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1. Background
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Background

Background

Aln the 3rd and 4th quarters of FY 2016,
financial crisis resulting from years of structurally unbalanced budgets and a
breakdown of its utility billing/collection processes, among other issues.

Aln the summer of 2016, at the request of
Assistance Teamunder t ook a review of the Cityos

A In August2016, the Commonwealth, Davenport & Company LLC (Financial Advisor to
the City) and PFM delivered a Joint Presentation to City Council:

I Commonwealth: presented its finding that the City had upwards of $18.8 million of unpaid
obligations as of June 30, 2016.

I Davenport: presented i toos r-teyearé&nancial tonditibne Ci t y
which had been previously provided in 2012.

I PFM: presented its FY 2017 budget amendment action plan.
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Background (cont)

Background

Ve

A In response to the August 2016 Joint Presentation, the City took the following steps:

I Hired an Emergency Management Team (the Robert Bobb Group) and hired an Interim
Assistant City Manager;

I Amended its FY 2017 Budget in an attempt to bring about structural balance and conducted a
mid-year budget review to further adjust the budget as necessary;

i Obtained a Revenue Anticipation Note;
I Implemented greater financial controls to monitor and control spending;

I Worked to repay its outstanding unpaid obligations, which approximated $18.8 million at June
30, 2016, through various payment plans; and

A In late 2016 and early 2017, Davenport & Company LLC, as Financial Advisor, worked
withtheCityi n devel oping a Strategic and Hol i s
the Cityds finances.
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2. Current State of the City
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Current State of the City

Key Observations

A The City continues to be in fiscal stresand is actively managing its finances on a daily basis.

A The City has NEGATIVE Fund Balance, which means that it has effectively no savings that can be
used to manage cash flow

i Rather, the City is still projected to owe various creditors an estimated $8.7 million (excluding
the 2016 RAN) as of June 30, 20die.padtduebils)Re ma i

A With the development of the FY 2018 budget, the City continues to face pressure on limited
resources in order to fund both current needs and repay its Remaining Unpaid Obligations.

i The City still faces financial challenges in FY 2018 and beyond.

A Absent a liquidity event that provides a ontime windfall of cash, the City will need to undertake
another Revenue Anticipation Note (ORANO) bor
Is repaid by this October.
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Current State of the City (cont)

Key Observations

A The Cityds bond rating from Standard & Poor &s
Agencies, is o0BB6 with a Negative Outl ook ( Se
grade and is the lowest of any local government in the Commonwealth.

A S&P cites the following in its most recent Credit Report dated December 14, 2016 (See Appendix

B):

I 0The Negative Outl ook reflects uncertainty regardi:H
structur al budgetary reforms. o

I 0The <curtreernnt rlaotnigng i s constrained by our view of t
mar ket access, very weak management conditions that

i 0éNo credieblme pl@amgin place to restore fiscal solve

i oeVery weak flexibility with available reserves | ec:c

A The City adopted Financial Policy Guidelines in September 2, 2014 (See Appendix C) that govern
Budgeting Practices, Debt Management and Fund Balance, but has not adhered to the adopted
policies.
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Current State of the City (Cont)

Unassigned Fund Balance

A Mostrecent audited financial statements for fiscal year ended June 30, 2015 showNEGATIVE Unassigned
Fund Balance of $5.0 million and a Reconciled Overdraft of approximately $7.1 million.

i Unassigned Fund Balance is essentially a O0ORainy Da)
in order to manage the timing of revenue inflows and expenditure outflows of the annual budget.

i In addition, an Unassigned Fund Balance could also serve as a source of-bme cash in an emergency
situation.

A The Cityds Unassigned Fund Balance should be suffici
RAN cash flow borrowings are not necessary.

i oBest Practiceso6 are those considered to be appropr
managed local governments based on National Credit Rating Criteria, Government Finance Officers
Association (O0OGFOA6) <criteria and strongly rated | c

i Minimum of two months general fund operating revenues according to GFDAhis translates into an
approximate amount of $13.2 millior?,

i 15% to 20% of budgeted operating revenues/ expendit
or better local governments This translates into a range of $11.9 to $15.8 milliof.

r

i Based on the Cityods financi al policies adopted in
Operating Revenues. Currently the City does not meet this goal.

(1) Based on a $79.2 million budget excluding water and sewer and storm water utilities.
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Unassigned Fund Balance Comparative

Unassigned Fund Balance $ Unassigned Fund Balance% of Revenue
A The City has a NEGATIVE $5.0 million A Unassigned Fund Balance as a % of
Unassigned Fund Balance. Revenue is NEGATIVE 6.3%.

Petersburg (Current) () City Policy Petersburg (Current) (6.3)
Goal

National 'Aa’ Median 6. National ‘Aa’' Median

City Policy
Goal
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The Path Forward: The Road to Financial Recovery

The Road to Financial Recovery

The Road to FinanciaRecovery is a longerm plan to restore fiscal solvency and includes:
A Structurallybalanced governmental operating budgets that are responsible and sustainable.

A Budgetingannual additions to Unassigned Fund Balance until the appropriate policy target level
has been attained.

I An Unassigned Fund Balance at a appropriate level is essential to a healthy and vibrant city.

A Follow the adopted Financial Policy Guidelines in all areas.

A As soon as practical, implement the Strategic and Holistic Plan of Finance that includes a
Targeted Restructuring of annual debt service payments.

Al mplement a plan to address the Cityds Utilidt
will increase in order to pay for operations, repairs, maintenance and capital investment.
i Note: the plan and rate study I mpact for the Util it

Management, Engineering Consultants, Financial and Rate consultants and will be presented to City Council
at a later date.
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