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FOR THE COUNCIL MEETING OF APRIL 21, 2009 

COUNCIL AGENDA REPORT 

April 21, 2009 

TO: City Council 

FROM: City Manager 
Prepared By: Director of Administrative Services and 

Assistant City Manager 

SUBJECT: REPORT ON CITY FINANCES AND A RESOLUTION IN SUPPORT OF 
PROPOSITION 1A 

RECOMMENDATION: 

That the City Council receive this report on City finances; and, adopt a resolution in 
support of Proposition 1A, a ballot measure on the May 19, 2009 Statewide Special 
Election. 

SUMMARY: 

The intent of this staff report is two fold: 1) to provide the City Council with a status on 
General Fund finances for the current fiscal year and an estimate of anticipated 2009-10 
General Fund revenues; and 2) to recommend that City Council adopt a resolution in 
support of Proposition 1A, a statewide ballot measure designed to provide the State 
with long-term fiscal reform and stability. 

BACKGROUND: 

CITY FINANCES 

Last year, the City Council adopted two one-year budgets covering the period from July 
1, 2008 to June 30, 2010. When this budget was prepared, staff used a conservative 
approach to forecast General Fund revenues because a State and local recession 
appeared eminent. In addition to the conservative revenue estimates, staff 
recommended a number of cost saving methods to curtail General Fund operating 
expenses in an effort to balance the 2008-10 budget. The cost saving measures 
included the suspension of $2.5 million in intra-departmental service charges, deferring 
$2.1 million in capital spending, and reducing overall expenses in departmental budgets 
by $182,000 during each of the two fiscal years. Staff also proposed the use of $1.2 
million in one-time Local Economic Augmentation Fund (LEAF) financing over the next 
two fiscal years to balance the 2008-10 General Fund budget. 
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Since then, a severe recession rocked the local economy, the housing market 
collapsed, the local unemployment rate skyrocketed, and consumer confidence reached • 
an all-time low. This has caused severe shortfalls in the General Fund's major key 
revenues that are economically-driven. 

PROPosmON 1A 

The City takes a position on statewide ballot measures only when the result will have a 
direct significant financial impact on the City's budget. The passage of Proposition 1A 
is crucial to Santa Maria and other local governments. Proposition 1A offers the 
prospect for long-term fiscal reform and stability for State government by protecting city 
revenues, furthering infrastructure investment, and rebuilding State and local 
economies. 

Proposition 1A is one of seven statewide ballot propositions placed on the May 19, 
2009 ballot. Six of the measures are part of the 2009-10 State Budget and tax 
increase agreement (Propositions 1A, 18, 1C, 10, 1E and 1F) that are intended to 
close an approximate $42 billion gap in expected State revenues and expenses. 

DISCUSSION: 

CITY FINANCES 

Since December 2008, staff has been assessing the impact of the deepening recession 
on City finances (revenues). The result of staff's assessment is as follows: that high • 
unemployment rates, low consumer confidence, and the financial impact of several 
major retail stores closing has decreased sales tax receipts dramatically; the decline in 
the value of median home prices, the unprecedented number of foreclosures in the City, 
and the decrease in real estate sales have significantly reduced property tax revenues; 
and, finally, the decline in residential building activity reduced estimated construction 
permit revenues by 50 percent. In total, the current local economic crisis has resulted in 
year-end estimated revenues being $2.1 million less than previously anticipated. 

The decline in revenues for the current year also reduces projected revenues for 
2009-10. The declining home sales and decreases in selling prices this year have 
substantially reduced assessed values in Santa Maria. This assessed value reduction 
not only impacts expected property tax revenues but also impacts vehicle license fee 
revenues that were converted to property tax through the State's Triple Flip. Hinderliter 
de Llamas and Associates (the City's property and sales tax consultant) and the County 
of Santa Barbara predict that the City's property tax and the vehicle license fee will 
decline an additional $1,041,440 next year. This decrease is in addition to the $985,000 
decrease incorporated into the 2009-10 Budget. 

The estimated loss of revenues, for the current and coming year, is detailed in the table 
on the following page: 
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FY 200S'()9 FY 2009-10 
Adopted Estimated Increase Adopted Anticipated Increase 

Revenues: B~et Actual (Decrease} Bu!!!!!!t Revenues {Decreasel 

Sales Tax $ 18,008,650 $ 16,454,750 $ (1,553,900) 18,315,050 $15,400,030 $ (2,915,020) 
Vehide License Fees 7,401,580 7,026,200 (375,300) 7,523,420 6,293,870 (1,224,550) 
Property Tax 8,283,160 8, 199,990 (53,170) 8,365,240 7,5Sl,310 (771 ,SlO) 
HotellBed Tax 2,444,360 2,305,300 (1:!l,000) 2,566,580 2,300,000 (al6, 580) 
IlTI'acted Sols 2,800,000 4,062, 120 1,262,1al 2,800,000 4,010,000 1,210,000 
Construction Permits 2,008,000 1,024,770 !953,2~1 2,008,120 1,000,120 !1 ,000,0001 
T etal Key Revenues 40,945,750 39,073, 130 (1,872,6al) 41,578,410 :1;,610,330 (4,938,000) 
Other Revenues 14,573,030 14,417,320 P55,7101 14,349,360 13,592,130 !757, 2301 
T etal Genera Fund ~ 55518780 ~ 5;l.49Q450 ~ (2 Qal 3~) ~~5927770 ~!D 202 460 ~ (5 725 310) 

When faced with these revenue projections, the City Manager immediately took decisive 
action to reduce current spending. Citywide cost containment measures were 
implemented in January which included a hiring chill, a deferral of capital purchases, 
suspension of travel requests, the institution of a Voluntary Time Off program, and a 
request to reduce current year operating expenditures by five percent. Meetings were 
held in various City facilities to inform City employees of the multi-million dollar 
reduction in General Fund revenues and to ask for creative ways to streamline 
operations and cut expenses, 

Primarily, as a result of the City Manager's directives and the employees' actions, the 
current fiscal year (2008-09) is expected to end with revenues exceeding expenses by 
approximately $860,200. Staff will recommend during the Mid-Cycle Budget Review 
that remaining funds from 2008-09 be used to off-set operational costs in 2009-10. 
However, even with this additional funding source, expenses will exceed revenues in 
2009-10 and deficit financing is eminent. 

In February 2009, Administrative Services distributed to departments mid-cycle budget 
review instructions. Departments were asked to identify accounts and areas where 
reductions up to five percent (5%) could be identified. The instructions stated that no 
reclassifications or additional pOSitions would be considered during the mid-cycle 
budget review because of the need to decrease operating expenses. The result of this 
process will be brought forward, in June, for City Council's consideration as part of the 
Mid-Cycle Budget Review Process of the 2008-10 Budget. 

PROPOSITION 1A 

Proposition 1A will appear on the Special May 19th Statewide Ballot as part of the 
2009-10 State Budget and tax increase agreement. Should Proposition 1A pass, 
$10 billion in "temporary" sales, use, income and vehicle taxes, imposed as part of 
the State's 2009-10 budget agreement, would each be extended for one or two 
years, The measure would also require annual increases in State revenues above 
"historic trends" (adjusted for inflation and population growth) be deposited in a 
State Budget Stabilization Fund ("rainy day fund") until the balance is equal to 12.5 
percent of the State's General Fund appropriations. 



The Board of Directors of the League of California, as well as the League's Revenue • 
and Taxation Policy Committee endorsed Proposition 1A. In support of Proposition 1A, 
the League of California Cities joined a bipartisan coalition of taxpayer groups, business 
groups, public safety groups, and others who are strongly encouraging cities throughout 
the State to support this proposition. 

Currently, there is an estimated $8 billion gap in the State's Budget; should Proposition 
1A fail, the State could raid local government revenues (like Santa Maria's) to balance 
the State's budget. In the past, the State used City coffers to resolve budget deficits so 
City revenues could once again be used as a means to help balance the State Budget. 
Faced with a multi-million dollar budget deficit over two years, staff recommends the 
City Council support Proposition 1A. 

Impact to the Community: 
Staff is responding to the severe decline in revenues by diligently seeking solutions that 
will not significantly impact the level of service to the community and will maintain the 
essential City services the residents have come to expect. 

9.-L~9~:J 
LYNDA SNODGRASS 
Director of Administrative Services 

RICK HAYDON 
Assistant City Manager • 
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RESOLUTION NO. 2009-59 

A RESOLUTION OF THE CITY COUNCIL OF 
THE CITY OF SANTA MARIA, CALIFORNIA, IN 

SUPPORT OF PROPOSITION 1 A 

WHEREAS, the State governrnent has seized billions of dollars annually in local 
property tax funds statewide from cities, counties and special districts, costing local 
governments more than $40 billion in lost revenues over the last decade; and 

WHEREAS, previous raids by the State of local property tax funds and other 
funding dedicated to local governments have seriously reduced resources available for 
local fire response, law enforcement, roads, parks, libraries, transportation and other 
essential local services; and 

WHEREAS, Proposition 1A, is one of seven statewide ballot propositions placed 
on the May 19, 2009 ballot; and 

WHEREAS, Proposition 1A offers the prospect for long-term fiscal reform and 
stability for State government and its passage is critically important to protecting City 
revenues, furthering infrastructure investment, and rebuilding the State of California and 
local economies; and 

WHEREAS, currently, there is an estimated $8 billion gap in the State's Budget; 
should Proposition 1A fail, the State could raid local government revenues to balance 
the State's Budget; and 

WHEREAS, Proposition 1A is supported by a bipartisan, diverse coalition 
including Governor Arnold Schwarzenegger, Democrat and Republican legislative 
leaders, local government officials, public safety representatives, business and 
community leaders; 

NOW, THEREFORE, BE IT HEREBY RESOLVED by the City Council of the City 
of Santa Maria, California as follows: 

That the City Council supports the passage of Proposition 1A, the 
Statewide Ballot Measure on the May 19th Special Statewide Election. 

PASSED AND ADOPTED at a regular meeting of the City Council of the City of 
Santa Maria held this 21 st day of April, 2009. 

ATTEST: 

Chief Deputy City Clerk 

Mayor 

APP.~ 
BY' ~ 

CIT ATTOR 
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