The part time positions are
discussed in detail below by category. Taktime position cuts are summarized below
and detailed in the tableThe Administration and Police Managemératie carefully
evaluated every position in the organization for potential elimination. The positions
proposed were identified based on spediinction and expense. The vast number of
positionsproposed foreliminaion will require significant structural changes, some of
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which areoutlined later in this report.

Part Time Filled Positions- The Departmenturrently ha seven stenographers who
produce reports from recordings made by officers and detectives. Three of the seven are
part time employees. The three part time positamesproposed forlienination. Under

this proposalthe backlog of reporteould growand officers and detectiveguld now

haveto type more of their own reports instead of dictating them. The overall impact in
the short run would be more officer time spent on report writing. Longitepacts can

be mitigated with the implementation of néschnology and trainingptions to make it

more efficient for officers to type their own reports. The estimated annual sasings
$82,000.

The Department currently provides crossing guard services to several local school
districts within the City through various agreements. Thet for these part time
employees is typically shared with each school district. It is proposed the Department
terminate the crossing guard program. The contracts would have to be strategically
terminated depending upon the individual contract languddee impact is uncertain
because it is unknown if the districts would fund the program themselves. Although the
function of crossing guards is an essential service, continuing to have it provided by the
police department will have negative impacts ineothreas of direct police services.
Assuming a quick decision and implementation, the annual net savi$2@7,600.

The Department currently has an employee in the academy training to become a police
officer. The position is classified as part time tloe purposes of payroll and budget. It

is recommended the position be eliminated. This person was previously a Community
Services Officer (CSO). If adopted, staff will work with the employee in an effort to get
him employed with another local agencyoapgraduation. A budget savings is not
anticipated as the position is funded through salavings already.

The Cadet program currently has thirteen cadets and is-fgraded through February
2013. Barring identification of an unexpected funding squitcis recommended the
program be discontinued at the end of the funding cycle with all remaining cadets being
let go. Elimination of the program is a cost neutral measure. However, the Cadet
program provides valuable support services in many areaselisas/ a valuable
recruiting and development tool to attract and develop young local residents into full
time police employees. Future funding of the program is recommended when economic
conditions improve.

Full Time Filled Positions- Theremaining reductions in force are from full time filled
positions. Theyre listed in the table below.
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Table20- Proposed Notsworn Staffing Reductions

Position Title Current Positions Proposed | Reduction | Annual Savings
Kennel Supervisor 1 0 1 $73,055
Executive Assistant 3 2 1 $70,857
Evidence Technician 3 2 1 $74,103
Forensic Technician 12 8 4 $324,456
Dispatch Manager 1 0 1 $104,220
Admin Analyst | 1 0 1 $45,343
CSO Supervisor 2 0 2 $182,106
CSO i 17 13 4 $259,288
CSO| 28 11 17 $966529
Records Tech I/l 26 23 3 $163,287
Parking Officer 5 3 2 $113,674
P&T Manager 1 0 1 $99,603
P&T Coordinator 1 0 1 $74,103
P&T Technician 2 1 1 $70,857
Records Manager 1 0 1 $95,229
Totals 104 63 41 $2,326,078

Organizational Impact

The enormity of the cuts outlined above will undoubtedly diminish the quantity and
quality of services the Police Department is able to provide. The identified positions
have been carefully selected in an effort to minimize the @tnjgacore services such as
patrol response. However, in order to implement these types of cuts, there will be a
significant reorganization and reprioritizai of services provided.

A sizeable portion of the cuts will ultimately impact wait times for dowpriority
services and availability of proactive resources (District Resource Officers, Gangs,
Narcotics, and others). Our priority during this difficult time will be to focus on staffing
at levels necessary to safely respond to emergency calls farese@ther priorities will
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follow and remaining resources will be allocated accordingly. The City recently entered
into an agreement with the Police Executive Research Forum (PERF) to evaluate the
Department. Part of the analysis will include prioritiaa and allocation of resources.

Although the Departmentill focus on priority related call response times, the time
spent waiting for reports to be taken or for officers to respond to more minor matters
will undoubtedly increase. We will work towardariging the way these services are
delivered and make every effort to become more efficient and to utddenology
wherever possible.

The nonpersonnel related cuts will also impact operations. Due to previous budget
reductions, the margin to cut fromi very thi n. The Departm
infrastructure is a major concern. Replacement equipment dollars have been reassigned

or cut completely in the last several budget years. Lstg technology improvement

funding initiatives will benecesary in the near future.

The reductions will also take us backward in many respects to supervision, leadership
and accountability. The cuts significantly reduce the management and supervision ranks
of the organization. In comparison with other agenamegkample, we already are low

on the number of lieutenants before the cuts. The-ferrg consequences of reducing

our supervisory and leadershipsmns could be significant.

The implications outlined above are the significant known impacts. Therether
areas that will be impacted not outlined herein; some are known lagid @ire unknown
at this point.

Police Department Budget Reductions Summary

The net result, of the proposal the Administration and Police Management have
presented would be an enall reduction of 59 personnel from the Police Department.
Personnel cuts and program savings will have been achieved from each division of the
department excluding the Emgency Communications Program.
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Total estimated savings disted in the table below

Table21 - Total Estimated Savings

Budget Item Amount

Non-sworn savings via attrition $390,635

Sworn savings via attrition $2,738,143
Reduction in filled full time positions $2,326,078
Reduction irfilled part time positions $309,600

Non-personnel related reductions $265,000

Total $6,029,456

Mai ntaining the Citydéds I nvestment in |

Changes in Community Development, Public Works, and Parks, Recreations &
Community Services

1. Community Development

Over the past several years, the Community Development Department staffing has been
reduced significantly. However, the workload of the department has been impacted by
the recession. The number of permits and plan checks significantly declined as
investrrent in the City has dropped with the burst of the housing bubble. The City is
beginning to see an increase in development activity for industrial activity.
Additionally, the Successor Agency will soon begin the procdsselling the EDA
properties, whib could lead to substantial development activity and investment in the
City. Because of new growth opportunities, it is recommended that reductions be
balanced against the need to ensure staffing and resources are available to meet the
demands of developgand others interested investing in San Bernardino.

Proposed Restructuring

Despite previous reductions in workforce, the Community Development Department has
options available to maintain basic and essential services while reducing costs. This is
possible through adjustments in services delivery; specifically, contracting out and
consolidation of duties.

It is recommended the City eliminate one Building Inspector Supervisor, one Building
Inspector one Technicianone Engineering Associate, one NPDE®pector, one
NPDES Coordinator, one Department Accounting Technician, one Administrative
Assistantandone Customer Service Representative (admivipst of these duties will
be handled by contractord.he Building Official would assume responsibility rfo
supervising the field personnel, which will impact the amount of time available for his
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other duties. With the elimination of thHguilding Inspector lliposition, the City will

return the responsibility for themobile home parknspections to the Stat€he loss of

the Technicianposition, which currently provides customer senate¢he front counter

will require moving the Assistant Planner to the front counter to assist custevheris

wi || have some | mpact writerstafftrdpes, geepaenzoreng ' s a
verification letters and complete other assignments. As direct customer service will
consumeanuchof thetime, some of the duties handled by the Planner will be reassigned

to the other Planner and the Manager

Despite the reductiori, is anticipated thatusficient staff will remain in order to provide

properover si ght to contractor’s wor k.
2. Code Enforcement
There is no question that proactiveuenfor

the City. The City is dealing witkignificant number of foreclosures and a recessionary
economy which is making general maintenance of some properties lesdeticble

There are currently 3,083 open code enforcement cases within the CRM system as of
August 14, 2012.Moving forward, $aff needsconcentrate on clearing existing cases
and dealing effectively withepeat offenders.

As part of the restructuring, it is recommended that Code Enforcement be moved to the
Police Department. Despite the importance of code enforcement efforteeamdpact

of the maintenance of the community on in
condition, reductions in code enforcement are necessary.

Proposed Restriigring

The code enforcement division currently consists of one Code Enforcéfeewiger,

three Supervising Code Enforcement Officers, two Senior Code Enforcement Officers,
23 Code Enforcement Il positions, one Code Enforcement Officer | position, and one
Weed Abatement Coordinator. It is recommended the following positions be ééithina

Five Code Enforcement Il positions

One Supervising Code Enforcement Officer
Two Senior Code Enforcement Officers
One Weed Abatement Coordinator

One Code Enforcement Officer |

One Customer Service Representative

=A =4 4 4 -4 =2

The annual saving®lated to these cuts is $937,194ve@ll, it is anticipatedhere will

be a reduction in serviand an increase iresponse timebased on the proposed cuts
Despite the cutsl8 Gode Enforcement Officer Il positions, two Supervisors, and one
Code Enfocement Manager position would remain.
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3.

Public Works

The Public Works Department staffing will be reduced by 45 positions. Of these, 34
positions are full time and 11 are part time. The percent deleted is 13% totaling $1.9
million for all funds Thetotal frozen is$608,000 These represent across the board
cutsas follows:

Administration

T

Administrative Division Manager These duties would be reassigned to the
Department Diretor; Annual savings $134,000

Environmental Projects Assistant There isinsufficient projects to justify this
expense. All environmental projects will be assigned to one existing environmental
projects position; Annual savings$63,400

Executive Assistant There has been a reorganization of the division under the
director; Annual savings- $72,000

Senior Office Assistant There has been a reorganization of the division under the
director. Elimination of this position will require the Administrative Services
Supervisor cover assigned duties; Annual savin$s0,039

Departnental Accounting Technician Payment and processing of invoices for the
division will be assigned to the Senior Office Assistant. The total cost of this
position is $54,700.

Integrated Waste

T

Integrated Waste Operations Supervisbhe total cost of thiposition is $84,500.
Reductions in revenue and increased operating expenditures require the department
eliminate a supervisor resulting in a savings of $84,500.

Senior Integrated Waste Operatdrhe total cost of these 3 positions is $190,200.
Trucks wil be rerouted and less vehicles will be used for trash-ygck The cost of

3 leases for trucks is estimated at $150,000 resulting in a total savings of $340,200.
Integrated Waste OperaterThe total cost of three positions is $157,200. Trucks

will be rerouted and less vehicles will be used in the operation. The cost of
equipment is estimated at $150,000 resulting in a total savings of $307,200.

Integrated Waste Operations Managé&ihe total cost of this position is listed as
‘“vacant / un fusiordnenader. will adbress joldduties.

Fleet Operations

T

Fleet Parts Techniciar The parts duties will be assigned to the Manager and
Supervisor resulting in a savings of $69,478.

Fleet Parts Storekeeperfhe total cost of this position is $57,996. Tlaatp duties
will be assigned to the Manager and Supervisor resulting in a savings of $57,996.
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91 Fabricating Welder Welding will be contracted out. The total cost of this position
is $72,837. The cost of welding is estimated at $40,000 resulting in rgsa
$32,837.

Custodial Services

1 Custodial Maintenance Supervisefhe total cost of this position is $61,600. Due
to lack of general funding available for custodial work, the supervision is eliminated
and lead personnel will be asségl job duties byhe manager.

1 Supervising CustodiarThe total cost of this position is $63,600. Due to the lack of
general funding available for custodial work, the supervisor positien i
recommended for elimination.

1 Custodian-The total cost of 6 part time positions$§7,500. Assignments will be
made in commo areas monthly.

Maintenance

1 Extra Relief Heavy LaborerThe total cost of this part time position is $11,250.
The work will be completetly other laborers as assigned.

1 Maintenance Worker [+ The cost of the pdtson is $57,200. Right of way and
graffiti response the will be reduced 30 percent.

1 Maintenance Worker Il (SignsjThe cost of this position is $60,600. There will be
a reduction in staffing of 33 percent in sign replacement. Savings: $60,600

1 Heavy Euipment OperatorThe cost of this position is $72,800. There will be a
reduction in staffing of 33 percent in opéngtheavy equipment city wide.

1 Sewer Maintenance WorkerEliminate 2 positions. The cost of these positions is
$132,600. There will ba staff reduction of 20 pezat in sewer ops.

1 Electrician I-The cost of this position is $72,300. Street lighting operationdwil
staffedless by 33 percent.

1 Extra Relief Heavy Labor Eliminate 2 positions. The cost of these two part time
positionsis $22,500. The response time for right of way and maintenance in public
areas will be impacted and requestsled to the City CRM system.

1 Traffic Signal Technician Il+The cost of this position is $86,300. The work will be
contracted out. The costrf@ontract work is estimated at $50,000 resulting in a
savings of $36,300.

Public Works

1 Construction Inspector K The total cost of the two positions is $174,956. The
work will be contracted out. The cost of contracted work is estimated at $70,000
resuting in a savings of $104,956.

1 Engineering Assistant IH The total cost of this part time position is $30,650. New
capital projects have been deferred resulting in a savings of $30,650.
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Engineering Assistant # New capital projects have been deferred. The total cost of
this part time position is $27,970.

Positions that would be held vacant include:

T

Director of Public Works—The total cost of the position is $245,368. It is
temporarily contracted out at a cost of $16,000 per month resulting in an annual
savings of $3,368

Administrative Analyst Il position (1} This position would be held vacant until
development activity improves. The total tobthis position is $97,500.

Traffic Operations Systems AnalysifThe total cost of this position is $106,800.
Traffic engineering has been contracted out to private firms. Estimated cost for
contract work is $75,000 resulting in a savings of $ 31,800.

Real Property ManagefrThe total cost Dthis position is $104,200. The real
property work is being performed part time by a retired individual. Substantial
development or divesture of EDA properties will require adjustments to meet service
delivery. The estimated cost for contract work ) $00 resulting in an annual
savings of $54,200.

Fleet Services ManageiThe total cost of this position is $137,700. The equipment
manager is currently handling the job duties of this position. The City is reviewing
proposals to outsource trash haulihgt could affect fleet operations. Based on this,

it is recommended the position be held vacant at an annual savings of $137,700.
Senior Civil Enginee+ The total cost of this position is $138,807. The work can be
contracted out as capital project flimg is identified. The Principal Engineer will
supervise capital plan development in house. Savings: $138,807.

Facilities Maintenance Supervisefhe total cost of this position is $93,500. The
manager will oversee all work orders for all city buildingnd facilities. Savings:
$93,500.
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Table22 - Proposed Public Works Staffing Reductions

Position Action Savings
Administrative Division Manager Eliminate $134,000
Environmental Projects Assistant Eliminate $63,400

Executive Assistant Eliminate $72,000

Senior Office Assistant Eliminate $50,039
Integrated Waste Operations Supervig Eliminate $84,500
Construction Inspector (R) Eliminate $104,956
Engineering Assistant I(IPT) Eliminate $30,650
Engineering Assistant [PT) Eliminate $27,970

Fleet Parts Technician Eliminate $69,478

Fleet Parts Storekeeper Eliminate $57,996

Fabricating Welder Eliminate $72,837
Accounting Technician Eliminate $54,700

Sr. Integrated Waste Operat(3) Eliminate $190,200
Integrated Waste Operat(3) Eliminate $157,200
Extra Relief Heavy LabordPT) Eliminate $11,250
Custodial Maintenance Supervisor Eliminate $61,600
Supervising Custodian Eliminate $63,600
Custodian (6 PT) Eliminate $67,500
MaintenancéNorker I Eliminate $57,200
Maintenance Worker Il (Signs) Eliminate $60,600
Sewer Maintenance Worké2) Eliminate $132,600
Electrician | Eliminate $72,300

Extra Relief Heavy Labof2) Eliminate $22,500
Traffic Signal Technician 11l Eliminate $36,300
Heavy Equipment Operator Eliminate $72,800
Techntian Eliminate $69,478
Total Savings $1,897,645

The net result of the proposal the Public Works peesented would be an overall
reduction of 45 personnel from the Department. Personnel cuts and program savings
will have been achieved fronaeh division of the department.
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Total estimated savings are:

Budget Item Amount
Savings viaReduction inWorkforce $1,897,645
Savings via Vacancies $606,875
Total $2,504,529

4. Parks Recreation & Community Services

Since July 2008, the Parks, Recreation & Community Services Department has
experienced a 32% reduction in staffing and a significant decireassources available

for maintenance and operations. Given the limited areas in which to further reduce costs
and demand for service, the Administration and management have focused on
eliminating programs that had grant fumgland identifying more cofficient ways to
provide service.

Closure of the Operation Phoenix West and Operation Phoenix East Centers

The Operation Phoenix Program operates two centers including Operation Phoenix West
located at Anne ShirrellRark (Ward 6) and Operation Phoenix East at Speicher Park
(Ward 7). These centers are currently being funded by a Department of Justice (DOJ)
grant that was scheduled to run through FY 2012/2013. It is now anticipated that the
earmark will expire in Sépmber 2012. Given the fact that continued operation of the
two centers would require a General Fund commitment due to the expiration of the DOJ
funding, the Administration recommends closing both of the centers at an estimated
savings of $145,000, whichepresents the anticipated funding from July 1120
through September 1, 2012.

Impact: The Operation Phoenix West community center is dilapidated and requires

replacement as addressed during a recent site visit by the California State Parks
Department. Wh respect to the Operation Phoenix East, the recent partnership with the

Disabled Veterans Group/exploratory garden provides the framework for a continued

presence as the facility is a major hub for social, recreation and educational activity.

LMD, Parksand Tree Maintenance Programs

Contracting out for the maintenance of t
(LMDs), parks maintenance and tree maintenance and reassignment of these
responsibilities to the City’ sindheffoittoc Wor
address park and landscape maintenance issues within the available resources. LMD
maintenance is allessed under separate cover.
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Impact: This action would result in the elimination of 31 positions. Five positions
including three landscapaspectors, one park maintenance supervisor and an arborist
would be retained to provide oversight of the contract services. Further, this would
eliminate the equipment challenges and increase service delivery while providing a more
consistent responsa the event of emergency call outs. The estimated annual savings of
contracting the LMD, park and tree maintenance is $800,000.

Department Administration

Elimination of the Deputy Director position and downgrading of the Administrative
Services Manager pii®n to a Managment Analyst is recommended.

Impact: In FY 2009, the Department eliminated 2 administrative support positions as
part of the 32% personnel reductions. The office maintains eliregbial Administrative

Assistant and one Administrative Asint assigned to the Main Office and the
Cemetery operations. Currently, staff work and departmental budgeting and analysis is
provided by the department head. The elimination of the Deputy Director position and
change in the Administrative Services Nager position to a Management Analyst will

i mpact the Department’s ability to respor
result in an annual savings of $230,000.

Implementing Service Efficiencies and Consolidation of Administrative Services
Functions

1. City Clerk

Over the ©past sever al budget cycl es, t h
personnel cuts by eliminating training, and cutting supplies and other less critical
budgets. With those already cut to the bare minimum, it is clearinhatder to
adequately respond to the city’s current
budget solution, the City Clerk’s office
include personnel.

This situation i s nanil affereeta lose staffinewhaCis ar k ’ s
extremely busy and visible office. Nevertheless, we can continue to provide responsive
service to internal and external customers through this difficult time with a combination

of lay-offs, backfilling and tempoary help for special projects. This is true for both the
Administrative Division and the Business Registration Division.

Specifically, pobesa 20 percenk cutsin ite dudget,coeapproximately
$432,000, to include $386,175 in staffingde®d6,000 in operating costs. The decreased
staffing will be addressed with a reorganization of the office, cross training and
increased duties on the remaining staff, greater use of technological and online
resources, procedural changes in the agendaiamearocess and projespecific
temporary partime hires.
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To address the increased workload issues
Attorney’s office caused by the recent ba
be moved forwardso that documents to be placed on the agenda will be due to the City
Attorney’ s office on the Thursday 12 days
Monday seven days prior. This allows the
extra timefor review of the documents being provided in the agenda-iyack

Deeper cuts than those proposed herein would lead to unacceptable consequences,
including being unable to adequately respond to the plethora of public records requests,
business registratioma | | s , and claims filed specificeze
financialcrisis and pending bankruptcy.

Table23 - Proposed City Clerk Staffing Reductions

Position Action Savings
Customer Service ReR) Eliminate $121,114
Accounting Technician Eliminate $52,647
Business Registration Inspector Under Fill $42,407
Assistant City Clerk position Eliminate $105,626
Executive Assistant to the Directc Freeze $64,381
Total Savings $386,175

2. Information Technology

The IT Department proposestaffing reductionsof $668,900from the departmeig
various funds. These reductions will result in an understaffed IT department that can
support only the most basic Information Technology systems and infrastructure.

This propsal completely eliminates the Telephone Support program. It also
recommends a reduction in IT Department supplies, outside training, computer
replacement funds, contractual services, and the eliminatisevehpositions, resulting

in a 30% cut in staffig.

The elimination of the Telephone fund will result in the Jesscal Telephone
Coordinator duties being discontinued and others, such as telephone bill payment and
cell phone support, being absorbed by IT positions such as the Departmental Accounting
Technician and the Business Systems IT Analyst Il position, respectively. Telephone
contract negotiations and vendor management will be absorbed by the Director of
Administrative Services Tel ephone vendor costs wil/ b
operathg budget and charged back via the dep.
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provided cell phones will be restricted to public safety, code compliance, and various
facilities maintenance staff, resulting in a savingapgroximately $60,000 per year.

Even with the proposed draconian reduction in staffing, support will continue for
network infrastructure, servers, and telephone equipment. Enterprise software system
support will also continue, including maintenance of the financial, payroll, email,
backup, GIS mapping, agenda management, fleet, fuel, public safety document
management, dispatch, content management, water billing, andneustelationship
(CRM) systems.

However, the proposed cuts will result in averall service level reduction. Desktop
support turnaround times will be increased due to the loss of two desktop support
technicians. Web posting will have to be performed by City departments, due to the loss
of the Webmaster position. Network outages may take longer to resolve. Telephone
suppat turnaround times will increase. Projeetated tasks, such as system upgrades,
will take longer to complete.

Any furtherst af f or operating cuts would i mpact
to offer core systems and infrastructure support. For example, further operating budget
cuts will result in the elimination of outside support agreements for critical systems,
resulting in systems going down and not being brought back up, software issues arising
without staff being able to get help from software vendors, or state and federally
mandated reporting requirements not being fulfilled due to lack of financial software
sypport. Missioncritical systems would eventually fail, and the IT Department would

not have the support contracts or staffing in place to recover from such failures. This
could result in an inability to pay employees, provide dispatch services for patetiyg,s
provide mandated financi al report idatg, ser
through backups, and more.

Table24 — Proposed Information Technology Staffing Reductions

Position Action Savings
IT Director Eliminate $214,200
Senior Network Specialist Eliminate $85,300
Telecommunications Coordinato Eliminate $72,000
IT Technician Eliminate $65,100
Senior IT Analyst (webmaster) Eliminate $126,500
IT Operations Supervisor Eliminate $105,800
Total Savings $668,900
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3. Human Resources

The Human Resources Department has three programs that impact the general Fund,
Administration, Employee Services and Workforce Planning and Retention, and two that

i mpact t he internal service f un& Risk Wor k e
Management. In the Budgetary Analysis and Recommendation for Budget
Sustainability Plan, it was proposed that the Human Resources Department merge with
the Finance Department eliminating the need for a Human Resources director resulting

in salarysavings. However, additional staffing cuts would need to be made to comply
with the 30% requested deduction.

The following proposals are recommended with the least amount of impact for the
effective customer service and compliance with legal requirenter Q , Wor ker s
Compensation, FMLA, etc).

Elimination of the Human Resources Director PositioriThe Director position impacts
all five Human Resources programs and with the recommendation of the merger with
Finance, this will produce a salary savings of&§397.

Elimination of the Executive Assistant PositionWith the elimination of the Director
position, the need for the Executive Astant position in unjustifiedlt is recommended
that this position be reclassified to a Human Resources Techniciasumbs the

reclassification is implemented, this recommendation wiltlpoe a savings of $17,680.

Elimination of the Human Resources AnalystThe duties of this position will fall to
the reclassified Human Resources Technician position recommended aldwee.
savings fromhis recommendation is $39,225.

Defer Fillingt he Wor ker sd& Co mpleenempldyee aurrentychplding t e r
this position has advised the City of his resignation effective August 31, 2BM&n

the opportunity to review theut i es of this position, a s
requiranens under Workers Compensation, staff will evaluate the need to fill the
position or to seek outside contract assistance in an effort to redecgional costs.

Over all, the recommendationdbave provide savings foapproximately $412,683
annually. Theablebelow provides details of the savings.
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Table25— Proposed Human Resources Staffing Reductions

Position Action Savings
Human Resources Director Eliminate $198,397
Executive Assistant Eliminate $78,887
Human Resource Analyst Eliminate $100,432
Wor kers’ Compenr Defer $96,174
Human Resources Technician Add $(61,207)
Total Savings $412,683
4. Finance

The Finance Department responsibilities have been expanded to include the oversight of
the Human Resources and Information Technology Departmdegsentially, the
oversight of the Departments will be consolidated under the Director of Finance,
eliminating the need fotwo Department Heads.

Additional cost saving measures includes the elimination of three Finance Department
positions: (1) Purchasing Manager, (2) Deputy Finance Director and (3) a Financial
Analyst. Designed to improve cost containment disdal accountability citywide, two
positions have been added to the Finance Department, Budget Officer and Fiscal Officer.
With the elimination of the three aforementioned positions and the additional
responsibilities of Human Resources Department oyetisithe Budget Officer and
Fiscal Officer will provide the City with capacity and structtoeimprove fiscal
management and sustdiasic financebased services during this very challenging time.

Precisely, the Budget Officer wilirimarily focus on themplementation of new budget
policies and practicesannual operating budget, capital improvement budgets and
provide support on grant programs. The Fiscal Officer will provide the needed oversight
for debt management, revenue development and procurefrgoads and services.

5. City Manager

The City Manager's Office is responsible
and Common Council as directed by the Ma\)
directives and insuring those directives are actech Ugyoall supervisors and employees

in the Managedirected departments. The City Manager is also responsible for
administering the Managelirected departments of the City; attending all meetings of

the Mayor and Common Council and council committee mggetand participating in
discussions without vote; ensuring all laws, ordinances, orders, resolutions, contracts,
and franchises are enforced and executed; preparing and submitting the annual budget

65



and keeping the Mayor and Common Council apprised of€thet vy’ s f i nanci al
and conferring with elected officials to obtaindaconsider advice and counsel.

A total of elevenexecutive, management, rdanagement anderical positions five

call taker positions and one pdirhe position includingthe City Manager, Assistant

City Manager, Manager of Communications, Assistant to the City Managevo
ManagementAnalysts Neighborhood Services Coordinator/Assistant the City
Manager, Community Relations Supervisor/Assistant to the City Managerje@ro
Manager/Assistant to the City Manager (CDBG), Executive Assistant to the City
Manager, Administrative Assistant to the City Manager, five call takers (including one
senior call taker), and one pairne Administrative Analystthat provide administrate
support to the entire department are ass
reductions will impact the ability to continue efforts to improve organizational efficiency
and effectiveness; improve communication, both internally and externallyjoweap
customer service; and promote private and public investment in the community, drastic
cuts are needed for the lotgym financial health, viability, rad sustainability of the

City.

Proposed Restructuring in the 2613 Budget

A critical analysis ofttet Ci ty Manager’'s Office resulte
critical program areas and related staffing, which are recommended for elimination.
Specifically, t he Beautification Partners
and community educaitn programs would be eliminated.

Through this restructuring, three positions and funding for one position in the City
Manager ' s Oof fice woul d be el iminated [
Coordinator/Assistanto the City Manager, Manager of Communicais, and one
Management AnalystThe Assistant City Manager position would remain in the budget,
however, funding would not be allocated at this tintieis further proposed that the
Project Manager (CDBG) position be reassigned to the Parks, Reci&afliommunity

Services Department to position the Department to pursue other funplragtunities

and partnerships and reduce the reliance
Despite the reduction in personnel assigr
resct ucturing, the City Manager’'s Office wol
and economic devel opment duti es, whi ch
Economic Development Agency. Remaining personnel would also assume

responsibility for administitive responsibilities related to neighborhood services and
environmental programs and projects that were previonsyn d|l ed by t he
Office.

Continuing to improve communication and building trust with residents and business
leaders in the City wouldontinue to be a high priority. Despite thff reduction in
the City Mana g egsinclidedorthe€all €enterisian idtermalgservice
charge Until the implementation of the Call Center 201Q the community did not
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have a single pat of contact into the City to obtain information, to report issues or
concerns, or to request service. Callers were expected to know which department
handled the specific issue. Departments had varying policies and procedures on
answering the telephonand in many cases, cakire not answered by a human being,
which resulted in callers not receiving timely service or simply giving up. This system
provided little to no accountability to the public to ensure complaints were resolved. In
fact, because ofhe lack of follow through prior to the implementation of the Call
Center, Call Center staff members are in the process of reviewing service requests from
the last three years to ensure service was provided or accurate information is provided to
the repoting party as to the status of the complaint. This formalized system for handling
customer complaints holds Department Directors and staff accountable and makes
expectations related taustomer service clear.

6. Library

Article XII of the City Charterestablishes the free public library system, which is
governed by a Board of Trustees appointed by the Mayor subject to the approval of the
Common Council. The Board of Trustees is responsible for making rules related to the
administration of the libraryprescribe the duties of the officers; determine the number

of subordinate employees; fix salaries; purchase books, journals, publications, and other
personal property; and do all that is necessary to carry into effect the provisions of the
Charter relatedo the library. The Charter also provides that, at the request of the Board
of Trustees, the Council may levy a tax for the maintenance of the library and for the
purchase of books, journals, and periodicals. The City does not currently levy a library
tax.

Based on the City’s financial <condition a
Library Director, the Administration recommends the annual funding allocated to the
Library be reduced from $2.2 million to $1million. While the Board of Truses will
determine the manner in which the funds provided by the City would be allocated and
the specific impact on programs and services, it is anticipated the reduction in funding
will result in the closure of the three branch libraries. As a resuthefclosures,
extended hours and some additional services may be maitigbkvat the Feldhym

Library.

7. Office of the Mayor

I n March 2006, the budget f or tenfuld-timdayor’
positions. Given the fiscal crisis facing t@#y, the Mayor eliminated four positions

and reduced maintenance and operations costs. Some additional contract services will
be used to reduce the impact of the cuts at a cost of $90,000, resulting in a net savings in
FY 201213 of $331,901. The cutsi | | mean the Mayor’'s Of fi
paid positions other than the Mayor including one clerical position and one analyst
position, which is a drastic reduction from tten full-time positions tht existed in

2006.
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F. Summary of Proposed Staffing Reductions

As addressed above, the Preliminary FY 2@B32General Fund budget reflects $E2million

in revenues and $166.2 million in department proposed expenditures. The Preliminary FY
201213 General Fund budget represents a baseline budget, which is a continuation of the status
qguo with projected increases in pension costs and othereppstyment benefits, one time
equipment purchases, services and supplies needed to maintain the current level of service, as
well as the restoration of the employee concessions, many of which have expired, and does not
include Cost of Living Adjustments (C@) or other compensation increases. As proposed, the
budget reflects a structural deficit of $45.8lion.

Through the development of the FRendency Plan, all neessential programs and services
were evaluated. The Administration, working with theyQiepartments, has attempted to
propose reductions in workforce or programs that have the lowest possible impact on basic
government services while beginning to take the steps needed to achieve financial solvency.
More thanone hundredositions are recomended for elimination resulting in a savings of
$15.7 million. An additional savings of $6.7 million in operational savings have been
identified. While the cuts are significant, the cuts do not close the $45.8 million gap for this
fiscal year. Furthetthe cuts do not address the $18 million cash deficit in the last fiscal year
nor do the cuts position the City to build reserves or begin to fund the more than $300 million
in unfunded liabilities. Additional budget balancing and revenue enhancemeegissaire
needed.

If the Council approves the $22.4 in measures proposed in tHeeRdency Plan, the deficit

for this fiscal year is projected at $16.4 million. To further close the gap, the Administration
recommends di scussi obagainmg groups tonteue @ ithe wpterisn anda r i ©
though the Bankruptcy. Sever al of the City’
10% concessions resulting in a cost savings of $1.5 million. The Administration recommends
seeking, or imposing if nessary, similar concessions from the bargaining groups that have not
voluntarily agreed to concessions as an interim measure, which would result in a cost savings

of $6.1 million. Further labor negotiations would occur through the Bankruptcy process. It

also recommended elected offices, with the
Clerk’”s Office that are included in the redu
30%. This would result in a savings of $1.7 million. Given the rieethcreased internal

controls to protect City receipts, a reducti

at this time. Overall, approval of the additional measures would result in a savings of $9.4
million and a Fiscal Year 20123 GeneraFund deficit of $7.1 million. Exhibit B summarizes
the impact of the vaous budget balancing measures.
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Implementation

If the PrePendency Plan is approved by the Mayor and Common Council, the reduction in
force process pursuant to @ibervice Rule 511 would be immediately initiated. Layoff
notices giving at least 30 calendar days notice of separation would be issued to the affected
employees. Employees laaff, transferred to an equivalent classification, or demoted to a
lower classification have the right pursuant to the Civil Service Rules to be reinstated to his or
her former classification upon the first vacancy in his or her department for two years.
Bumping and reinstatement rights are avadamly within the department.

An employee who is laid off may demote into any classification if he or she meets the
requirements outlined in the current job description, whether or not he or she has ever held a
position in the classification. An employee may laterally bump into aifitas®n of equal
compensation if he or she has more total seniority in class than the employee currently
occupying the lateral position, provided he or she meets the requirements outlined in the
current job description. An employee may demote inton@ialassification even if he or she

has less seniority than the employee occupying the lower position. However, an employee
demoting into the lowest classification in the department must have more total City seniority as
a regular employee to displace @mployee occupying a position in the lowest class.

While the intentis to processthedayf f s as qui ckly as possible d
issues, the lapffs proposed as a result of contracting out services such as LMD maintenance,
tree trimming, park maintenance and custodial service would occur as soon as a contract for the
service is in place to ensure there is no disragticservice to the community.

Future Actions

While the Administration has at8tmdliompstruetatal t o c |
deficit, the proposed cuts are not deep enough to achieve a balanced budget for #8,2012

and additional measures are required. The following are additional budget reduction and
efficiency measures:

1 Contract with one or more pate companies for plan check, engineering, collections, and
information technology services. The cost savings of contracting these services is currently
being evaluated and recommendations will be presentie tdayor and Common Council.

1 InitateaRega st f or Proposal process for the out:
proposed that a consultant be engaged to a
expectations, developing a comprehensive request for proposal, evaluating thsegspon
negotiating a franchi se agreement , and i
anticipated this process could be completed in early 2013. Alternatively, an agreement for
the sale of the City’s waste serthanadispoding a p
of the trash at the County landfill could result in a source of revenue. This process could be
completed within two months.

1 Explore the opportunities to contract with a private company or another public agency for
the operationofthe€Ciy* s publ i c | i brary system.
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1 Evaluate the closure of the three community centdngtle Creek (Ward 3) Ruben Campos
(Ward 1), and Hernandez (Ward 1). The annual cost per center is approximately $132,850.
Each of the centers is heavily supported by vidars. The Hernandez Center recently
reopened following the completion of a major construction project, and Ruben Campos is
scheduled for improvements funded by State and local grants in early 2013. The closure of
the Hernandez Center would result in thesure of the only #dloor gymnasium located in a
City park as well as the aquatics program. With the proposed closure of the Ruben Campos
Center, State grant funds awarded for the construction of Pavilion, will be at risk. The
proposed closure of LylCreek would eliminate a center that provides significant support to
the surrounding community.

1 Evaluate the termination of the agreement with the Boys and Girls Club, which would result
in a cost savings of $85,000 per year, for the programming d¢hmann Heights Center.
Unlike the community centers that are solely operated by recreation staff, Delmann Heights
is open Monday through Friday. At its peak attendance, Delmann Heights averaged
approximately 1,400 participants per month. More recentfye Center averages
approximately 200 participants per month. The termination of the agreement and the
resulting closure of the City portion of the center may create safety and blight issues that
may also impact the County Head start program directly edfato the center. Further
partnership opportunities may exist that would allow for the continuation of operations at the
site, with revenue potential ranging from $35,000 to $70,000 annually. If that were to occur,
it is recommended that the Boys andI&Club consolidate their operations at the 9th Street
location as they remain a viable community partner.

1 Evaluate the closure of the Verdemont Center (Ward 5). Like other centers, this center
provides significant support to the surrounding neighborhood

1 Evaluate the closure of the Senior Centebth Street Senior Center (Ward 1) and the Perris
Hill Senior Center (Ward 2)which provide congregate meals, the Retired Senior Volunteer
Program, Senior Companion Programs, and others. About $588,378ninrgvenue is
received by the City for these programs. There is also a General Fund obligation of
$251,400. Closure of the senior centers would result in the eliminate one Recreation
Coordinator position, one Recreation Program Supervisor, one Programagkt and
several partime employees resulting an annual cost savings of $251,400. The closure
would have a significant impact to the seniors and may result in a loss of future grant
funding and a degradation of senior services, programs and activities.

1 Evaluate the closure of Pioneer Cemetery as the cemetery is reaching capacity and the
Cemetery fund faces declining revenues and an increasing General fund subsidy. Two
positions are funded by the Cemetery fund and any closure would result in the emafiat
the funding, resulting in a funding shift or elimination of the positions. Perpetual care is still
required of this facility, which will be linked to park maintenance. Total savings to the
Cemetery Fund as a result of the elimination of the twotipasi is $116,000 per year.
According to the Historical Society, the Pioneer Cemetery has never been maintained at a
higher level; however, without the ability to expand the current site, opportunities to sell the
site to a private operator are limitedlan c onf i ned t o “ca-netedking/ s

It is also recommended the Mayor and Common Council review and consider the various
revenue enhancement strategies, which have been presented previously, and identify strategies
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for further consideration. While the implementation of new measures would not have an
i mmedi ate i mpact on the City’'s financi al con
City ’ s -térro fiscpl health.
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APPENDIX A - SUMMARY OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE (General Fund)




















































APPENDIX B - FISCAL YEAR 2012-2013 PRE-PENDENCY PLAN







