Agenda Item
April 18, 2012
File No.

AGENDA BILL

Subject: Community Update on the Town'’s Finances, MLLA
Judgment and AB 506 Mediation; and Proposed Schedule of
Public Meetings to discuss the Town's Finances, Spending
Priorities and Balancing Measures

Prepared by: Marianna Marysheva-Martinez, Assistant Town Manager

BACKGROUND

Town staff has had several public presentations on the matters related to the
Town’s finances, the judgment awarded to Mammoth Lakes Land Acquisition
(MLLA) and settlement negotiations with MLLA, as well as the recently
commenced mediation process. The most recent of these public discussions
were held on February 15, 2012 (transmitting responses to the Frequently
Asked Questions on the Town’s settlement process with MLLA) and March 7,
2012 (providing preliminary estimates of the budget shortfalls for the current
and next fiscal years).

On March 7, 2012, the estimated budget shortfalls were reported at $0.7
million for Fiscal Year 2011-12, and $2.2 million for Fiscal Year 2012-13. Since
then, the estimates have been updated with more current financial
information. The new estimates are provided further in this report.

DISCUSSION

This report discusses the composition of the Town’s budget; provides an update
on the Town’s finances; discusses status of scheduling mediation with the
Town’s creditors; and offers a draft schedule of meetings for a public
discussion regarding spending priorities, necessary budget cuts, and any
potential settlement with MLLA.




Composition of the Town’s budget

1. Funding Sources

The Town has numerous funding sources. Some are restricted in their use,
others are available to pay for general government expenses, such as public
safety, recreation programs, road maintenance and snow removal, and so on.
The chart below illustrates the breakdown of the Town’s revenues for Fiscal

Year 2012-13 by funding type.

FY 2012-13 Revenues by Type
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The Town’s various revenues and expenditures are accounted for in various
“funds”, similar to bank accounts. The largest fund of the Town is called the
General Fund, fund #001. As the chart on the following page illustrates, it
accounts for 34 percent of the Town's overall budget.
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FY 2012-13 Revenues by Department / Fund
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While the Town uses very discreet fund numbers in its financial system,
broader fund categories are used in the Town’s annual audited financial

statements. The audit uses the following fund categories:

General Funds: These funds are all unrestricted, but many are committed.

001 General Fund 020 PW Maintenance
008 Public Safety 205 Public Works

014 Tourism 425 Transit

015 P&R 465 Workforce Housing
019 CDD 920 Comprehensive Leave
Special Revenue Funds: Generally all are restricted.

016 Measure R 480 Drug Enforcement
017 Measure U 855 North Village (South)
210 Gas Tax 860 Juniper View BAD
420 LTC 861 South OMR BAD
460 Housing, CDD 862 Twin Lakes-BAD
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Capital Project Funds: Generally all are restricted.

300 Capital Projects 835 DIF MCOE

830 DIF Admin 836 DIF Circulation

831 DIF General Facilities 838 DIF Fire Fac, Veh/Equip
832 DIF Law Enforcement 839 DIF Airport Improvement
833 DIF Storm Drains 840 Public Art

834 DIF Parks & Rec

Enterprise Funds: Generally all are committed.

520 Airport 910 Garage Services

529 Airport Debt Svs 930 Emp 125 & Ins Benefits
540 Long Valley Pit 990 Debt Service

Trust & Agency Funds: Generally all are restricted.

850 Juniper Ridge AD 856 OMR AD

851 Gateway AD 857 Village Benefit AD

852 Bluffs AD 858 Fractional Mello Roos
853 Bluff's Maintenance AD 859 In Lieu DIF Mello Roos
854 North Village CFD 880 Trust Deposits

2. General Fund (001)

The General Fund collects unrestricted revenues, such as property taxes, sales
tax, transient occupancy tax, and so on. These revenues are spent on general
government programs and services. This fund also transfers money to the
specific areas deemed high-priority for the Town, per the long-standing
commitments made to Town voters to ensure their support for the past
transient occupancy tax rate increases. The charts below show the key
sources of revenue for the General Fund and key areas of spending.

FY 2012-13 General Fund Revenues FY 2012-13 General Fund Expenditures
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3. Fund Balances and Reserves

The Town has fund balances in each of its numerous funds. Governmental
accounting rules (and specifically, pronouncement #54 of the Government
Accounting Standards Board, or “GASB 54”) require that these balances be
presented in the following categories:

* Non-Spendable fund balances: These are hard assets or other non-cash items
that have value, such as roads, land and vehicles.

* Restricted fund balances: These are generally cash amounts constrained to
specific purposes by their providers (such as grantors, bondholders, and higher
levels of government), through constitutional provisions, or by enabling
legislation.

¢ Committed fund balances: These are generally cash amounts constrained to
specific purposes by the Town itself, through a Town Council action. To be
reported as committed, amounts cannot be used for any other purpose unless
the government takes the same highest-level action to remove or change the
constraint.

* Assigned fund balances: These cash amounts are intended for a specific
purpose; intent can be expressed by the Town Council or the Town Manager.

* Unassigned fund balances: These cash amounts that are available for any
purpose. Unassigned balances can only be reported in the general fund.

In funds where spendable (restricted, committed, assigned and unassigned)
balances exist, they function as reserves. In some cases - mainly in the
restricted sources - these reserves are mandated. In other cases, the reserves
are necessary to ensure that sufficient cash exists to pay expenses during the
year.

The Town only controls unrestricted fund balances; restricted funding must be
spent in the specific areas established by applicable law. For example, the Gas
Tax fund accounts for the State Gas Tax revenues, which can only be utilized
for road repair and maintenance, snow removal, and similar expenses.

Generally, the Town only has discretion over fund balances in the “General
Fund” category of the audit (see above for the specific fund numbers). As of
June 30, 2011, the fund balance within the General Fund group totaled
$13,407,497. A majority of this balance ($10,094,618) is in a non-spendable
form, representing payments expected to the General Fund from other sources;
many of these may not be collected for a long time. Of the spendable portion, a
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majority is committed. The unassigned, uncommitted balance was only
$423,817. The breakdown of the entire General Fund group balance is on the
following page.

General Fund Group - Fund Balance
As of June 30, 2011, per the audited financial statements

NON-SPENDABLE: Long Term Receivables

Expected in fund 001: Airport Operational Loans, 2001 through 2008 3,290,041.03
Expected in fund 001: Airport Terminal Note 1,698,005.73
Expected in fund 001: Loan to DIF funds 3,286,262.91
Expected in fund 001: Equity in Employee housing assistance 272,212.00
Expected in fund 001: Fractional Use Loan FY2003-04 & FY2004-05 89,785.70
Expected in fund 015: Loans to the Mello Roos Fractional District 558,311.01
Expected in fund 465: Loan for an affordable housing project 900,000.00
Subtotal 10,094,618.38
COMMITTED:
Reserve for Economic Uncertainty 1,408,271.12
Self Insurance reserve 15,000.00
Fund 015-Parks & Rec 600.00
Fund 465: Workforce Housing 407,190.82
Fund 920: Comprehensive Leave 1,057,999.72

Subtotal 2,889,061.66
UNASSIGNED:
Fund 008 - Public Safety 93,303.43
Fund 020 - Parks Maintenance 20.26
Fund 014: Tourism (112,104.46)
Fund 425: Transportation & Transit 442 597.57
Subtotal 423,816.80

Total General Fund-Fund Balance 13,407,496.84
Of the committed portion, $1,408,271 represents the “Reserve for Economic
Uncertainty”. The Town Council established a reserve target at 25%, in line
with recommendations from the Government Finance Officers Association. The
$1.4 million reserve, however, only reflects 7%, and is grossly insufficient.

Why the Town Has Fiscal Issues, and Where They are Concentrated

Generally, the Town’s available revenues are not sufficient to pay all of the
Town’s current expenses. The issue is mainly within the General Fund, but
other funds contribute to it to the extent that the General Fund subsidizes
their operations. For example, if State Gas Tax revenues are insufficient to pay
for road repairs and snow removal, the Town's General Fund covers the gap.
The General Fund gap is widening because the growth rate on the revenue side
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has been lower in the recent years and months than cost increases on the
expenditure side. The chart on the following page reflects a history of General
Fund revenues and spending over the past five years, as well as currently
projected amounts for FY 2011-12 and FY 2012-13.

History of General Fund Revenues and Expenditures
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As a result of the past deficits, the General Fund reserve for economic
uncertainty has decreased substantially, from $4.4 million in June 2007 to
only $1.4 million in June 2011.

The budget gaps were addressed in prior years through substantial cuts in
personnel and services. For example, in June 2011, the Town balanced a
General Fund gap of $2.7 million through some painful reductions. The result
Is an organization that is “bare bones” from both a staffing and services
standpoint, and which necessarily underfunds some of its essential obligations.
For context, the Town’s staffing levels have been reduced from some 130
employees a few years ago to below 80 today. Road repair expenses have been
cut down to $500,000, while at least $1,500,000 is required annually to keep
the Town'’s roads in their current condition.

Update on the Town’s current fiscal condition

Currently, the Town projects a budget gap of nearly $1 million in the present
fiscal year (FY 2011-12), and a $2.88 million shortfall in FY 2012-13. These
shortfalls do not account for the unmet needs such as the insufficient road
repair spending, and do not address the $42 million MLLA judgment.
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1. Fiscal Year 2011-12 Estimated Year-End Shortfall, and Intended Use of the
General Fund Reserve

For Fiscal Year 2011-2012, a budget gap of $0.979 million is currently
projected in the General Fund. The forecast reflects:

¢ dramatic decreases in actual Transient Occupancy Tax (TOT) collections
in December 2011 (14.5% drop), January 2012 (a 42.5% decrease) and
February 2012 (a 32.4% decline);

e more modest, 10% reductions in TOT in March and April 2012, no
decreases in May and June 2012;

e most other revenues staying close to their conservatively estimated FY
2011-12 budgeted figures;

e overall, expenditures coming in under budget mainly due to lower
payments to tourism, housing and transit, based on the lower TOT
revenues; and

¢ General Fund paying for the one-year shortfall in the Transit fund, due
to the lower TOT revenues and double-counted grant revenues.

Attachments A and B provide detail on the current revenue and expenditure
projections for the General Fund. To bridge the budget gap in FY 2011-12, the
Town will have no choice but to use its already low Reserve for Economic
Uncertainty. Here is what will happen by the end of FY 2011-12 as the result:

IBeginning REU 1,350,938
Surplus / (Shortfall) (979,983)
Payments from Airport on Term] 1,265,000

[Ending REU 1,635,955

2. Fiscal Year 2012-13 Baseline Gap Estimate and Development of Balancing
Measures

For Fiscal Year 2011-2012, a budget gap of $2.88 million is currently
projected in the General Fund. The forecast reflects:

* a moderate recovery in TOT collections, with a 5% increase from the
current year;

e a continued decline of the property tax revenue, with a 4.5% decrease
based on consultation with Mono County: As of February 2012, the
County’s preliminary assessment roll reflected a 5.7% decrease for FY
12-13, but did not include up to 2% of value growth nor Prop 8
reassessment declines;

* a 2% increase in sales tax collections, based on a forecast by HdL, a
leader in sales tax analysis and projections;

e a moderate 2% growth in franchise fee revenues:

¢ no growth in other revenue categories;
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e negotiated salary increases for Town employees of 4.5% effective July 1,
2012;

e known future increases in retirement and medical insurance costs;

e loss of a grant in the Police Department that will result in an increase in
the General Fund subsidy for this department; and

» lower State Gas Tax revenues expected in the next year due to low snow
levels this year — leading to an increased General Fund subsidy for the
snow removal and other Public Works operations.

The FY 2012-13 baseline budget gap does not take into account any payment
to MLLA. Attachments A and B provide detail on the current revenue and
expenditure projections for the General Fund for FY 2012-13.

Status of MLLA discussions and AB 506 mediation process

No direct discussions have been held with MLLA since talks broke down in
December 2011. In the meantime:

e The Town has commenced a mediation (“neutral evaluation”) process set
by the California State law, AB 506. The Town has sent letters to 44
“interested parties” inviting them to mediation. A total of 16 have so far
expressed interest in participating, and the Town is on schedule to start
the medication by early May 2012.

e The Town will pay for the costs of the mediator, but not the associated
costs that may be incurred by the participating parties. The mediator’s
time and expenses are expected to be in the range of $100,000-150,000.

e Once the mediation begins, the Town will ask the participating parties to
make the process non-confidential, with documents introduced during
the mediation available to the general public.

e MLLA has now twice refused to participate in the mediation. The Town is,
however, hopeful that they will reconsider.

Proposed schedule for a public discussion regarding spending priorities,
necessary budget cuts, and a settlement with MLLA

Attachment C provides a schedule of public meetings to review the Town’s
finances, discuss spending priorities, and receive input on the budget for Fiscal
Year 2012-13. The Town Council must adopt the FY 2012-13 budget by the
end of June. While it is expected that this decision could be made at the June
20, 2012 regular Council meeting, special meetings could be held before or
after to allow for a comprehensive public discussion.
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RECOMMENDATION:

Therefore, it is recommended that the Town Council:

1. Accept this informational report.

2. Authorize the use of the General Fund REU to address the FY 2011-12
budget shortfall, currently estimated at $979,983.

. Provide input on the proposed schedule of meetings, reflected in
Attachment C.

Attachments:

A - General Fund revenue history and forecast
B - General Fund expenditure history and forecast
C - Proposed draft schedule of public meetings, through June 2012
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ATTACHMENT A
General Fund revenue history and forecast
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ATTACHMENT B
General Fund expenditure history and forecast
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ATTACHMENT C

PROPOSED SCHEDULE OF PUBLIC MEETINGS TO REVIEW AND
DISCUSS THE TOWN’S FINANCES, SERVICE DELIVERY, SPENDING
PRIORITIES AND POSSIBLE BALANCING MEASURES

FOR FISCAL YEAR 2012-2013

Council meeting
date

Subject matter(s) for discussion

May 2, 2012 -
regular meeting

Presentation of the preliminary annual SUMMARY schedules for the
baseline FY 2012-13 budget, with the focus on the General Fund.

Discussion with the Town Council and public on:
e Spending Priorities
e Contemplated Balancing Measures responsive to the writ mandate
and their Impact on Town’s services

Update from staff on the AB 506 mediation.

Week of May 7,
2012 (exact date
TBD) — special
meeting

Presentation of the DETAILED departmental schedules for the baseline FY
2012-13 budget.

Review of the cash flow analysis and five-year projection by FTI.

Update from staff on:
* AB 506 mediation.
e MLLA settlement process and State court writ.

Continued discussion with the Town Council and public on:
e Spending Priorities
e Contemplated Balancing Measures responsive to the writ mandate
and their Impact on Town'’s services

May 16, 2012 -
regular meeting

Update from staff on:
¢ AB 506 mediation; Acceptance of restructuring plan measures.
e MLLA settlement process and State court writ.

Continued discussion with the Town Council and public on:
¢ Spending Priorities
o Contemplated Balancing Measures responsive to the writ mandate
and their Impact on Town'’s services

June 6, 2012 -
regular meeting

Measures R and U — revenues and possible eligible items for consideration.

Capital Improvement Program.

June 20, 2012 -
regular meeting

Update from staff on:
e AB 506 mediation; Acceptance of restructuring plan measures.
e MLLA settlement process and State court writ.

FY 2012-13 budget adoption by the Town Council:
e Regular budget legislation responsive to the writ mandate (budget
resolution, appropriations limit, investment policy).
e Legislation on the assessment and community financing districts.
e Policy decisions and direction to staff on implementation.

Additional special meetings will be scheduled, if necessary, in the month of June 2012.




