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ELK GROVE

May 23, 2018

Mayor and Council Members:

It is my pleasure to submit for your review and consideration the Fiscal Year 2018-19 Proposed Budget (Budget).

The Cityds proposed Gener al ( dmilBoa, whidh is &G8anrillpr) (10%)unmock th&u d g e t
the FY 2017-18 Budget of $67.8 million. The City has and will continue to be constructing some noteworthy

capital projects that are reflected in both the prior and current Capital Improvement Program (CIP) budgets.
During the recent iState of the Cityd address i n Mar c |
constructiono. These fiunder constructiond projects 1inc
Shelter and Sewer Lift Station. Although a significant amount of construction funds are yet to be spent for some
of these projects, the total Project Budgets were anticipated in the prior year CIP rather than as a new funding
request in the current CIP plan. Therefore, the total Proposed Budget (including CIP) for FY 2018-19, net of
transfers and internal service costs, is $293 million, which is $75 million (20%) less than the FY 2017-18 Budget
of $368 million:

1 Provides for the assumption of animal shelter responsibilities from Sacramento County, including the
addition of 18 positions;

1 Improves the level of service to the residents of Elk Grove, with continued focused efforts on public safety
and economic development;

1 Programs $910,000 for the further development of the Old Town Plaza area;

1 Increases funds available in the Economic Development Incentive Fund and the Small Business Incentive
Fund to support enhanced small business support and business attraction activities; and

1 Adds two Police Sergeants and two Police Officers to the Police Department budget.

The budget recommendations for the coming year are based upon the revised vision statement, goals, and
strategic imperatives for FY 2017-18 and FY 2018-19 approved by the City council in April 2017. The FY 2018-19
Service Plan below details the nexus between these elements.

FY 2018-19 Service Plan

In April 2017, the City Council adopted the following vision statement used to guide development of this budget
document:

Elk Grove strives to provide a high quality of life for al | generations that buil ds
diversity and heritage through safe and connected neighborhoods that are welcoming to all, with diverse
residential, educational and employment choices and amenities that create a sense of place.

The City Council also adopted five strategic goals that form the basis for the FY 2018-19 service plan. The
following section highlights key elements of the service plan for each strategic goal:



Foster a vibrant and diverse economy in Elk Grove oriented towards growing jobs in targeted industries,
while also offering an array of residential choices, civic amenities, and entertainment options that attract
businesses.

1

Business Retention and Expansion Program Enhancements: Economic Development will further

devel op and expand the Citydéds Business Retention and

visitations and industry-specific roundtable discussions to better identify and assist businesses seeking to
expand within the City, and prevent relocation of businesses out of the City.

Business Recruitment Program Enhancements: Economic Development will further develop and
expand the Cityds Business Recruitment Program
target employment centers, and aligning recruitment activities with resident employment needs and
choices. Target industries include: State and Federal government offices and services; medical offices,
services, and devices; corporate front and back office; higher education (including private technology
transfer); and light and advanced manufacturing. Target employment centers include: Southeast Policy
Area; Longleaf Drive and Laguna Springs Corporate Area; Laguna West Commercial Areas; Triangle
Commercial Area; and hospital and medical sites.

Small Business Support Program Enhancements: Economic Development will further develop and
expand the Cityds Small Business Support Progr
candidates and support their launch and growth to foster future major employers and tax revenue
generators.

By way of example, the City and the Capital Region Small Business Development Council (SBDC)
recently entered into a Memorandum of Understanding and Cooperative Agreement to partner and work
collaboratively to establish a south Sacramento County Small Business Development Center at EIk Grove
City Hall, with the objectives of assisting entrepreneurs in starting a new business or in expanding their
existing business, free of «c¢har g elbushdseadusarpiltcanbult
with existing or prospective small business owners by appointment three days a week onsite at City Hall,
at no additional cost to the City beyond a $10,000 sponsorship.

Lifestyle Amenities: Economic Development will continue to pursue projects and businesses that create
new and enhanced retail, dining, and entertainment offerings that will improve the quality of life for
residents and employees, enhance business attraction activities, and generate new tax revenue.

For example, during the current year, the City began preliminary discussions with local retail developers
to develop a lifestyle center, similar in concept to The Fountains in Roseville, on the 20 acres of the Civic
Center site adjacent to EIk Grove Boulevard. The City is pursuing the lifestyle center in order to attract
and develop increased and enhanced lifestyle amenities (upscale retail, dining, family entertainment,
nightlife, recreation, and public amenities) that will improve the quality of life for residents and employees.
Already, these preliminary discussions have generated market interest from desired anchor tenants.

Incentive and Financing Program Enhancements: The Proposed FY 2018-19 Budget includes a
$200,000 transfer from the General Fund to the Economic Development Incentive Fund and a $125,000
transfer from the General Fund to the Small Business Incentive Fund. The Economic Development
Division will continue to review and revise current incentive programs to better attract desired employers.

For example, Economic Development is currently developing a new incentive program in coordination
with the Greater Sacramento Economic Council (GSEC). The new program to be cal | ed

Gr o vwdlldgprovide grants to innovative startup companies with high growth potential who can be the
future corporate anchors of the City. The program will provide micro-grants to home-based entrepreneurs
who move from the home to co-working and incubation centers, relocation grants for tech startups who
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move to or expand in Elk Grove, and grants for companies who launch co-working, incubator, or
accelerator projects in EIk Grove.

New Growth Area (NGA) Infrastructure Projects: The Proposed Budget provides for continuation of
construction of the Laguna Ridge South/Southeast Policy Area Sewer Lift Station and the extension of
Bilby Road and Big Horn Boulevard (along with relevant infrastructure along these corridors). These
improvements will provide access and utilities to the southern areas of Laguna Ridge and much of the
Southeast Policy Area, including the employment areas. These projects total over $32 million in
infrastructure investment by the City and will serve as a catalyst for new development in the service area.
Staff anticipates completion of the sewer lift station this fall and completion of the road extensions by
summer 2019.

Costco: Construction of the new Costco warehouse store began in January 2018. Staff anticipates the
warehouse to open by September 1, 2018. To facilitate construction of the project, the City entered into a
sales tax sharing agreement (i.e. provided an incentive) with the property owner. The total amount of the
incentive is $8 million on a present value basis. The funds to provide the incentive will come from sales
tax revenues generated by the store and received by the City once the Costco store is built. No current
City revenues or services would be impacted by payment of the incentive. This project is an example of
the innovative leveraging of future sales tax revenues to spur development of a desired project today, and
allows the City to still keep 50% of all new sales tax generated by the project, even after funding the
incentive.

Given the projected opening date on September 1 for the new Costco, the proposed FY 2018-19 budget
assumes seven months of sales tax reimbursement to the developer. Also, both the revenue and the
reimbursement is reflected in the five-year forecast for the General Fund.

Lent Ranch Development: Work continues on the development of the Lent Ranch Special Planning
Area at the northwest quadrant of the intersection of Kammerer Road and State Route 99. While neither
the proposed FY 2018-19 Budget nor the five-year General Fund forecast includes revenue or
expenditures for this development, the successful completion of this development will impact the City in
the future.

o0 Outlet Mall. Howard Hughes Corporation (HHC) continues its development and leasing efforts for
The Collection at ElIk Grove, which will involve the construction of approximately 775,000 square
feet of commercial uses (with up to 689,000 square feet of that being gross leasable area).
Primary, core tenants will be solicited based upon the outlet mall concept, with manufacturer-
branded stores selling direct to consumers; however, it will include a number of other shopping,
dining, and entertainment opportunities, such as a movie theatre and multiple restaurant spaces.

As staff reported to the City Council in January 2018, leasing activity increased in 2017 and
interest in the project from retail tenants is currently high. Based on conversations with the mall
developer and prospective tenants, this is due in part to the recent State and Federal approvals of
the adjacent gaming resort project. The current tenant mix is positive and represents a tangible
increase in both the quantity and quality of retail for the City if the project is built. Several new
lease signings provide optimism for a start of construction in 2018, although this cannot be
guaranteed.

Under the current development agreement with HHC, certificates of occupancy must be issued
for 400,000 square feet by November 2018 in order for the development agreement to
automatically extend for 10 years and for HHC to be eligible for reimbursement of off-site
improvements and the public parking and access license in an amount totaling $15,581,689.



Funding for these payments is generated from a

generated by the development, which is estimated to be $1.9 million annually.

o Casino.l n February 2018, a Federal judge wupheld t

acceptance of 36 acres of land for the benefit of the Wilton Rancheria Indian Tribe (Tribe) for the
development of a proposed casino resort project in the City of EIk Grove. The land is located just
north of the approved outlet mall site. The casino will contain significant lifestyle amenities,
including restaurants and entertainment venues. Given its proximity to and effect on The
Collection at Elk Grove, the project would have a significant retail impact on the City. All State
and Federal approvals for the project have been granted, but remain subject to challenge in
pending litigation. Start of construction and completion dates are unknown at this time.

The proposed project consists of a 608,756 square foot hospitality and entertainment facility,
including a 12-story 302 room hotel, pool, spa, 47,634-square foot convention center, six
restaurants and bars, and a 110,260 square foot gaming floor. In order to mitigate the potential
impacts of the Project, the City and the Tribe have executed a Memorandum of Understanding,
approved by the City Council in September 2016, that provides funding to the City of Elk Grove,
Elk Grove Unified School District, and local non-profit organizations to pay for services such as
law enforcement and traffic impacts and compensate for loss of tax revenue. The total cumulative
payment from the Tribe to the community over 20 years is approximately $132 million. This
amount far exceeds that which the City would expect to receive from tax revenues associated
with the portion of the mall site upon which the Casino would be built.

Continue to foster and support the safest neighborhoods, promote the unique attributes of Elk Grove
communities and lifestyles - both urban and rural 7 and connect neighborhoods internally and to the
region through roads, transit, and trails.

l

General Plan Update: The General Plan Update will address a number of key topics and issues for the
City, including infill development, annexation strategy, complete streets and implementation of Senate Bill
743 and changes to the California Environmental Quality Act relative to Vehicle Miles Traveled, and
preservation of the Rural Area. It also includes updates to the Climate Action Plan and the Zoning Code.
The Proposed Budget also includes funding for first round implementation with the Pedestrian/Bike Trails
Master Plan update to ensure consistency with the General Plan. This effort will specifically target
refinements to the trails map, allowing the City to focus its efforts on segments that make sense. Adoption
of the General Plan is anticipated later in 2018.

Animal Shelter: The City is responsible for the provision of all animal services, whether those services
are provided through City staff or through a contract with another agency or organization. Currently, the
City provides its animal field services through City staff, while animal sheltering services are provided
through a contract with Sacramento County. The contract with the County expires on June 30, 2019. Due
to ongoing capacity issues at the County shelter, the City has chosen to construct an Animal Shelter at

the Citydéds Corporation Yard, with an anticipated op:¢

includes a mix of capital facility development impact fees and a bond issuance. One Animal Services
Manager position, for supervision of shelter and field operations, was added in January 2018 with the
mid-year budget adjustment. The Proposed FY 2018-19 Budget includes the start-up expenses and three
months of shelter operations, including 18 full-time positions. Operating, startup and Debt service costs
are estimated at $3.5 million beginning FY 2019-20; however, factoring in the $850,000 cost savings from

the termination of the Cityds contract with tdeest Sacr .
service and operating costs is projected at $2.6 million. Both the operations and shelter debt service
costs are offset by reductions in the Cityds revenue



Neighborhood Policing Efforts: The Police Department will continue to implement its Neighborhood
Policing Initiative, focusing on working closely with residents to solve problems and build strong,
connected neighborhoods throughout the City. The initiative will build upon the success of social media
platforms such as Nextdoor.com as a means to enhance communication with neighborhoods. The full
i mpl ement ation of the Chiefds Community Advi s-09r
The Community Advisory Committee will serve as yet another means through which the Police
Department and community members can collaborate on community policing and public safety matters.

Expanded Use of Video Technology: The Police Department will increase its use of video cameras and
related technology through the construction of a Real Time Information Center at the Police Department
facility to provide for a higher level of public safety, and improved video evidence capabilities. Funding for
this expansion will be partly contained in the FY 2018-19 budget and supplemented with Asset Seizure
funds.

Increased Notification Capabilities. The Pol i ce De p ar-19merktplarsincledgs thie0 1 8

continuation of self-registration and community education for the Smart 911/Smart Prepare systems.
Smart 9-1-1/Smart Prepare will allow citizens to create a safety profile or registry for their household that
includes important information they want 9-1-1 Dispatchers to view in the event of an emergency. This
information will be used to facilitate the proper response and deployment of resources in case of an
emergency. In addition, the department will continue to provide a self-registration portal for the
Community Notification System. This will provide citizens the option to register cell and/or VOIP phones
providing first responders crucial information in the event of a local, regional, or statewide emergency.

Principled Policing. The Pol i ce Department has trained all/l
training examined how our thoughts and feelings about social groups can influence our perceptions,
decisions, and actions on a conscious and subconscious level, despite our desire to be fair and impatrtial.
Training participants were shown how to recognize and break down biases, leading to more positive
public encounters and greater public trust. Police Department trainers have since provided implicit bias
training to the rest of the City organization.

Addressing Racism. Last fall, two hate-based incidents occurred in the Old Town business district. In
response, the City and the Cosumnes Community Services District sponsored two training sessions on
implicit bias conducted by the American Leadership Forum. The goal was to give community members
the groundwork for a longer-term effort to change the culture in Elk Grove. The FY 2018-19 budget
provides funds for the Multicultural Committee to receive training in implicit bias and community outreach
so it may continue the community dialogue.

Homelessness Response: Code Enforcement will continue to integrate the Homeless Navigator into the
Cityés outreach and response to homeless concer
resolving unsafe or unhealthy living conditions and help to minimize complaints from the public related to

y
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homel ess camps. I n addi tion, staff wi | | mai nt ai

homelessness and strategically invest in property and programming aimed at providing interim and
permanent housing for homeless households. Recently, City staff requested support from Sacramento
County through its Arapid responseod program for

Street Maintenance: The City must invest approximately $12 million per year in pavement surfacing
treatments to maintain the current road conditions. Since its inception, the City has not had sufficient
revenues to fully fund pavement maintenance needs, and in recent years projected an $8 million annual
shortfall. The recent passage of the State gas tax increase will substantially improve pavement
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maintenance funding with an additional $1 million in FY 2017-18, $3 million in FY 2018-19 and an
average of $3.5 million per year over the following 10 years. This increased funding will be divided
between pavement maintenance projects included in the CIP and increased crack sealing and base

repairs performed by the Public Works Department 6s

2018-19, O&M is budgeted to spend $1.3 million on pavement repair. The gas tax increase will reduce
the annual pavement maintenance shortfall to about $4.5 million annually. The current citywide Pavement
Condition Index is 73, which is high for California; however, current funding levels will not sustain this
rating.

Kammerer Road Widening and Extension: The City plans to extend and widen Kammerer Road to four
lanes between Highway 99 and Interstate 5, providing an east-west connector bypassing downtown
Sacramento and alleviating traffic congestion on Laguna and Elk Grove Boulevards. Environmental work
is currently underway for the full project. Given funding constraints, a two-lane, phase 1 project is
currently being evaluated. The proposed budget includes funding for environmental, design and right of
way acquisition. Funding for the construction of a first phase two-lane project from Highway 99 to I-5 is
dependent on securing State and/or Federal transportation funds.

Distinguish ElIk Grove as a city with an array of opportunities for sports and cultural activities for
residents of all ages and backgrounds, with venues and entertainment districts that also promote and
leverage economic growth and attract a variety of age groups to participate in the community.

1

Civic Center: The FY 2018-19 work plan provides for the opening of the highly anticipated Aquatics
Center, tentatively scheduled for completion in late summer 2018. In addition, the City has broken ground
on the Community Center, wit Kemarial¥Hallnwitlocomp&ton dntcipated
in spring 2019. Funding comes from a variety of sources including Poppy Ridge and Laguna Ridge
Community Facility Districts, Laguna Ridge Park fees, transit capital funds and a $3 million grant
contribution from the Senior Center of EIk Grove. There is also a proposed contribution from the General
Fund in the amount of $1,925,000 from the FY 2017-18 and 2018-19 solid waste franchise fees that were
recently made available due to the new franchise agreement with Republic Services. The contribution is
supported by the citywide benefit provided by the Community Center.

nd
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Travel and Tourism: The City will continue to work with Visit

organization, to ensure a successful destination marketing campaign and increase tourism, with the
continued goal of positioning Elk Grove as a competitive location for business and personal travel and
visitation.

Old Town Plaza: Phase 1 improvements to the Old Town Plaza (pavement rehabilitation, bathrooms) are
complete. The proposed FY 2018-19 Budget includes an appropriation from the capital projects reserve
to fund the design and engineering of Phase Il improvements, which include an entrance plaza with a
seat wall, lawn, and landscaping to the area that fronts EIk Grove Boulevard. Funding for the construction
of these improvements is scheduled for FY 2019-20. The proposed FY 2018-19 Budget also includes a
one-time appropriation of $910,000 from the General Fund to the capital projects reserve fund for parking
lot improvements. Funding for the final phase, including the main plaza reconstruction with covered
entertainment and vendor space has not been identified and is shown as a future project beyond the five
year timeframe.



Railroad Street Revitalization. In June 2017, Council authorized staff to execute a Purchase and Sale
Agreement to acquire an approximately 1.75-acre property in Old Town at 9676 Railroad Street (south of
the Old Town Plaza) that contains a 5,000 square foot historic building. In October 2017 the City
completed its acquisition of the property. Staff is now evaluating preservation and development options
for the property for the purpose of constructing a winery, brewery, or restaurant project, and is also
evaluating the feasibility of partnering with a developer for the acquisition and development of additional
adjacent properties. The Railroad Street Revitalization project in the CIP would reconstruct Railroad
Street, add accessible sidewalks, lighting, landscaping and parking lots to support both Old Town Plaza
and future private development in the area. The intent of the project is to facilitate a catalytic development
that will generate visitors to and foot traffic in Old Town and act as an attractor for additional retail, dining,
and entertainment activity in the area.

Serve as wise and responsive stewards of fiscal, physical, and natural resources, and prepare for, adapt
to, and find opportunities in changes to the natural environment.

1

Quality of Life Engagement. Throughout the current fiscal year, staff has engaged residents through in-
person meetings, telephone polling, and online surveys to determine resident priorities for maintaining the
high quality of life for which Elk Grove is known. In addition, in February 2018, City staff presented
findings from the fifth edition of The National Citizens Survey, which is conducted biennially by the
National Research Center in association with the International City/County Management Association.
These feedback mechanisms ensure that the City is addressing citizen priorities and concerns through
the budget process.

Resiliency Planning. During its March 2017 retreat, the City Council expressed the need to develop
local resiliency to the impacts of climate change and technological innovations. To that end, the Proposed
FY 2018-19 Budget includes $350,000 for the development of a resiliency plan that focuses on two
aspects of climate change - increased flooding risk and increased heat - and the economic impact of
autonomous vehicles on auto sales and changes in vehicle fuel sources.

Infrastructure Maintenance: Public Works will continue development of a Computerized Maintenance
Management System (CMMS) to concentrate on updating and completing accurate inventories of City
infrastructure, including current condition, enhancing the ability to monitor service life and develop
preventative maintenance programs. Programs will be developed based on available funding and
priorities. Staff will use the CMMS to shift to more programmed maintenance and reduce reactive
maintenance activities. The CMMS will also enhance performance measure capabilities of the
department. The pavement management program has been updated to incorporate a broader range of
treatment options to gain efficiencies with the goal to reduce the repair backlog. In addition, an update of
the Pavement Condition Index data has shown that the overall pavement condition in Elk Grove is 73 on
a scale from 0 to 100. This previous PCI estimate was in the mid-60s.

Transit Comprehensive Operation Analysis: The Comprehensive Operational Analysis (COA) was
adopted by the City Council on April 12, 2017 and implemented in October 2017. The COA includes a
7.6% service reduction. While the COA included a recommendation for a fare increase in January 2018,
new funding from Senate Bill 1 (SB1) delayed the need for the fare increase for a year. The new financial
plan, along with the passing of SB1, helps our Transit service become financially healthy. Staff will
continue to monitor the newly implemented COA service plan, and make the necessary changes to
services and schedules that adhere to the adopted 7.6% service hour reduction scenario. In addition, a
General Fund contribution of $835,304 is programmed that will reduce the shortfall that developed in prior
fiscal years.



1 Recycling & Waste Contract: The new Franchise Agreement with Allied Waste Services, Inc. (dba
Republic Services) will be effective on July 1, 2018. The agreement provides for no increase in the rate
that Republic receives for the first year of the contract. However, during FY 2017-18 there was still a gap
between the rate that is collected from residents and the rate that Republic is contractually obligated to
receive. Consequently, the City reduced the amount of administrative fees collected in FY 2017-18 to
close the gap. The rate increase applicable for FY 2018-19 will close the gap between the rate from
residents and the actual cost to provide service.

In addition, Republic Services has completed the transition of utility billing services from the City. The
overall results of the new contract include reductions in both revenues and expenses by over $10 million.
Also due to these changes, the General Fund is anticipating an annual increase in Franchise fee revenue
of $1,200,000 in FY 2017-18 and each fiscal year after.

Continue to elevate the Cityds high operational perf orm
organizational excellence and the highest service levels, while also providing regional leadership through
collaboration.

1 workforce Diversity. In May 2017, City staff provided its report to the City Council assessing the
diversity of City employees compared to that of the City as a whole. The report included a review of hiring
processes, current recruitment outreach, and best practices of other municipal government agencies. The
conclusion of the report noted areas for improvement. In response, the Council created a Diversity Ad
Hoc Committee to work with staff and members of the community to establish next steps on the issue of
City workforce diversity. Together with interested members of the community, the Diversity Ad Hoc
Committee established a scope of work for a Diversity Audit and Inclusion Strategy. The City Council
approved a contract for this work in January 2018 at a cost of $156,000, and the work should be
completed by June 30, 2018. It is anticipated that the audit and strategy will suggest areas for staff
training. The Proposed FY 2018-19 Budget includes $50,000 for this training.

1 Regional Partnerships: Staff continues to work with our regional partners, including Sacramento County,
the Cosumnes Community Services District, the Sacramento Area Council of Governments, the Local
Agency Formation Commission, and Greater Sacramento Economic Council (GSEC), among others, to
deliver the best value and services to our residents and promote the economic success of our
businesses.

During FY 2017-18, the City became the first local government jurisdiction in the Sacramento region to
participate in Region Financeb6s Responsible I nvest me
increases the amount invested in community banks from $6 million to $15 million. The goals of RISE,
supporting local economies and the Sacramento region through business lending, are in alignment with
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1 Performance Measurement and Evaluation: The FY 2018-19 work plan includes the continued
implementation of meaningful performance measurement in support of the Council-adopted goals and
imperatives. In the Budget Resolution, the City Council will adopt performance targets and spending
limitations. Staff will be required to bring back a Mid-Year Performance Report along with the Mid-Year
Budget Report.

Financial Overview






