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Purpose:

Develop a fiscally prudent long-range financial plan which provides the programs and services which
meets the goals and values of the community.

Recommendation:

Review and discuss the assumptions associated with the City’s 5-yr fiscal model. Review the impact
of potcmia} new programs and funding for unfunded habilities would have on the long-term fiscal
position of the City Dlsu 1ss the the desired goal for the City’s financial position over the the next five
vears, Direct Shl“ to bring back anv recommended changes needed to meet the City Council's
direction concerning the long-term fiscal position of the City.

Backeround:

The City Manager and Deputy City Manager attended a conference put on by the Center for Priority
Based Budgeting in August of 2015. The first step in developing a priority based budget was the
development of the City’s five-year fiscal model. Staff did this soon after coming back from the
conference and presented it to the City Council as part of its January Goal setting workshop.

Discussion:

The power of the five-year fiscal model is it allows the Council to develop “what-if” scenarios for
various funding and revenue decisions. The first step in developing this model is determine what
underlying assumptions will be used as part of the base case scenario.

Staff has been kupmw a data base of all revenues since 1990 and departmental expenditures for the
General Fund since 19990 Staff uses this information as a primary source for making projections over

the next five vears.

Revenue Assumptions

Staff closely looks at the most important revenues and makes basic inflationary or no increase
assumptions for most of the other revenues where there is no detined expectations. The largest revenue
sources are Secured Property Tax. Property Tax from the former RDA Area. Property Tax received in
place of Vehicle License Fees. Sales Tax. Recycling Business License Tax. Transient Occupancy Tax,
Truck Haul Impact Fees. and Indirect Cost Reimbursements. These revenues make up approximately
80% of all General Fund Revnue



Sales Tax - Sales Tax is currently our }argest revenue source for the General Fund but will become
our second largest over the course of the next 5 years as increases in the Recycling Business license tax
occur. Staff 1s assuming a base amount of $3,141.500 1n FY 2016/17 and then a 4% increase each year
thereafter. This is lower than the $3.200.000 which the City should receive in FY 2015/16 based on
actual sales though December of 2015, The exact amount the (,,Ity will receive 1s still not known since
the final amount could vary based on business not reporting timely, or changes in businesses within the
Citv. Additionally. staff has not included a one-time final triple flip payment next vear. This will be
treated as one-ume revenue and brought to Council’s attention when it acutally is received. The 4%

projected rate is based on projections from MuniServices who is our Sales Tax Audit firm,

Impact of the Recession

It is actually difficult to state how much Sales Tax was lost during the recession since that is also when
VWR left town and the State did not provide us the appropriate amount of money in any given fiscal
vear but over stated it one and understated in another. However. based on actual revenues less
$2.000.000 for VWR we were down about 22% over the three year period it took for Sales Tax to
stabilize. A 1% change in Sales Tax would have about a $31.000 - $37.000 impact on projected
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IFeVenuces.

Recycling Business License Tax — The City passed the recycling business license tax in 2012 and
started collecting it FY 2012/13. It has held steady at $2.100,000 each year. The City has been in
discussion with the City of San Francisco and Recology about increasing this over the next 5 years.
Those projected increases are included in the projections.

Transient Occupancy Tax - Staff is assuming a $2.700.000 in revenue in FY 2016/17 and a 3%
increase each year over the remaining 4 years of the projection. Staff is currently projecting to receive
$2.820.000 in I’Y 2015/16 for this revenue source. Staff has heard that the Homewood Suites Hotel
will be undergoing a renovation which may impact our revenues.

Since the rebranding of the Radisson to the DoubleTree the City has seen an increase of approximately
50% n revenues. This is not all due to the DoubleTree. A 3% increase seems modest in comparison
to the previous 3 year increases. A 1% change in revenues would have about a $27.000 - $31.000
impact on proje ected revenues.

Secured Property Tax — Staff is assuming a 4% a vear increase over cach of the next 3 vears. Since
1990 the average increase in this tax has been 4.7%. The County is projecting an increase of 3% in FY
2016/17. A 1% change in Property Tax would have about a $20.000 - $25.000 impact on projected
revenues

Impact of the Recession
During the worst two years of the recession the City saw a reduction of about 20% in revenues.

Indirect Cost Reimbursements — Indirect Costs are the charges the General Fund makes to other
funds to provide management and administrative support to those functions. For instance the Marina
does not have its own separate finance and human resource staff, therefore these services are provided
by the staff paid for from the General Fund. Staff performs an analsys every year to distribute these
costs. Staft is assuming a 2% a year increase over each of the next 5 years.

Truck Haul Impact Fees — Staff is assuming a 2% a year increase over each of the next 5 years. This
1s a base inflationary increase which staff anticipates raising all fees during this period. Truck Haul
Impact Fees are effected by the projects that are being developed within the Bay Area and whether they



are removing dirt from their project or needing dirt. A 1% change in this revenue source would have a
$7.500 - $8.400 impact on projected revenues.

Property Tax from the Former RDA Area — Staff is assuming a 3% a vear increase over each of the
next 5 years. This is lower than the overall City property tax rate since there are less sales in this area.
Since this revenue source started we have received on average $440.000 each vear. Staft uses a
conservative base of $300.000 in FY 2016/17 which was the amount we have xcauwd m FY 2015/16.
The actual revenue varies due to changes in property values and what the Department of Finance
allows as Enforceable Obligation. A 1% change in this revenue source would have a $3.000 - $4.000
npact on projected revenues. Our revenues have varied over the 5 vears we have received this
between $300.000 and $678.000.

Property Tax received in place of Vehicle License Fees — Staff is assuming a conservative 3% a vear
increase over each of the next 5 vears. This revenue began in FY 2004/05 when the Vehicle License
Fee was permenatly reduced. The State provided local governments property tax instead of VLF. A
1% change in this revenue source would have a $2.800 — $3.200 impact on projected revenues.

Impact of the Recession
During the recession we saw a reduction of 18% over the two vear period.

Summary of Major Revenues

- Revenue Source | Anticipated 2015/16 | Budgeted 2016/17 Budgeted 2017/18
Sales Tax $3,200,000 $3,141,500 $3.267.000

- Recyeling Business $2.105.,000 $2,105.000 $2.781.000
License Tax
Transient Occupancy $2.820.000 $2.700.000 $2.781.000
Tax

~ Secured Property Tax $2.040.000 $2.142.000 $2.228.000
Indirect Cost $1.005.000 $1.303.000 $1.327.295
Reimbursement
Truck Haul Fees $765,000 $780.000 $795.000
Property Tax From $300.000 $300.000 $309.000
Former RDA Area
Property Tax in place of $270.000 $285.000 $293.000
VILE

The City Council last year set aside $2,500,000 in reserves in case of a recession and another 5% of
revenues for a one year fluctuation in revenues. Based on the sensitivity analysis above this. if there
was a recession as deep as the 2008 our revenues would be down between $1.800.000 and$2.000.000
over a two year period. Therefore, we have enough money set-aside to work through a recession
without impacting the programs or services being delivered.

Expenditure Assumptions

Staff assumes that all employees are maintained throughout the I projection.

Salaries - A Cost of Living Adjustment (COLA) is anticipated in each of the 5 vears.



Benefits —
I. Health insurance increases based on an average growth in health insurance is anticipated.
2. Retirement 1s based on the latest information from PERS however. no assumption is made for
the deleveraging of the PERS portfolio. PERS has stated they would like to decrease the
Acturially anticipated rate of return from 7.5% to 6.5% over the next 20 vears. This would
increase the cost of our PERS payments by approximately 4% for non-safety employees and 7%
for safety employees.
Other Post Employment Benetits are funded at the Normal Cost based on the City’s last
actuarial study. This does not impact the City’s current unfunded liability.
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Insurance — Workers Compensation and Liability Insurance is anticipated to increase 5% a year.

Supplies and Services — Staft has projected a 3% increase in the cost of supplies and services for each
Pl .

of the next five years. No new programs are anticipated.

Debt Payments — Debt payments are based on current outstanding bonds. In FY 2018/19 the City will
reduce the payment for its 2006 Pension Obligation Bonds. When the City sold pension obligation
bonds in 2006 and 2013 it paid off its current unfunded liability due to joining the pool (2006) and
mcreasing benefits (2013). The City did not extend the payoff period for either of the debts. but
instead took advantage of the lower interest rate offered in the bond market compared to PERS. In FY
2018/19 the overall debt payment decreases $400.000 a year. The two bonds will be completely paid
off in 2022/23 for a savings of another $400.000 a year.

Items not included in projections

I Funding unfunded portion of OPEB — a new actuarial report will need to be done this year to
determine the new amount. It will be impacted by the fact the City has set aside $1.,000.000 for
this in each of the last two years, plus any changes to the employees eligible for this benefit.

2. Creating a rate stabilization fund for PERS — As stated above PERS anticipates decreasing its

expected returns on investements which will increase future costs.

Setting up a building maintenance fund — This year the City conducted a building assessment

which determined the repairs needed for its facilities. Moving forward it would make financial

sense to set aside a certain amount of money every year to make the necessary repairs similar to
what the City did with creating a vehicle replacement fund last year.
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Fiscal Impact:

Staff will have the interactive fiscal model available to work with as Council discusses potential
changes to the 5-vear financial plan.

Measure of Success

The City can continue to provide the programs and services the community needs and desires.
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