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MEETING THE CHALLENGE Il

Executive Summary

INTRODUCTION

Mayor Ashley Swearengin in her inaugural address pledged within her first 100 days to
complete an update of the Peer City Review done in 2002 and released January 2003 as the
“Meeting the Challenge” report. This report, prepared by the Task Force on City Efficiencies and
Revenues (the “Task Force”) which was appointed by Mayor Alan Autry set out to define
recommendations aimed at the accomplishment of the following objectives:

» Maintain or improve City services, even in the face of budget cuts
resulting from State-level cuts;

» |dentify potential efficiencies in the delivery of City services; and

= |dentify fiscally prudent revenue sources to invest in building a stronger
foundation for the City of Fresno’s future.

To meet these goals, the Task Force undertook the following concurrent activities:

= Benchmarking of Fresno’s revenues and expenditures vs. those of
comparable California cities;

» |dentification of “best practices” in the best-managed cities across the
U.S., and initial exploration of their potential application in Fresno;

= Development of a contingency plan in anticipation of expenditure cuts
resulting from the state-level budget crisis; and

»= Analysis of alternative revenue sources to meet long-term investment
objectives.

The ten California Cities that most closely resemble Fresno were chosen for benchmarking of
expenditures and revenues are shown in (See Chart 1). These cities range in population from
290,000 in Stockton to 1,337,000 in San Diego, compared to Fresno at 486,000. Benchmarking
was based almost entirely on available published data, primarily adopted FY 2009 budgets with
comparisons to FY 2003 budgets, and the most current California State Controller reports.
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KEY STATISTICS
Chart No. 1:
City Population %growth Sq.Miles %Housing 2000 Med. Unemploy- PerCapita Per Capita
1990-2000 Land Owner Household ment Income Taxes
Area Occupied Income

San Diego 1,223,400  10.1% 3243 49.5% $49,946 3.0% $24,443 $370
San Jose 894,943  14.2% 174.9 61.8% $87,000 2.3% $23,619 $499
Long Beach 461,522 7.4% 50.4 41.0% $40,515 5.0% $21,603 $422
Fresno 427,652  20.3% 104.4 50.6% $46,950 12.9% $16,233 $278
Sacramento 407,018 3.0% 97.2 50.1% $38786 5.2% $20,476 $454
Oakland 399484  -0.1% 56.1 41.4% $27,095 4.7% $20,348 $656
Santa Ana 377977  14.8% 271 49.3% $54,854 4.6% $13,304 $357
Anaheim 328,014 23% 48.9 50.0% $49,216 2.9% $22,722 $473
Riverside 255156  12.6% 78.1 56.6% $37,034 5.4% $20,549 $299
Bakersfield 247,057  34.3% 113.1 60.5% $44,405 8.3% $19,148 $295
Stockton 243771 15.3% 547 51.6% $37,804 10.4% $16,096 $308
Median 399,484 14.2% 781 50.1% $44,405 5.0% $20,476 $370

In 2003 the report sparked a number of initiatives under Mayor Alan Autry’s leadership, some of
which are still in effect today. Mayor Ashley Swearengin asked for this first ever benchmarking
report to be updated to compare where Fresno is today compared to its peers. The key findings
from the original report follow (in abridged form) and a summary update with the findings from

this report following.

KEY FINDINGS - 2003 vs. 2009

1. 2003 - Fresno collects less revenue per capita than all its California peers.

2009 - Fresno still collects less revenue per capita than all our peers.

2. 2003 - Fresno’s citizens pay less per capita in municipal taxes than
their California peers.

2009 - Fresno still collects less General Fund taxes than all our peers.
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MEETING THE CHALLENGE I
Fresno spends significantly less than its peers in most functions with the notable
exception of police.
Very little has changed on expenditure patterns in the past six years (exceptions
will be discussed below) but it should be no surprise that with the lowest per

capita revenues Fresno has the lowest per capita expenditures.

Despite Fresno’s lower expenditure levels, some additional operating
efficiencies are attainable, particularly if best practices are adopted.

This finding appears to be as relevant today as it was when the last major budget
crises hit the City 6 years ago.

Fresno has the most severe structural unemployment among its peers and
spends less on economic development than virtually all peers.

Unfortunately, the current recession has now hit the entire State of California with
unprecedented unemployment over such a short period, undoing much of the
progress seen in recent years. However, Fresno no longer looks much worse
than many of our peers, although Fresno’s unemployment is still at the high end.

Fresno has deferred maintenance issues and significant pockets of under-
investment.

This finding appears to still be valid today.

Fresno has less debt capacity than its peers.

This finding appears to be just as valid in 2009.

Correction of the issues identified in recommendations (6) and above will
require freeing up operating revenues through best practices and generation of

new revenues.

This finding appears to be just as valid today.

KEY CHANGES SINCE 2003

The Fire Department had significant increases in budget and now is closer to our
peer cities.

Additional fees for services have improved Fresno’s relative position, although
Fresno needs to evaluate which services should be subsidized by the General
Fund, as is now the case.

The convention center appears to be more cost effective.
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Revisiting the January 2003 ‘Meeting the Challenge’ Report — What
Has Changed and What Has Not?

INTRODUCTION: OBJECTIVES AND ACTIVITIES

Mayor Ashley Swearengin in her inaugural address pledged within her first 100 days to
complete an updated city efficiency analysis of the peer city review done in 2002 and released
January 2003 as the “Meeting the Challenge” report. As Mayor Swearengin said, “The public
has a right to know how Fresno compares to cities of like-size in providing services. Improving
our efficiency and responsiveness as an organization starts with seeing where we stand and
where we can improve things moving forward.”

This updated review builds on the report prepared by the Task Force on City Efficiencies and
Revenues which was appointed by Mayor Alan Autry in 2002. The Task Force set out to define
recommendations aimed at the accomplishment of the following objectives:

» Maintain or improve City services, even in the face of budget cuts resulting
from State-level cuts;

= |dentify potential efficiencies in the delivery of City services; and

» |dentify fiscally prudent revenue sources to invest in building a stronger
foundation for Fresno’s future.

To meet these goals, the Task Force undertook the following concurrent activities:

» Benchmarking of Fresno’s revenues and expenditures vs. those of
comparable California cities;

» |dentification of “best practices” in the best-managed cities across the U.S.,
and initial exploration of their potential application in Fresno;

= Development of a contingency plan in anticipation of expenditure cuts
resulting from the state-level budget crisis; and

= Analysis of alternative revenue sources to meet long-term investment
objectives.

EXPENDITURE AND REVENUE BENCHMARKING
Identification of Peer Group Cities

The selection of peer cities in 2002 was principally based upon population size, but other
demographic factors were examined to determine comparability. Los Angeles and San
Francisco were excluded due to size and uniqueness (i.e., San Francisco is organized as a
City-County governmental unit). The population range in 2009 is from 289,927 for Stockton to
1,336,865 for San Diego, with Fresno at 486,171. The 2008 California Department of Finance
was used as the source of population data since this population data is also used by cities to
calculate their spending limits under the Gann initiative.

4
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The peer cities are identified below, along with key demographic factors.

Key Statistics for Peer Cities 2009 Peer City Report

Population | % 2005 Sq Owner Renter Total 2005 Per

2008 Growth Miles Occupied | Occupied | Occupied | % Median Capita Per

State Dept | 2000- Land (1000's) (1000's) Housing Owner Household | Unemploy- | Income | Capita
City of Finance | 2005 Area 2005 2005 2005 occupied | Income ment 2007 | 2005 Taxes
San Diego 1,336,865 2.6 324.3 239.4 227.2 466.6 51.3% 55,637 4.6 | 29,497 -
San Jose 989,496 1.9 174.9 175.8 112.5 288.3 61.0% 70,921 5.3 | 30,769 $588
Long Beach 492,642 2.7 50.4 66.3 97.2 163.5 40.6% 43,746 5.5 | 23,266 $508
Fresno 486,171 7.5 104.4 774 76.8 154.2 50.2% 37,800 8.0 | 17,586 $374
Sacramento 475,743 12.1 97.2 89.2 79.6 168.8 52.8% 44,867 6.5 | 22,841 $647
Oakland 420,183 -1.1 56.1 67.5 78.7 146.2 46.2% 44,124 74 | 25,739 $777
Santa Ana 353,184 0.7 271 35.9 32.9 68.8 52.2% 47,438 64 | 14,110 $413
Anaheim 346,823 1.2 48.9 48.1 475 95.6 50.3% 52,158 51 | 20,794 $584
Riverside 296,842 13.7 78.1 52.4 41 93.4 56.1% 50,416 6.2 | 20,924 $510
Bakersfield 328,692 215 113.1 59.4 34.8 94.2 63.1% 45,174 5.7 | 20,937 $450
Stockton 289,927 17.6 54.7 49.7 41.6 91.3 54.4% 41,118 10.0 | 18,976 $592

Sources - County and City DataBook 2007 U.S. Census

Population - Dept of Finance 2008
Unemployment - 2007 State EDD
Taxes - State Controller Cities Report 2006




MEETING THE CHALLENGE 11

The following charts graphically illustrate the previous Table.

Population Growth in Percentage

Population of Peer Cities
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Square Miles Per Peer City

Per Capita Income 2005
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2005 Median Household Income

Percent Unemployed 2007
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SOURCES OF DATA

The research and findings of this report are based almost entirely on published data that is
readily available, updated annually, and follows a format that is generally consistent for each
of the cities within the study. The primary research documents were published budgets for
Fiscal Year (“FY”) 2003 and FY 2009, 2005 U.S. Census estimates, and California State
Controller Reports dated 2005 and 2006. In some instances the charts for this report which
rely on Adopted Budgets for FY 2009 for most revenue and expenditure numbers show a
direct comparison with the 2003 Meeting the Challenge Report data where the comparison
could be easily shown.

Please note that for benchmarking the comparison, efforts were limited to the examination of
per capita measurements of expenditures and full-time equivalent (FTE) staff positions, as
opposed to a more comprehensive performance and efficiency measurement review which
would require consistency in reporting between cities which does not generally exist.
Notwithstanding this limitation, the comparisons made in 2002 and updated with this report
do provide substantial and useful comparisons between California peer cities.

OVERVIEW OF GOVERNMENTAL FUND ACCOUNTING & CALIFORNIA
MUNICIPAL REVENUES

It is important that readers of this report have a basic understanding of government fund
accounting and the sources of revenue that the City of Fresno uses to fund services today.
Municipal revenue comes from a variety of sources, ranging from revenue that is restricted
by law to certain uses, to revenue received as payment for services the City provides. Still,
other revenue comes from state and federal agencies, where there is little local control. The
following are the most common municipal revenues received by California cities.

Taxes

A tax is a charge for public services and facilities that provide general benefits to the
population served. There need not be a direct relationship between an individual taxpayer’s
relative benefit and the tax paid. Cities may impose any tax not otherwise prohibited by state
law. However, the state has reserved a number of taxes for its own purposes (e.g., taxes on
cigarettes, alcohol and personal income). The difference between a general tax and a
special tax is that revenue from a general tax revenue may be used for any purpose. A
majority of voters must approve a new general tax or increase. Special tax revenues must
be used for a specific purpose, and two-thirds of voters must approve a new special tax or
its increase. Examples of general use taxes include sales taxes and property taxes. These
taxes are not restricted as to their use.

Fees, Charges, and Assessments

As compared to a tax, a fee is a charge imposed on an individual for a service provided to
that person. A fee may not exceed the estimated reasonable cost of providing the particular
service or facility for which the fee is charged, plus overhead. Cities have the general
authority to impose fees. There are specific procedures in state law for fee adoption.
Proposition 218 provides special rules for property-related fees used to fund property-
related services. Examples include water service, sewer service connection, building
permits, recreation classes, and development impact fees.
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Assessments are charges levied to pay for public improvements or services within a
predetermined district or area, according to the benefit the parcel receives from the service
or improvement.

Intergovernmental Revenue

Cities also receive a substantial amount of revenue from other government agencies,
principally the state and federal governments. These revenues include general or
categorical support monies called “subventions,” as well as grants for specific projects, and
reimbursements for the costs of some state-mandated programs.

Other City Revenues

Other sources of revenue to cities include rents, concessions, investment earnings, revenue
from the sale of property, proceeds from debt financing, revenues from licenses and permits,
and fines and penalties. Each of these categories of revenue has legal limitations on what
may be charged and collected, as well as how the money may be spent.

Fund Accounting

Many types of city revenues are restricted by law to certain uses. For example, a special tax
is levied for a specific program, a subvention is designated by law for specific activities, and
fees charged for specific services can fund only those services and related expenses. To
comply with these laws and standards, finance departments segregate revenues and
expenditures into separate accounts or funds. The three most important types of city funds
are special revenue funds, enterprise funds, and the general fund.

1. Special Revenue Funds are used to account for activities paid for by taxes or
other designated revenue sources that have specific limitations on their use
according to law. For example, the state levies gas taxes and subvenes some of
these funds to cities and counties. A local government deposits gas tax revenue
in a special fund and spends the money for streets and road-related programs,
according to the law.

2. Enterprise Funds are used to account for self-supporting activities that provide
services on a user-charge basis. For example, many cities provide water
treatment and distribution services to their residents. Users of these services
pay utility fees, which the city deposits in a water enterprise fund. Expenditures
for water services are charged to this fund.

3. The General Fund is used to account for unrestricted revenues. Revenues
received by the City that have no legal or contractual restrictions are placed in
the General Fund. Appropriations may be made from the General Fund for any
legal City activity. Revenues such as sales tax, property tax, the vehicle license
fee subvention from the state, and local taxes, including business license tax,
hotel tax and utility user taxes (UUT) are examples of General Fund revenues.
These revenues support such activities as City Council, Mayor, City Clerk, City
Manager, Police, Fire, Parks and Recreation, and Public Works departments.

10
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Major City Revenues

The following revenues are those which are most frequently relied upon by cities to finance
the local services they provide.

1.

Sales and Use Tax. The sales tax that an individual pays on a purchase is
collected by the State Board of Equalization. A use tax is imposed on the
purchaser for transactions in which the sales tax is not collected. Sales and use
tax revenue received by cities is general purpose revenue and is deposited into a
city’s general fund.

Property Tax. The property tax is an ad valorem (value-based) tax imposed on
real property and tangible personal property. California Constitution Article XIIIA
(Prop. 13) limits the property tax to a maximum 1 percent of assessed value, not
including voter-approved rates to fund debt. The assessed value of property is
capped at the 1975-76 base year rate plus inflation — or 2 percent per year.
Property is reassessed to current full value upon a change in ownership.
Property tax revenue is collected by counties and allocated according to state
law among cities, counties, school districts and special districts. The share of
property tax revenue allocated to a city varies, depending on such factors as the
service responsibilities of the city, the presence of a redevelopment agency that
retains a portion of revenue growth, and historic (1980) tax rates of the city in
relation to other local taxing entities.

Motor Vehicle License Fee (VLF). The VLF is a tax on the ownership of a
registered vehicle which until the days of the triple-flip were collected by the State
and remitted to cities and counties. Today it is more of a tax in lieu of a property
tax, which is commonly collected in many states. In recent years the method of
calculating and repaying the tax has changed as the State government has
wrestled with its budget shortfalls. Today VLF in lieu increases with property
taxes from a base level and generally grows with assessed valuation. Some
cities now show this revenue with their property tax receipts since it is distributed
the same way.

Business License Tax (BLT). Most cities in California levy a business license
tax. Tax rates are determined by each city, which collects the taxes. In all cases,
cities have adopted their tax as a general tax.

Transient Occupancy Tax (TOT). Like the business license tax, TOT may be
levied by a city. More than 380 cities in California impose a TOT on people
staying for no more than 30 days in a hotel, inn, or other lodging facility. Rates
range from 4 to 15 percent of the cost of the lodging. In nearly all cases, cities
have adopted these as general taxes, but some cities make a point of budgeting
the funds for tourism or business-development-related programs.

Utility User Tax (UUT). More than 150 cities, collectively representing a majority
of the state’s population, impose a utility user tax. UUT rates vary from 1 to 11
percent and are levied on the users of various utilities (e.g., telephone, electric,
gas, water and cable television). For those that impose the UUT, it provides an
average of 15 percent of general revenue, and offers as much as 22 percent.

11
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7. Enterprise Service Charges and Fees. Service-fee-supported city utilities and
enterprises constitute a substantial portion of most city budgets. These include
water, sewer, electric, solid waste, harbor/marina and airport services. In some
cities, a public or private agency other than the city provides and funds these
services.

8. Benefit Assessments. Assessments are charges levied to pay for public
improvements or services within a predetermined district or area, according to
the benefit the parcel receives from the improvement or services. The most
common examples include: street lighting; landscaping; public parks and
recreation facilities; and, most recently, public safety.

Debt

The issuance of debt is another method of providing funds to cover the cost of providing
municipal services. In order for a city to incur indebtedness, a two-thirds vote is required to
approve a measure, along with a property tax levied to service the debt. Various exceptions
to the definition of indebtedness include certain lease agreements, revenue bonds paid from
enterprise or other special funds, and obligations imposed by law, such as pension
obligation bonds.

In 2000, the City of Fresno was more indebted than its peer cities. This was largely a result
of the City using debt to finance pension obligations that were unfunded in the periods when
they were incurred. At that time, Fresno’s net direct debt per capita was 40% higher than
the median of its peers, and its debt, as a percent of assessed valuation was twice the level
of its peer cities. During the period from 2000 to 2006, Fresno had a very slight growth in its
debt per capita. This was during a time when all of its peer cities, except Anaheim, were
reporting significant increases in their debt per capita ratios. This has resulted in Fresno’s
per capita debt ratio decreasing to 7 % above the median of its peer cities. While this has
helped improve Fresno’s credit rating since 2000, Fresno will still need to use debt sparingly
to finance its future needs.

The next three charts illustrate where Fresno is on currently incurred debt (which does not
include the loan guarantees recently discussed in the press which may result in more debt
obligations for the City). The first chart shows debt per capita comparing 2000 to 2006, from
Moody’s. This shows Fresno was in 2006 in the middle and about the median on debt per
capita. The second chart inset shows debt service as a percent of assessed valuation (AV).
By this measure, Fresno has high debt since AV is relatively low in Fresno. The third chart
only underlines this reality. Fresno has the lowest Assessed Value per Capita of all the peer
cities.
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Debt Per Capita 2000 vs. 2006
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Assessed Value Per Capita

120,000

100,000

80,000

60,000

40,000

Dollars Per Capita

20,000

A
) %L @@/} &@,f & @QO <O/) Qf '7’)8 @Q,) %)
N % ( S % 7S © %, % &% %,
(o) /Oé '?,) S % O;@ G@ /)o, %, Od\& J’é
® & % % %,

FRESNO’S BUDGET COMPOSITION
Fresno General Fund Budget — Sources of Funds

The General Fund revenue sources (where the revenue comes from) and uses
(where it goes and how it is spent) are what most people think of when they think of
a City budget. As referenced above, the General Fund is that unrestricted source of
revenue that supports such activities as General Government, Police, Fire, Parks
and Public Works. The two major sources of revenue, sales tax and property tax,
comprise more than half of the total General Fund revenue base.

The remainder consists of intergovernmental revenues (e.g., State of California,
Fresno County, etc.); local taxes, including business license tax and hotel tax;
payments for services from non-General Fund departments; charges for services;
business tax; and, miscellaneous revenues.

The FY 2009 major sources of General Fund revenues for the City of Fresno are:
sales tax (28.2%); property tax (27.2%); vehicle license fees (15.7%); business
license tax (6.2%), and the Transient Occupancy Tax (4.1%); charges for services
(5.8%); and all other revenues (12.8%).

Fresno General Fund Budget — Uses of Funds

The major uses of General Fund revenues are public safety related, including Police
and Fire. Together, they comprise 73.7 percent of the budget, which is up from the
69.8 percent reported in 2003. Police expenditures represent more than half of the
General Fund expenditures, and consume a growing share of the available General
Fund revenues.

14
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Fresno’s Budget (Total Government)
The Fresno budget is comprised of the following components:

The General Fund, which includes four operating departments (Police, Fire, Public
Works and Parks and Recreation) plus five non-operating departments (Economic
Development, the City Council, the Mayor's Office, the City Manager’s Office and the
City Clerk’s Office). The General Fund also services debt that is not specifically
attached to the Enterprise Funds or the Trust Funds.

The Internal Service Funds (ISFs), as the name implies, provide certain services to
the General Fund departments as well as to the Enterprise Departments and the
Special Revenue Funds. These services include Human Resources, Finance,
Purchasing, Information and Communication Services, Fleet Services and Risk
Management. They also fund the City Attorney's Office.

The Enterprise Funds include six self-standing and independently funded activities,
including the City Airport, Convention Center, Water System, Sewer System, Solid
Waste Enterprise and Bus Transit (FAX).

The Other Funds include Special Revenue Funds received for a special purpose
including assessment districts, Community Development Block Grants, and special
gas taxes; certain capital project revenues; and certain debt service funds. These
funds are received for and must be used for specific purposes.

To understand the benchmark data that follows, it is important the reader understand
the following nomenclature (for an illustration see graph on page 55):

Total Government includes all of the preceding Funds.

= General Government includes the General Fund and the Internal Service Funds.

= General Government Central Services includes the Internal Service Funds and those
organizations in the General Fund that provide internal services to all the Funds, namely
the City Council, Mayor, City Manager’s Office and City Clerk’s Office (the non-operating
General Fund departments).

REVENUE BENCHMARKS

The following chart illustrates that the City of Fresno has the lowest per capita revenue for

its General Fund of any peer City. This trend was apparent in both the FY 2001 actual
expenditures, and the FY 2002 adopted budgets and FY 2009 adopted budget.
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General Fund Revenue Trends
Per Capita FY 2001 to FY 2009
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Ironically, when one looks at the Total City Budget, Fresno’s total City budget is actually
greater than some of our peer cities. This often gives the public impression that Fresno has
much more money than it is willing to spend on essential public services, such as public
safety. The remainder of this report will continue to attempt to show how these restricted
funds, while going to important public services such as water, sewers, garbage collection,
public transit, and air services also need general government support from other City
departments such as finance, fleet, and the City Attorney. But when it comes to police, fire,
parks and recreation as well as many public works, it is the General Fund that must support
these services, with some additional funds from developer fees and grants, neither of which
support most current operating costs.

Per Capita General Fund Compared to Per Capita All Funds 2009 Only
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Total government revenues per capita are illustrated above and shown as compared to
General Fund revenues. As can be seen, while Fresno has the lowest General Fund
revenue per capita it is one of the cities with the most revenue once Enterprise Funds are
considered. As described on the previous pages, total government revenues include all
sources of revenues (e.g., taxes, service fees, assessments, intergovernmental revenues,
and other city revenues such as rents, revenues from licenses and permits, debt financing

proceeds, as well as utility payments, etc.).
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Total government expenditures are shown below.

Total Government Expenditures including Enterprise Funds FY 2009
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Even with this larger obligation to service Enterprise departments, total general government
costs (which many believe is a good indicator of overhead), is still relatively low as seen in
the following data from the State Controller reports of 1999 and 2006.

General Government Costs as Percent of Budget -
State Controller Report 1999 and 2006
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Another way to look at whether the costs of the total government in Fresno are high is to
compare net expenditures per capita, which is the total cost minus revenues collected to
offset those costs. By this measure, Fresno is doing better than most of our peers.
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Net Expenditures Per Capita -
State Controller's Report FY 2006
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The chart below shows the Enterprise departments in Fresno and our Peer cities.

ENTERPRISE DEPARTMENTS BY CITY

Airport | Harbor Convention Water Sewer Solid Waste | Electric Gas Library Bus
City Center System | System Enterprise Power | Power Transit
Fresno Y N Y Y Y Y N N N Y
Long Beach Y Y Y Y Y Y N Y Y Y
Sacramento N N Y Y Y Y N N Y N
Oakland Y Y N N Y N N N Y N
Stockton N N N Y Y Y N N Y N
Anaheim N N Y Y N Y Y N N N
Riverside Y N Y Y Y Y Y N Y Y
Bakersfield N N Y Y Y Y N N N N
San Diego Y Y Y Y Y Y N N Y Y
Santa Ana N N N Y Y Y N N Y N
San Jose Y N Y Y Y Y N N Y N

Nearly half of the peer cities provide four enterprise operations, or one-third less than
Fresno provides with its more limited revenues. The six enterprise operations provided by
the City of Fresno include Airports, Convention Center, Water, and Sewer, Solid Waste, and
Transit (FAX) bus operations.
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EXPENDITURE BENCHMARKS
Fresno Budget Overview
Fresno consistently stands at the lower end of expenditure categories relative to its peer

cities. The following chart illustrates that trend for General Fund Expenditures per capita in
FY 2003 and FY 2009.

General Fund Expenditures Per Capita
(From Proposed Budgets FY 2003 and FY 2009)
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The above chart illustrates that the City of Fresno General Fund per capita expenditures are
less than any peer cities.
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GENERAL FUND DEPARTMENTS — OVERVIEW
Public Safety

As is the case with most cities, Fresno spends more on Public Safety, including Police and
Fire, than any other activity.

Combined Police and Fire

Together, Police and Fire comprise over 70 percent of the General Fund budget.

Combined Police and Fire as Percent of General Fund FY 2003 and FY 2009

@FY 2003 @FY 2009

The above chart illustrates that Fresno’s percentage of Police and fire Expenditures as a
Percent of General Fund is higher than nearly any other city in the peer group. On the lower
end are San Jose and San Diego. It should also be noted that since 2003 some cities have
cut back as a percent of their General Fund.
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As shown on the following chart, the fact that Fresno uses such a large percentage of its
General Fund for Public Safety is more a function of the small relative size of its General
Fund than out of control spending. In fact, on a per capita basis, Fresno’s expenditures for
Public Safety are only slightly above the median.

The following section separates the two components of Public Safety, Police and Fire.
When viewed in this manner, the “average” expenditure for public safety are changed.
Revealing that a major part of the Public Safety expenditures go toward Police services, as
opposed to Fire services.

Police and Fire Personnel Per 1,000 Residents FY 2003 Compared to FY 2009
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Police Department

Police expenditures represent more than half of the General Fund expenditures, and
represent a growing share of the available General Fund revenues.

Police Percent of General Fund FY 2003 and FY 2009
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The above chart illustrates that Fresno has the highest Police Expenditures as a percent of
General Fund among its peer cities. The greatest contrast is San Jose, which spends the
smallest percent of General Fund on Police expenditures.

When examined on a Police expenditure per capita basis, as illustrated in the charts which
follow, there is a less dramatic difference between Fresno and its peer cities. By this
measure of dollars per capita spent on police from the General Fund, Fresno is about at the
median.
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Dollars Expenditures Per Capita - All Funds FY 2003 and FY 2009

B FY2003 Funds for Police @ FY2009 Funds for Police

On the other hand, Fresno’s Police Department FTE’s per capita are above the median.

Comparing Police FTE's per 1000 population 2003 to 2009

@FY2003 @FY2009
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Fire Department

As previously referenced, Public Safety when looked at as a whole appears to be close to
the median in expenditures per capita. In 2003 many were surprised to see that Fresno
spent much less than the median for Fire service. However, in 2009 it can be seen this is no
longer the case, and Fire expenditures as a percent of the General Fund are now at the

median.

Fire Expenditures Per Capita (General Fund Only) FY 2003 to FY 2009
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Fire expenditures per capita are still below the median, as they are with police services.
However, Fresno is no longer the lowest of the peer cities on per capita Fire expenditures
and the improvement in support can be seen in the chart below. While many other cities
were holding fire costs per capita in FY 2009 to FY 2003 levels, Fresno can be seen
increasing its support for fire services.

Fire Expenditures As Percent of General Fund FY 2003 to FY 2009

30.0—y
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Public Works

Public Works expenditures are a bit more difficult to compare between peer cities, since
there are maijor differences in age of the infrastructure, and organizational approaches.
Even with this difficulty, FY 2009 budgets show Fresno is lower than the median on percent
of General Fund spent on public works, which is not surprising since the City spends so
much more than the median of our General Fund on police services.

General Fund Dollars for Public Works Per 1,000 Population
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Public Works FTEs per capita, taken from published budgets for FY 2009 show a similar
pattern where Fresno continues to be below the median. Variations in FTEs and/or
expenditures may result from the provision of particular programs by Public Works

departments in other cities such as:

Development Services

Solid Waste Collections

Parking Enforcement-Recycling

Animal Services

Maintenance Services (buildings, equipment, landscaping, infrastructure)
Graffiti Abatement

General Services

Telecommunications

Wastewater Treatment
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Ratio of Public Works Staff to Population
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Since Public Works activities vary so much across the peer cities, it is a bit tricky to find
specific activities for comparability. One such activity was "total expenditures for streets.
The following graph shows that Fresno spends less on street work than most of our peer
cities.

In fact, Fresno does have more lane miles to maintain than all of our peer cities, except San
Jose and San Diego, which would imply that Fresno needs more money for street work. This
information comes from the 2007 California Public Road Data report prepared by Caltrans.
In an effort to convert these numbers to a comparative metric, in the last chart the
expenditures reported to the State Controller for streets is divided by the number of miles
maintained as reported by Caltrans, giving an operating costs per mile of road. Using this
measure, Fresno is last among our peer cities in expenditures per lane mile.
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Expenditures for Street Purposes FY 2007
Controller's Streets Report
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It can be seen below that Fresno spends the least per miles of road.

Operating Expenditures Per Mile of Road Maintained
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Parks and Recreation

Comparing Parks and Recreation expenditures is even more difficult than Public Works
since not every city has large after-school programs, as does the City of Fresno. In fact the
full range of programs, number of acres of park lands and inclusion of activities such as tree
trimming or median strip maintenance differ greatly between cities. Using Adopted FY 2009
budgets, Fresno compares unfavorably as can be seen below, although this number is for
all programs under Park and Recreation Departments.

FY 2009 Parks and Recreation General Fund Dollars Per 1,000 Population
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On a per capita FTE basis, Fresno is below the median.

FY 2009 Parks and Recreation Staff Per 1,000 Population
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GENERAL GOVERNMENT CENTRAL SERVICES

Another difficult area to compare expenditures across cities is for those central services that
in the private sector are generally considered “overhead.” The categories that fall into
government central services include the Mayor and City Council, the City Manager, the City
Attorney and activities such as fleet services, information and communication services,
finance operations, risk management, facilities, purchasing and human resources.

Governments are generally free to organize these functions as they please, and a wide
variety of funding mechanisms are used, including the General Fund (most often used for
the Mayor, Council and City Manager) and Internal Service Funds. The interdepartmental
charges made by internal service funds apply to Enterprise departments as well as General
Funded departments.
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The following chart using 1999 and 2006 State Controller data illustrates that Fresno City’s
percentage of Total City Budget for General Government expenditures is very close both
years, and a bit less than the median for the peer group.

General Government Costs as Percent of Budget - State Controller's Report 1999 and 2006
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To provide some context, overhead expenses in the manufacturing sector typically are in the
range of 4% to 6%, depending on the size, complexity, and growth profile and management
philosophy of the company. Given Fresno’s larger size, higher growth, large number of
Enterprise departments and greater complexity, it seems reasonable that its “overhead”
would be higher than many of our peers. The fact that Fresno’s “overhead” is significantly
lower than most of our peers suggests that Fresno is doing more with less.
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The chart below illustrates how the Total City Budget, including Enterprise Funds, Internal
Services Funds and other funds is broken down.

Total Government

General Fund Internal Enterprise Funds Other
Service Funds
Funds
$255M $116 $518M $271M
Government
Central
Services

Mayor and Council
Mayor and City Council expenses taken from FY 2009 budgets are combined to allow

comparisons with other cities. Since the charters are different for each of these cities, this is
the most reasonable way to show comparisons.

Costs Per Capita of Mayor and Council Combined
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City Manager

The chart below shows that City Manager’s Office expenditures based on FY 2009 budgets
are well below those of the peer groups, but this does not really tell the story, since some
cities have other functions such as Budget and Risk Management in the City Managers
office. A detailed analysis of each City charter and operations would be necessary to have a
review that is meaningful for anything more than a snapshot view of relative expenditures.

City Manager Costs Per Capita
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INTERNAL SERVICE FUND DEPARTMENTS - OVERVIEW

Internal Service Funded Departments (ISFs) are those central service departments that
directly charge their services to other city departments, (both general funded and enterprise
funded), through a process known as Interdepartmental or “I.D.” charges established
through the budget process. The ISFs within the City of Fresno cover more areas than is
generally the case in our peer cities. In 2003, considerable effort was spent to try to
standardize these activities in comparing Fresno with other cities. A number of problems
arise when one gets to this level of detail. For example, “risk management”, which includes
liability claims and workers compensation claims, is in the Human Resources Department in
the City of Fresno. In other Cities this function can be found in the City Manager’s Office, the
City Attorney’s Office or the Finance Department. Caution is appropriate in doing any direct
comparisons on ISFs without further investigation. This report uses the same methodology
used in 2003.

Similar observations are applicable to the comparison of FTEs per capita for the ISF
departments. The variation in comparisons to the median is a factor not only of where
certain functions are performed but also of the mix of enterprise departments within the City
of Fresno compared to its peers. Rather than explain these variances here, they will be
addressed below on an ISF department-by-department basis.

City Attorney’s Office

City Attorney offices vary greatly in peer cities in duties and how they bill charges. For
example, in some of the peer cities, Risk Management is included in the City Attorney's
Office, which is not the case in Fresno. It is also the case in Fresno that not all City Attorney
costs are captured since some departments are directly billed for outsourced legal work. A
rough analysis using this data from FY 2009 Budgets shows that even if some of these
variations are accounted for, the City Attorney's Office appears to use a smaller percent of
citywide support costs than City Attorneys in other peer cities.

City Attorney Costs As Percent of Total Budget
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FTE’s per dollar of Total City Budget is perhaps a fairer way to compare cities, and by this
measure Fresno’s City Attorney’s office is at the median.

City Attorney FTE's per Total City Budget

45,000,000
40,000,000
35,000,000
30,000,000
25,000,000
20,000,000
15,000,000
10,000,000

5,000,000

Human Resources

HR (Personnel) FTE's Per Budget Dollar

60,000,000

50,000,000

40,000,000

30,000,000

20,000,000

10,000,000

S 8 S
% % L o >
%, , % KN % %, ",

2 %
e,)’o % % % %,

Fresno’s Personnel/Human Resources FTEs are higher than many peer cities due to the
range of services provided. For example, risk management is included in Human
Resources, whereas most cities account for this function in the City Attorney’s Office.
Despite this, Human Resources expenditures and FTEs are at approximately the midpoint.
This data is from FY 2009 adopted City budgets.
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Fleet/Equipment Maintenance

Fresno ranks in the middle of the peer cities for Fleet and Equipment Maintenance, despite
the fact that Fresno Fleet provides maintenance services to two large enterprise operations
not found in every City — Solid Waste collection and bus services.

Fleet Costs as Percent of Internal Senice Costs
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Facilities Management

Facilities Management is approximately at the median in expenditures as a percent of the
Total City Budget but below the median as a percent of the total support budget based on
FY 2009 budgets.

Facilities Maintenance as Percent
of Total City Budget
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Facilities Maintenance as Percent of Total Support Budget FY 2009
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Finance Department

The Finance Department is slightly above the median in expenditures as a percent of total
support budget. This may be because more than half the expenditures and FTEs in the
Finance Department are for “Utility Billing Services,” an activity performed directly in the
utility department in most cities and outsourced in some cities.

Financial Services as Percentage of Support
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The Finance Department FTE’s per Total City Budget are actually below the median, which
is somewhat surprising with all the Enterprise Departments the City of Fresno has and that
this Department supports their activities as well. All data is from adopted FY 2009 budgets.

Finance FTE's Per City Dollar
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Information & Communication Services

Of all the ISF departments, the Information and Communications Department elicited the
most interest in 2003. For one thing, it then exceeded the peer city expenditures median
more than any other department, despite the fact that there are several pockets of IT within
City Government that are not accounted for in the IT department (a similar comment applies
to FTEs per capita). In 2009 it continues to be one of the only departments where its costs
are higher than the median of our peers.

Information Technology and C icati as Percentage of Support

35.0%—

@FY 2003 @FY 2009

IT FTE's Per Dollar in City Budget
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ENTERPRISE FUNDS - OVERVIEW

As noted earlier in this report, the number of enterprise funds a city has varies greatly, as
does the organization of those enterprise departments. Enterprise departments are
supposed to be run like businesses, and are generally considered self-supporting from user
fees and other financing mechanisms. Given the wide variety of enterprise approaches, it is
probably best to compare the fees charged for those services and examine whether any
subsidies are required.

Airports

Fresno’s commercial airport, Fresno Yosemite International (FYI), has long been looked at
as an economic development tool. It has been improving its infrastructure in anticipation of
new airline activities. Partly to cover these capital improvements and partly as a result of
9/11, airport fees have been increasing as have services. While the airports FYI
benchmarks against are not the same cities found in our California peer cities, it is
interesting to note that Fresno is at the median for operating costs compared to revenues,
as can be seen below.

Net Operating Revenue (Loss) of City Operated Airports State Controller Report 2006
Oakland
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Convention Center

Fresno’s Convention Center complex, like most convention centers and its related
Convention and Visitors Bureau, receives a public subsidy. Traditionally the main source of
General Fund revenue associated with Convention Centers is the Transient Occupancy Tax
(TOT), or room tax on hotel and motel rooms. Rental income of facilities is the main source
of Enterprise Fund income. One way to measure relative efficiency of convention centers is
to compare the percent of the TOT collected to the total subsidy. As can be seen below,
Fresno has a higher per capita subsidy than most of its peers.

Each convention center is unique, and it is a dynamic and changing environment. Most
Convention Centers lose money — it is the amount of the subsidy one tries to manage. After
the 2003 report came out showing that there was a $6 million General fund subsidy for the
Convention Center, Fresno’s Convention Center management was essentially outsourced.
No detailed comparison of how well the Convention Center is doing now was made for this
report, but the same measure used in 2003 is shown below. By this measure, Fresno’s
Convention Center is more efficient than it was in 2003.

Transient Occupancy Tax (TOT) as Percent of Convention Center
Operating Cost
FY 2003 and FY 2009
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Public Utilities

Public Utilities charges fees for water, wastewater and solid waste. A peer comparison of
these enterprise activities, using the State Controller reports, follows:

Water Operating Revenues Per Capita
as Reported to State Controller 2006

Water Operating Costs per capita as Reported to State Controller in 1999 and 2006
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Sewer Operating Costs as Reported in
State Controller Report 1999 and 2006
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Sewer Operating Revenue as Reported State Controller 2006
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Solid Waste Operating Revenues per Capita as Reported to
State Controller 2006
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Transit

Fresno Area Transit (FAX), the public transportation system, operates like most transit
systems, with major subsidies and fares. Few of our peer cities run transit systems, which
are more often regional in nature. While the appropriate benchmarking for this transit system
is to use the national numbers for cities and services of comparable size, the peer cities that
do have transit systems do report to the State Controller. One measure to compare to these
cities in terms of operating costs follows:

Operating Deficit Per Passenger (State Controller Report FY 2006)

Deficit in Dollars

Passengers are also reported and shown here on a per capita basis:

Total Passengers per 1,000 Population (State Controller's Report (FY 2006)

San Diego Riverside Fresno Long Beach
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Economic Development Activities

As difficult as it is to compare city functions, one of the most difficult areas on which to get
hard data is economic development. Most peer cities combine housing and economic
development activities; many combine redevelopment agency activities, and still others
involve their Enterprise departments, particularly in communities with harbors. The number
of alternative models is large, and it is difficult to do an “apples to apples” comparison.

We can see how much General Fund money is invested in Economic Development and how

many economic development staff are identified in adopted budgets, which is shown below:
(All data from the FY 2009 Budgets.)

E ic Develog from | Fund as Percent of General Fund
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Planning and Development

Another area involved with economic development, although it is set up as an Enterprise
Fund in the City of Fresno, is the Planning and Development Department. A review of
budgets for Planning and Development departments shows that Fresno’s is below the
median.

Dollars per Planning and Development FTE's from FY 2009 Budgets
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Variations in FTEs and/or expenditures can be explained by the differences in programs
offered, such as:

Redevelopment

Economic Development

Building Inspection

Planning and Zoning

Housing and Community Development
Code Enforcement

While these expenditures can be located in City budgets and compared (although some
further analysis is necessary to take into account the factors noted above), there are a
whole host of other players in each community that influence job creation, workforce
training, housing costs and economic development. The City frequently is in joint partnership
with these institutions, such as the Economic Development Corporation, or works closely
with major employers who are seeking infrastructure improvements on land they wish to
develop. In addition, Enterprise Departments can play a significant role and need to be
considered when one looks at all the resources available to improve the local economy.

The discussion above, examining City of Fresno expenditures on a Citywide basis and on a
department-by-department basis, shows that with very few exceptions Fresno is below the
median of peer cities in California on per capita expenditures. While some of this appears to
be attributable to lower area costs per FTE, there are undoubtedly other factors that
contribute to this general pattern: (a) Fresno does appear to be more efficient than its peers;
(b) Fresno provides less service in some areas; and (c) Fresno has for years deferred
infrastructure maintenance expenditures that will eventually have to be addressed.
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MEETING THE CHALLENGE Il

Local governments are finding it increasingly more challenging to generate sufficient
General Fund revenues to fulfill service obligations to its citizens. This is the case
nationwide, given the increasing demand for public safety services. It is particularly true in
California, which has a heavier load of State-imposed service requirements and a host of
limitations on revenue-raising. Furthermore, it is pronouncedly so in Fresno, which has the
lowest revenue base among its peers and some of the most challenging problems

(particularly those that arise from its endemic unemployment). This section addresses
revenue issues in greater depth.

GENERAL FUND REVENUES

City Utility
Property | Sales User Franchise | Assessment | Business
Taxes Taxes Taxes Taxes Districts Taxes Fees
(Significant
Revenue)

Fresno Y Y N Y N Y Y
Long Beach Y Y Y Y N Y Y
Sacramento Y Y Y Y Y Y Y
Oakland Y Y Y Y Y Y Y
Stockton Y Y Y Y N Y Y
Anaheim Y Y N Y Y Y Y
Riverside Y Y Y Y Y Y Y
Bakersfield Y Y N Y Y Y Y
San Diego Y Y N Y N Y Y
Santa Ana Y Y Y Y N Y Y
San Jose Y Y Y Y Y Y Y

The main sources of General Fund revenues are sales taxes (collected by the State and

rebated to local governments), property taxes (collected by the County and rebated to local
government), vehicle license fees (collected by the State and rebated to local governments),

business taxes (collected by the City), fees for services (collected by the City), franchise

fees (collected by the City from entities under a franchise agreement), and utility user taxes
(collected by the utility and rebated to local government).
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Fresno’s largest source of General Fund revenue is sales tax. Fresno collects a higher
percent of its General Fund revenue from sales taxes than the median of our peers.
However, on a per capita basis Fresno collects slightly less than the median.

Sales Tax Per Capita
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Fresno’s second largest revenue source is property tax. The amount of property tax the City
receives is set by Proposition 13 and modified by a variety of annexation agreements with
the County. In Redevelopment areas the property tax growth increment goes to the
Redevelopment agency, which is run by the City Council. Generally the City receives about
30% of the 1% paid by property owners. Fresno is more dependent on property tax revenue
than any of peers as a percent of the General Fund. However, on a per capita basis Fresno
is at the median of its peers.

Property Tax, Sales Tax and VLF Combined as Percent of Total General Fund
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Property Tax and VLF in Lieu Combined Per Capita
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Business taxes provide a larger percentage of General Fund revenue for Fresno than its
peers, second only to Oakland on the percentage of General Fund Revenue from Business
Tax. The reader is cautioned, however, that direct business taxes are not the only tax
burden paid by employers in the other peer cities, especially in those cities with utility user
taxes. The percentage is to some degree an artifact of Fresno’s lower than median General
Fund.
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Business Taxes as Percent of General Fund

Transient Occupancy Taxes as Percent of General Fund

On Franchise Fees, Fresno is below the median on both percentage of General Fund
revenue and on a per capita basis.
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Franchise Revenue as Percent of General Fund
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License & Permit Fees per capita

Charges for Services Per Capita
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Utility User Taxes are one of the major sources of revenue used by cities to augment their
General Fund. In fact, until the late 1980's the City of Fresno also had a Utility User Tax.
Over 150 California Cities, accounting for more than 50% of the state's population, collect
utility taxes today, receiving an average of 15% of their General Fund from this revenue
source, some as high as 22%. Elections over the past ten years have seen efforts by
taxpayer associations to repeal utility user taxes and by local governments to add them.
The results have been mixed.

Utility User Tax Revenue per Capita

dollars per capita
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Utility User Taxes as Percent of General Fund
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Please note that all revenue data from taxes that was just described is from FY 2009
Adopted Budgets. Most cities are revising these revenues as the deep recession continues.

Assessment districts can be established by a variety of mechanisms and cover a variety of
services. Generally, they are a self-assessed tax for a dedicated public purpose. According
to the 2006 California Controller Cities Report, cities that had assessment districts in 2006
that generated more than $1 million in revenue included Anaheim, San Jose, Bakersfield,
Oakland, Sacramento and Riverside. Purposes include citywide lighting districts and
recreation and parks support, which when paid for by an assessment allow General Fund
revenues to be spent elsewhere. Many cities have more narrow assessment districts for
specific purposed in portions of their city. These generally take the form of Business
Improvement Districts, which dedicate a self-assessed tax on business owners in a given
area to provide extra services such as more frequent street cleaning, graffiti removal, street
improvements, and in some cases, other services such as tree trimming.
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Significant Income From Assessment Districts
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REVENUE ANALYSIS

As shown previously, Fresno citizens have a lower per capita income than their peers.
However, the per capita tax paid by Fresno citizens is even further below average (see chart
below). The net effect is that Fresno citizens pay a smaller percentage of their income in
taxes than most of their peers.

Revenue Analysis

Per Per
Capita Capita Relative Tax "Rate
City Income Taxes Index"
Fresno 17,586 374 2.13%
Santa Ana 14,110 413 2.93%
Bakersfield 20,937 450 2.15%
Long Beach 23,266 508 2.18%
Riverside 20,924 510 2.44%
Anaheim 20,794 584 2.81%
San Jose 30,769 588 1.91%
Stockton 18,976 592 3.12%
Sacramento 22,841 647 2.83%
Oakland 25,739 777 3.02%
AVERAGE 21,594 544 2.52%
Relative Taxes - Tax Index - Per Capita Taxes
as a Percent of Per Capita Income
0.00 . T %, ‘ o ‘ G, ‘ %, ‘ %, ‘ %, ‘ %, ‘ a, ‘ % ‘

%
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What Should Be Done With This Information?

Successful companies in the private sector are known for their culture of “embracing
change”. They recognize that resting on their laurels is, at best, a formula for mediocrity and,
at worst, a road to bankruptcy. Well-managed cities need to also establish a culture that
embraces change. In 2003 when the original report was released, the Mayor and City
Manager established a standing “Best Practices” Task Force under the direction of the City
Manager, charged with actively promoting the adoption of “Best Practices” in all areas of the
City organization. For several years this approach helped move specific initiatives along that
while important, were by their very nature initiatives that took longer or a more cross-cutting
approach than just adding a task to a Department’s budget.

Operating Efficiencies

As can be seen by this report, in general Fresno looks like a fairly lean organization.
However, there is always room for more operating efficiencies; and they should be pursued
for the following three reasons: (a) city government has an obligation to its citizens to make
government as efficient as possible; (b) even if a contingency plan to cut spending is not
required, the economically stressed U.S. and California economies will likely result in lower
than anticipated City revenues; and (c) every effort must be made to free up revenues to
address the City’s economic development needs as well as the pockets of under-investment
and deferred maintenance referred to in this report.

Re-establish a standing “Best Practices Committee” charged with exploring and
monitoring implementation of all best practices that offer service enhancement or
cost reduction opportunities for the benefit of Fresno’s citizens.

Numerous reports have identified “Best Practices” opportunities that offer the potential for
savings for Fresno and improvement of service quality. It is prudent that all such
opportunities, and any others that may be identified, be aggressively explored, and
implemented if analysis shows that they will result in benefit to the citizens of Fresno. To
implement this process, it is recommended that the “Best Practices Task Force” be re-
established, whose role would be to create a “best practices culture” within city government.
They would be charged with encouraging the adoption of best practices in all aspects of City
government and encouraging City Departments to implement and seek recognition from the
U.S. Conference of Mayors for their best practices. The Task Force should meet regularly
with the Mayor and City Manager to report progress, and to clarify its mandate. It should
also meet regularly with the City Council members to report progress and solicit their views.

Best Practices initiatives should not be limited to those with a large dollar impact.

Good ideas sometimes save only small amounts. However, these small amounts add up
and staff initiatives should be encouraged whenever the “cost/benefit ratio” is clearly
positive.
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