City of Richmond Report to Committee

To: General Purposes Committee Date: February 11, 2002
From: Jim Bruce File: 0975-01

General Manager, Finance and Corporate

Services
Re: Operating Budget for the Year 2002

Staff Recommendation
It is recommended that Council approve the following:
That a 2002 Operating Budget be increased by 5.28% over the 2001 levels and

That $1,700,000 from the balance of the Gaming Reserve be applied as a revenue source to the
budget with $1,000,000 being applied to a Capital Infrastructure and Facilities Statutory Reserve
and that the balance of $700,000 be applied to offset the 2002 Operating Costs and

That this Statutory Reserve be shown as a separate line on the 2002 tax notice and

That at a minimum the 2002 tax notice break out the cost of protective services and if posstble,
show fire and police operational costs as separate line items and

That each General Manager review with their appropriate Committee of Council departmental
programs and service levels prior to the start of the 2003 budget review process and

That staff prepare a detailed public relations process to educate the public on the 2002 budget
costs, programs and service levels and :

That staff use this 2002 operating budget as the basis for the 5 year Financial Plan and

That staff commence the public presentation process of the 5 Year Financial Plan before the end

eneral Manager, Finance and Corporate Services
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Staff Report
Origin

Staff have now had four operating budget workshops and have reviewed opportunities for new
revenue sources, examined City provided programs and service levels as well as staffing
complements. Staff believe we have undertaken an extensive review and that it is time for the
Mayor and Council to be afforded the opportunity to officially review all the deliberations
undertaken to date. The information contained in this report details where we are to date with the
budget review and the recommendations for Committee consideration.

Analysis

Finance staff sent out the request for budget submissions to all departments in early September.
The directions for submissions were that there were to be no new programs introduced, service
levels for existing programs were to be maintained at 2001 levels and not enhanced, expanded
plant could be maintained at the operating levels of existing programs, all salaries used were to
be those provided by Finance, as per changes to the Collective Agreement for 2002, the
inflationary impact on materials would not exceed the CPI for Vancouver (2.4%), year end
projections must be justified in relation to funds spent to date plus, where justified, estimates to
year end and revenues projected in the budget must be realized.

The budget submissions once tabulated using all these parameters totalled a 16 % increase over
2001 levels.

Finance staff then proceeded to ruthlessly review each departmental budget line item with each
department manager and cut out all costs which, in the opinion of Finance Staff, could not be
justified or were not within the bounds of Finance Department Budget directions.

In some cases, certain departmental budgets had to be amended 2 and 3 times until Finance staff
were convinced all possible service levels and programs were reviewed adequately. In some
cases, Finance staff actually imposed cuts to meet requirements.

These intense reviews took roughly 2 months and at the end of all this staff were faced with a
realistic budget increase of 8.98% (see page 1 of Appendix 1.). This amount supported the
commencement for the replenishment of reserves that had been eroded over the past several
years, as well as maintaining our operating budget commitments to capital budgets.

At this point, the budget received its first full review by TAG and the CAO gave specific
direction that the 8.98% budget increase was not acceptable and that staff must find either new
revenue sources or expenditure cuts to reach a budget increase not greater than 4.52% which was
the figure originally approved by Council in the 2001 Five Year Financial Plan. Staff then
reworked the budget through a series of meetings to reach the CAO’s direction.

It is important to note at this point that this realization of the mandated percentage increase was
achievable by some minor revenue gains but the majority of savings came from expenditure
reductions including the delay in reserve contributions. The highlights of these revisions are
detailed on Page 2 of Appendix 1.
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From this point, staff proceeded to review requests for additional funding levels, specifically in
areas where either Council had expressed an interest in service improvement or where staff felt
changes were needed for legal, operational or previous commitments. This then raised the
potential budget increase to 5.13% (See page 3 of Appendix 1).

Staff then looked at applying $1.2 million of potential 2002 Gaming Revenue to bring the budget
increase down to 3.87% (See Page 3 of Appendix 1).

Staff then reviewed service levels and programs and realized that there was some reduction
possible. There was also a realization at this point that a previous Council direction did not allow
for the use of any potential 2002 Gaming Revenue for 2002. Coupling this with the service level
reductions set the tax revenue increase back to 5.01% (See Page 3 of Appendix 1).

An adjustment to assessment information generates an additional income of .03% and brought
the 5.01% increase down to 4.98% (See Page 3 Appendix 1). A decision by the Provincial
Government during its Core Review now adds roughly .30% of tax revenue requirement to
handle the MSP payments. This now brings the tax revenue increase to 5.28%.

Staff have also attempted to review the overall budget from a different perspective, namely,
breaking the net budget into three categories. See Table 1

From this, one can see that there are basically three types of cost drivers for the City. Namely
staff related costs (77%) which includes things like salaries and benefit costs. Non-discretionary
costs accounting for (19%) and include such things as computer hardware and facility leasing
cost as well as power and telephone costs. The last group which is referred to as discretionary
costs (4%) are costs that could be reduced but will have a dramatic impact on the ability of staff
performing their duties. These costs account for things like cell phones, staff memberships and
Council Committee staff support. Staff have taken the direction that if there are to be no
changes in staff levels, and that non-discretionary costs must be retained that the only area for
cost reductions exists in the discretionary area.

The CAO has advised that staff would review these discretionary costs and bring forward a list
of possible reductions, although not recommended for implementation, in blocks of $500,000 to
a total of roughly $2,000,000 for Council review. Table 2 details these cost items.

Financial Impact

An Operating Budget increase of 5.28% for 2002 over that established in 2001 is necessary if we
are to meet current operational needs and allow for the stability in staffing levels, service and
program delivery and initiate a small incentive to start the rebuilding of our depleting reserves in
order to regain our short and long term fiscal stability and sustainability.

An alternative to this would be for Council to set a lower level and give staff specific direction
on what services to reduce and direct staff to implement these reductions.

70



February 11, 2002 -4-

Staff and Council have for the past several years continued with reviews to our programs and
revenue opportunities and have implemented cuts to the point where the excess funds for all
intents and purposes have been eliminated, staffing levels have been trimmed to the point where
staff are working at full capacity and balances in our financial reserves have been eroded to
dangerously low levels. Further reductions will only jeopardize our financial sustainability for
the future.

It is important to note that a 5.28% tax revenue increase adds roughly $47.39 to the average
single family dwelling. In reality this $47.39 increase relates to a $0.91 per week increase for
that average home or perhaps in a more understandable perspective less than the cost of a cup of
Starbucks coffee a week.

Conclusion

That Council approve the 2002 Operating Budget increase of 5.28% and that to help the public
understand the 5.28% increase more fully that staff break out into as much detail as possible on
the tax notice, the cost of providing police, fire and cap1ta1 reserve funding and 1f space allows,
as much additional detail as possible.

Jim Bruce
General Manager, Finance and Corporate Services

JWB:naw

Attach.1
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