CITY OF OAKLAND
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TO: ~ Office of the City Administrator

ATTN:  Dan Lindheim

FROM:  Budget Office and Finance & Management Agency

DATE: November 17, 2009

RE: Report and Resolution on the Mid-Year Review of FY 2009-16 Financials for the
General Purpose Fund and Proposed Balancing Measures

SUMMARY

The FY 2009-10 first quarter revenue and expenditure (R&E) report, presented to the Finance
and Management Committee on November 10, 2009, projects a General Purpose Fund (GPF)
deficit of $18.87 million by year-end. This reflects a revenue shortfall of $10.08 million,
overspending of $4.29 million, and an additional $4.5 million of unrealizable income from the
Coliseum, budgeted as a spending offset.

Staff requests City Council action on the following:

1. Declare a fiscal emergency to use one-time funds to balance the anticipated
$18.87 million shortfall in the General Purpose Fund in FY 2009-10, per the
City’s financial policy (ordinance 12946 C.M.S.).

2. Declare such one-time General Purpose Funds restricted to be used only for
balancing said shortfall.

3. Approve the FY 2009-10 proposed General Purpose Fund balancing measures
vresented in Exhibit A of the attached legislation.

4. Provide direction on balancing FY 2010-11 anticipated GPF shortfall and long-
term balancing measures for FY 2011-12 and beyond.

A. Issues

The FY 2009-10 first quarter revenue and expenditure (R&E) report, presented to the Finance
and Management Committee on November 10, 2009, projects a General Purpose Fund (GPF)
deficit of $18.87 million by year-end (see Aftachment A). This anticipated budget gap reflects a
revenue shortfall of $10.08 million, overspending of $4.29 million, and an additional $4.5
million of unrealizable income from the Coliseum, budgeted as a spending offset. '

Staff projects that the FY 2010-11 deficit will also grow by approximately $6.6 million to $25.4
million due to (a) continued weakness in sales tax revenue; (b) full-year value of unrealizable
spending offsets; and (c) additional costs to run a full Police academy.

The City also faces long-term financial burdens in relation to employee retirement benefits.
These obligations begin in FY 2011-12 and reflect increased retiree medical costs, Police and
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Fire Retirement System (PFRS) unfunded liability, increased contribution to the California
Public Employees’ Retirement System (CalPERS) and increased medical costs for current
employees. '

B. Soluations

This report presents measures of $18.9 millien to balance the projected FY 2009-10 deficit,
largely relying on use of one-time funds and property sales to bridge the gap. For FY 2010-11,
$25.4 million in property sales and new, ongoing revenues are proposed to balance next year’s
anticipated deficit,

Aside from departmental balancing of projected overspending where feasible, staff does not
propose GPF spending reductions to balance the current year expected shortfall. General
government and direct service-providing departments (including Human Resources and
Information Technology in the former category and Parks and Recreation, Library, and Human
Services in the latter) have been decimated in the last several rounds of General Fund budget
cuts. The magnitude of the FY 2009-10 and FY 2010-11 projected deficits overwhelms the
departments” ability to absorb further reductions while continuing to deliver service to the City’s
residents and taxpayers. Excluding debt, anticipated Police and Fire spending will consume 77
percent of expected General Purpose Fund revenues. After other mandatory payments and
budgets are made from the GPF (such as to the Kids First! fund and minimum Library budget to
levy the Measure () special tax levy), approximately $64.38 million in appropriation is left.
Five-and-a-half months of the fiscal year have passed, roughly equal to $29.5 million of GPF
spending on a straight-line basis; this leaves $34.9 million in unspent GPF. Bridging the $18.9
million shortfall on the remaining GPF appropriation essentially means that departments would
need to cut 54% from their GPF appropriations - an untenable proposition.

Besides one-time revenues, the only other option to balance the projected GPF deficit would be
to change the requirements Measure Y imposes on GPF appropriations: either suspend public
safety staffing provisions or forego Measure Y entirely. Staff discusses this alternative later in
the report.

This fiscal state of affairs will continue until and unless either the economy significantly
improves and spurs growth of existing local revenues, or considerable reductions are made to
public safety budget appropriations.

Regarding FY 2011-12 and beyond, staff presents a variety of potential options for Council
review to consider with all stakeholders in Attachment C.

Staff also proposes a “clean-up” item to shift mandatory payments from the City Administrator’s
emergency contingency allocation to the Citywide City Council contingency allocation. Such
mandatory payments include the payment to the Alameda County Local Agency Formation
Commission to stem city boundary changes for nearly $60,000. This action is budget neutral.
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FISCAL IMPACT

The total value of the fiscal challenges facing the City’s GPF is currently estimated at $18.9
million in FY 2009-10 and $25.4 million in FY 2010-11. The long-term financial burdens of
PFRS and OPEB could reach at least $43.9 million to $54.6 millien annually, beginning in FY
2011-12 and beyond. Balancing measures are proposed for FY 2009-10 for Council approval
(Exhibit A accompanying the legislation), and for Council consideration for FY 2010-11
(Attachment B).

General Purpose Fund Anticipated Shortfall
(in $millions)
ltems FY 2009-10 FY 2010-11
Lower revenue ($10.08) ($7.08)
Property tax (0.36) (0.36)
Sales tax (6.74) (3.74)
Transient occupancy tax . (1.66) (1.66)
Parking tax (0.96) (0.96)
Interest income (0.36) (0.36)
Projected departmental over-spending ($4.29) ($6.16)
Police Services _ (3.00) (4.20)
QOther Departments (1.29} (1.96)
Other Items ($4.50) ($12.20)
Doubtful collection of entertainment surcharge (4.50) (9.00)
Additional revenue to be identified - (3.20)
TOTAL #($18.87)715($25144)
DISCUSSION
L._Issues
A. FY 2009-10

As presented in the FY 2009-10 first quarter revenue and expenditure report, staff projects a
current-year General Purpose Fund shortfall of $18.9 million. Lower anticipated sales, transient
occupancy, parking tax (and property tax revenues, and weak interest income drive the majority
of the budget gap ($10.08 million), followed by dubious collection of budgeted $4.5 million in
entertainment surcharge revenue for Coliseum events that staff does not anticipate will
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materialize. Finally, departmental overspending of $4.29 million is projected by year-end,
primarily by the Police Department. (4ttachment A).

Police Department overspending is due to this department’s continuing struggle to manage its
overtime spending; unfunded Neighborhood Service Coordinators that would have been
transferred from the General Purpose Fund to a grant fund, had the City been awarded such
funds; and unfunded lateral police academy due to attrition. '

In October, the City Council approved restructuring of $1 million of GPF parking-related
" revenues in FY 2009-10 and $1.33 million in FY 2010-11. These changes were budget-neutral
in that Council approved $! million of the following replacement revenues as foliows:

. ® Revenue from future billboard agreements: $0.49 million
e Additional 250 meters installed citywide: $0.15 million
e Enforcement against illegal use of disabled parking placards: $0.15 million
. Parking garage automation revenue: $0.1 million
» Use of Pacific Renaissance garage for residential use: $0.08 million

® Ads on parking receipts: $0.03 million

The balancing measures both rejected by Council and those ultimately used to restructure the
parking meter-related revenue limited some of the options staff would present for balancing the
anticipated $18.9 million shortfall.

B. FY 2010-11

In FY 2010-11, the GPF expected shortfall may grow to $25.4 million. Staff anticipates that
weakness in the revenues identified to come in under budget in FY 2009-10 will continue to next
fiscal year, except for the one-time sales tax portion of the “triple flip” true up payment of §3
million ($7.08 million). In addition, the City Council approved as yet unidentified revenue
enhancements or expenditure reductions of $3.2 million at its July 28, 2009 special meeting to
balance the FY 2010-11 budget.

Overspending on the expenditure side is expected to reach $15.2 million next fiscal year. The
Coliseum spending offset from the entertainment surcharge, which is expected not to materialize,
will grow to -39 million, as this is the value budgeted in FY 2010-11. Police overspending will
increase due to the need for a full, yet unfunded academy to offset attrition. Recruitment costs
related to a full police academy would also cause the Department of Human Resources
Management (DHRM) to exceed tts appropriation.
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II. Solutions

Exhibit A (attached to the legisiation) presents balancing measures for Council consideration to
address the current-year fiscal challenges. Attachment B re-presents options for FY 2009-10,
adding balancing options for the FY 2010-11 projected deficit.

For FY 2009-10, staff proposes using gne-time revenues and gne-time transfers of GPF
appropriations to healthier funds to bridge the current year deficit. For FY 2010-11, staff
proposes new, ongoing revenues to balance that year’s budget and provide a more sustainable
source to support GPF programs.

Proposed General Purpose Fund Balancing Measures
in $ millions

($18.87) ($25.44)

Total of Fiscal Challenges to Address

Departmental Budget Balancing _ 0.53 -
Use of One-Time Funds Available 6.62 . -

| Sale of City Assets 11.60 4.37
New, Ongoing Revenue 0.12 21.07

Total Surplus/{Deficit) (0.00) $

Staff has not proposed further spending reductions to resolve the FY 2009-10 or FY 2010-11
anticipated deficits. The magnitude of the spending reductions that decimated most City
programs and services, combined with the limited time left in FY 2009-10 makes it imprudent
and unrealistic to offer further spending reductions at this time. Options for balancing the
current year budget are limited to one-time revenues and transferring GPF appropriations to
positive fund balances for eligible uses. Departmental GPF appropriations have been profoundly
reduced as the City addressed a combined total GPF shortfall of over $133 million over the past
11 months, eliminating 403 positions and laying-off 125 staff. The City’s GPF budget discretion
1s limited by public safety staffing requirements of Measure Y, which lock the City into funding
739 sworn FTE officers to collect $19.7 million in Measure Y revenue. Indeed, the City’s
remaining discretionary GPF budget — which is FY 2009-11 amended budget less Police, Fire,
debt service and mandatory appropriations for Kids First! and Library to coliect the Measure
parcel tax — is only about $64 million. Additional reductions to departmental appropriations
would mean drastic cuts in City services. Although fiscal prudence absolutely dictates that the
City fundamentally address these recurring GPF shortfalls, doing so now within such a short
timeframe would be very disruptive to the services Oakland residents and taxpayers expect from
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their City govérnment. Eventually, program reductions may need to be considered by the City
Council.

A. FY 2009-10

Proposed balancing measures for the current fiscal year are divided into three categories:
1. Departmental Budget Balancing: $0.53 millfion .

Where controllable, projected departmental overspending will be balanced within
overspending departments by year end.

2 Use of One-Time Funds Available: $6.62 million
a. City Hall West Insurance Proceeds Fund (5502)

The City Hall West building suffered extensive damage during the 1989 Loma Prieta
earthquake, rendering it unusable. The City had combined insurance policies covering
losses on the building and its contents and loss of rents. The City settled with its
insurance carriers and received $10.5 million in insurance proceeds.

On May 1, 1993, approximately $3.9 million of the insurance proceeds was used to pay
the outstanding 1988 City Hall West Lease Revenue and Refunding Bonds. Another
portion of the insurance proceeds was used towards the replacement of City Hall West.
The remaining funds currently rest in City Hall West Insurance Proceeds (fund 5502)
with a positive balance of $3.2 million. After consultation with the City Attorney, staff
has determined that these funds can be transferred to the general fund.

b. Defeasing of the 1985 Variable Rate Demand Certificates of Participation

In June 2009, the City defeased its 1985 Variable Rate Demand Certificates of
Participation. After redeeming the debt, the City had an excess of $0.9 million
unappropriated revenues. These monies can be transferred back to the General Fund for
any lawful purpose. ‘

¢. Use of Non-GPF fund balances

Staftf proposes transferring eligible GPF appropriation to healthier funds for FY 2009-10
only. Available fund balance in these non-GPF funds would be appropriated and used to
offset a portion of projected current-year overspending. Such funds include:

e Telecommunications Land Use Fund (1770) balance for the Public Works
Agency’s Parks Maintenance efforts. The estimate fund balance available to use
1s $0.5 million.

o OPRCA Self-Sustaining Fund balance (1820) for eligible Parks and Recreation
appropriation; would use up to $0.5 million of fund balance.

e Measure Q (2240) fund balance would be drawn down by $1.5 million for Library
appropriation. The requirements of the Measure Q legislation to (a) maintain a
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minimum GPF appropriation of $9.06 million and Measure Q fund reserve of 6%
would be fulfilled.

3. Sale of City Assets: $11.6 million

Staff is currently reviewing the City’s portfolio of assets that could be sold in the current
fiscal year. Such assets might include the George P. Scotlan Convention Cerniter and the
Henry J. Kaiser Convention Center and are anticipated to generate significant one-time
revenue of $11.6 million. The sale of assets in the current real estate market will be
challenging ; there are few buyers who have available resources (either capital or credit)
to minimally pay the insured value of the City’s properties. Nonetheless, reductions of
this magnitude and at this point of the fiscal year would be insufficient to meaningfully
balance the full projected deficit.

4, New, Ongoing Revenue: $0.12 million
a. Parking Tax — Towing Companies

The City’s contract with B&B Vehicle Processing, Inc. (B&B Towing) provides for
towing, storage and sale of illegally parked vehicles. The City’s Parking Tax Ordinance
requires that vehicles parked, stored, housed, or kept for which any charge.is made is
subject to the City’s 18.5% Parking Tax.

Notwithstanding any conflicting laws, the parking operator (Contractor) must collect
from the user/occupant the City’s Parking Tax and remit it to the City on a monthly
basis. The City should give immediate notice to the Contractor (Parking Station
Operator) to begin collecting and remitting the City’s Parking Tax. Given the City’s
knowledge of the parking/storage operation for many years and failure to enforce the
parking tax it would be appropriate to forgive or waive the tax for any prior periods.

Applying the Parking Tax could conservatively generate approximately $439,000, with
$237,000 transferring to the General Purpose Fund and $202,000 funding Measure Y.

The City Attorney must also complete their legal review to ensure there are no conflicts
with other municipal laws.

b. Lease of City Property for Installation of Cell Phone Towers

Over the years there have been various cell phone providers who have expressed interest
in leasing City property for the installation of cell phone transmission towers. The Real
Estate Division of CEDA has been exploring the feasibility of pursuing such leases. If
appropriate sites could be‘identified, the leases would provide new revenue.
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B. FY 2010-11

1. Sale of City Assets: 34.4 million

Staff’s review of City assets begun in FY 2009-10 to sell is anticipated to yield one-time
revenues in FY 2010-11.

a. Parking Revenue Bonds OR Monetization of City Garages

The City could either issue parking revenue bonds or monetize City garages by leasing
the future revenue stream to a private party. These options are mutually exclusive. With
either options, one-time revenue would be generated for the City, but the ongoing stream
of revenue generated by garage and meter operations would be lost for the term of the
bond or lease.

Parking Revenue Bonds. lssuing bonds against parking garage revenue could provide the
City with immediate one-time funds by leveraging future revenues. Staff estimates that a
bond issued for this purpose could generate $15 million in proceeds and would require at

Ieast a $3.2 million annual payment over the life of a 20-year bond.

Monetization of City Garages: Public assets capable of generating revenues in excess of
maintenance and operation costs could be of interest to investors seeking a long-term
income stream. Coupled with local government’s need to balance their budgets,
monetizing City-owned garages could be used as a financial strategy aimed to reduce
long-term volatility and fiscal uncertainty.

A monetization of the City’s garage assets could generate a significant level of up-front
proceeds. This would be accomplished by executing a long-term lease of 50 years or
more with an investor interested in the cash flow stream generated by the parking garage
asset. In exchange for the cash flow stream, the City would receive an upfront payment
for the future revenues.

The City of Chicago recently executed this type of financial transaction, leasing four
municipal garages for 99 years while receiving $563 million for those assets. Chicago
also leased its 9,176 metered parking spaces for 99 years by executing a parking
concession agreement with a private company. The transaction netted Chicago $563
million.

Staff 1s researching the feasibility of monetizing the City garages. -

2. New, Ongoing Revenue: $21.1 million
b.  Utility Users Tax (UUT)

A temporary rate increase in the utility consumption or users’ tax would help bridge the
budget gap, and maintain the City’s service level to the community. Estimated annual
revenue from a 0.5% increase in UUT would generate about $2.56 million annually.
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UUT is a surcharge on utility consumption such as cable, energy, and telecommunication
services. The City of Oakland imposes the UUT on electricity, natural gas, cable
television and telephone; with voter approval, it can be imposed on water usage and
garbage service as well. Additional revenues for charging UUT on water usage is
estimated to bring in an additional $0.31 million, and $0.24 million for garbage usage. If
the temporary UUT rate is raised and the tax is expanded to cover water and garbage use,
UUT tax can be mncreased by approximately $3.11 million.

UUT providers are responsible for charging and collecting the surcharge and remitting it
to the City. The anticipated tax revenue for FY 2009-10 is $54.5 million and $54.9
million in FY 2010-11 and accrues to the General Fund.

According to the California Local Government Finance Almanac (sponsored by the
League of California Cities), several localities placed measures to change their UUTs on
their respective November 2009 ballots with generally positive results. Voters in nine
municipalities approved these cities’/agencies’ measures to expand what is taxed and to
either maintain or reduce rates.

The proposed UUT changes will require a majority voter approval. The next election is
June 2010; a City resolution placing a revision to the UUT on the June 2010 ballot would
need to be adopted no later than March 2, 2010 and filed with the Alameda County
Registrar of Voters by March 12, 2010.

c. Transactions and Use Tax

Another ongoing source of new revenue would be a quarter-percent add-on sales tax,
otherwise known as transactions and use tax. Transactions and use taxes generally apply
to merchandise that is delivered in a jurisdiction which imposes such a tax. The
transactions and use tax may be imposed at a rate of 0.25% or a multiple thereof. The

. current total sales and use tax rate in Oakland is 9.75%, which includes the State’s
temporary 1% increase. Approval of a 0.25% increase would raise the rate in Oakland to
10%. The combined rate of the city and county transactions and use tax may not exceed
2%. Since the combined rate i1s currently at 1.50%, the City of Oakland or other agency
within the county may still raise the rate up to 0.50%. At this time, there is no known
agency that is proposing any rate increase that would conflict with Oakland’s rate
increase proposal.

The estimated revenue to be received in Oakland from the additional quarter percent
increase is $4.9 million for the first year and $5.6 million annually thereafter.

The California Local Government Finance Almanac reports that two of five measures
placed by cities on their local November 2, 2009 ballots were approved by voters.

The proposed TUT will require a majority voter approval. The next election is June
2010; a City resolution placing a new TUT on the June 2010 ballot would need to be
adopted no later than March 2. 2010 and filed with the Alameda County Registrar of
Voters by March 12, 2010.
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d. Public Safety Parcel Tax

A new public safety parcel tax could be implemented to provide a dedicated funding
source for sworn Police and Fire appropriations. This new revenue would help the City
to fulfill its obligation to fund 739 sworn FTE Police Officers and maintain full staffing
of 25 fire engines and 7 fire trucks through Measure Y. Currently, more than two-thirds
of the General Purpose Fund is consumed by Police and Fire in Oakland.

If approved, the parcel assessments would generate $12.8 million annually (beginning in
FY 2010-11) and be applied to residential and commercial properties as follows:

Assessment
Ciassification Per Unit
Single-Family $90.73
Multi-Family $61.98
Non- Residential $46.46

The proposed public safety parcel tax requires 2/3™ approval of voters. The next
election is June 2010; a City resolution placing the parcel tax on the June 2010 ballot
would need to be adopted no later than March 2, 2010 and filed with the Alameda
County Registrar of Voters by March 12, 2010.

e.  Public Safety Support and Measure Y

As stated earlier, staff has not proposed spending reductions to resolve the FY 2009-10
or FY 2010-11 anticipated deficits. The magnitude of these deficits is too great and
options outside of public safety are too small to substantially bridge the annual gaps. The
only meaningful reductions that could be made would be in the Police and Fire
departments — if such were possible. With $280.9 miilion of a total $421 million in
General Purpose Fund appropriations, the Police and Fire departments consume two-
thirds of the City’s GPF budget. Measure Y — the City’s violence preventton and public
safety program — requires that 739 sworn FTE police officers be appropriated in order to
generate parcel and parking tax revenue of $19.7 million in FY 2009-10 and $19.8
million in FY 2010-11,

New, ongoing revenues dedicated to public safety could relieve some of the Measure Y
pressure on the General Purpose Fund; this option 1s proposed as part of FY 2010-11
balancing and discussed above. As an alternative, the City Council could entertain
suspending all or a portion of the Measure Y staffing provisions for one year. Obviously,
any action to change Measure Y presents a major shift in the City’s public safety
program. At the City Council’s direction, staff could explore these options further and
return to Council with firm recommendations.
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f.  Major Reductions in Public Safety Spending

Failing the above, the only spending reductions that would yield sufficient GPF savings
would be to make major reductions in Police and Fire. These would require non-
compliance with Measure Y and hence any savings would have to be above and beyond
the Measure Y revenues. As such, sworn reductions in OPD would have to exceed the 63
officers currently funded through Measure Y, plus the $4 million in revenues which are
directed to OFD, just to remain neutral without any savings. To generate an additional
$10 million in savings would require terminating an additional 60 officers on top of the
63 Measure Y-funded officers — a total of 123 officers. Corresponding savings in OFD
are problematical because of the MOU.

SUSTAINABLE OPPORTUNITIES

There are no direct sustainable opportunities associated with this report.

DISABILITY AND SENIOR ACCESS

There are no direct disability and senior access opportunities associated with this report.
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RECOMMENDATIONS

Staff recommends that the City Council approve the following:

1. Declare a fiscal emergency to use one-time funds to balance the anticipated
$18.87 million shortfall in the General Purpose Fund in FY 2009-10, per the
City’s financial policy (ordinance 12946 C.M.S.).

2. Declare such one-time General Purpose Funds restricted to be used only for
balancing said shortfall.

3. Apprbve the FY 2009-10 proposed General Purpose Fund balancing measures
presented in Exhibit A of the attached legislation.

4. Provide direction on balancing FY 2010-11 anticipated GPF shortfall and long-
term balancing measures for FY 2011-12 and beyond.

Respectfully submitted, &\
CHERYL L. TAYLOR T. YEW
Budget Director Fmance 1rector

Prepared by:

Nila Wong Kip Walsh
Budget Office Finance & Management Agency

APPROVED FOR FORWARDING TO THE
CITY COUNCIL

Office of the City Administrator

Attachment A:  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

Attachment B:  Proposed General Purpose Fund Budget Balancing Options, FY 2009-11

Attachment C:  Potential Options to Address Long-Term Financial Issues
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