LIPASADENA

Economic Update and
FY 2024
Operating Budget
Ouvutlook

Department of Finance



Z~] y
Economic Outlook

Unchartered economic environment
Historically high inflation remains a concern, though starfing to ease.
Interest rates continue to rise, but Fed expected to slow pace.

Unemployment rate is near a 50-year low @ 3.7%. Time on unemployment
is growing and tech sector is increasing layoffs.

Tight labor market has fueled strong wage growth.
US economy grew at 2.9% in the fourth quarter (first estimate).

THE question of the moment....are we on the brink of a recession?
Federal Debt Limit is a concern with a divided Congress.
No consensus among economists that the US is headed toward recession.
Uncertainty on the horizon — mix of opfimism and pessimism.
It's foo early to determine; not enough consistent evidence.

Retail spending slowed in November, but holiday quarter overall.
appears strong. Retail product returns unusually high after the holidays.
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Economic Outlook

Federal Reserve recently lowered its forecast for growth in the US to just
0.5% next year and a jobless rate rising to 4.6% by end of 2023.

Slower GDP growth could curb demand to match supply levels, tamp
down inflation, and decelerate interest rate hikes

Reduced gap between jobs and workers and small uptick in

unemployment could alleviate pressure on wages and encourage
employee retention

We'll wait and see if this soft landing is possible while avoiding a recession.
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(& Budget Outlook — General Fund

Property tax is up 5.8% for the first half of FY 23, which is slightly better
than the budget. Slower growth is anficipated into FY 24. Total tax
revenue may approach $107 million.

Sales tax has continued its upward trend. The FY 23 forecast has
improved from $71.5 million to $73.3 million. Future growth is
projected to slow per the Federal Reserve monetary policy goals and
actions.

Transient occupancy tax contfinues to improve although the growth
Is coming more from fourism than business travel.

Utility user tax revenues vary. Water, electricity, and gas are stable,
telephone continues to decline, and video is flat.

Taxes and franchise fees account for $240 million of the $302 million
General Fund budget, but we must also focus on areas where we
can recover or generate new or additional revenue.
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& Budget Outlook — Other Funds

Locally controlled

Cost of service studies to be conducted for Refuse and Sewer/Storm
Water programs as rates have been flat for many years and are no
longer sufficient.

State or Federal

Some special revenue funds, such as Gas Tax, are based on revenue
methodologies that aren’t sufficient to keep up with the service need
and construction costs.

Other special revenue funds are not able to recoup all costs due to
state law or other regulatory requirement limits.

Grant funded program revenues are not increasing at the same rate

as expense increases, and rarely provide sufficient funding to pay for
overhead costs.

Cost allocation plan gap of $10 million
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ksl Budget Guidance

Every budget cycle is challenged with how to balance the budget

Due to economic uncertainty and fiscal pressures on the budget, we
continue to evaluate our spending and tighten our belts wherever
possible.

The base budget largely reflects ongoing commitments that consist
of Charter/PMC requirements, policy decisions, conftractual
obligations, and fulfilling public service needs.

Leaves minimal financial capacity for new programs

Short-term solutions are okay, but we need to think about longer-
term, strategic solutions to address the structural imbalance.

Not only about the General Fund
Cost recovery
Pursuit of new revenue opportunities

Legislative advocacy may be necessary as some state and county
funding is based on older methodologies
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Obligations and Commitments

Delbt service

Pensions — Unfunded
Accrued Liability

Animal conftrol
Tree maintenance
Crossing guards
Insurance

Non-profit support
Rose Bowl Aquatics Center
Norton Simon Museum

Measure | to PUSD
Library fund contribution
Public safety

Youth sports
Consolidated elections

State regulations limiting cost
recovery

Sidewalk maintenance
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&) Budget Highlights

Personnel Budget

Preliminary estimate: approximate increase of 7% (includes one-time

catch-up adjustment for certain classifications and labor groups that were
out of confract in the prior year).

Services & Supplies Budget

We do not increase all line items within Services & Supplies category by
CPI - this is done based on contracts or specific analysis.

Review contracts (end date, extension clause, escalator %) and apply
appropriate increases.

November 2022 CPIl 6.012%
December 2022 CPl 4.926%

Internal Service Charges

At minimum, Internal Service rate increases keep pace with Personnel
growth.
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k&Y Financial Forecast

Despite all these pressures, the City’s financial
position remains stable.

General Fund reserves are fully funded plus the
Section 115 Trusts.

The City has been successful in receiving grants and
earmarks.

The City is proactively looking at solutions and
opportunities to enhance revenues and reduce

expenses.
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B General Fund Forecast
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General Fund Five-Year Forecast

FY 2022 FY 2023 FY 2023 FY 2023 FY 2024 FY 2025 FY 2026 FY 2027
Final Budget Revised Budgel  Forecast Forecast Forecast Forecast Forecast

Beginning Amount Available for Appropriations 0 0 0 0 0 (175,023) (453,416) (1,292,099)
Revenues

Tax Revenues 235,450,392 233,807,300 233,807,300 237,737,987 248,712,928 256,749,423 264,836,049 272,422,265

Other Revenues 38,773,949 41,694,344 47,285,811 46,285,810 42,713,035 43,757,685 44,828,967 45,927,573

Contributions/Svs. From Other Funds 30,734,245 20,715,438 20,715,438 20,715,438 20,140,438 20,140,438 20,140,438 20,140,438
Total Revenues 304,958,586 296,217,082 301,808,549 304,739,235 311,566,401 320,647,546 329,805,454 338,490,276
Expenses

Personnel 172,168,785 186,860,271 187,451,679 187,451,679 199,693,982 205,300,484 212,073,524 218,467,360

Debt Senice 20,646,499 11,597,702 11,597,702 11,597,702 11,588,529 12,322,553 12,323,966 12,317,139

Contributions To Other Funds 20,774,735 14,629,784 16,189,784 16,189,784 15,935,573 16,254,285 16,579,370 16,910,958

Other Expenses 79,473,305 82,852,050 84,128,156 84,128,156 84,523,339 87,048,617 89,667,277 92,038,036
Total Expenses 293,063,323 295,939,806 299,367,321 299,367,321 311,741,423 320,925,938 330,644,138 339,733,493
Operating Income/(Loss) 11,895,262 277,276 2,441,228 5,371,915 (175,022) (278,392) (838,683) (1,243,217)
Ending Amount Available for Appropriations 11,895,262 277,276 2,441,228 5,371,915 (175,022) (453,415) (1,292,099) (2,535,317)

Resenve for Capital & EOC* - - (5,000,000) (5,000,000) - - - -

Contribution to Policy Reserve (3,416,200) (3,817,642) (3,817,642) (3,817,642) - - - -
Net Income/(Loss) with Reserve Contribution 8,479,062 (3,540,366) (6,376,414) (3,445,727) (175,022) (278,392) (838,683) (1,243,217)
*Reserve funds from Caltrans for 710 Stub planning and maintenance.
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Budget Presentation

Continuing with Council Committee presentation format (May
2023).

Departments have continued conversations with committees on
appropriate workplan items

The May presentations are designed to highlight financials,
significant changes, and priorities

Specific program discussions may be presented as part of an
overall update
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& Calendar Overview
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Internal
Service
Budgets

JANUARY

City Council
Hearings
MAY - JUNE
City Manager COUNCIL
Review REVIEW
MARCH
Departmental FIN & CM REVIEW
Budgets
FEBRUARY
DEPT REQ
13

Budget
Adoptionl!!

JUNE 12, 2023
ADOPTION
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Watchlist for FY 2024 - 2025

Taxpayer Protection and Government Accountability Act
Far-reaching measure that would disrupt every level of government service.

Measure would cost billions every year in reduced revenues for local
services.

Majority of changes would benefit corporations and businesses.
Measure would reverse the will of voter-approved measures.

Measure would create legal chaos and fiscal uncertainty.

Source: League of California Cities
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