CITY COUNCIL FINANCE & BUDGET SUBCOMMITTEE APRIL 24, 2024
UNFINISHED BUSINESS

SUBJECT: UPDATE AND DISCUSSION OF THE FISCAL YEAR 2024-25 &
2025-26 BUDGET

PREPARED BY: CITY MANAGER'S DEPARTMENT
(David A. Wilson, City Manager)
(Christine Safriet, Assistant to the City Manager)
(Melissa Lindley, Budget Officer)

STATEMENT ON THE SUBJECT:

The Finance & Budget Subcommittee will receive an update on projections for the
Two-Year Budget (Fiscal Years 2024-25 and 2025-26). The Finance & Budget
Subcommittee will have the opportunity to discuss the Two-Year Budget in relationship
to City priorities.

RECOMMENDATIONS:

Receive an update on and discuss the Two-Year Budget (Fiscal Years 2024-25 and
2025-26).

BACKGROUND / ANALYSIS:

The City is preparing the Two-Year Operating Budget and Capital Work Plan for City
Council review, discussion, and approval in June. Based on actual and expected
revenues received through March in the General Fund, the City projects the current fiscal
year budget (FY2023-24 or FY24) will be balanced at the end of the fiscal year.

For Fiscal Years 2024-25 (FY25) and 2025-26 (FY26), the City is preliminarily projecting
revenue and expenditure budgets of approximately $160-165 million. This is an increase
of about $9-14 million (6-9%) over the approved FY24 budget of $151 million, and
approximately $6-10 million (5-7%) over the mid-year adjusted revenue budget of $153
million.

Two-Year Budget

Planning for the next fiscal year is ongoing and the preliminary projections will continue
to be refined. The City is carefully monitoring state and national indicators to prepare a
structurally balanced budget emphasizing prudent financial management. In recent years
the City experienced significant revenue growth as pandemic-related restrictions eased,
businesses re-opened, and travel and tourism rebounded. Predictions of a potential
recession have largely faded. The U.S. labor market and consumer spending remains
strong. However, challenges remain including the Governor’s projection of a $38 billion
deficit in the California State budget. A January budget proposal largely avoids deep cuts
to programs, but the situation requires continued monitoring.
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West Hollywood depends on a healthy tourism industry to provide a significant portion of
its municipal revenues. Travel and tourism spending remain strong but are not
experiencing the high growth rates that were realized over the last few years. The City
will approach balancing revenue growth with continued expenditure restraint and prudent
moderation in future expenditure obligations.

Risk factors that could substantially impact revenue collections in the Two-Year Budget
include uncertainty in the financial markets related to inflation and related Federal
Reserve actions to lower interest rates. Sustained high interest rates continue to affect
the cost of doing business which can stifle economic growth. While we cannot say with
certainty what will happen next, signs point to more moderate economic growth in the
near future.

Revenues

The City’s adopted FY24 General Fund revenue budget of $151 million was adjusted at
midyear to $153 million. The preliminary FY25 revenue projections of approximately $160
million are a $9 million increase (6% growth) over the adopted FY24 revenue budget. This
projection is in line with the actual revenues received in FY24 of $159 million and factors
in projected growth in some areas as well as more conservative estimates for revenues
that are variable, such as permit and interest income revenue.

e Taxes historically comprise approximately 70% of the City’s General Fund
revenues. The preliminary projection for FY25 and FY26 is approximately $112
million, reflecting a 4% growth from the adopted FY24 budget, and 71% of the total
revenue projection.

o Sales Tax revenues are projected to increase 1% to $37 million, reflecting
a continued strong demand for goods and services.

o Transient Occupancy Tax (TOT) revenues are projected to increase 2% to
$33 million, reflecting a moderate increase following significant growth over
the last few years.

o Property Tax revenues are projected to increase 10% to $28 million,
remaining on track with the FY24 midyear increase.

e License and permits are projected to remain a modest source of revenue at nearly
$8 million, representing 5% of the total General Fund revenue projection in FY25
and FY26. These are primarily fee recoveries used to provide Building & Safety
plan check and permit-related services, Planning review and related permit
services, encroachment permit services, and various other permitting services
from Code Compliance, the Film Office, and Public Safety. Revenues are based
on project planning and construction, which are subject to the demands of the real
estate market and development cycle, as so can fluctuate from year to year in total
volume and payment timing.

e Parking Meter revenues and Parking Fine revenues are projected to decline by
approximately 3%. with projected revenues of approximately $7 million for Parking
Meters and $7 million for Parking Finds, totaling 8% of the total General Fund
revenue projection in FY25 and FY26. Receipts are closely tied to daytime demand
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and visitor-driven tourism and have not yet reached the peak revenues generated
in 2019. Changes in office worker behavior, including remote work, and in visitor
modes of travel, such as increases in the use of ride-share services, seem to be
impacting total parking meter demand.

e All Other Revenues sources include charges for services, use of money and
property, and miscellaneous one-time or unpredictable revenues. The preliminary
FY25 and FY26 revenue projections of nearly $25 million is a $4 million increase
(17% growth) over the adopted FY24 revenue budget, primarily due to interest
income from sustained high interest rates and growth in revenues derived from
digital advertising on billboards and bus shelters.

Expenditures

The City’s preliminary FY25 General Fund regular expenditure budget is approximately
$156 million including $152 million in ongoing operating costs and $4 million in ongoing
maintenance costs related to capital improvements. This represents a baseline increase
of approximately 3% over the FY24 approved budget. For context, the annual percent
change in the consumer price index for all consumers (CPI-U) in the Los Angeles region
in 2023 was 3.5% and the annual percent change in the CPI-W (for Urban Wage Earners
and Clerical Workers) was 2.8%.

Major expenditure categories include wages and benefits, other operating costs, public
safety, contract services, capital projects, and financing. Significant increases to the
regular expenditure budget are projected in the following areas:

e Wages & Benefits will increase by approximately $3 million, to $54 million in FY25.
This reflects increases in healthcare and other MOU provisions and a $2 million
budget for seasonal recreation and aquatic employees. Current staffing includes
five Councilmembers, 250 full-time equivalent regular-status employees across 10
departments and 16 interns.

e As a contract city, West Hollywood utilizes the services of the Los Angeles County
Sheriff's Department to provide police and protective services to our community.

o This year, General Fund staffing & liability costs for regularly contracted
Sheriff services is estimated to increase by $0.9 million to $22.9 million,
3.6% higher than FY24 and related entirely to contractual cost increases.

o Liability premiums for the Sheriff and charged to the City are estimated to
increase from a rate of 12% in FY24 to 12.5% in FY25, comprising $2.5
million of the contract.

o The public safety budget for special event coverage reflects the FY24
increase to the Pride Budget, of $790,000 for Fire, Sherrif and other security
services approved by City Council in January 2024.

o The City also budgets funding for as-needed supplemental patrol services.

e Other contract services costs are projected to increase by approximately $2.2
million. This is largely driven by increases in operating and general maintenance
contracts for city facilities and parking operations and annual increases to the
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social services and ambassador services contracts. Costs have risen due to cost-
of-living adjustments, living wage impacts, and increases in the costs of underlying
supplies and materials.

Budget Requests

Based on preliminary revenue projections, the FY25 General Fund budget can
accommodate an additional $4 million in expenditure growth and remain balanced (an
increase of 5%). Departments have submitted General Fund operating budget requests
totaling $13 million for FY25 and $11 million for FY26. Review of the requests focuses on
a continued commitment to fiscal responsibility, economic growth, and the overall well-
being of our community.

Capital Improvement Project requests and Personnel Requests remain under review and
will be addressed at the next meeting of this committee. Those requests will be reviewed
keeping in mind priorities from this committee including: support for the capital budget
recommendations for the Public Facilities, Recreation & Infrastructure Commission;
ensuring the City Playhouse moves forward expeditiously; and that staffing levels are
adequate to accomplish the City’s ambitious capital program and capture grant
opportunities for major transportation and infrastructure projects.

A preliminary review of all other operating budget requests has been completed. While
some require further review, requests totaling approximately $4 million in FY25 and $3
million FY26 are currently recommended for approval and including budget requests that
address priorities from this subcommittee such as resiliency, cultural diversity, and
cultural heritage programming. The following are highlights of the budget proposals
recommended for approval.

Financial Stability: The regular budget emphasizes prudent financial management to
ensure the City's long-term financial sustainability. Budget requests recommended for
approval include:

e $20K to support an updated data and records retentions system, including
enhanced services to digitize paper records.

e $25K to support increased contract costs for the collection of parking meter
revenues and maintenance of parking meters, which ensures accurate time
keeping, payment processing, and regulation of parking meters.

e $50K to support a Comprehensive Fee Study to determine the full costs incurred
by the City to support the various activities for which the City charges user fees
and establish appropriate levels of cost recovery.

e $50K to support funding hearing examiners for appeals of parking citations and
vehicle impounds as required by state law,

e $80K to support an independent third-party review of the parking enforcement
program to ensure contract compliance, program effectiveness, operational
efficiency, and appropriate staffing and resource levels.

e $250K for a Citywide Classification and Compensation Study to ensure the City’s
classification structure, plan and processes are in line with best practices and
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industry standards and ensure appropriate and competitive pay practices.

Community Safety and Well-Being: The safety and security of our community members
are paramount. The regular budget includes significant resources to provide robust
public safety services, including law enforcement, health and well-being, behavioral
crisis response, and neighborhood and business safety initiatives. New budget requests
recommended for approval include:

e $10K to support additional residential activations for the citywide National Night
Out crime prevention program.

e $12K to support continuation of the Public Safety Awards Event and Luncheon to
recognize the work of the City’s contracted public safety partners.

e $200K to fund increases supplemental patrol operations that enhance normal law
enforcement operations and to support unscheduled assignments or details. This
is a net neutral impact on the Community Safety budget as it involves a re-
allocation of unused funds from the major events budget for Fire.

e $200K to support production and traffic control costs related for the City’s
Halloween Carnaval, an annual gathering of phenomenal costumes,
entertainment, culture, and self-expression with a myriad of observers, revelers,
and performers.

Infrastructure Development. Recognizing the importance of maintaining our city's capital
infrastructure, the regular General Fund budget includes approximately $4 million for the
ongoing maintenance of the City’s assets. Budget requests recommended for approval
include:

e $50K in one-time funds to support development of an outreach plan related to
Council direction to consider potential historic districts in the City’s R1A and R1C
zones.

e $108K to support additional traffic services at intersections and bus lanes

e $345K in one-time funds to support implementation and management of the City’s
Seismic Retrofit Program and associated seismic retrofit grant program.

e $500K to support increases in property and earthquake insurance costs to
ensure that the City’s capital assets are protected.

e $1M in one-time funds to support studies and plans related to implementation of
long-range plans.

Community Service: The City is committed to fostering a vibrant and inclusive
community and providing services that enhance neighborhood and economic vitality.
The regular budget provides funds for various community services and community
development programs, including rent stabilization and affordable housing initiatives,
neighborhood revitalization projects, and the provision of social services. Budget
requests recommended for approval include:
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$10K to support increased funding to host community events for youth, adults, and
pets at Plummer Park and West Hollywood Park.

$10K to support increased funding for the highly specialized trainings necessary
for aquatics staff including Lifeguarding, CPR-PRO with AED, Emergency Oxygen
Administration, First Aid, Bloodborne Pathogens, Lifeguard Instructor, Swim
Instructor, Swim Instructor Trainer, and Stop the Bleed training.

$15K to support expansion of summer recreation programming and host a special
event centered around a four-day roller skating rink at West Hollywood Park.

$60K to support the purchase of supplies (including sleeping bags, hygiene Kits,
and water) and communications materials for homeless initiatives.

$100K to support increased funding for hearing examiners, to adjudicate Rent
Stabilization Ordinance hearings.

$100K in one-time funds to support the November 2024 General Election

Arts and Culture and Community Engagement: Other proposals recommended for
approval support communications and community engagement initiatives, arts and
cultural programming, and programming related the City’s 40" Anniversary, including:

$15K to support photography at City events and activities that support ongoing
communications and engagement, in response to increased department requests
for photography of events and capital projects.

$20K to support the creation of a City Historian Laureate program to focus attention
on ensuring that the City’s unique history is collected, documented, and shared.

$21K to support increased funding for: artist-designed unique holiday banners to
celebrate the winter season; Disability Awareness Month events; Human Rights
Speaker Series; panel fees for the Arts Grants Program; and the Rainbow Key
Awards and Transgender Day of Visibility events.

$40K to support updated communications platforms (social media, community
engagement, and enterprise event technology solutions),

$15K in one-time funds to support the purchase of new video/camera equipment
to support ongoing communications and marketing work.

$40K in one-time funds to support supplemental funding for the Arts Grant
Program to fund a 40" Anniversary Cultural History Grant to commemorate the
City’s milestone anniversary.

$45K to support increased funding for the Russian-Speaking Community Cultural
Heritage Month events, the WeHo Miska Festival and Classical Music Night.

$50K in one-time funds to support coordinated communications and outreach
related to recognition of the City’s 40" Anniversary.

$50K to support increased funding for Arts & Culture Programs to support
emerging artists and ensure the longevity and vibrancy of cultural offerings in the
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community.

e $88K to support expanded community awareness and engagement on key City
priorities through with increased funding for video content and writing/editing
services.

e $125K in one-time funds to support art projects related to the City’'s 40"
Anniversary such as a citywide arts festival, a 40" Anniversary commemorative
mural and library exhibition, and Ode to West Hollywood, a publication of collected
poems created by the City Poetry Laureate.

e $250K to support the Moving Image Media Art program, the ongoing digital art
exhibition presented on the digital billboards Sunset Arts and Advertising Program
(SAAP).

Capital Budgets & Personnel. As noted above, Capital Improvement Project requests and
Personnel Requests remain under review and will be addressed at the next meeting of
this committee.

Economic Outlook Data

During the last meeting of this committee, Mayor Erickson requested that staff return with
information on the City’s economic outlook. This will be included during staff's
presentation to the Subcommittee.

Items for Discussion and Next Steps

The City’s strategy to balance the Two-Year Budget focuses on supporting a well-
balanced revenue strategy and managing expenditure growth. One-time capital
investments are largely planned to be funded using remaining balances from long-term
debt financing, new debt financing, and one-time drawdowns from capital reserves.

Use of Reserves: The proposed Two-Year General Fund budget will be balanced; any
excess of revenues over expenditures will be used to build reserves for future
emergencies and fund the City’s ambitious capital program.

Fiscal Restraint: City leadership will continue to guide efforts in responsible fiscal
stewardship. This includes considering the long-term staffing and financial resources
required to initiate new policies and programs while continuing to advance the City’s
current priorities and work plan. As always, the health and safety of the West Hollywood
community remain top priorities.

Planning for the Future: Staff anticipates that the next two years will include a
maintenance of effort with as needed adjustments to operational programs and significant
investment towards advancement of long-term capital projects. The City’s operational
program for FY25 requires balancing ongoing program and service maintenance with an
ambitious capital program that minimizes community impacts and drawdowns of General
Fund Reserves.
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CONFORMANCE WITH VISION 2020 AND THE GOALS OF THE WEST
HOLLYWOOD GENERAL PLAN:

This item is consistent with the Primary Strategic Goal(s) (PSG) and/or Ongoing
Strategic Program(s) (OSP) of:

e PSG-3: Fiscal Sustainability.

e OSP-1: Adaptability to Future Change.

In addition, this item is compliant with the following goal(s) of the West Hollywood

General Plan:

e G-2: Maintain transparency and integrity in West Hollywood’s decision-making
process.

EVALUATION PROCESSES:

The City is committed to continue monitoring the changing economic and fiscal conditions
and impacts to the local economy.

ENVIRONMENTAL SUSTAINABILITY AND HEALTH:

Efforts have been made to provide financial reports and information electronically to
increase environmental sustainability.

COMMUNITY ENGAGEMENT:

Members of the West Hollywood community are encouraged to send questions to
budget@weho.org.

OFFICE OF PRIMARY RESPONSIBILITY:
CITY MANAGER'S DEPARTMENT

FISCAL IMPACT:

The City experienced a rapid fiscal rebound from the COVID-19 pandemic in recent years.
The next Two-Year Budget will reflect a normalization, with more moderate growth. A
review of preliminary revenue estimates is in process and is anticipated to result in a
proposed revenue budget in the range of $160-165 million.

ATTACHMENTS:
None
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http://intranet/Dept/ASD/CityClerk/Agenda%20Preparation/Document%20Library/Guide%20to%20Completing%20Technology%20and%20Innovations%20Section%20of%20Staff%20Report.pdf
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