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The consultant team finds it important to separate and summarize the most significant
general findings of its work so the City of Erie might best understand its current financial
condition. To do so the team focused on the core, regularly recurring revenues and
expenditures necessary to maintain the financial solvency of the City of Erie. One-time
fixes and non-recurring activities have been removed from our figures to provide a true
picture of the City's financial condition. The result of our analysis is as follows:

Finding 1 — the City of Erie has experienced an annual structural deficit (the gap
between ongoing revenue and ongoing expenditures) in its core non-utility operations
from FY 2000 to FY 2004. The cumulative structural deficit has totaled approximately
$25 million during this time.

Finding 2 — The structural deficit results from a fundamental imbalance between an
annual revenue growth rate of 2.7% and an annual expenditure growth rate of 4 3%
over the last few years. The deficits are exacerbated by the inability of annual budgets
1o use sustainable revenue and expenditure strategies to effectively close this gap.

The annual growth rate in revenues is higher than it would be otherwise because of the
introduction of new tax revenues (parking tax) and rate increases on existing taxes
(earned income tax). Had these rate increases and new taxes not heen implemented,
the annual revenue growth rate would have averaged 1.2% between 2000 and 2004

Finding 3 — The structural deficit is estimated to be $5 5 million in 2005 and will grow to
over $12 million by 2010 if no corrective action is taken.

Finding 4 — Rather than bring expenditures in line with revenue, the structural deficit
has been financed by depleting reserves, transferring surplus utility revenues to the
general fund, and employing other one-time revenue strategies. These strategies have
served to mask the core structural deficit, are not sustainable, and have only served to
prolong the fiscal crisis facing the City.

Finding 5 — In addition to addressing the structural deficit, Erie’s leaders must also
develop a financial strategy that will replenish the City's reserve funds. Erie's
unreserved general fund balance has gone from a $3 million surpius in 2000 to a $7 .6
million deficit in 2004.

Finding 6 — The structural deficit used in this analysis is understated by the City of
Erie’s underinvestment in a systematic capital improvement program for non-utility
infrastructure. Recommended practice is for cities to invest at the rate of depreciation of
their capital assets. The City cannot afford to finance maintenance of and
improvements to its infrastructure under its current financial structure.
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Finding 7 — To its credit, the City of Erie has done a reasonably good job of seeking out
non-tax revenues, particularly licenses and permits, and fines and forfeitures that have
modestly lessened the structural deficit.

Finding 8 - The City has done a less than adequate job in controlling expenditures and
in creating cost effective operations in many departments, particularly in 2000 through
2003. This finding is particularly true in the area of police and fire costs. Police costs
have been rising at an annual rate of 57% between 2000 and 2004. Fire costs have
been increasing at an annual rate of 4.2% during the same period. The City has also
moved to one of the most inefficient and expensive shift schedules we have observed in
the fire services. A shift schedule for fire services consistent with fire departments
around the country has the potential to save approximately $1.8 million annually without
reducing services.

Finding 9 - Creating a sustainable and structurally balanced budget for the City,
replenishing depleted reserves, and adequately funding infrastructure investment will
require a combination of increased revenues and decreased expenditures as neither
side of the balance sheet can resolve the City’s fiscal problems on its own.

Strategies for increasing revenues must include:

° The City receiving fair rates of return on its assets such as the sewer system and
golf course;

e Tax increases and the imposition of new taxes such as an amusement tax; and

° Access to regional revenue-sharing programs that utilize resource bases such as

gaming revenues and sales taxes.

Strategies for decreasing expenditures must include:

° Abandonment of non-essential services;

e More businesslike operations in such services as the municipal garage; and

° Cost-effective shift schedules and an industry-consistent work week for fire
services.
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