
 
 

 
 

 

 

  M E M O R A N D U M  

F i n a n c e  D e p a r t m e n t  

DATE: May 8, 2007 
 
TO:  City Council 
 
FROM: Dave Warren 

Director of Finance 
 
SUBJECT: FISCAL YEAR 2006/2007 BUDGET STATUS AND FINANCIAL 

OUTLOOK REPORT 
              
 
RECOMMENDATION: 
 
Acknowledge and file the Fiscal Year 2006/2007 Budget Status and Financial Outlook Report. 
 
DISCUSSION: 
 
Tonight, staff will present a status update on the Operating Budget and the overall financial position 
of the City.  We will cover the following topics: 
 
• Recap budget challenges  
• Discuss City’s economic environment 
• Review City’s General Fund financial position 
• Summarize budget actions 
• Discuss Fiscal Year 2006/2007 year-to-date results 
 
ANALYSIS: 
 
The City Council adopted the Fiscal Year 2006/2007 Operating Budget in June 2006 which included 
nine new positions including a Capital Program Engineer, Office Assistant II, Senior Maintenance 
Worker, Maintenance Worker I, Maintenance Worker II, Water Services Specialist, Maintenance 
Mechanic, Building Inspector II, and a Retired Annuitant.  The General Fund Budget was balanced, 
totaled $8,461,336, and maintained the $150,000 Contingency for Unforeseen Expenditures.  The 
City Council appropriated $137,606 in General Fund carryover for one-time equipment needs and 
another $9,815 for additional community promotions.  The revised General Fund Budget totals 
$8,608,757.     
 
The City’s independent auditor, Caporicci & Larson, Certified Public Accountants, completed the 
Fiscal Year 2005/2006 Year-End Audit and a report will be presented to the City Council later this 
spring.    
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Budget Challenges.  From July 1, 2003 to June 30, 2005, the City has grappled with escalating 
personnel costs including rising retirement contributions, health insurance, and worker’s 
compensation premiums.  During that period of time, $884,886 was transferred from the Economic 
Impact Reserve (a one-time funding source) to the General Fund to help “smooth” the spikes in 
personnel costs.  Due to a more positive trend in revenue streams, the Council authorized a 
$100,000 transfer from the General Fund to help restore the Economic Impact Reserve in Fiscal 
Year 2004/2005.  Although the City has not dipped into the Reserve over the past two Fiscal Years, 
the remaining $784,886 in reserve draws have yet to be restored due to a slow recovery from 
massive increases in medical insurance premiums and retirement contributions experienced in the 
early part of the decade.  It is important that the City restore this reserve before the next “rainy day” 
occurs. 
 
From July 1, 2003 to present, the City’s CalPERS retirement contribution rates have risen 
dramatically due to poor investment performance in the early part of the decade and mandated 
pooling of CalPERS agencies with less than 100 eligible employees.   Local retirement experience 
and payroll also affect the City’s contribution rates.  The City is currently paying $0.2068 for every 
dollar of salary for miscellaneous employees and $0.3432 for every dollar of salary for public safety 
employees.  The contribution rates were $.0859 and $0.09 respectively five years ago.  The 
cumulative increase in retirement contributions over the past four years was $806,925.  The General 
Fund has experienced $496,818 in rate increases alone.  Because the City has less than 100 regular 
employees who are eligible to participate in the City’s retirement system, it was required to join a 
retirement risk pool with other agencies with similar characteristics effective July 1, 2005.   Although 
staff is optimistic that the risk pool model will help smooth the radical spikes in retirement 
contributions the City has experienced every ten years or so, we are skeptical that the risk pool will 
provide contribution rate relief any time soon.     
 
The City has received the latest CalPERS actuarial report which includes the City’s Fiscal Year 
2007/2008 contribution rates.  The miscellaneous employee contribution rate will decrease slightly 
to $0.2044 while the safety rate will increase to $0.3450.  CalPERS’s rate of return on investments 
has steadily improved in recent years.  Staff is cautiously optimistic that this positive trend will 
provide some contribution rate relief in the future.   
 
Increase in health insurance premiums has also had a major impact to the City’s personnel costs.  
Most City employees are enrolled in the Blue Shield EPO Plan.  The Blue Shield EPO premiums 
rose 23.60% in 2005, 10% in 2006, and 13.96% in 2007.  The total Impact of the premium increase 
since January 1, 2006 is $312,924.  The impact to the General Fund alone is $214,295.  The 
CalPERS Board will adopt new premiums this June for calendar year 2008.  Most City employees 
utilize the Blue Shield EPO plan due its value and convenience.  At its meeting on April 17th, 
CalPERS staff recommended to the CalPERS Health Benefits Committee that the Blue Shield EPO 
plan be discontinued in four counties, including El Dorado County effective January 2008.  The 
Committee’s decision was tabled until the next meeting that is scheduled for May 15th.  At this time, 
staff is uncertain of next years projected premiums and if the Blue Shield EPO plan will even be 
offered as an option in 2008.   More information about the Blue Shield EPO issue is available in a 
staff report under a separate cover in tonight’s agenda packet. 
 
The silver lining to personnel cost drivers this year was worker’s compensation insurance premiums.   
In recent years, the City experienced two massive 40% increase in worker’s compensation 
premiums; one in Fiscal Years 2002/2003 and the other in 2003/2004.   The worker’s compensation 
reform legislation (SB 899) that the State adopted in the Spring of 2004 has provided real relief to 
Placerville over the last two fiscal years.  The City is a member of the Northern California Cities Self  
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Insurance Fund (NCCSIF) JPA. Placerville’s individual premium for 2006/2007 was calculated to be 
32% less than the prior year.  The savings to the General Fund alone was $53,292.  Staff received 
preliminary worker’s compensation rates from NCCSIF last month for Fiscal Year 2007/2008.  If 
adopted by NCCSIF, the new rates will provide slightly more relief to Placerville’s 2007/2008 
operating budget.    
 
Like other Cities in California, Placerville was impacted by the State’s budget crisis in the form of 
revenue “grabs” and deferments between July 1, 2003 to June 30, 2006.   Although Proposition 1A 
(approved by voters in November 2004) provides  constitutional protection of City revenues such as 
property tax, sales tax and vehicle license fees, it did come with a price.  Otherwise known as ERAF 
Shift III, Proposition 1A was a $1.3 billion hit to local government.  The State retained $103,000 of 
Placerville’s property tax revenue and diverted it to schools in Fiscal Years 2004/2005 and 
2005/2006, and Placerville lost a total of $206,000 in revenues.  ERAF III ended in 2005/2006, and 
Placerville began receiving the $103,000 in property tax once again in 2006/2007.   
 
Economic Environment.  At this time, key economic indicators are mixed and show signs that the 
local economy is growing slowly.  Unemployment rates have remained relatively low.  In March 
2007, El Dorado County’s unemployment rate was 5.0%.  The unemployment rate in the 
Sacramento-Arden-Arcade-Roseville MSA was 4.9% in March, down from 5.3% in February. 
Although the housing market in the surrounding area has slowed, local prices have largely remained 
level.  Like other cities across the nation, staff is concerned about the potential long-term negative 
affects the fallout from many subprime rate mortgage loans (rising rate of foreclosures) may have on 
the local economy.  There appears to be no relief in sight of rising fuel prices.  Economists fear 
inflation, due to rising prices in consumer goods and services, may push the national economy into a 
recession.  
 
The most significant local economic indicator is Sales Tax receipts which are equivalent to 48% of 
the City’s total General Fund revenues. 
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As of March 2007, 2006/2007 sales tax revenues exceeded 2005/2006 revenues by $69,915 or 
2.48%.   The State Board of Equilization has projected statewide growth in sales to be a sluggish 
0.90% from April to June 2007.  Staff projects Sales Tax receipts will total $4,177,289 in Fiscal Year 
2006/2007 which is equivalent to a 1.48% increase overall or $10,711 ($4,188,000 - $4,177,289) less 
than the budgeted amount.    Even worse, 2006/2007 projected sales tax decreased by 0.70% when 
deflated by accumulated inflation since 1996.  In other words a dollar today is worth more than a 
dollar tomorrow.   
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Focus on the General Fund.  The City’s revised General Fund Operating Budget totals 
$8,608,757.  Based on current trends, staff forecasts General Fund revenues will fall short of 
meeting budget expectations by $75,708.  This is attributable to variety of factors including lower 
than expected Sales Tax receipts.  Projected expenditures and net transfers out totals $8,029,170 or 
$579,587 less than budget.  The favorable expenditure projection is attributable to position 
vacancies, the City’s policy for full exposure budgeting and prudent budget practices by the City 
Council and City management.  The net result is a projected year-end carryover of $356,458.  Unlike 
last year, the projected carryover is completely attributable to budget savings and not increases in 
revenues. 
 

Revised Increase/
Budget Forecast (Decrease)

Revenues 8,461,336$    8,385,628$    (75,708)$       
Expenditures 8,694,992      8,115,405      (579,587)       
Net Transfers In 86,235          86,235          -                
Revenues over (under) Expenditures (147,421)$     356,458$      503,879        

~Revised budget includes $137,606 for one-time equipment needs and $9,815 for Community Promotions.
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The $356,458 projected General Fund carryover is a one-time funding source that should be limited 
to one-time uses.  Because the carryover is based on a financial forecast as of March 31, 2007, staff 
cautions the use of these funds until the close of the fiscal year if and when the projections come to 
fruition. 
 
However, it’s a good time for the Council to begin planning for the one-time uses of these dollars.  
To assist in this process, staff has prepared a preliminary recommendation for the Council’s 
consideration. 
 
Staff has identified $227,052 in General Fund capital replacement needs for Fiscal Year 2007/2008.  
Staff recommends that $227,052 of the projected General Fund carryover be appropriated for the 
identified CIP and Capital Outlay replacement costs.  
 
As mentioned above, the City has not restored $784,886 in reserve draws that were used to 
“smooth” the spikes in personnel costs experienced by the General Fund from July 1, 2003 to June 
30, 2005.  It is important that the City restore this reserve before the next “rainy day.”  Staff 
recommends that $100,000 of the projected carryover be used to restore the Reserve. 
 
The remaining $29,406 could be used to partially fund a special planning project for the business 
district along Broadway.  Staff’s recommendation for the projected carryover is summarized as 
follows: 
 
Recommendation for Projected Carryover:

One-Time Capital Replacement Needs 227,052.00$      
Partial Restoration of the Reserve for Economic Uncertainties 100,000.00        
Broadway Business District Special Planning Project (Partial Funding) 29,406.00          
    Total 356,458.00$      

 
This is only a preliminary recommendation that is subject to other budget needs being identified in 
the coming months as well as the actual amount of the year-end carryover. 
 
Budget Actions.  To date, the City Council has taken the following budget related actions:  
 
• Adoption of the Fiscal Year 2006/2007 Operating Budget 
• Adoption of the Fiscal Year 2006/2007 Capital Improvement Program Budget 
• Authorized $9,815 in General Fund carryover for additional Community Promotions 
• Authorization of a funding agreement with El Dorado County to purchase communication 

equipment for the City’s Emergency Operations Center and Communications Van 
• Adoption of new Water Rate Revenue Program 
• Approval of General Fund budget appropriation for $137,606 in one-time equipment needs 
• Approval of the Appropriations (Gann) Limit for Fiscal Year 2006/2007 
• Authorization of a Memorandum of Understanding with the Placerville Police Officers’ 

Association 
• Authorized a funding agreement with El Dorado County Air Quality Management District to 

purchase a hybrid vehicle for the Police Department 
• Authorization to form a Benefit Assessment District at the Ridge at Orchard Hill Subdivision 
• Approval of funding agreement with El Dorado County to purchase digital video system 

equipment, personal protective equipment, and tactical equipment for the Police Department 
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• Amended the part-time pay scale for the Community Services Department 
• Approval of fee increases for various recreation programs including 3 on 3 Basketball, 5 on 5 

Basketball, and Aquatics program fees. 
• Authorized a funding agreement with the Sacramento Area of Governments (SACOG) for the 

Placerville Drive Development and Implementation Program 
• Authorized a cooperative agreement with the State for the design phase of the Western 

Placerville Drive project 
• Authorized an additional $614,214 budget appropriation for the completion of the Upper Main 

Street Rehabilitation project (CIP #40602) 
• Approved personnel reorganization in the Engineering Division 
 
Year-to-Date Results. 
 
The City implemented year three of the five year salary study plan and COLA for all bargaining 
groups.  As part of this year’s budget development process, staff is working on updating the City’s 
Master Fee Schedule.  The proposed Master Fee Schedule will be brought before the City Council 
for consideration later this spring.  Staff and City’s consultants are working on a new Sewer FCC 
schedule and a new multi-year water revenue program.  Staff will bring recommendations to the City 
Council in the coming months.    
 
Since the adoption of the Operating Budget, the Council and management have operated the City in 
a responsible and prudent manner which has resulted in the estimated $356,458 General Fund 
carryover this fiscal year.  Over the next two months, staff anticipates City operating costs to be well 
within the existing operating budget. 
 
 
 
         
Dave Warren      
Director of Finance     
 
 
Reviewed and Approved 
 
 
 
       
John Driscoll, City Manager/City Attorney 
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