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RE: Report on FY 2009-10 First Quarter Revenue and Expenditure Results and
Year-End Projections For Four Selected Funds - General Purpose Fund (1010),
Landscape & Lighting Assessment District Fund (2310), Equipment Fund (4100)
and Facilities Fund (4400); Overtime Analysis for the General Purpose Fund
(1010) and All Funds; And the Status of Implementing the FY 2009-11 Amended
Budget

SUMMARY

This report provides details on the actual collection of revenues and expenditures in the General
Purpose Fund (GPF) through the end of the first quarter of the fiscal year (September 30, 2009),
and presents year-end revenue projections. Additionally, this report provides details on the
collection of revenues and spending through the first quarter for the Landscape and Lighting
Assessment District-LLAD Fund (2310), the Equipment Fund (4100) and the Facilities Fund
(4400).

In the General Purpose Fund (1010), a deficit of $18.9 million is projected by year end. This
deficit is comprised of a revenue shortfall of $10.08 million, projected overspending of
$4.29 million plus $4.5 million in projected Coliseum ticket surcharge revenue that may not
be realized.

The $10.08 million GPF revenue shortfall is projected by year-end and reflects declines in
property, sales, transient occupancy and parking tax collections. Citywide GPF overspending is
projected at year-end to exceed the FY 2009-10 Adjusted Budget amount by approximately
$4.29 million primarily in the Oakland Police Department ($3 million). All departments are
seeking immediate measures to stay within budget. The $4.5 million shortfall in ticket surcharge
revenue is booked as an expenditure offset, which increases the apparent “overspending” by this
$4.5 million amount,

Staff will present balancing measures to bridge the current projected shortfall at the November
17" Special Council meeting.

In the Lighting and Landscape Assessment District (LLAD) Fund (2310), a shortfall of $0.59
million is anticipated by year-end, compared to the budgeted gap of $0.15 million. This
projected deficit is mainly due to projected over-spending in the Public Works Agency of $0.56
million. As a result, the negative fund balance is projected to grow from -$6.02 million to -$6.73
million by the end of FY 2009-10. Initially in October 2008, one-time revenue was to be used to
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eliminate the negative balance. However, this revenue was diverted to the General Purpose Fund
in May 2009 for FY 2008-09 balancing.

In the Equipment Fund (4100}, a $1.81 million decrease to the negative fund balance is
projected by year-end as a result of the resumed negative fund repayment plan, implemented as
part of FY 2009-11 budget adoption and careful spending. The FY 2009-11 Budget assumes a
$15.49 negative fund balance.

In the Facilities Fund (4400}, a modest decrease of $0.09 million in the negative fund balance
is projected by year-end. This is an improvement compared to the $0.03 million shortfall
reflected in the adjusted budget.

Overtime spending citywide, on an all funds basis is projected to reach $35 million by the end of
FY 2009-10, exceeding budget by $16 million. Nearly the entire overspending ($13 million) is
in the General Purpose Fund and driven by Police and Fire overtime spending. In most cases
except for Police, departments will manage to balance their overtime overspending with savings
in other categories. Police Department overall spending, however, is anticipated to exceed
budget by $3.0 million.

A summary of the status of implementing the Adopted and Amended budget balancing measures
is provided in Attachment F. An initial report was presented to the City Council during the July

28™ Special Budget Meeting.

FISCAL IMPACT

The first quarter revenue and expenditure report includes an analysis of actual revenues and
spending for the General Purpose, Landscaping and Lighting Assessment District, Equipment
and Facilities Funds for the three-month period of July 1 through September 30, 2009, and
projects year-end revenue generation and spending, highlighting significant trends. The summary
table on the following pages reflects the first quarter financial results and projections.

The GPF deficit is a consequence of lower than anticipated revenues, overspending by city
departments and agencies, and not collecting the Coliseum ticket surcharge. Departments and
agencies are making every effort to control spending and remain within budget.

The deficit within the LLAD is a direct result of overtime spending on tree services, lower than
anticipated position vacancies and a one-time charge for incorrectly laying off personnel. The
Public Works Agency staff will develop and implement measures to remain within budget.
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FY 2009-10 REVENUE AND EXI?ENDITURE ANALYSIS

Through First Quarter (July 1, 2009 through September 30, 2009)

Summary ($ in millions)
GENERAL PURPOSE FUND {1010)

FY 2009-10  FY 2009-10 FY 2009-10  Year-End $
Amended Q1 Adjusted Year-End (Over) /
Budget Budget Estimate Under
Gross Fund Balance [A} 17.90 17.90 17.90
Net Revenue 420.99 421.12 411.04 (10.08)
Net Expenditures 421.01 42115 42994 (8.7%)

’ Carryforwards and Encumbrances 7.35 7.35 7.35 0.00
Surplus/{Shortfall) 0.02 {0.02) (18.89) (18.87)
Net Fund Balance [B] 10.53 10.53 (8.34)
LANDSCAPING & LIGHTING ASSESSMENT DISTRICT FUND (2310)

FY 2009-10  FY 2009-10 FY 2009-10  Year-End $
Amended Q1 Adjusted Year-End {Over} /
Budget Budget Estimate Under
Gross Fund Balance [A] (6.02) (6.02) (6.02)
Net Revenue 18.24 18.39 18.36 (0.04)
Net Expenditures 18.39 18.39 18.94 {0.586)
Carryforwards and Encumbrances 0.19 0.19 0.13 0.00
Surplus/(Shortfall) (0.15} 0.01 (0.59) {0.59)
Net Fund Balance [B] {6.36) (6.20) (6.73)
EQUIPMENT FUND (4100}
FY 2009-10  FY 2009-10 FY 2009-10  Year-End $
Amended Q1 Adjusted Year-End (Over) /
Budget Budget Estimate Under
Gross Cash Balance [A} (15.49) (15.49) (15.49)
Net Revenue 16.68 16.68 16.65 {0.03)
Net Expenditures 16.97 16.97 14.84 213
Surplus/(Shortfall) {0.29} (0.29) 1.81 2.10
Net Cash Balance [B] (15.79) (15.79) (13.68)
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FY 2009-10 REVENUE AND EXPENDITURE ANALYSIS

Through First Quarter (July 1, 2009 through September 30, 2009)
Summary ($ in millions)

FACILITIES FUND (4400)
FY 2009-10  FY 2009-10  FY 2009-10 Year-End $
Amended Q1 Adjusted  Year-End (Over)/
Budget Budget Estimate Under
Gross Cash Balance [A} {31.31) {31.31) (31.31)
Net Revenue 21.80 21.80 21.80 0.00
Net Expenditures 21.83 21.83 21.27 0.56
Surplus/{Shortfall) (0.03} (0.03) 0.53 0.56
Net Cash Balance [B] ' {31.35) (31.35) (30.79)

[A] Pre-Audit balance. Includes reservations for prior year encumbrances and project carryforwards.
[B] Net of prior year encumbrances and project carryforwards.

DISCUSSION

The information in this report is organized by fund. Each section provides an overview of actual
revenues collected and expenditures incurred during the first three months of the fiscal year and
projects financial activity through the end of the year.

1. GENERAL ECONOMIC OVERVIEW

The Bureau of Economic Analysis second quarter 2009 estimate of gross domestic product
{GDP) reflected a 0.7 percent decline compared to the first quarter. The 0.7 percent decline is a
relative improvement in economic activity over the last two quarters when GDP fell 6.4 percent
in Ist quarter 2009, and 5.4 in 4th quarter 2008. While economic activity over the last several
quarters has dropped precipitously, the rate of decline for some indicators is now slowing.
Currently, the negative trends in the employment sector and the continuing housing recession are
showing signs of recovery.

Consumer Spending -- The decrease in real GDP in the 2 quarter primarily reflected broad
based negative contributions from several GDP components: personal consumption expenditures
(PCE), private inventory investment, non-residential fixed investment, residential fixed
investment, and exports. The decreases in GDP were partially offset by positive contributions
from federal government spending and state and local government spending. Imports, which are
a subtraction in the calculation of GDP, decreased. Consumer spending, which accounts for
about 70 percent of the economy, declined at a slower 0.9 percent in the second quarter of 2009,
in comparison with the two percent average decline for the previous three quarters.

Employment -- The U.S. Department of Labor’s Bureau of Labor Statistics reported nationwide
job losses of 263,000 in September 2009. During the previous six quarters, job losses had been
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trending upwards, reaching a high of 741,000 in January 2009. Since then, job losses have
gradually decreased. Nevertheless, cumulative job losses drove the U.S. unemployment to 9.8
percent recorded in September 2009. And, as a result, employment uncertainties continue to
hinder economic recovery.

The State Department of Finance reported that non-agricultural employment in California had
fallen steadily to 14.2 million in July 2009, after reaching a peak of 15.2 million in July 2007.
As of July 2009 California’s unemployment rate, has increased to 11.9 percent, after dropping to
a low of 4.8 percent in 2006. Locally, the unemployment picture is bleak. In Qakland, the
unemployment rate stood at 17 percent in September, nearly twice as high as it was in 2008.

City of Oakland Annual Average Unemployment Rates

Source. Labor Market Information Division, Employment Development Department, State of California.

0,
18.0% 0%

16.0%
14.0% 1
12.0%
10.0%
8.0%
6.0%
4.0% -
2.0%-
0.0%"

SNSSN

2003 2004 2005 2006 2007 2008 2009
Sept

Housing -- The housing sector remains weak, placing a further drag on the economy. There is
still a growing trend of foreclosures, which depress housing prices. In August the National
Association of Realtors reported that the median price for an existing home in 2009 was 12.5
percent below the same period in 2008. As unemployment continues to increase, home
foreclosures are also reported to be increasing at a record rate. Reuters News reported in July
2009 that foreclosure filings jumped to a record 1.9 million as compared to 1.5 million propertics
in the first six months of the year. However, positive news exists: annual sales volume
improved to a positive growth of 3.4 percent and existing home inventory has fallen to 8.5
months from its 2008 high of 10.5 months.

Qutlook -- Economists continue to forecast a slow economic recovery from the steep declines of
the 4™ quarter 2008 and 1% quarter 2009. Slow economic recovery began during the 3™ quarter,
but the effects may not appear immediate with regard to local revenues. The employment
forecast for the remainder of 2009 continues to be negative, although the rate of job loss is
declining. In general, the 2010 economic forecast 1s for the economy to show signs of
improvement and recovery towards the latter half of the year.
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2. CURRENT POLITICAL/LEGAL ISSUES

State Budget

The State of Califoria reported that its general fund revenues for the first months of its fiscal
year were $1.1 billion, or 5.3 percent below its budget estimates due to steep drops in revenues.
Like other states, economic activity in California continues to be stalled by a weak housing
market, recession, credit market crisis, financial market turmoil, and rising unemployment. Asa
result, California personal income tax revenues, corporate tax, and sales tax revenues fell.

Proposition 1A

The State is set to borrow 8 percent of property taxes apportioned to cities and local governments
under its emergency suspension of Proposition 1A. State General Purpose Fund property tax
borrowing from the City of Oakland is estimated at $11.2 million in FY 2009-10. Final numbers
will be released by Alameda County by the end of November. To minimize the impact of this
borrowing, the State created a joint powers authority -- the California Statewide Communities
Development Authority (CSCDA) -- to allow cities to access financing up to the amount of
borrowing. Cities will have no legal obligations or costs associated with the bond issuance by
the CSCDA. On October 14, 2009, the State Senate passed SB 67 to enable cities to securitize
and sell the Proposition 1A property tax receivables from the State, and receive advance
repayments on the loan. The City Council is set to approve Oakland’s participation in the
securitization program on November 3, 2009.

Redevelopment Agency Take-Away Actions

The State approved its budget in September 2008, which included raiding $350 million of
redevelopment funds. In April 2009, the Sacramento County Superior Court ruled that this raid
was unconstitutional. The State had initially mounted an appeal to this ruling, but later dropped
it; the Sacramento Superior Court decision is therefore intact.

Nonetheless, undeterred by the ruling, the State legislature passed ABX4-26 in July 2009 as part
of a budget package that proposes to take away a total of $2.05 billion of redevelopment funds
this year and next. The California Redevelopment Association (CRA) estimates that this raid, if
legally upheld, could mean an approximately $41 miliion take-away from Oakland
Redevelopment Agency in FY 2009-10 and $8.5 million in FY 2010-11. The City Council
approved a plan to pay this amount to the state at its October 6, 2009 meeting, mainly using
available ORA balances. The CRA filed its lawsuit in Sacramento Superior Court on October
20, 2009 challenging the constitutionality of ABX4-26 and will ask the Court to certify all
redevelopment agencies as a class of plaintiffs in the lawsuit.
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A. GENERAL PURPOSE FUND FINANCIALS

Attachment A-1

REVENUE HIGHLIGHTS

The FY 2009-10 adjusted revenue budget for the General Purpose Fund is $427.47 million. The
budget reflects the use of $7.35 million of reserved fund balance to pay for the equivalent
amount of project carryforwards and encumbrances.

Through the first quarter of the fiscal year, the City received $44.86 million or 10.5 percent of
the adjusted budgeted amount. Based upon this collection data, General Purpose Fund revenues
are projected to end the year at $417.39 million (including the reserved amounts), or $10.08
million under budget.

The current projected $10.08 million revenue shortfalls are in the following categories:
Property Tax: ($0.36 million);

Sales Tax: (86.74 million);
Transient Occupancy Tax: ($1.66 million);
Parking Tax: ($0.96 million); and

Interest Income: ($0.36 million)

Attachment A-1 provides details of revenue collection and projections. Key revenue changes
based on the first quarter results are discussed below.

Property Tax (30.36 million)

Property Tax, the largest source of revenue to the City’s General Purpose Fund, is projected to
end the year at $129.84 million, compared to the $130.2 million budgeted amount.

During the FY 2009-11 budget development and review, a decline of 3.2 percent in assessed
property values was estimated for property tax; this includes the AB-1290 pass-through revenue
from the Oakland Redevelopment Agency (ORA). However, new estimates from the
Redevelopment Agency now suggest an 8 percent decline in assessed property values. The
anticipated decline of $0.36 million in property taxes within the City’s redevelopment project
areas is a direct result of the change in assessed property values. More accurate incoming data
will be received later in the fiscal year. (Property taxes are primarily collected in two
installments, December and April of the following calendar year.)

Sales Tax (36.74 million)

Sales Tax revenue received through the first quarter (January to March) totaled $5.35 million.
First quarter total revenue-to-date has declined by 28%. Based on the economic downturn
driving this revenue source and its collection rate, staff projects sales tax to end the year at
$34.99 million, $6.74 million lower than the $41.73 million budgeted.
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The anticipated sales tax revenue shortfall is due to the sharp economic decline experienced
during the first half of the calendar year that continues to work its way through local revenues.

A number of local general tax revenues continue to show the effects of weak economic activity
from prior periods. Sales tax revenue is key among these. Though there has been a great deal of
conjecture in Oakland about the impact of extended parking meter hours on local economic
activity, there is no conclusive evidence supporting this contention.

The primary component of the sales tax decline is in the State’s “Triple flip” estimate. The State
is adjusting the City’s FY 2009-10 payment to recover “overpayment” in the prior year and to
reflect a lower payment in the current year as a result of the retail slowdown,

Transient Occupancy Tax (TOT) (§1.66 million)

Transient Occupancy Tax revenue is budgeted at $10.10 million. Collections received through
the first quarter totaled $1.16 million compared to $2.2 million for the same period a year ago.
The economic slowdown has directly affected the hotel industry. According to the 2009 Smith
Travel Services, Inc. report published by California Tourism in August 2009, occupancy in
Oakland dropped by 11.6 percent in August from last year, while average daily room rates
dropped by 13.2 percent. The Oakland Convention Visitors Bureau projects a decline in hotel
utilization/occupancy rate will continue into the second quarter of 2010 (April-June). Staff
projects that the year-end revenue will be $8.44 million, $1.66 million lower than budget.

Parking Tax ($0.96 million)

Parking tax revenue is budgeted at $8.11 million. Collections received through the first quarter
totaled $0.78 million, or 9.6 percent of the budgeted amount. Based on the current rate of
collections, staff is projecting that year-end revenue will reach $7.16 million, $0.96 million
below the budgeted amount of $8.11 million. It should be noted that industry projections have
reported a declining trend in travel that has negatively impacted airport parking. Approximately
half of the City’s parking tax revenue is generated from parking at the Oakland Airport. Parking
tax revenue is being monitored for declines resulting from this condition.

Parking tax revenue anticipated in the FY 2009-10 budget had factored in collections from
enforcement of parking tax from the Coliseum ($0.81 million) and diesel trucks (30.16 million)
proximate to the Port of Oakland. Current projections assume full collection.

Service Charges (at budget)

Service Charge revenues through the end of the first quarter were $6.88 million, which is a 1.3
percent decline compared to the first quarter of FY 2008-09. This $6.88 million represents 14

percent of the adjusted budget. Service Charge revenues are projected to end the year at budget
at $45.83 million.

Service Charges contain six categories of revenue: Port Revenue, Franchise Fees, Miscellaneous
Service Charges, Parking Meter, Public Works Fees, and Personnel Services. The City
Council’s recent approval to rollback parking meter hours from 8:00 pm to 6:00 pm reduced
anticipated parking meter revenue by $1 million. With the action, the Council also approved a
number of “replacement” revenues, which also amount to $1 million. As the eliminated
revenues are in the same category as the “replacement” revenues (Service Charges), there is no
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net budget impact. Staff will report on the status of these revenue generation efforts in Spring
2010.

Interest Income ($0.36 million)

Interest income received through the first quarter was $0.06 million, compared to $0.20 million
received in the first quarter of FY 2008-09. Staff is projecting that interest income will end the
year at $1.64 million, $0.36 million below the §2.0 million adjusted budget due to the GPF’s low
cash balance available for investment and the current low interest rates.

A sizable amount of interest income comes from the Tax and Revenue Anticipation Note, which
is used to partially offset interest expense on the same. The ending balance of interest income
ultimately depends on a variety of factors, including the funds available for investments, the
level of interest rates, and the cash flow status of the City’s funds.

Carryforwards (Drawdown of Fund Balance)

At the end of each fiscal year, the City has unspent appropriations that can potentially be carried
forward into the next fiscal year. These exist either in projects or as non-project encumbrances.
For the General Purpose Fund in FY 2009-10, $7.35 million in projects and encumbrances were
carried forward from FY 2008-09 and represent funds reserved in the fund balance to pay for the
project activities (or encumbered items) not spent in the prior year.

By year-end, it is projected that the entire $7.35 million of project and encumbrance
carryforward funding will be expended.

EXPENDITURE HIGHLIGHTS

As outlined in Atachment A-2, the General Purpose Fund (GPF) expenditures through
September 30, 2009 are $112.95 million or 26.4 percent of the adjusted budget. The FY 2009-10
first quarter Adjusted Budget is $428.49 million; therefore, the net over-spending citywide is
anticipated to reach $3.54 miilion.

Attachment 4-2 also summarizes agency / department-level spending. Attachment B provides
the breakdown of overtime spending through fiscal year-end for the General Purpose Fund and
All Funds. Provided below is a discussion of each agency / department projected to overspend in
the GPF by year-end.

Police Services (OPD)

Police Services has spent $50.10 million compared to its adjusted budget of $183.88 million.
Police is expected to overspend its authorized budget by approximately $3 million. Projected
overtime overspending is $3.41 million, which will be partially offset by savings in other
personnel services categories. This projected overspending also includes $0.80 million for a
lateral academy to recruit and train 15 police officers. Projected overspending also includes four
FTE Neighborhood Service Coordinator positions {NSC) that Council approved transferring
from the GPF to anticipated grant funding as part of the FY 2009-11 Adopted Budget. This
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transfer was to have occurred as of October 1, 2009, to save the GPF $0.27 million, if such
funding were awarded to the City of Oakland, which it was not. The department anticipates
savings from the new Memorandum of Understanding (MOU) between the City of Oakland and
the Oakland Police Officers’ Association {(OPOA), which are expected to be realized later in the
year, specifically $1.2 million in shift pay give back and $0.26 million in comp day award give
back.

Finance & Management Agency (FMA)

The Finance & Management Agency expects to exceed its budget by $0.49 million due to over-
estimated recoveries incorrectly included in the budget.

Information Technology (IT)

Expenditures in the Department of Information Technology have reached $2.22 million
compared to the Adjusted Budget of $8.05 million. IT is anticipated to overspend its authorized
budget by approximately $0.27 million. This overspending is primarily due to higher than
budgeted personnel costs in the project management category, a holdover from FY 2008-09's
retention of two Project Managers. DIT is proposing to eliminate the two unauthorized Project
Managers in February 2010. Due to the retirement of the IT Director at the end of December
2009, 1t is anticipated that this position would remain vacant for as much as 90 days, perhaps
generating additional savings to offset the projected over-expenditure.

Mayor

At current rates, The Mayor’s Office is anticipated to overspend its authorized budget by $0.26
million by year-end, primarily attributed to a delay in implementing FY 2009-10 budget
balancing measures. The Office is considering a range of immediate measures to reduce the
possible overspending.

Non-Departmental

The Non-Departmental unit has spent $11.85 million of its $47.18 million Adjusted Budget.
Staff projects Non-Departmental to overspend by $4.77 million by the end of the year.

The projected overspending is due to the anticipation of not collecting $4.5 million from the
Coliseum ticket surcharge and under-recovery of central service overhead charges.

B. OVERTIME
(Attachment B-1)

Attachment B-I provides details on the overtime spending through year-end by agency /
department, for the General Purpose Fund and all funds. The majority of GPF overtime
spending is in public safety departments. (Fire Department spending of nearly $2.88 million and
Police Department spending of $4.01 million). While Fire (OFD) overtime spending is greater
than the budgeted amount, its overall personnel costs are anticipated to come in under budget.
OFD fills mandatory shifts with overtime instead of hiring additional sworn personnel, thereby
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creating savings over a fully loaded salary. Police (OPD) spending, however, is anticipated to
remain neither within its overall GPF budget nor within its overtime budget. OPD is expected to
rein in some current year (FY 2009-10) overtime spending as compared to the prior fiscal year
(FY 2008-09). One-time charges to the overtime expense category comp day award and un-
reimbursed overtime expense associated with the 4™ of July make the 1% quarter overtime
spending appear excessively high.

C. LANDSCAPING AND LIGHTING ASSESSMENT DISTRICT FUND

(Attachments C-1 and C-2)

The Landscaping and Lighting Assessment District fund (LLAD) was formed in 1989 and
subsequently approved by the voters of the City. The LLAD is a "direct benefit" assessment that
provides a funding source for the following Public Works Agency programs: Parks, Grounds and
Medians, Ball Field Maintenance, Open Space, Custodial Services at Park Enterprise Facilities,
Streetlight Outage Repairs, Tree Services, and Free Standing Restrooms at Parks and Ball Fields.
The LLAD also supports activities located outside the Public Works Agency such as General
Govermnment functions, Community Gardens and Museum Landscape Maintenance.

FUND BALANCE

The LLAD Fund has a beginning negative fund balance of $6.02 million. Without the use of
one-time revenues and projected overspending, the fund balance negative is projected to grow to
$6.73 million. The structural deficit of the LLAD fund will require further cuts to services and
positions in future years unless an alternative revenue source 1s identified. Reductions in routine
services have exacerbated the use of overtime for emergency situations.

REVENUE HIGHLIGHTS
Revenues are estimated to come in at the adjusted budgeted amount of $18.36 million.
EXPENDITURE HIGHLIGHTS

LLAD fund expenditures through the first quarter are at $3.29 million. In the Public Works
Agency, approximately, $360,000 of this amount is the result of erroneous charges to the fund,
which will be adjusted in the second quarter. Year-end actual expenditures are estimated at
$19.07 million, compared to the adjusted budget of $18.57 million. Projected overspending in
the Public Works Agency is attributed to three primary factors including:

1. Overtime expenditures in Tree Services. In FY 2008-09, over expenditures for overtime
in Trees Services was approximately $300,000. Given the reduction in routine
maintenance of the City’s urban forest {due to staff reductions), an increase in emergency
calls have resulted in first quarter over-expenditures of $75,000 in Tree Services
overtime.

2. Personnel expenditures are not meeting the five percent vacancy factor applied to Public
Works. Low actual position vacancies in Public Works -- 2.0 FTE of 62.60 FTE
positions during the first quarter - yielded no net dollar savings.
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