BUDGET COMMITTEE APRIL 30, 2004

DRAFT 2004 OPERATING BUDGET
(Referred from the Budget Committee Meeting of April 16 and April 21, 2004)

The Budget Committee, at its meeting of April 16 and April 21, 2004 recommended:
1) That this matter be referred to the next Budget Committee meeting;

2) That staff review the “Specific Expense Lines Identified for Reduction” contained
in Attachment 2 of the memorandum from the Commissioner of Finance &
Corporate Services, dated April 14, 2004, to see whether the 2004 expenses can
be reduced to the 2003 level of expenses and report back to the next Budget
Committee meeting; and

3) That the deputation of Ms. Eileen Burrell, Chair, Vaughan Public Library Board,
and correspondence from Ms. Rosemary Bonanno, Chief Executive Officer,
Vaughan Public Libraries, dated April 6, 2004, be received and that staff be
directed to meet with Vaughan Public Libraries as soon as possible to address
and respond to the comments raised, and report back to the Budget Committee.

Report of the City Manager and the Commissioner of Finance & Corporate Services dated April
16, 2004

Recommendation

The City Manager and the Commissioner of Finance & Corporate Services in consultation with
the Senior Management Team and the Director of Budgeting & Financial Planning recommend:

That the following report be received for information purposes;

That Attachment 1 outlining the $10M reduction in the shortfall in the 2004 Draft Operating
Budget, as directed by the Budget Committee, be received for discussion purposes; and

That Attachment 2, the revised list of new complement requests be approved.

Purpose

To provide a report to the Budget Committee responding to the request to reduce the shortfall in
the 2004 Draft Operating Budget by $10M. The detailed response to the request is provided in
Attachment 1.

Background — Analysis and Options

Many municipalities in the GTA are experiencing similar issues in their budget deliberations;
significant increases in costs, reductions in revenue and other factors beyond the control of the
municipality. There is not one or two specific issues, but rather a number of issues that are varied
in nature. The issues relate to external factors (OMERS and economic factors, the provision of
additional facilities to maintain service levels and many other factors. These types of impacts are
accentuated in a high growth municipality like Vaughan. All of these impacts are permanent in
nature and require permanent funding sources.

At the March 31, 2004 Budget Committee staff were directed to bring back a report that reduces
the 2004 operating budget shortfall of $18.9M by $10M. An identification of how the budget
shortfall was reduced, and the amount achieved, is provided later in this report.



There are a Number of Factors that Impact the City’s Tax Rate

The City’s operating budget is funded from two (2) main sources, user fees and taxation. Taxation
makes up approximately 55% of the funding. The level of taxation funding is more stable whereas
user fees are more susceptible to fluctuations as a result of such factors as general economic
conditions.

The City’s budget is impacted each year by the following factors:

Inflation and other cost increases;

Costs to maintain an aging infrastructure;

The impact of serving new growth;

Economic slowdown;

New or enhanced services offered by the City;

User fee revenue not keeping pace with cost increases.
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In any given year these factors can have a significant impact on operating budget expenditures
and to the extent that user fees do not keep pace with cost increases the legislative requirement
to have a balanced budget must be met using property taxes.

Assessment Growth Does Not Cover all Cost Increases

Each year there is additional residential, commercial and industrial development in the City. The
additional assessment provides additional tax revenues to the City, however there are also
additional costs to offset this additional tax revenue. These include the cost for services provided
directly to be property owner such as waste collection, winter control and less direct services
such as fire, recreation, parks and library services.

In addition, without a tax rate increase existing homes and businesses and new homes and
businesses are billed property taxes based on the prior year's tax rate. The rate must be
increased to reflect the anticipated cost to provide existing services the following year.

Efficient Use of Your Property Tax Dollar

Over the years the City of Vaughan has maintained low tax rates relative to inflation and to other
communities in the GTA. Since 1993 to the end of 2003 the cumulative impact of inflation has
been 22.9%, yet the cumulative impact of increases in the City of Vaughan portion of the property
tax rate has only been 14.4%. In addition, Vaughan’s tax rate is approximately 10% lower than
next lowest municipality outside of Toronto. In 2003, the average Vaughan household remitted
$688 in municipal taxes; this amount is lower than the average homeowners annual cost of
natural gas, hydro and home insurance in 2003. This cost comparison is illustrated below.

COST FOR AN AVERAGE HOUSEHOLD IN 2003

Monthly Annual
Hydro* $93 $1,116
Natural Gas* $72 $864
Home Insurance* $62 $744
City of Vaughan Tax Portion ~ $57 $688

* Source — Region of York’s 2004 Budget Presentation

Vaughan’s portion of the property tax bill ($688) pays for the following: Fire Protection, Waste
Collection, Snow Clearing, Parks Development and Maintenance, Recreation Services, Libraries,
etc.



2004 Draft Operating Budget Expenditure Overview

To assist members of the Budget Committee in assessing the impact of the exercise to reduce
the budget shortfall by $10 million, staff have provided a high level summary of the City’s 2004
operating budget expenditures. The 2004 Draft Operating Budget expenditure overview illustrates
the difficulty in realizing the $10 million target. Highlighted below for the Budget Committee’s
information is the Draft 2004 Operating Budget Expenditure Overview.

Salaries & Benefits $78.4m 54.2%
Contracted Services $18.8m 13.0%
Reserve & Debenture Contributions $12.8m 8.9%
Mtce/Utilities/Materials $13.2m 9.1%
Capital Budget Funding from Taxation $ 6.5m 4.5%
Sub-total $129.7m 89.7%

Tax Adjustments $ 1.4m 1.0%
Copiers/printing/postage $ 1.5m 1.0%
Professional Fees $ 2.2m 1.5%
Computer hardware/software $ 1.4m 1.0%
Hydro joint services revenue provision $ 0.9m 0.6%
Office supplies and equipment $ 0.8m 0.5%
Other $ 6.8m 4.7%
Total $144.7m 100.0%

The above list illustrates that approximately 90% of the expenditures in the Draft 2004 Operating
Budget are committed or cannot readily be reduced.

Summary - Reduction in the Budget Shortfall

The targeted reduction of $10M was first reduced by the new initiatives previously provided to the
Budget Committee, a reduction of $1.2M. Secondly, the City’s new complement requests were
reduced to those identified on Attachment 2, a savings of $.9M. It was further reduced by
eliminating the controllable expenditure requests of $.8M. The balance, $7.1M was apportioned to
the Office of the City Manager, each Commissioner and the Vaughan Public Library Board. The
results of this exercise are summarized below. The details are provided in Attachment 1.

Target Reduction
City of Vaughan $5,765,000 $5,852,937
Vaughan Public Library Board $1,335,000 $598,000
Total $7,100,000 $6,450,937

The items identified to reduce the shortfall include a combination of expense reductions and
revenue increases. If all these additional budget initiatives are approved there will be an impact
on services.

Future 2005 Operating Budget Impacts




For the information of the Budget Committee and to provide insight into future budget
deliberations staff have identified some of the issues that will impact the 2005 operating budget.

Estimated 2005 Impact

Vellore Community Centre $1m

Fire Stn 7-9 full year staffing $1m

Long Term Debt repayment $1.5m
Contracted Services $2m

Vellore / WEA District Parks $0.4m
Infrastructure Reserve Contribution $1m

Building Permit Fees (Bill 124) impact uncertain
Changes in non-tax revenue unknown

Wage Settlements unknown
Insurance increase unknown

It is anticipated that there will be other impacts that will be identified during the 2005 operating
budget process, including additional inflationary and other unknown cost or revenue impacts.

As we move forward it is important that all the implications of decisions is provided as part of the
reporting to Council. With respect to the 2004 Draft Capital Budget staff have further highlighted
the future impact on the operating budget of capital budget decisions.

Conclusion

Staff has provided the Budget Committee with a report that identifies opportunities to reduce the
2004 operating budget shortfall. The options represent a number of reductions across the
organization. Many on their own do not appear significant, however collectively they represent a
reduction in the resources available to staff to do their job. The reduction in expenses reduces the
flexibility of departments to respond to budget situations that arise throughout the year. There will
be an even greater need for departments to monitor their budgets throughout 2004.

In addition, each year the City’s operating budget relies upon a $2.5M surplus from the prior year.
Surpluses have been declining as, each year the reasons for the surpluses are reviewed and the
following year’s budgets are adjusted accordingly. The surplus for the past two (2) years have
been very close to the $2.5M required for carry forward to the following year’s budget. The
continuation of these previously experienced surpluses is unlikely to continue into the future. If
this is the case there will be a direct impact on funding and the City’s tax rate. This will add to the
continued upward pressure on property taxes that is expected into the future.

Attachments

Attachment 1 — 2004 Budget — Incremental Reductions

Attachment 2 — 2004 Draft Operating Budget - New Complement Requests

Attachment 3 — Memorandum from the Commissioner of Finance & Corporate Services, dated
April 14, 2004
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Vg 2

The City Above Toronto

April 14, 2004
-TO: Mayaor and Mambers of Cauncil
‘RE: 2004 Draft Operating Budget - Additional Infermation

- Reconciliation 2004 Draft Operating Budget Shortfalls
- Specific Expense Lines Identified for Reduction

The Chair of the Budget Committee requested additional information for the April 18,

2004 Budget Committee meeting. The following two attachments address that
request,

1) Reconciliated 2004 Draft Operating Budget Shortfall
Attachment 1 reconciles the 2004 Draft Operating Budget shorifall in the

March 31, 2004 staff report to the shortfall if all of the budget initiatives befare
the Budget Committee are approved.

2) Specific Expense Lines Identified for Reduction

Altachment 2 provides a listing of reductions of specific expense lines that
were specifically identified for review as part of the budget exsrcise. Other
budget reductions listed are provided as a total and have not been broken out
by expense line item at this point in time. When this occurs there will be
further reductions in the specific line items referred to above.

If there are any questions or comments, please contact me at extension 8475 or
John Hrajnlk at extension 8401,

memorandum

Sincerely,

- H

- |

%'” |

: e i

- F i

Clayton Harris, CA
Commissioner of Finance & Carporate Services

Attachments

o Michaal DeAngelis, City Manager i
Commissioners |
John Leach, City Clerk !
Sybil Femnandes, Manager of Adminisirative Services & Deputy City Clark
Jehn Hrajnik, Director of Budgeting and Financial Planning




1.7

Attachment 1 i

CITY OF VAUGHAN
UPDATED 2004 DRAFT OPERATING BUDGET SUMMARY !

BUDGET COMMITTEE - APRIL 16, 2004

o

EUDGET SHORTFALL AS OF BUDGET COMMITTEE, MARCH 31, 2004 04 :

COUNCIL APPROVAL TO ELIMINATE TWICE PER WEEK WASTE COLLECTION (304}

REDUCE NEW COMPLEMENT REQUESTS 50.9) i

1

ELIMINATE CONTROLLABLE EXPFENSE REQUESTS {$0.8)
IHITIAL BUDGET IMITIATIVES - 2004 IMPACT FROM MARCH 31, 2004 BUDGET COMMITTEE 3.3
ADDITICNAL BURGET INITIATIVES - 2004 IMPACT FROM APRIL 16, 2004 BUGSET COMMITTEE * 58.4)
BUDGET SHORTFALL IF ALL BUDGET INITIATIVES AND OTHER REDUCTIONS WERE APPROVED $5.2

* NOTE: INCLUDES §1.181M OF SPECIFIC EXFENSE LINES FOR REDUCTION
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