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CITY OF NORCO

CITY HALL « 2870 CLARK AVENUE +« NORCO CA 92860 « (951) 735-3900 * www.norco.ca.us * n

July 1, 2017

To the Residents of Norco,

On behalf of my colleagues on the Norco City Council, | am pleased to
transmit to you the Fiscal Year (FY) 2017-2018 Operating Budget and the
FY 2017-2022 Five Year Capital Improvement Program (CIP) Budget. The
FY 2017-2018 Operating Budget provides estimated total expenditures of
$38.2 million on various City programs and services and identifies sources
of funds to pay for these programs and services. The CIP Budget provides
for $20.6 million of capital investments in various City infrastructure assets
during FY 2017-2018. The Operating Budgets for all funds are balanced
using projected ongoing revenues except for the General Fund, which was
balanced by drawing $1.2 million from existing fund balance and using $0.8
million in estimated savings from the FY 2016-2017 budget. In the last
several years since the great recession ended, total General Fund
revenues have outpaced total expenditures resulting in increasing fund balance. In fact, most General
Fund revenue categories including sales tax, property tax, transient occupancy tax, franchise fees,
and motor vehicle license fees are all projected to reach record highs in FY 2016-2017. The increase
in revenues along with strict expenditure control over the years has resulted in favorable fund
balance. However, based on recent trends, the increase in revenues seems to be ending making it
necessary to draw from existing fund balance to cover the difference between projected expenditures
and revenues in the General Fund in FY 2017-2018.

Providing for the safety of our residents is the City Council’s highest priority. Consequently, the FY
2017-2018 General Fund’s total expenditure budget of $20.5 million includes $10.6 million for police,
fire suppression and emergency medical services. The budget also includes additional $100,000 in
grant funds for police services. Recognizing the importance of public safety services and the increase
in traffic violations throughout the City, the budget for police services includes full year funding for one
dedicated traffic deputy and one community service officer. The dedicated traffic deputy will help to
ensure consistent ongoing traffic enforcement in the City while the additional community service
officer will help free valuable time for sworn deputies to more timely respond to calls for service.
Although the City Council is committed to maintaining and even increasing the level of public safety
staffing, it is important to note that the cost of services are continuing to rise significantly above
inflation levels. In FY 2017-2018, the cost for police services with the Riverside County is estimated to
increase by 9% while the cost for fire services is estimated to increase by 11% over FY 2016-2017
estimated expenditure levels. While the FY 2017-2018 expenditures for public safety are projected
based on contract rates provide by the county, it is important to note that historically, actual
expenditures have been lower than estimates.

CITY COUNCIL

GREG NEWTON TED HOFFMAN ROBIN GRUNDMEYER BERWIN HANNA KEVIN BASH
Mayor Mayor Pro Tem Council Member Council Member Council Member



Mayor’s Budget Message

During FY 2016-2017, the City Council made the tough decision to raise water and sewer rates to
address the growing gap between revenues and expenditures. This decision to increase rates was
necessary to meet the City’s fiduciary obligation to ensure that rates are adequate to cover the cost of
operations, maintenance and capital replacement. The water and sewer funds do not receive tax
revenues and must recover the cost of providing services through user rates. With the rate increase,
both the water and sewer funds are projected to generate sufficient revenues to cover operating
costs, build working capital reserve, fund rate stabilization reserve and provide for capital investment
in water and sewer infrastructure to ensure that vital water and wastewater treatment services will
continue to be provided to our residents.

Along with the challenge of maintaining a balanced operating budget, the City must also find
sustainable revenue sources to support the timely maintenance and replacement of the City’s aging
governmental infrastructure and other capital facilities. The conversation with residents to address
this challenge began nearly four years ago when the City Council formed the Ad-Hoc Committee on
Infrastructure Needs and Funding Options. The conversation continued as part of the City’s Strategic
Planning Workshop in FY 2015-2016. Currently, it is estimated that the City has annual funding gap
of $4.5 million in governmental infrastructure and facilities. City Council and staff will continue to
engage the residents to better understand community priorities and to determine the best options for
funding these priorities.

In closing, the challenge of maintaining our lifestyle and City services in a fiscally prudent manner
creates opportunity for City Council, staff and residents to collaborate in determining how best the
community’s budgetary challenges will be met. | encourage you to read the additional information
presented in the City’s Manager’s transmittal letter and in the Budget Overview and Analysis Section
of this budget document.

Sincerely,

=2

Greg Newton, Mayor
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MISSION STATEMENT

The mission of the City of Norco is to
serve its residents, businesses, and
visitors in a friendly, ethical, and cost-
effective  manner with  excellent
customer service to provide and
preserve a high quality of life in a
community that values its identity as
Horsetown USA.
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CITY OF NORCO

CITY HALL « 2870 CLARK AVENUE +« NORCO CA 92860 « (951) 735-3900 * www.norco.ca.us * n

June 7, 2017

Honorable Mayor and Members of the City Council:

Pursuant to the provisions of the City of Norco Municipal Code, | am pleased to submit to
you for review and approval the recommended annual Operating Budget for Fiscal Year
(FY) 2017-2018 and Capital Improvement Program Budget for FY 2017-2018 through FY
2021-2022. The Operating Budget is an annual fiscal plan that provides information
regarding the sources (revenues) and uses (expenditures) of monies for various City
services and programs. The Capital Improvement Program (CIP) Budget is intended to be a
five-year fiscal plan that outlines the necessary investments in capital assets and
infrastructure in order to sustain service delivery to the residents and businesses in the City.

Operating Budget:

The City’s Operating Budget for FY 2017-2018 includes the General Fund, Water Fund,
Sewer Fund, Gas Tax Fund, AQMD, NPDES Storm Drain Maintenance Fund and
Miscellaneous Grants Fund with total projected spending of $38.2 million. The City’s
primary operating fund, the General Fund, includes total recommended expenditures and
projected revenues of $20.4 million and $18.5 million, respectively. The estimated General
Fund deficit of $2.0 million, which includes one-time items totaling $595,000 and increased
public safety funding, will be made up through use of existing fund balance. The Water
Fund has total projected recommended expenditures of $10.1 million and total projected
revenues of $10.8 million while the Sewer Fund includes total recommended expenditures
of $6.3 million and total projected revenues of $7.5 million.

General Fund: The General Fund is the primary Operating Fund of the City and is the main
source of monies used to pay for public safety services (fire and police), culture and leisure,
animal control, administration, legal, planning and building, engineering and other essential
governmental type services. The FY 2017-2018 General Fund budget provides funding to
maintain existing service levels and increase police public safety services. The budget also
includes funding for one-time improvements to certain infrastructure including parks, open
space and buildings.

Over the last six years, the City has worked hard to increase fund balance (rainy day funds)
to cushion against anticipated flattening of revenues, rising costs to maintain existing
services, and diminished available capital funds to maintain and replace governmental
infrastructure assets. Unfortunately, the proposed FY 2017-2018 General Fund budget
projects that the “rainy day funds” will decrease by $ 2.0 million during the fiscal year.
However, a portion of this decrease will come from FY 2016-2017 estimated year end
budget savings of $0.8 million, which represents the amount by which total FY 2016-2017
estimated revenues exceeds total estimated expenditures. It is estimated that total General
Fund reserves (fund balance) will stand at $8.9 million at June 30, 2018, which is the end of

CITY COUNCIL

GREG NEWTON TED HOFFMAN ROBIN GRUNDMEYER BERWIN HANNA KEVIN BASH
Mayor Mayor Pro Tem Council Member Council Member Council Member
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City Manager’s Transmittal Letter
June 7, 2017

FY 2017-2018. While this amount still represents a healthy fund balance, it can be
reasonably said that this balance will continue to dwindle based on current revenue and
expenditure trends unless substantial reductions are made to existing services and
programs including public safety services and/or new revenue sources are identified.

The rise in FY 2017-2018 estimated expenditures are driven by several factors including:

¢ Increased funding for public safety services. The cost of contract for police services
with Riverside County is projected to increase by 9 percent in addition to the
increase associated with full year funding for a dedicated Traffic Deputy and
Community Service Officer (CSO). The dedicated Traffic Deputy is necessary to
address, on a consistent basis, rising traffic violations. A dedicated Community
Service Officer is required to address the increase in calls for service due to
Proposition 47 and AB 109. Similarly, due to costs associated with the newly
negotiated contract between CAL FIRE and their employee associations, the City’s
budgeted costs for fire suppression and emergency medical services are projected
to increase by 11percent compared to total FY 2016-2017 estimated expenditures.

e Continuing increase in pass-through pension and retiree healthcare liability costs.

e One-time allocations totaling $595,000 from the General Fund for infrastructure
improvement and replacements.

¢ Increased costs for utilities and other contractual services.

While General Fund expenditures are projected to increase by 15 percent including the
effects of one-time items over FY 2016-2017 year-end estimates, revenues are projected to
decrease by nearly one percent during the year. Sales tax which makes up over 36 percent
of General fund revenues are projected to increase by 1.3 percent. City sales tax revenues
are highly dependent on sales tax derived from autos and transportation, which in recent
years accounted for roughly 33 percent of total sales tax receipt. Recent trends indicate that
new car sales in the City have plateaued and the increase in used car sales tax revenue is
from the addition of a major used car dealer. The modest projected increase in sales tax
revenue is based on the current structure and recent trends in auto sales. The City’'s
modest growth in sales revenue of 1.3 percent is slightly lower than statewide projected
increase of 2.3 percent.

Combined, property tax, other taxes, franchise fees, motor vehicle licenses fees makes up
about 37 percent of total projected General Fund revenues in FY 2017-2018. Together,
these revenue items are projected to increase by 2.8 percent. The projected slight increase
in sales tax and the above mentioned revenue items is offset by a 15.5 percent projected
decrease in user fees or charges for services associated with planning, building and
engineering.

Water Fund: Providing reliable high quality water is one of the key aspects of the municipal
services that the City provides to residents and businesses. Unlike the General Fund, the
Water Fund receives no tax revenues. All revenues required to ensure the operation and
maintenance of the system including capital improvements and replacements are expected
to be generated through user charges in the form of water rates. Over the last few fiscal
years, the Water Fund has not generated sufficient revenues to cover operating
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expenditures and provide for necessary capital maintenance and replacements. The
revenue gap was exacerbated in FY 2015-2016 and FY 2016-2017 due to reduced water
consumption which was necessary to comply with State mandated water consumption
reduction. Reduction in water consumption has negative financial impact on the Water Fund

due to the City’s “take or pay” purchase water contracts.

As a result of the widening gap between revenues and expenditures, the City retained a
consultant to conduct a comprehensive study of the City’s water and sewer rates. Based on
the results of the study, the City Council approved multi-year water rate adjustments
designed to generate sufficient revenues in the long-term to cover operating expenditures,
provide funding for working capital reserve and rate stabilization reserve, and capital
maintenance and replacement. The first rate adjustment was effective January 1, 2017 and
subsequent adjustments will become effective July 1 of each year through 2021.

Based on the new water rates that became effective January 1, 2017, and the rates to be
implemented on July 1, 2017, the total estimated revenues for the Water Fund in FY 2017-
2018 is $10.8 million while total operating expenses are projected to be $10.1 million. The
long-range financial plan for the Water Fund provides for the rate adjustments to generate
sufficient revenues over operating expenditures to provide for three months of working
capital reserve, establish $2 million of rate stabilization reserve over ten years, and provide
funding over $26 million of unfunded water capital projects.

Sewer Fund: In addition to providing water service to residents and businesses, the City
also provides wastewater treatment services. Like the Water Fund, the cost of operating
and maintaining the sewer system including capital improvement and replacement is
recovered through user charges. The Sewer Fund doesn’t receive any tax revenues. While
the financial condition of the Sewer Fund is generally healthy, minor rate increase
adjustments were identified as part to the comprehensive water and sewer rates study. The
approved increase in sewer rates will not go into effect until July 1, 2019.

In FY 2017-2018, total estimated Sewer Fund revenues are $7.5 million compared to total
estimated expenditures of $6.3 million providing for an estimated increase in working capital
of $1.2 million during the year. The increase in working capital will be transferred to the
Sewer Capital Project Fund for sewer capital projects. Over the next ten years, it is
estimated the Sewer Capital Projects Fund will need over $11 million in funding for capital
projects. These projects are expected to be funded with excess revenues generated from
Sewer Fund operations.

Other Operating Funds: In addition to the General Fund, Water and Sewer Funds, the FY
2017-2018 recommended Operating Budget also includes estimated revenues and
expenditures for other Funds such as Gas Tax, Storm Drain Maintenance and
Miscellaneous Grant Funds. The budgets for these Funds are balanced for FY 2017-2018.
During FY 2017-2018 the City estimates grant funding in the amount of $475,319 will be
provided by Riverside County Transportation Commission to fund senior programs and from
the federal government for Community Development Block Grant programs and
supplemental law enforcement. The total budget for Gas Tax Fund of $770,605 provides
funding to continue increased tree trimming and removal project that was started in FY
2016-2017.

Vi
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Capital Improvement Program Budget:

Recognizing the poor conditions of the City’s governmental infrastructure assets and the
rapidly declining available finances needed to maintain and replace these assets in the
wake of Redevelopment Agency dissolution, the City Council appointed the Ad-Hoc
Committee on Infrastructure Needs and Funding Options in early 2014. The purpose of the
Ad-hoc Committee was to assist the City Council in quantifying the City’s future
infrastructure needs and to provide recommendations regarding potential future revenue
funding sources to meet the identified infrastructure needs funding gaps. The Ad-Hoc
Committee completed its work in March 2015, and issued a report that identified a $4.5
million annual gap in infrastructure needs, excluding water, sewer and storm drain. The
infrastructure included in the Ad-Hoc Committee’s review and report comprise of streets,
roads, trails, parks and public buildings.

At a recent Strategic Planning Workshop that included City Council, Commissioners, staff
and residents, the issue of infrastructure funding was once again discussed. At the end of
the workshop, participants adopted “establish funding for planning, maintenance,
replacement, and development of infrastructure” as one of the City’s strategic priorities.
While finding the means to meet the City’s infrastructure funding is now generally
recognized as a top City priority, executing the actual action steps that will be required to
meet this top priority for the City will be challenging. Residents will need a better
understanding of the City’s infrastructure funding needs as well as constraints on existing
financial resources.

Infrastructure is critical in maintaining a high quality of life and providing essential services
in “Horsetown USA.” As shown in the CIP Budget, the only ongoing source of revenue to
plan, replace and perform capital maintenance on City streets and roads is the estimated
$650,000 to $730,000 projected annual receipts from “Measure A.” This amount falls very
short of the $4.5 million annual infrastructure funding needs as determined by the
Infrastructure Ad-Hoc Committee. Without additional funding sources, the City’s Pavement
Condition Index (PCI), which is already below acceptable standard, will continue to decline
further. The Ad-Hoc Committee estimates that the City will need to spend nearly $70 million
over twenty years in order to maintain and preserve streets and roads infrastructure in
acceptable condition. A similar situation exists regarding the City’s ability to provide the
necessary funding for improvements to trails, parks, and buildings. In FY 2017-2018, the
City has not identified any formal trail improvement project due to lack of funds. The
remaining amount of $220,000 in the Trail Improvement Fund has been set-aside to
address emergency trail replacement. Based on the Ad-Hoc Committee’s report the Trail
Improvement Fund now has annual funding gap of $500,000.

The situation is the same for other governmental infrastructure assets including parks and
public building improvements. The Infrastructure Ad-Hoc Committee’s report identified
$433,000 as the annual funding that is required in order to maintain public buildings and
park facilities to acceptable minimum standards. For FY 2017-2018, the only capital projects
identified to be constructed are carry-over projects from FY 2016-2017 and projects that are
funded through transfer from the General Fund to meet emergency infrastructure
improvements.

Vii
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Conclusion: The FY 2017-2018 total recommended operating budget of $38.2 million is
balanced including the use of existing fund balance to balance the General Fund. Looking
ahead, the City’s General Fund will likely continue to face pressure due to the rising costs of
pension, healthcare, and public safety services. These rising costs are not expected to be
offset by similar increases in revenues. In fact, General Fund revenues seem to have
plateaued in the short-term. The restructuring of the City’s water and sewer rates has
created a solid foundation for the Water and Sewer Funds to be able to recover their
operating costs and in the long-term, provide funding for water and sewer capital projects.
On the other hand, much work remains ahead in finding long-term funding for the
replacement and improvement of governmental infrastructure. In the coming months, staff
will continue efforts to engage residents to better understand community priorities and to
determine the best ways to provide funding for these community priorities.

In closing, | want to express my personal appreciation for the dedication of the City’s
management team and employees in preparing this budget and managing in a fiscally
prudent manner. | specifically want to acknowledge the efforts of the Fiscal and Support
Services Department staff for their efforts in compiling both the Operating Budget and the
Capital Improvement Program Budget.

Respectfully submitted,

ity

V. Andy Okoro
City Manager
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BUDGET OVERVIEW AND ANALYSIS

SUMMARY

The Fiscal Year (FY) 2017-2018 Operating Budgets for the City are based on maintaining
non-safety programs and services at current levels. The City’s primary operating fund
budget, the General Fund, includes an increase in the Sheriff's contract for the addition of
two Traffic Enforcement positions and transfers for one-time capital improvement projects.
The General Fund’s expenditures exceed revenues by $ 2.0 million in FY 17-18. Reserves
will be used to balance the budget. Itis anticipated the General Fund will continue to have
expenditures exceed revenues as public safety operating and pension costs continue to
increase. The operating budgets for the Water and Sewer Fund for FY 2017-2018 are
balanced with projected revenues exceeding expenditures.

The City will end FY 2016-2017 with the sixth year of a favorable fund balance following
several years of significant financial stress from the impacts of the severe recession that
began in early FY 2008-2009. The last six fiscal years have been marked by improving
revenues. However, the City’s Operating Budgets still face significant challenges in the
future. Public Safety contracts are increasing annually due to salary, benefit, and
administrative overhead costs. Pension rates are anticipated to increase due to
adjustments in actuarial assumptions. In terms of revenue, Sales tax, which is the General
Fund’s major source of revenue, has recovered from recessionary levels but is now
projected to increase at a slower pace and nearing a financial plateau. Property tax
revenues are also inching up slightly as a result of the improvement in assessed values
and residual tax increment receipts from the dissolved Redevelopment Agency. In the
coming fiscal year, General Fund revenue overall is projected to decrease by .46% or
.90%, as compared to FY 16-17 adopted and year-end budgets respectively, mainly due
to conservative development projections, decreased overhead reimbursement from the
State of Department of Finance due to an ongoing dispute, and minor, cyclical decreases in
Other Revenues. Expenditures are projected to grow at 13.17% or 14.87%, as compared to
FY 16-17 adopted and year-end budgets respectively, due to increases in third party costs
such as police, fire, the addition of personnel to the Traffic Enforcement program and one-
time transfers to the Capital Improvement Program (CIP)

During the recession, which significantly reduced General Fund revenues, especially sales
tax, the City embarked on aggressive expenditure reductions. The budget savings achieved
at the time, through organizational restructuring, including contracting out services and
implementation of a hiring freeze, remains in place today and continues to generate
permanent savings to the budget. During the recessionary years, the City’s structural
budget deficit was addressed by drawing from fund balance, deferring certain expenditures,
and use of one-time revenues. Over the last six years, the City has rebuilt the General
Fund balance to help cushion the impact of future economic downturns. The General Fund
reserves are being used in the FY 17-18 budget for public safety operating increases and
one-time capital improvements.

Budget Overview and Analysis ix



The budget accomplishes the following:

e Maintains a fund balance estimated at nearly $10.9 million by the end of the FY
2016-2017 and $8.9 million estimated for June 30, 2018. This rainy day fund
represents 61% and 43% respectively of total General Fund Operating Budget for
each year. Although the fund balance is decreasing, it remains well above the 25%

threshold as required by City Council.

e Maintains existing non-public safety service levels.

e Provides funding for estimated 9% for annual Sheriff Services and provides full year
funding for (1) Traffic Enforcement Deputy and one (1) Community Services Officer

(CSO) or $680,000 compared to FY 2016-2017 authorized budget

e Provides for an estimated 10.83% increase as compared to amended budget, or

8.6% as compared to original adopted budget, in County Fire contracts.

e Provides funding to continue paying down City liability for post-retirement medical

insurance costs.

e Provides funding to pay for pass-through CalPERS pension rate increases.

The Operating Budget for FY 2017-2018 provides funding to make the required contribution
to pension, post-retirement healthcare benefits, and provides an adequate contribution to

fund future equipment replacement needs.

General Fund Revenues, Expenditures and Fund Balance Trend

The chart below provides historical trend information regarding General Fund revenues,
expenditures, and fund balance over the last seven years as well as the projected FY 2017-
2018 budget information. This chart is useful in assessing the City’s efforts to control

expenditures, enhance revenues, and build a healthy “rainy day” fund balance.

General Fund Revenues, Expenditures and
Fund Balance Trend FY 2011 to FY 2018
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As can be seen from this multi-year trend, operating expenditures exceeded operating
revenues in FY 2011. Consequently, the City drew from fund balance to close the
structural budget deficit. In FY 2012, with the deferral of certain expenditures (contributions
to equipment replacement reserve and post-retirement healthcare) actual operating
revenues and expenditures were nearly in balance and fund balance reached a bottom. In
FY 2012-2013, revenues exceeded expenditures due to an increase in operating revenues
and receipt of one-time revenues from inter-fund borrowing (Special Asset Revenue Fund).
In FY 2013-2014, the $1.0 million borrowing from Special Asset Revenue Fund was repaid
by the General Fund and yet the City managed to add to fund balance. As a result, fund
balance started to increase again after several years of reductions. It is anticipated that
fund balance will reach $10.9 million at the end of FY 2016-2017. The proposed FY 2017-
2018 budget has total expenditures exceeding revenues by $2.0 million resulting in the
reduction in reserves to $8.9 million.

General Fund Expenditures Overview: During FY 2011-2012, the City made significant
progress towards expenditure reduction and control by making changes in the way public
safety services are delivered to City residents and businesses. The staffing changes made
for police services and the contracting out of fire services continues to generate significant
permanent savings to the General Fund. Significant expenditure reductions have also been
achieved by capping the City subsidy for health insurance and requiring all employees to
contribute a minimum towards the cost of funding for their pension retirement benefits. In
FY 2016 -2017, all employees contributed the full employee portion towards retirement
benefits. Thisincreased contribution by employees will help contain the rapidly increasing
cost of pension benefits to the City. Through re-organizations, attrition and contracting out,
the total number of full-time employees was reduced from 103 in FY 2008-2009 to 56
through June 30, 2018. Due to increasing demand for services and reorganization,
personnel have been added over the last few years in Planning, Public Works and
Information Technology. In the proposed FY 2017-2018 budget, full-time staffing levels will
remain the same and a total of two Part-Time positions have been added to support
George Ingalls events and Public Works permit counter assistance.

The proposed FY 2017-2018 budget includes total General Fund projected expenditures of
$20,479,347 compared to total estimated FY 2016-2017 year-end estimated expenditures
of $17,787,085. Further detailed information regarding the changes from FY 2016-2017 to
FY 2017-2018 is provided in the expenditure analysis section of this report. Outlined below
are the key factors that affected the FY 2017-2018 proposed expenditure budget:

e The Sheriff services levels for Traffic Enforcement is increasing in FY 17-18 with the
inclusion of a full-time Traffic Enforcement Deputy and Community Service Officer .
No major change in projected in CalFire service levels. Public safety programs
make up more than 53% of total General Fund expenditures.

e Staffing levels will remain at FY 16-17 levels and Part-Time positions will increase
by two positions. Full-time employees’ salaries are projected to increase by 3% with
employees continuing to contribute 8% of their pay towards pension benefit costs.

e Expenditure projection includes increase in third party pass-through costs including
fire contract, sheriff contract, pension rates, and other contractual services.
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e One-time allocations for infrastructure improvements
e Increased costs for utilities

e Expenditure projections also include maintaining the amount of FY 2016-2017
contributions of $300,000 from the General Fund towards the payment of accrued
liability for retiree medical insurance;

The proposed FY 2017-2018 budget includes projected rate increase of 9% and 10.83%
respectively, for sheriff and fire contracts. Increases are also projected for pension rates,
retiree medical insurance, and contractual services. Pension rates are projected to increase
from 38.233% in FY 2016-2017 to 43.653% in FY 2017-2018. The level of contribution to
fund accrued liability for retiree medical insurance, and equipment replacement is projected
to remain unchanged from FY 2016-2017.

General Fund Revenues Overview: The City is continuing with aggressive efforts to
increase economic development by attracting sales tax generators that complement the
City’s “Horsetown USA” image. These efforts are continuing to pay dividends based on the
number of high profile retailers that have chosen to locate in the City over the last year.
During the year, Silverlakes Equestrian and Sports Park opened and the City entered into
an agreement with Paul Blanco The Good Car Company. As a result of these efforts, and in
conjunction with the recovering economy, the City’s sales tax revenue is continuing to see
noticeable increases. Before the recession, sales tax peaked at $6.2 million annually and at
the depth of the recession, sales tax revenue reached a low of $3.3 million. The FY 2017-
2018 General Fund budget includes estimated sales tax revenues of over $6.7 million,
which is exceeds the pre-recession high of $6.2 million. The ability of the City to balance its
General Fund budget in the future largely depends on future sales tax growth. However, it
is also important to note that given the size of the City and sales tax numbers, sales tax
growth is expected to level off in the near future without continued economic development.

Other major ongoing operating revenues of the General Fund, including motor vehicle in
lieu license fees and charges for services, are projected to remain essentially flat for FY
2017-2018. Property tax is projected to increase slightly in FY 2017-2018 from FY 2016-
2017 due to increased receipts and higher than anticipated residual tax increment
allocation from the County in FY 2016-2017.

Other_Funds: The FY 2017-2018 recommended operating budget also includes the
operating activities of the City’s Water, Sewer, Gas Tax, and NPDES Funds. The budget
estimates show that there will be sufficient ongoing revenues to cover expenditures in all of
these Funds except for the NPDES Fund. The NPDES Fund will be drawing on reserves
due to prior year expenditure savings and as a result, the General Fund will not be
transferring $75,000 as has been done in years past. The City’'s Water and Sewer Fund
budget are also balanced with revenues exceeding expenditures. In FY 16-17, the Water
Fund had a structural imbalance requiring a one-time transfer of $700,000 from Water
Capital and the Sale of Water for $1,130,000. The structural imbalance has been
addressed through a five year rate study and subsequent rate adjustments and reserve
requirements.
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Budget Presentation

The City's FY 2017-2018 operating budget is summarized by programs
departments/functions and Funds. The presentation of the budget by Fund is intended to
demonstrate and ensure legal compliance and restrictions over the use of the various
financial resources that the City receives. The budget is also presented by programs and
departments/function to show the level of financial resources the City has allocated to
various programs and functions. The presentation by department is also designed to show
the level of budgetary control and responsibility by department managers.

The City’s Operating Budget consists of the following Funds:
General Fund

Water Fund

Sewer Fund

Gas Tax Fund

Miscellaneous Grants Fund

NPDES Storm Drain Fund

o 0ok~ whPE

FY 2017-2018 GENERAL FUND BUDGET ANALYSIS

General Fund Revenues

General Fund revenues for FY 2017-2018 are estimated based on the most available
information through May 30, 2017. These estimates are subject to change as more
information becomes available throughout the year. Changes to the budget estimates are
usually approved by the City Council as part of mid-year budget amendments. General
Fund revenues are presented by detail line items and are summarized by major categories
beginning on pagel7.

The total estimated General Fund revenues for FY 2017-2018 is $18,436,409 compared to
FY 2016-2017 estimated year-end amount of $18,604,113 reflecting a decrease of
$167,704 or - 0.90%. Most of the projected net revenue decrease in FY 2017-2018 is from
conservative estimates in development fees, decreased overhead reimbursement from the
State of Department of Finance due to an ongoing dispute and other revenue categories.

The following schedule and chart provide a graphical comparison between FY 2016-2017
year-end General Fund estimated total revenues and FY 2017-2018 projected revenues.
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General Fund Revenues by Source

Percentage

FY 2017-2018 Change from

FY 2016-2017  FY 2016-2017 Adopted Year-end
Revenue Category Amended Budget Year-End Estimate Budget Estimate
Property Tax 5 1,653,753 1,654,002 1,697,430 2.63%
Sales Tax 6.572.130 6.653.000 6.741.000 1.32%
Other Taxes 1,198 460 1,217,336 1,242 445 2.06%
Franchise Fees 1,469 994 1,396 484 1.421.100 1.76%
Motor Vehicle License Fees 2.347.028 2.347 028 2.438 091 3.88%
Interest/Lease Income 627675 656.236 655.097 -0.17%
Charges for Services 1,563,322 1.719.329 1453515 S15.46%
Other Revermes 1,159,954 1,215.488 1,159,943 _4.57%
Overhead Transfers 1,609,698 1,610,372 1,465,952 -8.97%
Fines/Intergovernmental 149,555 134,838 161,836 20.02%
Total 5 18,351,569 18,604,113 18,436,400 -0.90%
General Fund Revenues by Major Sources
FY 2017-2018 vs. FY 2016-2017
$7,000,000 _
mFY 2016-2017 Year-End Estimate
$6,000,000
mFY 2017-2018 Adopted Budget
$5,000,000 p g
$4,000,000
$3,000,000
$2,000,000
$1,000,000
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FY 2017-2018 Adopted General Fund Revenues

by Source
Overhead/ Fines/
Tranosfers Intergovernmental
Other Revenues 8% 1%
6% Property Tax
Charges for / 9%
Services
8%
Interest/Lease
Income
3%

Sales Tax
37%

Motor Vehicle
License Fees
13%

Franchise Fees Other Taxes
8% 7%

Property Tax: Property tax revenues are projected to show a slight increase in FY 2017-
2018 compared to FY 2016-2017 due to more than anticipated FY 2017-2018 receipt and
residual tax increment sharing. Staff projects property tax revenues based on the assessed
value of real property in the City of Norco as provided by the County Assessor. The County
Assessor is responsible for determining the value of real property within the County. The
final assessed value for the FY 2017-2018 budget year is expected to be provided to cities
in late August. At this time, preliminary information from the City’s property tax consultant,
HDL, indicates an increase of about 2%. Property tax represents 9% of total estimated
General revenues for FY 2017-2018. The property tax portion of total General Fund
revenue has improved since the dissolution of the RDA due to residual tax increments from
the dissolved RDA that is now allocated to the General Fund and other taxing entities. The
residual amount is largely attributable to elimination of the 20% set-aside for Low-
Moderate-Income Housing Fund.

Sales Tax: For many years, sales tax has represented the highest share of total General
Fund revenues. During the national economic recession, sales tax revenues decreased
from a peak of $6.2 million in FY 2006-2007 to a low of $3.3 million in FY 2009-2010. For
FY 2017-2018 estimated sales tax receipts are projected to be $6.7 million which is the
most the City has ever anticipated to receive. It surpasses the peak amount of $6.2 million
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in FY 2006-2007 by $500,000. The increase is attributed to recent economic development
and is expected to plateau. For FY 2017-2018, sales tax is projected to increase by 1.32%
or $80,000 . Sales tax is estimated to grow conservatively in FY 2017-2018 but new
sources of sales tax revenue will be required to sustain existing operations in the future. In
FY 2017-2018, estimated sales tax revenue is projected to account for 37% of total
projected General Fund revenues.

Other Taxes: Other taxes, which include public safety sales tax, business license tax,
transient occupancy tax, and property transfer taxes are projected to increase overall by
2%. The increase is due to a projected increase in hotel stays for transient occupancy tax.
Business License revenue is anticipated to remain flat. The City will continue to pursue
business license enforcement that includes the use of data matching to identify businesses
that are not complying with the City’s business license regulations.

Franchise Fees: Overall, these revenue items are projected to increase by a net 1.76%
due to projected increase in refuse franchise revenues that is offset by a new waste
collection provider for California Rehabilitation Center (CRC). Refuse franchise revenues
are projected to increase by $24,000 due to increase in refuse franchise fee rate for
residential accounts. Refuse franchise fee will increase from 14.74% to 16.32% for
residential customers and 17.90% for commercial customers.

Motor Vehicle License Fees (MVLF): MVLF receipts are a tax on the ownership of a
registered vehicle in place of taxing vehicles as personal property. By law, all revenues
from the VLF fund city and county services, but the state legislature controls the tax rate
and the allocation among local governments. In 2004, the state legislature permanently
reduced the VLF tax rate and eliminated state general fund backfill to cities and counties.
Instead, cities and counties now receive additional transfers of property tax revenues in lieu
of VLF. Consequently, the revenue estimate for FY 2017-2018 is based on the in-lieu
amount, determined by property tax revenue growth, as provided by the state, which is
slightly higher than the amount received in FY 2016-2017. MVLF is increasing by $91,000
from $2.34 million to $2.43 million. This revenue item, which is largely controlled by the
State, represents the second highest portion of total General Fund revenues at 13%.

Other Revenues: Other revenues include fines, penalties, intergovernmental, voluntary
emergency medical subscription fees, fire inspection and plan check fees, dog license, and
other miscellaneous revenues. FY 2017-2018 total revenues from this category are
decreasing by $55,000 as compared to the prior fiscal year. The decrease is primarily due
to cyclical revenues such as Dog License renewals. Other Revenues category makes up
6% of total General Fund revenues.

Charges for Services: Charges for services comprise of engineering, planning and
building fees; community services parks and recreation fees; and Wee People program
revenues. This revenue category is projected to have a net decrease of $265,000 or
15.46% from $1.71 million to $1.453 million in FY 2017-2018. The projected increase in
community services/recreation programs is offset by conservative projections in planning
and building permit fees Charges for services revenues are estimated to make up 8% of
total General Fund revenues in FY 2017-2018.
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Lease and Interest Earnings: Lease and interest earnings consist of investment earnings
on fund balance, Silverlakes lease, Library lease, and cellular phone site leases. The
projected decrease in this revenue category is due to termination of the lease of library
building by the County of Riverside Library System. Lease income for FY 2017-2018
includes lease revenue from the lease of Silverlakes property. It is to be noted that
investment earnings from the Special Asset Revenue Fund are credited to the General
Fund. Interest and lease revenues make up 4% of total General Fund revenues.

Overhead Reimbursements and Transfers: Overhead reimbursements and transfers to
the General Fund represent each transferring Fund’s share of overhead costs which are
paid by the General Fund. The reimbursement to the General Fund from other Funds
including enterprise, community facilities districts, landscape maintenance districts, and
capital project funds is based on the most recent cost allocation plan. Examples of costs
paid by the General Fund and proportionately reimbursed by other benefiting funds are
general administrative costs, liability insurance premiums, workers compensation
premiums, rents, retiree medical insurance, and self-insurance expenditures. Overhead
reimbursements to the General Fund also include the $250,000 administrative cost
reimbursement from the State Department of Finance (DOF) for the City to serve as the
Successor Agency to the former Redevelopment Agency. Similarly, the DOF has
reimbursed the City $108,258 annually to pay for the former redevelopment agency’s
estimated share of pension and post-retirement healthcare liabilities. For FY 17-18, the
DOF has declined to submit the reimbursement. Although the City has not anticipated the
revenue in the current projections, the city is appealing the decision. Reimbursements and
transfers to the General Fund are projected to remain unchanged from the FY 2017-2018
budgeted amount. Overhead reimbursements and transfers account for 8% of total General
Fund revenues.

General Fund Expenditures

General Fund expenditures are estimated based on staffing and service levels and the
estimated increase of third party pass-through costs. Staffing costs include third party items
such as group health insurance premiums and pension contributions to California Public
Employees Retirement System (CalPERS). The City’s safety retirement plan for the former
fire employees became inactive as of January 1, 2012 when the employees transitioned to
County employment. Since the transition, the City was not required to make any
contribution to the inactive safety plan. However, beginning with FY 2015-2016 the City is
required to make annual contribution to CalPERS to fund outstanding Unfunded Accrued
Liability (UAL) outstanding at the time the plan became inactive. The required contribution
for FY 2017-2018 of $365,623, or $67,000 more than last year , and has been in included
in the recommended General Fund budget under non-departmental. Other significant third
party costs in the General Fund expenditure budget include county sheriff and county fire
contract costs, liability, and workers compensation premiums. Both County sheriff and fire
contract costs are determined based on City contracted service levels and County contract
rates. Liability and workers compensation premiums are largely driven by coverage rates
and covered payroll levels.
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The following provides a summary of the key assumptions used to project General Fund
expenditures for FY 2017-2018:

Police protection services provided by Riverside County Sheriff will be funded at an
increased level in FY 2017-2018 . The contract for FY 2017-2018 includes one (1)
Traffic Enforcement Deputy and one( 1) Community Services Officer (CSO). The
estimated contract rate increase is 9% .

Fire and emergency medical services provided by Riverside County Fire will be
funded at the same service level as in FY 2016-2017. The contract rate for fire and
emergency medical services is estimated to increase by 8.6% or 10.3%, as
compared to the FY 2016-2017 original adopted budget and the amended budget,
respectively.

The budget includes a $300,000 contribution for post-retirement healthcare
insurance obligation.

The National Pollutant Discharge Elimination System (NPDES) transfer of $75,000
has been discontinued due to available fund balance to address the gap in FY 2017-
2018.

The CalPERS pension contribution rate is estimated to increase by 14% from
38.233% to 43.653%. Employees hired prior to October 31, 2010 will increase their
contribution from 6% to 8% during the fiscal year. Allemployees who are considered
classic members are required to pay 100% of the 8% employee contribution rate.
Employees hired after December 31, 2012 are subject to the provisions of Public
Employees’ Pension Reform Act (PEPRA) of 2013. PEPRA created new retirement
formula for these employees. The City’s required contribution rate for these
employees will be 6.53% during FY 2017-2018. These employees are required to
make contributions equal to the City’s contribution rate.

The budget includes funding for estimated increase in third party contractual costs
for utilities, landscape maintenance, building maintenance and other services.

Medical health insurance subsidy paid by the City for employees, spouses and
dependents will continue to be capped at a maximum of $1,250 per month. The cost
of retiree medical insurance premiums has been estimated to increase by 5% for the
second half of the fiscal year.

The budget includes a 3% pay adjustments for employees with Public Works
employees agreeing to eliminate salary compaction issues between positions with a
revised salary schedule.

For FY 2017-2018, total General Fund expenditures are projected to be $20,432,569
million compared to $17,787,085 million for FY 2016-2017. This represents estimated
budget increase of 13.17% from FY 2016-2017 budget amount. Additional detailed
information regarding the increase in the budget is provided following the expenditure by
function/program charts.
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Summary of General Fund Expenditures by Program

FY2017-2018  Percentage

FY 2016-2017  FY 2016-2017  Adopted  Change Budget

Amended Budget Year-End Estimate  Budget to Budget

Sheriff Protection 3 5,609,459 5,415,863 6.297.625 12.27%
Fire Suppression & EMS 3,888,249 3,884,782 4309233 10.83%
Parks. Bldg, Recreation Services 2333928 2362456 2583042 10.67%
Animal Control 597370 597329 621.647 4.06%
Non Departmental 2.059214 2.087.915 2,803,127 36.13%
Administration, Finance & Economic Dev. 1,589,017 1,541,381 1.697.369 6.82%
Public Works & Engineering 287.583 262,441 334,656 16.37%
Planning, Bldg. Safety, Code Compliance 837.023 821233 888 661 6.17%
City Council & Attorney 345,706 335.776 348 681 0.86%
Wee People/Teen Program 318,181 282,534 316331 0.58%
Senior Citizens 188,405 195375 232,197 23.24%
Total S 18,054,135 17.787.085 20,432,569 13.17%

FY 2017-2018 Adopted
General Fund Expenditures by Program

Planning, Bldg.
Safety, Code  City Council & WeePPeOF"e” een
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General Fund Expenditures by Program/Function
FY 2017-2018 vs. FY 2016-2017 Budgets
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As shown by the pie chart, public safety costs consisting of police, fire protection, and
emergency medical services make up 52% of total General Fund expenditures. Prior to
contracting out fire and emergency medical services and reducing the sheriff’'s staffing
level, public safety expenditures made up over 67% of total General Fund Budget. Other
key direct programs which consist of parks, building maintenance, recreation services,
animal control, senior citizens, public works, planning, building and safety, engineering,
inspections, and Wee People make up another 24% of total expenditures. Non-
departmental, which are mostly non-discretionary costs makes up 14%; while support
programs like fiscal and support services, City Clerk, City Manager, City Attorney and City
Council cost make up 10% of total General Fund expenditures.

Outlined below are some of the budgetary actions and factors that affect the budget for
various programs and functions:

Police Protection: Police protection services are provided to the City through a contract
with the Riverside County Sheriff's Department. Under the contract, the City pays the full
cost of each full-time officer plus related allocated facility, equipment, and support costs.
While the FY 2017-2018 Sheriff's contract rates are projected to increase by 9% from FY
2016-2017 rates, the overall total projected budget increase for the Sheriff Department is
12.36%. This overall increase is primarily due to the addition of a full-time Traffic
Enforcement Program .
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Fire Protection and Emergency Medical Services: The City operates a full-service Fire
Suppression and Emergency Medical Services Department through a contract with
Riverside County Fire that became effective January 1, 2012. The proposed budget for the
department is based on the cost estimates provided by the County for Fiscal Year 2017-
2018 using current staffing levels and that provides 24-hour comprehensive fire and
emergency medical services from two Norco stations. The estimated budget increase
includes a projected contract rate increase of 8.6% from FY 2016-2017 budget rates.
However, total expenditures for the department are projected to increase by 10.83% from
FY 2016-2017 amended budget due to the cost of other items in the budget which are not
projected to increase by 8.6%.

Parks, Recreation and Building Maintenance: Expenditure projections for parks and
recreation programs are based on status quo expected service levels. The FY 2017-2018
projected expenditure budget for the Parks, Recreation and Building Maintenance Divisions
is $2,583,042 compared to the FY 2016-2017 amount of $2,362,456. The estimated
increase of 10.67% or $220,586 is due to the increase in the cost of utilities.

Animal Control Division: The FY 2017-2018 estimated budget for the Animal Control
Division reflects total expenditures of $621,647 compared to FY 2016-2017 budget amount
of $597,329 for an increase of 4.06% or $24,318. The budget is increasing due to pension
and utility costs.

Senior Citizens Division: The Senior Citizens Program is funded partly by the General
Fund and partly by grants from the Riverside County Transportation Commission (RCTC).
The General Fund portion of the budget for FY 2017-2018 is estimated to be $232,197
compared to $195,375 for FY 2016-2017. The budget is increasing due to increased
expenses associated with Party Pardners and utilities. Donations for Party Pardners are not
anticipated for FY 17-18.

Fiscal and Support Services: Fiscal and Support Services Division, provides support
services to all operating and other support departments, special districts and the City
Council. The division is also in charge of providing key accounting and financial
management services related to the winding down of the former Redevelopment Agency. In
addition to direct funding allocation from the General Fund, division employees performing
direct accounting and billing services for Water and Sewer Funds charge proportionate
share of their time to these Funds. The total estimated General Fund budget for FY 2017-
2018 is $640,548 compared to FY 2016-2017 amount of $590,068. The budget has a net
increase of $50,480 as compared to FY 2016-2017 budget mainly due to the increasing
pensions and benefits.

City Manager, City Clerk, Economic Development and Human Resources: The total
estimated budget for FY 2017-2018 for this function is $996,820 compared to FY 2016-
2017 budget amount of $922,769. This represents an increase of $74,051. The change
consists of the inclusion of increased salary and benefits from the reclassification of a
position as well as rising pension costs.
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Planning, Building and Code Compliance: The total estimated FY 2017-2018 budget for
this division is $888,661 compared to FY 2016-2017 budget amount of $837,023. The
6.17% increase is due to the addition of PT Code Enforcement Officer for a full year and
increases in pension costs and contractual services for code enforcement. The City will
continue to use the City Attorney to deal with most Code violation issues during the Fiscal
Year.

Engineering/Public Works: Engineering and public works functions included in the
General Fund consist of public works inspection, engineering administration, and parkway
maintenance. The total estimated General Fund expenditures for these activities in FY
2017-2018 are $334,656 compared to FY 2016-2017 budget amount of $287,583. The
projected increase is due increased costs for California Rehabilitation Center (CRC) crews
for trail maintenance and materials, increased utilities, street supplies, safety equipment
and the addition of a PT Permit Technician.

Non-Departmental General Expenditures: Expenditures budgeted as non-departmental
are those that are not easily traceable to specific City departments and programs.
Examples of these expenditure items are insurance premium and third party administration
costs related to the City’'s workers compensation and general liability self-insurance
programs, medical insurance costs for retirees, claims settlement expenditures, and
transfers to other Funds. The FY 2017-2018 budget reflects total projected expenditures of
$2,803,127 compared to FY 2016-2017 amount of $2,059,214. The increase of $743,913 is
mainly attributed to the $595,000 transfer to the CIP for Wayne Makin Sports Complex
Electrical Infrastructure Project that replaces underground electrical and eliminates power
interruptions. The Non-Departmental budget also includes the public safety retirement
contribution which increased from $297,439 to $365,623.

Fund Balance:

The estimated fund balance of the General Fund at the end of FY 2016-2017 is
$10,900,189 or an increase of $817,027. The projected $2.0 million gap between revenues
and expenditures in FY 2017-2018 is recommended to be made with FY 2016-2017
projected year-end savings of $817,027 and an additional $1.1 million from prior years
reserves/fund balance. Based on the recommended total General Fund budget of
$20,432,569 the minimum required fund balance is $5.1 million. The estimated fund
balance of $8.9 million at the end of FY 2017/2018 represents 43% of total recommended
budget. This amount stands above the City Council resolution requirement of 25%. While
this is a healthy fund balance that demonstrates the success of City efforts in controlling
expenditure and increasing revenues, it is important to note that this fund balance will be
depleted as public safety operating expenditures and pension obligations are anticipated to
continue increasing in the future.

WATER FUND BUDGET HISTORY AND SUMMARY

During FY 2010-2011, the City Council approved water rate adjustments, which were
implemented over 18 months through FY 2012-2013. The purpose of the rate adjustment
was to ensure that sufficient revenues are generated to cover the total cost of operating
and maintaining the water system including debt service, eliminate accumulated deficit, and
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build working capital so that debt service coverage ratios can be improved. The goal also
included setting aside funds for future capital maintenance and replacement. While the rate
adjustments generated sufficient revenues in FY 2011-2012 through FY 2013-2014 to
cover expenditures and eliminate accumulated working capital deficit, purchased water
costs have continued to increase.

Late in FY 2014-2015, following the Governor’s orders, the State Water Resources Board
(SWRB) mandated water conservation measures which applies to all water agencies in the
state including the City of Norco. These measures which provide for water use restrictions
in the state have had negative financial impact on the City’s Water Fund revenues. The City
is a party to two water purchase contracts, Western Municipal Water District and Chino
Desalter Authority, which requires the City to pay for minimum amount of water at agreed-
upon rates (take-or-pay contracts). During periods of water conservation, the state’s water
restrictions can cause the City to be obligated to purchase more water than it needs at
higher costs. If this happens, the City would be forced to reduce its cheaper domestic water
production causing the overall cost of Water Fund to go higher and thus, necessitating
higher water rates. During this period, the State’s restrictions did not increase the cost of
water but pass-through costs from providers did increase.

The City implemented a purchased water cost pass-through rate adjustment of 10% in
January 2016 to cover the increasing provider costs. The rate adjustment covered only the
pass-through cost increase from third party water suppliers under the City’s “take or pay”
contract obligations. Due to decreased consumption, revenue from the rate change did not
provide adequate revenue to support the Water Fund. As a result, the FY 2016-2017
budget included one-time revenues of $1.13 million for the Sale of Water to the Fontana
Water Company and a $700,000 transfer from the Water Capital Fund. In the fall of 2017,
the City completed a rate analysis which resulted in the approval of restructured water and
sewer rates through FY 2021. The first rate increase was January 1%, 2017 and each
subsequent increase will be on July 1% of each fiscal year through FY 2020-2021. The
rate increase will begin to stabilize the Water Fund and provide for capital improvements
and reserve funds. It is important to note that in late 2012, Standard and Poor’s Rating
Agency did downgrade the rating of the water and sewer systems outstanding enterprise
revenue bond as a result of low debt service coverage ratios. The approved restructuring of
the rates will also provide confidence to the financial markets regarding Water Fund’s
financial condition.

Water Fund Revenues and Expenditures: The total FY 2017/2018 projected revenues for
the Water Fund is $10,787,945 while total estimated expenditures are $10,053,385. This
represents $734,561 of working capital and includes revenue estimates associated with a
July 1%'rate increase.

With the estimated working capital from FY 2016/2017 of $1,986,039 and the $734,561
estimated working capital from FY 2017/2018, the total working capital balance is estimated
to be $2.7 million by June 30, 2018. The Water Fund Working Capital Balance will, over the
next five years, grow to provide funding for projects, emergency/operating reserve and rate
stabilization reserves. Currently, the outstanding Water CIP budget projects total of $26
million in future expenditures; the target operating reserve is $2.1 million and the Rate
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Stabilization Reserve target is $2 million by 2026. Initial funding and allocation to CIP
projects and reserve targets will begin by June 30, 2018 based on actual available, not
estimated, working capital balances.

The charts below provides a summary breakdown of total Water Fund expenditures.

Summary of Projected Water Fund Expenditures by Category
For Fiscal Years 2016-2017 and 2017-2018

Amended Estimated Adopted  Amendedvs

Expenditure Category FY 2016-2017 FY 2016-2017 FY 2017-2018 Adopted
Salaries and Benefits $ 1,026,336 940,498 1,099,603 7.14%
Maintenance, Supplies, Services & Rentals 439,425 365,090 525,850 19.67%
Contractual Services 597.714 415,332 676,162  13.12%
Purchased Water and Utilities 5,962,779 5,007,700 5,967,700 0.08%
Debt Service 1,067,075 1,067,075 957,371 -10.28%
Overhead Reimbursements/Transfers 614,854 614,844 615,001 0.02%
Internal Service Fund Charges 195,911 163,911 211,698 8.06%
Totals $ 9,904,094 8,574,450 10,053,385 1.51%

FY 2017-2018 Adopted Water Fund Expenditures
Total $10,053,385

Overhead Internal Service Fund
Reimbursements/Tra Charges, 211,698, Salaries and Benefits, .
nsfers, 615,001, 6% 2% 1,099,603, 11% _ 'Vaintenance,

Supplies, Services &
Rentals, 525,850,
5%
Contractual Services,
676,162, 7%

Debt Service,
957,371, 10%

Purchased Water
and Utilities,
5,967,700, 59%

As can be seen from the chart , 59% of total Water Fund expenditures are pass-through
purchased water and utilities costs. Most of purchased water costs are fixed costs which
the City must pay under take-or-pay Purchase Water Agreements. The City has minimal
control over these costs in the short-term. Total purchased water costs have been projected
to increase based on expected per-acre increase in third party cost from FY 2016-2017
rate. Another 10% of total expenditures are for debt service, which is also a fixed cost item.
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Salaries and benefits comprise 11% of total expenditures. Cost of maintenance, services,
supplies, and rental is 5% of the total budget and has increased by 3% due to increased
cost for contractual services and operating supplies. Internal service fund charges, which
include the cost for equipment operations and replacement, maintenance and payment of
liability claims, are projected to go up due to cost increases related to maintenance support
for Information Technology equipment and software.

SEWER FUND BUDGET HISTORY AND SUMMARY

Sewer Fund revenues are derived from sewer service charges on residential, commercial
and industrial customers. The Sewer Fund has been relatively healthy, as compared to the
Water Fund, and has been able to contribute to the to the Sewer Capital Projects Fund for
future capital replacement. Additionally, over the last few years, revenues have exceeded
expenditures with the balance contributing to Working Capital.

Sewer Fund Revenues

The total FY 2017/2018 projected revenues for the Sewer Fund is $7,538,268 while total
estimated expenditures are $6,265,527. This represents $1,272,741 increase to working
capital. Sewer Fund revenues are based on the existing sewer rate structure with no rate
increase in effect until July 2019. The Sewer Fund also collects revenues for providing
sewer services to the Navy and California Rehabilitation Center as well as$356,248
annually from the City of Corona for the City’s sale of Santa Ana Regional Intercept (SARI)
Line discharge rights. The commercial and industrial portion of Sewer Fund charges is
dependent on water usage.

The estimated working capital balance of $5.6 million and $6.9 million as of June 30, 2017,
and June 30, 2018, respectively, will be allocated to over $11 million in outstanding Sewer
CIP Projects. In terms of reserves, the Sewer Fund operating reserve target is $1.2 million
and is funded within the working capital balance. A rate stabilization reserve is not
recommended for the sewer fund due to the stability within the fund as a result of the
current sewer rate structure.

Sewer Fund Expenditures

Sewer Fund expenditures consist primarily of debt service, contracted sewer operations
and maintenance costs, salaries and benefits, in-house maintenance costs, internal service
fund charges, overhead reimbursements, and transfer to the Sewer Capital Projects Fund.
The total estimated FY 2017-2018 expenditures is $6,265,527. This compares to FY 2016-
2017 estimated expenditures budget amount of $5,403,181. This represents a projected
net decrease of 2.13% as compared to the prior year budget. The Sewer fund includes
increasing contractual costs for sewage treatment to the Western Riverside County
Regional Wastewater Authority. In addition, the city is increasing cleanouts of sewer lines.
Contractual costs are anticipated to increase by 46%. The increase in internal service
fund charges is associated with increase in support services for Information Technology.
The Maintenance & Supplies category is 34% higher due to increased sewer line
cleaning, cleaning treatments, electrical maintenance, Geographic Information System
(GIS) data collection and purchase of new sewer equipment.
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FY 2017-2018 Adopted Sewer Fund Expenditures
Totals $6,265,527

Overhead and
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Summary of Projected Sewer Fund Expenditures by Category
FY 2016-2017 and FY 2017-2018

Amended Estimated Adopted  Amendedvs

Expenditure Category FY 2016-2017 FY 2016-2017 FY 2017-2018 Adopted
Salaries and Benefits $ 019,027 § 820,641 § 1.000,990 8.92%
Maintenance, Supplies, Services & Rentals 226,025 164,940 303,700 34.37%
Contractual Services 2,884,962 2,070,532 2,569,840 -10.92%
Debt Service 1,791,494 1,791,494 1.787.033  -0.25%
Overhead and Reimbursements/Transfers 428,333 428,333 428,332 0.00%
Internal Service Fund 152,241 127.241 175,632  15.36%
Totals $ 6,402,082 $ 5,403,181 $ 6,265,527 -2.13%

GAS TAX BUDGET SUMMARY

Gas Tax Fund revenues are derived from State allocation of gasoline tax. The State uses a
complicated allocation formula that includes population, number of registered vehicles, and
transportation needs to determine the amount of gas tax revenues that are allocated to
each local government. The total estimated revenues for FY 2017-2018 is $764,688
compared to FY 2016-2017 estimated total revenue of $541,556. The increase of $223,000
is primarily due to the Road Repair and Accountability Act of 2017 or SB1 approved by the
State of California resulting in $52.8 billion over the next decade for the backlog in
deteriorating infrastructure. Upon full phase-in, each city and county would see their
Highway Users Tax Accounts (HUTA, Streets and Highways Code Sec 2103-2107) funds
double with annual growth from new annual CPI tax rate adjustments. FY 2017-2018 would
include a partial year of additional funding. Cities and counties will also receive additional
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streets and road funding through allocations to counties that have passed countywide
transportation sales taxes or other programs. Gas Tax revenues are the primary source of
funding for traffic light maintenance, tree trimming, traffic light utilities and miscellaneous
street maintenance. The use of gas tax revenues is restricted to eligible streets and roads
work.

NPDES FUND BUDGET SUMMARY

The National Pollutant Discharge Elimination System (NPDES) fund is used to account for
revenues and expenditures pertaining to the City’s efforts to comply with various mandates
designed to prevent pollution of storm drains. Revenues are derived primarily through a
minimal assessment to property owners. The City has recently completed an audit of the
current assessments to insure the County has the correct assessment information. As a
result, revenues are anticipated to increase by $25,000 in FY 2017-2018. The General
Fund has been subsidizing the fund annually with a $75,000 transfer. In FY 2017-2018, the
City will discontinue the subsidy and rely on accumulated fund balance. A total amount of
$48,607 will be used from fund balance to support the current program expenditures of
$142,354. Upon the completion of the implementation of the audit, revenues will stabilize
at $124,000 per year. The total FY 2017-2018 expenditures consists of salari<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>