CORNTIDERNTIAT

H A RV E Y M : RO S E public sector management consulting
S S G CIATES LT

1350 Maskel Sireer, Suite ¥025  San Frangisoo, Calif oo 94107
[415F 8579792 - (A05) 520461 [FAK) - vl veyTote com

r"l.['.'fli'ij ‘1, ED‘DE

Mr. Alan Davis

Law Offices of Davis and Reno
22 Battery Street, Suite 1000
San Francisco, CA 94111

Dear Mr. Davis:

Pursuant to your request, we have reviewed the City of Vallgjo Comprehensive
Annual Financial Reports (CAFR) for FY 200607 and FY 2005-06, the
recommended and adopted budgets for FY 2007-08, and various other financial
records and documents pertaining to the City, These documents were analyzed
to determine the financial condition of the City, to identify any potential sources
of monies that could be made available lo the General Fund, and to determine if
opportunities exist to increase revenues or reduce expenditures by pursuing
alternative financial and operational strategies. To provide context to the City”s
current financial condiion, Attachment 1 compares the City's General Fund
balance to annual General Fund expenditures for the past 11 fiscal years, from
FY 1995-96 through FY 2006-07. Based on the FY 2006-07 audited financial
statements, the City's $7.0 million June 30, 2007 General Fund balance amounted
ko 8.44 percent of the $83.2 million of General Fund expenditures, which ranked
sixth over the 11 most recent fiscal years. Five years had a relatively greater
General Fund balance and five years a relatively lesser General Fund balance.

Seciion 1: Actions That Can Be Taken Teo Aveid Bankrptcy

Based on the City's conclusion that it is on the verge of bankruptcy, the City has
taken several one-ime measures to generate momes for the General Fund, has
explored and proposed several possible options to establish new revenue sources
and increase existing revenues, and has approached its employec labor
organizations for purposes of renegotiating more lavorable, lower cost labar
contracts.  Although these are sleps an agency [acing bankruptcy would
appropriately take, the Gity’s financial projections for FY 2008-09 provided 1o the
City Coundil and labor organizations report a projecled deficit of $16.6 million,
based on a budget that would continue the current level of services, Our analysis
differs, in that we have analyzed the City's financial position from the
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