
Infrastructure Blue Ribbon Committee 
 AGENDA 

Thursday, November 18, 2010 
Lucie Stern Community Center 

1305 Middlefield Road, Community Room  
Time: 5:00 p.m.  

 
This notice is posted in accordance with government code section 54954.2(a) or 54956. 

ATTENTION SPEAKERS: If you wish to address the Infrastructure Blue Ribbon Committee 
(IBRC) during oral communications or on an item on the agenda, please complete a speaker’s 
card and give it to City staff. By submitting the speaker’s card, the Chair will recognize you at 
the appropriate time. 
 

I. Introduction by Jim Keene 
• No limitations on IBRC’s scope 
• Costs of Infrastructure liability too large for existing general fund resources 

– new resources/revenues necessary to eliminate backlog 
• Role of IBRC assessing infrastructure needs, raising needed resources 

II. Roll Call and Introductions of Committee Members and Staff 
a. Introductions should include some background information and expertise  
b. IBRC and city staff roster 

 
III.              New Business: 

1.   Brown Act rules and regulations 
• Action minutes and voice recorded meetings 

2. Discussion of Desired Mission/Objective as adopted by City Council 
3.   Background, Review of Briefing Materials and Long Range Financial Forecast 
Update 
4.   Potential organizational structure of IBRC 

• Consideration of Co-Chairs (this worked well for both the Compost and 
Police Building Blue Ribbon Task Force) 

• Consideration of subcommittees 
5.   Future Meeting Schedule for IBRC Recommendation to Council and Possible    
Agenda Topics  

 
IV.           Oral Communications:   

Members of the public may address the IBRC on any subject not on the agenda.  A 
reasonable time restriction may be imposed at the discretion of the meeting Chair. 
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      V.     Adjournment 
 
ADA. Persons with disabilities who require auxiliary aids or services in using City facilities, services, or 
programs or who would like information on the City's compliance with the Americans with Disabilities 
Act (ADA) of 1990, may contact (650) 329-2550.  Sign language interpreters will be provided upon 
request with 72 hours in advance notice. 
 
 
Meeting materials will be provided at the meeting. Visit www.cityofpaloalto.org/ibrc or email 
ibrc@cityofpaloalto.org or call (650) 617-3174 for more information. 
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Attachment A 
 

Infrastructure Blue Ribbon Committee Member and Staff Roster 
 
IBRC Committee Members (18) 
 
Ray Bacchetti 
Marc Berman 
David Bower 
Ralph Britton 
Brent Butler 
Eric Gerritsen 
Mark  Harris 
Stephen Levy 
Leland Levy 
Patricia Markevitch 
John Melton 
Mark Michael 
Jim Olstad 
Alex Panelli 
James Schmidt 
Robert Stillerman 
Greg Tanaka 
Gary Wetzel 
 
*Personal contact information of IBRC 
members will be distributed once 
consent to do so has been given. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

IBRC Staff Support 
 
Steve Emslie 
Deputy City Manager 
(650) 329-2354 
steve.emslie@cityofpaloalto.org 
 
Lalo Perez 
Director of Administrative Services 
(650) 329-2675 
lalo.perez@cityofpaloalto.org  
 
Mike Sartor 
Acting Public Works Director 
(650) 329-2270 
mike.sartor@cityofpaloalto.org  
 
Joe Saccio (Staff Liaison) 
Deputy Dir. of Administrative Services 
(650) 329-2288 
joe.saccio@cityofpaloalto.org  
 
Elizabeth Ames (Staff Liaison) 
Senior Engineer for Public Works 
(650) 329-2502 
elizabeth.ames@cityofpaloalto.org  
 
Richard Hackmann 
City Manager’s Office 
(650) 617-3174 
richard.hackmann@cityofpaloalto.org  
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Attachment B 
 

Infrastructure Blue Ribbon Committee 
 
 

SUMMARY OF THE BROWN ACT 
 
A.  What is it? The Ralph M. Brown Act governs agendas, meetings and their 
 conduct. 
 
B.  Why is it important?  The statute intends to make government transparent. All 
 decisions should be made in the public eye with the public allowed to comment. It 
 may be cumbersome, but it is the law and generally works pretty well. 
 
C.  Applies to legislative bodies of local agencies and certain commissions formed by 

such bodies. 
 
D.  Governs the agenda: Everything must be on the agenda or it can't be discussed, 
 period (unless emergency exception). 
 
 1. Agenda 20 word description 
 2. 72 hour notice for regular meeting 
 3. 24 hour notice for special meeting 
 4. Oral Communications each meeting on every item 
 
E. Governs Meetings: A meeting occurs when a majority of members discuss city 

business. 
 
 1. Very broadly defined 
 2. Groups of more than 4 should be avoided. 
 3. Taking a position pro or con. 
 4. Exchange of information can trigger. 
 5. Do not send e-mails to all members. Avoid reply all. 
 6. Using staff to gather information, e.g. suggestions for changes to letters, etc. 
 7. Often there are innocent violations. 
 8. Hub & Spokes. 
 9. Chain meeting. 
 
F.  Standing Committees are covered by the Brown Act. 
 
 1. Ad Hoc Committees are not. The analysis to determine whether a committee is    
     ad hoc is very fact based and complicated. 
 
G.  Social Gatherings and Conferences are okay. 
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 1. Try to sit separately. 
 2. Do not gather and discuss an item or issue that may come before you. 
 
 
H.  Closed session meetings of the IBRC are not permitted. 
. 
I.  Enforcement 
 1. Action can be voided if Brown Act violation. 
 2. Generally District Attorney enforces. 
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Attachment C 
 
 

Infrastructure Blue Ribbon Committee 
(IBRC) 

Desired Mission/Objective 
 

 
Desired Mission/Objective:  Provide a recommendation to the City Council on 
infrastructure needs, priorities, projects and associated funding mechanisms to address 
the infrastructure backlog and future needs. 
 
 
The City Council directed the formation of the IBRC and sent to the Policy and 
Services Committee the goal of generating an infrastructure program.  As a guide to 
achieving the program, the Policy and Services Committee (CMR: 247:10), and as 
adopted by the City Council, recommended the following questions for the IBRC to 
consider: 
 

• What is the complete listing of the City’s infrastructure backlog and future needs? 
What criteria should be used to prioritize this list of projects?  

• Are there ways the City’s infrastructure needs can be prioritized into 5 year 
increments that can be financed and also effectively implemented given current 
staff resources?  

• What are potential financing mechanisms that could be used to address the City’s 
infrastructure needs? Should there be a one-time financing mechanism or some 
ongoing source of infrastructure funding?  What are the options for each of these 
choices?  

• Is a bond measure the best mechanism for funding the infrastructure backlog?  If 
so, when should this move forward and how could it be structured?  

• How can public/private partnerships be leveraged as an infrastructure funding 
mechanism?  

• How are City project cost estimates developed and are these in alignment with 
other local jurisdictions?  

• How do Enterprise Fund infrastructure projects intersect with General Fund 
infrastructure projects?  

 
*Please note these are guiding questions.  The Committee will undoubtedly generate 
its own questions as it works through the issues and options. 



City of Palo Alto 

City Manager's Report 

TO: HONORABLE CITY COUNCIL 

ATTN: 

FROM: 

DATE: 

FINANCE COMMITTEE 

CITY MANAGER 

OCTOBER 5, 2010 

DEI' ARTMENT: ADMINISTRATIVE 
SERVICES 

CMR: 370:10 

SUBJECT: Follow-up on General Fund Long Range Financial Forecast 2010-2020 

BACKGROUND 
On February 16, 20 10, staff presented to the Finance Committee the City's Genera l Fund Long 
Range Financia l Forecast (LRFF) for FY 20 I 0 to FY 2020. In the presentation, staff asked the 
Finance Commi ttee to review and comment on its forecast of revenues, expenses and reserve 
levels and to forward it to the full Council. (See Attachment B; CMR 143: I 0). 

During the discussion, Finance Committee members posed a number of questions and requested 
specific adjustments to the Forecast, to wh ich staffs responses are included in this report. 

DISCUSSION 

The Long Range Financial Forecast (LRFF) presented an overv iew of the City's fiscal situat ion 
anci showed projected deficits ranging from $6.4 million in FY 20 11 to $19.6 million in FY 
2020. The Forecast did not include benefit savings from the two-tier pension formula of2.0% at 
60 for new employees, nor did it include future employee contributions to health care premiums. 

Chart 1 below summarizes the forecast presented February 16. 
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Chart 1 
,;;-: ,:~"'- "",-::." '~":;SUMMARY":ONGRANGEFINANCIAL FORECAST MODEL 2010 (SOOO) " " '1 

FY 2009 FY 2010 fY 201 0 FY 2011 FY 2011 FV 2013 fY 20U FY 2015 FY 2016 FV 2017 FY 2018 FV 2019 FY 2020 

Adopted Projected 
Actual Budget Budget 

Tal es $ 69,102 S 69)85 $ 66,648 $ 68.B06 S 7\.082 S 7J}D7 S 76.635 S 80.250 S 84.1 15 S 87.181 S 91,236 $ 93,980 S 97.245 

Tolal other revenues 4).260 4] ,546 40,817 42.190 44,301 43.276 44 ,646 46,288 47,998 49.186 51,616 53.587 55.662 
Reimbursements from Olher Funds 11 ,48] 10.643 10.559 10.190 11,158 11,4 56 11 .852 12.329 12.821 13,348 13.891 14.463 15,014 

26,034 

Salaries and Bene fI ts 91.581 92.717 91,787 95.272 101.335 105,128 11 2, 179 117 .330 122.647 128.m 13(045 140,163 146, 123 

Non-Salary bpenditures 33.m 38,344 JB}34 38,980 39,918 41 .434 42,482 43)26 45,006 46,326 47 ,686 49 ,087 50, 44 2 

Infraslructure Fund and Capilal Proiecls 1~,6~8 9,900 7,200 1O.2 ~ 8 11 ,480 12,896 13.339 13,810 14,312 14,847 15.4 11 16,024 16,673 

i 1. 796 803 803 ." ,OJ ." 

Palo Alto is far from alone in facing sustained deficit projections; California cities in general are 
faced with a narrowing revenue base, compounding the impacts of severe recession. In Palo Alto 
in particular, the departure of auto dealerships, competition from large retailers in neighboring 
jurisdictions, and lack of space to grow limits the expectation of future Genera l Fund revenue 
growth. 

At its February 16, 2010 meeting the Finance Committee posed the following questions and 
comments for follow-up by staff. (The February 16 Finance Committee minutes are attached as 
Attaclunent C.): 

I. Property taxes should be looked at via spec ific buildings under development. Should staff 
utili ze the ana lys is being done by the School District regarding specific properties under 
development in the City' s forecast? 

2. There are four hotels being proposed, of which one has been approved. Can we 
incorporate Transient Occupancy Tax (TOT) revenue from at least the approved new 
hotel in our future projections? 

3. Staff should include savings from two likely changes in the Misce ll aneous group's 
benefits: a) employee contributions of half of the annual health premium increases up to 
a total of 10% of the total health care premium ; and b) a second tier retirement formula of 
2% at 60 for new employees. 

4. Why should sa laries continue to be proj ected at 3-4% increases per year, espec ially when 
head count goes down? Combined sa lary and benefit increases should be no greater than 
presumed revenue increases for each year. 
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5. The LRFF model includes PERS rates based on an assumed average investment return of 
7.75%. What ifPERS does not achieve that rate of return? 

StaWs responses to the above questi ons and requests fo ll ow. 

1. Property Taxes - Project-by-project analysis, in cooperation with PAUSD 

C it y staff met with PA USD business management and found that a ll property tax information 
compiled by the District flows from the County Assessor, Tax Collector, and Contro ll er 's O ffice . 
Both PAUSD and City staff meet quarterly with these County offices to di scuss issues or factors 
a ffecting the development of the arUlual ro ll and tax revenues . The factors include the level of 
assess ment appeals, automati c ro ll adjustments by the Count y, and overa ll growth rates in the 
roll . 

P AUSD confirmed that the County does not prov ide data on property transacti ons a ffecting each 
jurisdi c tion's roll during the year. The distri ct subscribes to a consultant report providing 
transaction data, analysis of the mi x between commerc ial and reside ntial properti es, and the top 
tax cont ributors. Thi s report , however, is provided after the roll is fin ali zed and aft er budget 
proj ecti ons are made . ln conclusion, the City and PAUSD use the best avail ab le County 
informati on to forecast fOt1hcoming year revenues. City and PAUSD staff agreed to share 
informati on and projection assumptions begirUling next year. 

O n a related note, staff anti cipates that with continued turnover in the housing stock, residenti al 
assessed va lues will increase appreciably in the long term. Currentl y there are many long-held 
residenti al properties in Palo Alto with lower assessed values than their more recentl y turned
over counterpa rts. The median home pri ce in FY 2009 was $1.3 million, whil e the median 
assessed value was $0.547 milli on . (See Attachment D: Prope rty Tax Data .) As houses continue 
to turn over, clearl y those assessed values will ri se. Staff has not included thi s ex pected ri se into 
its property tax proj ections s ince it is imposs ible to accurately predi ct the rate of turnover. Staff 
is concerned about commerc ia l valuati on appea ls due to the recession . These will have a 
negati ve impact for the nex t few years. 

2. TOT Revenue from Approved Hotels Under Development 

S ta ff estimates that the new hote l, Hotel Keen, will generate $153,000 in new TOT revenue 
anr1uall y aft er its opening in M ay, and that the Ming's Hotel will begin generating $500,000 per 
year in TOT revenue aft er its opening in 201 3. Those amounts have been added to the rev ised 
LRFf projecti ons di scussed be low, begitUling in the second half of FY 20 II and ill 20 13, 
respecti vely. Because of the weak economy, both Ming's and the Palo Alto Bowl projects are 
be ing delayed by the owners. To be somewhat conservative, staff has included projected revenue 
for Ming's onl y. 
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3. Savings from Miscellaneous Group Contributions to Medical Premiums and from 2% at 
60 Tier for' New Miscellan eous Employees - and - 4. Constrain Salary and Benefit 
Increases 

In the ori ginal LRFF, staff included the pre-recession status quo scenario of annual staff sa lary 
increases in the range of 3% to 4%. In response to the Finance Committee 's suggesti ons and the 
harshening fi sca l realities, staff created two salary-constraint scenari os. In the first (Attachment 
A-2), combined salaries and benefits increase at a rate no greater than the projected rate of 
revenue increases (the "No-Greater-Than-Revenues" Scenario), and no salary increase is 
projected in FY 20 12. Over the ten years, revenues increase by 39.26%, while salaries and 
benefits increase by 36.85%. 

In Scenario 2 (Altachment A-3), no salary increase is projected in 20 12, and salari es ri se at 2% 
per year beginning in 201 3 (the "2% Scena rio"); sa laries and benefit s ri se 29.42% over the ten 
years. 

In add ition, both Altaciunen ts A-2 and A-3 include the following changes requested by Finance 
Commiltee members: 

• Added projected revenue from Hotel Keen and the Ming's Hotel 
• Savings from 2% at 60 retirement formu la for new Misce ll aneous employees - a savings 

of $3.05 million over the first ten yea rs. These sav ings are assumed to begin in FY 20 14 , 
s ince CalPERS genera lly begins recognizing such savings two years after the fact. 

• Savings from Miscell aneous employee contributions to health care premiums - $8.27 
million over ten years. 

Last ly, staff added the following changes: 
• Adjusted (midyear) budget figures for FY 20 10. (Year-end fi gures will be presented to 

the Counci l in December 20 I 0.) 
• Salaries frozen in 201 1 and 2012 for all but PAPOA for which a 6% increase is included 

in the FY 20 I I budget. 
• Adopted FY 20 II Budget substituted for the ori ginall y projected FY 20 II fi gures. 
• "Retiree Medica l Cost Increase" ori ginall y li sted as $0.74 million for each year beginning 

FY 20 II has been incorporated into overall benefit costs. 
• The PERS investment portfolio lost 24% of its value in the fi sca l year ending June 30, 

20 I 0, rather than the 28% it had assumed it would lose. Therefore PERS updated the 
August 2009 Circular lelter that had determined the "Additional Retirement Contribution 
Increase" line item in the ori ginal LRFF. The rates were therefore increased by less than 
originally prescribed, and thus the originally expected added cost of $46.5 million over 
nine years was decreased to $27.4 million - a sav ings of $ 19. 1 million. 

• A new CalP ERS Experi ence Study, measuring actual plan demograph ics over a period of 
time, indicated that members should add an additional 1. 1 % to 1.7% to their 
Miscellaneous contributi on rates and an additional I % to 2% to their Safety contribut ion 
rates, beginning FY 20 12. Staff assumed an overa ll increase of 1.7% for all groups. 
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The results of the changes described above are summari zed in Chart 2 below. 

Chart 2: Salary Increase Assumptions and Resulting Surplus (Deficit) for FY 2012 - 2020 in 
Original LRFF and Two Scenarios (Dollars in Millions) 

Orig inal LRFF Salary Increase 

Scenari o 1 

Scenari o 2 

Resulting Surplus 

(Deficil) (in 

IIMillion,) I 

Salary Increase 

Resulting Surplus 

(Deficit) (in 

$$Millions) $ 

Salary Increase 
Resulting SurplUS 

(Dekilj (in 

$$Millions) I 

FY 2012 FY 2013 FY 201 4 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 

3.22% 1.87% 2.92% 3.94% 3.94% 3.94% 3.94% 3.94% 

(9.0) $ (14.2) $ (15.1) $ (15.4) $ (15.6) $ (16.1) I (17 .1) $ (19.0) $ 

0.00% 0.50% 1.00% 3.25% 3.50% 3.10% 2.85% 2.35% 

(1.4) I (2.9) $ (1.3) $ (0.7) $ (0 .1) $ 0.4 $ 0.8 $ 0.9 $ 

0.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 

(14) $ (4.0) $ (3.1) $ (1.7) $ 0.1 I 1.4 $ 

3.95% 
. - . ",-' 

::~/§.~ .~., ... ~- . 

:,:r.-,.,,-,:, .:, " 

Chart 2 shows - in the first line - the bottom-line results from the Long Range Forecast presented 
to the Finance Committee in February 20 10. These figures do not include the $7.3 million in 
acijustments included in the adopted FY 20 II budget. Scenarios I and 2 - the second and third 
lines in the chart - do inc lude the $7.3 million in adjustments as well as the constraints requested 
by the Finance Committee. 

Ei ther one of the salary-co nstrai ning scenarios (Scenario I or Scenario 2) would erase the deficit 
by FY 20 17, but the 2% Scenario saves $3. 7 million more than the "No-Greater-Than-Revenues" 
Scenario saves over the ten-year period. More detailed versions of these scenarios may be seen in 
Att aclunents A-2 and A-3. 

Pl ease note that add ing a second ti er of 3% at 55 for new Public Safety employees, for example, 
wou ld add a combined addi tional savings of $1.17 million in the first ten years. Greater savings 
could be achi eved through other less generous two-ti er options, such as 2% at 55. (See Chart 3.) 
Again, staff assumes here that no actual PERS sav ings would occur until FY 2013, due to 
PERS 's delayed recognition of second-ti er savings. 
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Chart 3 

Summary_ of Sav ings fo r Two-Tier Formula fo r SAFETY 

Yea r 201 2-1 3 2013-14 2014-15 2015-16 2016-17 2017·18 201 8·1 9 2019-20 

Note: Retirement and Attrition Percentage assump tions equal 90% of average rates for 2005-2007, or a combined 4.7% 

Assumed Salary Inflation 2% 2% 2% 2% 2% 2% 2% 2% 

Num ber of Employees (Start 

of FVV- 20 1 

Current Estimated Cost for 

Safel y PERS $ 7. 175.392 $ 7.750.275 $ 7.905.280 $ 8.063.386 $ 8.224 .654 $ 8.389.147 $ 8,556.930 $ 8,728.068 

Cost Savings of 2% at 55 $ 111.657 $ 214 ,800 $ 307,330 $ 388,983 $ 458.995 $ 561,810 $ 668,553 $ 
Sav ings 10 terms 01 
perc entage of current plan 1.6% 2.8% 3.9% 4 .8% 5.6% 6 .7% 7.8% 

Cost Savings of 2% at 50 $ 76.603 $ 142,744 $ 194,106 $ 230.945 $ 252.330 $ 308 .852 $ 367,534 $ 
l::>a\l ln95 In term s of 
perc entage of current plan 1.1% 1.8% 2.5% 2.9% 3.1% 3.7% 4.3% 

Cost Savings of 3% at 55 $ 57,140 $ 102.736 $ 131.239 $ 143,196 $ 137,581 $ 168.400 $ 200,395 $ 
[Sav ings In terms of 
percentage of current plan 0.80% 1.33% 1.66% 1.78% 1.67% 2.01% 2.34% 

ad d" savings for 36-month $ 445.025 $ 443,972 $ 452,851 $ 463,004 $ 474,499 $ 483.989 $ 493,669 $ 
.;)avmgs In lerms 01 
percentage of current plan 6.2% 5.7% 5.7% 5.7% 5.8% 5.8% 5.8% 

5, PERS Inves lmenl Rel urn Lower lha n 7.75% 

T he PERS rates used in the fo recast are based upon PERS' assumption that their port fo li o will 
achieve an average 7.75% return . Staff asked the PERS actuary what would be the impact of a 
reduced return . The rep ly was that for each I % dec li ne in average return on the portfolio, the 
C it y's norma l costs would increase 15-20%, and accrued liability wou ld increase 10% - 20%. 
For purposes of this repon , staff averaged the known impacts for an overall 20% increase in 
PERS cosls. Those results are summari zed in Chart 4 below. 
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8 .9% 

428,439 

4 .9% 

233.604 

2.68% 

503,542 
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Chart 4 

Additional Expense due to 1% decline in Ca lPERS investment returns 
($$ Thousands) 

Ge ne ra l Fund Only Citywid e 

PERS ~xpense PERS expense 
with 7.75% avg. with 6.75% avg. Added 

returns returns Added ex pense expense 

20 10-11 $ 12,334 $ 14,9 11 $ 2,578 $ 3,871 

2011- 12 $ 14,383 $ 17,389 $ 3,006 $ 4,5 15 

2012-1 3 $ 14,454 $ 17,475 $ 3,02 1 $ 4,605 

2013- 14 $ 14,599 $ 17,650 $ 3,051 $ 4,697 

2014-15 $ 15,073 $ 18,223 $ 3,1 50 $ 4,791 

2015- 16 $ 15,602 $ 18,863 $ 3,261 $ 4,887 

2016-17 $ 16,084 $ 19,446 $ 3,362 $ 4,984 

2017-18 $ 16,543 $ 20,000 $ 3,4 57 $ 5,084 

2018-19 $ 16,933 $ 20,472 $ 3,539 $ 5,186 

2019-20 $ 17,355 $ 20,982 $ 3,627 $ 5,290 

Total add" ten-year GF expense $ 32,052 $ 47,910 

Note : each 1% dec line results in an ass umed increase of 20 .9% in overal l costs. 

Conclusions 
In conclusion, a number of elements are dri ving costs down below those proj ected in the ori ginal 
20 10-2020 Long Range Forecast: first, employee contributions of up to 10% of the health care 
premium (beginning 20 11); second , the two-ti er pension formula for non-safety employees , An 
additional cost-reducing e lement that was included in the ori ginal Forecast is the change in the 
retiree medi ca l benefit from a vesting period of fi ve years to twenty yea rs for new employees 
(starting in 2004), Finall y, Council adopted a FY 2011 budget that ba lanced a $7,3 mi llion 
defi cit. This not only so lved the FY 2011 defi cit problem; it also reduced the "base budget" 
which drives expenditures in FY 201 2 and beyond , 

The two-ti er pension and retiree medica l vesting fo rmulas, by prov iding new employees with a 
tw in incenti ve to stay with the C ity longer, 1 produce additional long-term sav ings beyond the 
time span of thi s Forecast. When an employee retires at age 55, the City pays fo r her retiree 
health care premiums as well as her pension costs through her retirement years, 1n addition, the 
C ity incurs li ability and expenses for a replacement employee, If that same employee stays with 
the City until age 65 , however, the City saves ten years worth of the new employee's retiree 

I Employees wil l have two financia l in ce nti ves to stay longer: one, their pension benefit whereas an employee und er 
the 2.7% al 55 formula, with 30 years o f service at age 55 , would rece ive 81% of his pay upon retirement. Under 
the 2% at 60 formula, however, an employee with 30 years of service at age 60 wo uld onl y receive 60% of her pay. 
She has more incenti ve to continue wo rking to age 65, at which po int she would earn 84.63% of her highest pay. 
Also, since employees will now contribute up to 10% of their annual health care premium s, working until 65 would 
mean a new ly retired emp loyee with a dependent would pay just 10% of the Medicare health care premi um of 
$7,188 rather than the same perce ntage of the regular hea lth care premium o f $ 13,860 (using current rates) . 
Therefore, these benefit changes also create a strong incenti ve for employees to stay with the City longer. 

CM R:370 : I 0 Page 7 of8 



medi cal li ability and pension costs. Therefore, the two-tier formulas will create additi onal 
savings for the City we ll beyond the ten-year scope of thi s Forecast. 

It is clear from the updated Forecast that the City cannot sustain the histori c sa lary increases it 
once bestowed and stay solvent. Salary and benefit increases will need to be more limited go ing 
fo rward than they were in the past. 

RESOUR C E IMPACT 
The resource im pacts di scussed as pari of the Long Range Financial Forecast are outlined above. 

POLICY IMPLI CATIONS 
The issues discussed above are in line with current City policies. 

ENVIRONMENTAL REVIEW 
This does not constitute a project under the Cali fo rnia Envirorunental Quality Act. 

PREPARE D BY: 

DEPARTMENT HEAD APPRO V AL: 
D 

.c. r LALO PEREZ 
Director of Administrati ve Services 

C ITY MANA GER APPROVAL: 

City Manager 
ATTACHME NTS 
Attachment A: Three vers ions of Long Range Financial Forecast, 20 10-2020 

Attachment A-I: Original LRFF model 
Attachment A-2: Original LRFF 1Il0deimodified to include salary constraints to no 

greater than the percentage of proj ected revenue increases, among 
other updates 

Attachment A -3: Model modified as in C-2, but salari es assumed to increase by 2% 
per year 

Attaclunen t B: CMR 143: 10 
Attaclunent C: Finance Committee Minutes from February 16,20 I 0 
Attachment D: Property Tax Data 
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ATTACHMENT A-1: ORIGINAL LRFF MODEL 

*$~>~1.:: iitfji?,':~~~:;.ijr"{<t: fP';tLONG AANGE,f/NANCIAl- fORECAST MODEL 2010 ($000) , 
, " , "' . " .' 

FY ~oos FY 2010 FY 2010 rv 201\ rv 2012 FY 2013 FY 2014 FV 2015 FY 2016 FY 2017 fY 2018 FV 2(l19 fY 2020 
Adoplcd Projctlcd 

Actual Budget Budgel 

~ 
Sales Ta)es , 20.089 , 19.6~O , 17,190 , 17,868 , 18,571 , 19.335 , 20,115 , 21.061 , 22.0 14 , 22,784 , 23.467 , 24,137 , 25.056 
Property hies 25,432 25.m 25,778 25.907 26"m 27,546 28.852 )0.293 31,85 1 33.410 34.9!>4 35.181 36.822 
Ulility User Tal 1l,OJD 11,250 11.411 12.513 13. 155 13.676 1],97] 14.703 15.486 16.328 17,200 18.01 1 18.966 
T ransieol Occupancy h . 1,111 1,000 6,639 6.771 6.920 7,118 7.420 7,713 8.161 B .. m 8,B06 9,057 9.336 
Documental)' Trarufer Tal 3.092 2.800 3.250 3.313 3)94 3,485 3,588 3.693 3,774 3,B09 3.188 3.804 3.836 
Other Taoes, Fines & Pena~ies 2.348 2.833 2.374 2.434 2,482 2.!>47 2.627 2.721 2,819 2,922 3.021 3,124 3,229 

Subtotal: TaJl~S 69,102 69,285 66.648 68,806 11,082 73.707 76,635 80,250 84,115 8UB1 91,236 9],980 97,245 

Service Fees & Permits 16.210 17,437 15,8 14 16,575 17}99 18,131 18,650 19,395 20, 160 20,956 21.163 22.717 23,686 

Joinl SelVlCe Agleemenls (Slanlold Unrvelsity 1.796 1.851 7.632 1,991 8.556 8,923 9.334 9.793 10,276 10.186 11 .322 11,889 12,48-4 

In lelesl Eamings 2.008 1.900 1,662 1,646 1,676 1)24 1.185 1,852 1.9n 2,002 2,053 2.095 2,163 

Other levenues 17)46 15.352 15,119 15,978 16,270 14 ,498 14.867 15.148 15,639 16.042 16,458 16.885 17 ,327 
Reimbur5emenls 110m Other Funds 11,48] 10,643 10,559 10.190 11, 158 11.456 11.852 12,329 12,827 13.348 13,892 14.463 15.014 

Total Revenues Belore Transfers 123.845 121,474 11B,034 121,786 126,541 128,439 m,Il3 138,867 144.940 150,915 156,)44 162,030 167,921 

Transle~ from Olhel F ullds 11.614 19.664 20.201 18.109 19,3-47 19,m 20,550 21.378 22.242 23, 145 24.089 25,078 26,034 

TOTAL REVENUES 141.459 142,138 138.141 140.495 US,BBS 14B,304 153,683 160,245 167,182 m.060 180,833 187,108 193,955 

£.:!:J,l ... rrlhl!trr. ~ 

Base Salaties 62.104 63,512 63,669 64,164 66.233 61,470 69,431 11.174 n,020 11,918 81.0!>4 84, 251 81,515 
Salary & Benefit Reductions 10 be Negolialed I'r (3,000) 

PAPOA S~lary Increase Deferral'" (159) 

Savings Irom SE IU (1.212) (1.212) (1.246) (1,211) (1 ,310) (1,362) (1,4 16) (1 ,413) (1,532) (1.593) (1,657) 

Is""'" ,,~ M,mUP,,' 
(806) (806) (822) (839) (864) (89B) (934) (912) P.O l0) (\.05 1) (1,093) 

Beneflls 29.471 32.205 32.205 33,313 36.396 38,270 40.259 42.315 44,613 46,980 49,415 52,125 ~,91B 

OIher Achvilies 

Addilional Rellrement Conlribulion Increase ('I 1.031 2.114 4.963 U89 5.756 6,140 6,542 6.963 6.963 

Re liree Medical Cosllncrease 7lI 7lI 7lI 7lI 7lI m m m 135 m 
Salary oS Benefll ReduClions 10 be Negotlaled (912) (991) (I,OI I ) (1 ,042) (1,083) (1 ,121) (1,112) (1,2\9) (1,267) (1,318) 

Vacanl Pos~ions Salary Savings (1,300) 

Subtolal: Sala ries and Beneli ts 9U81 91,111 91,181 95.272 101.135 106.1 28 112,179 117,330 122,647 128.217 134,045 140.163 146.113 

Contlacl Servus 10,100 9,016 9.562 9.804 9.951 10,120 10.313 10,684 11,005 11,335 11 .675 12.025 12,386 

Supplres oS Malerials 3,023 3,541 3.391 3,480 3,532 3,592 3.682 3.193 3.906 4.023 4.144 4.269 097 

General El pense 9,008 10.193 10.285 9,810 10,121 10,m 10,681 \ 1,002 11)30 11.610 12,020 12.381 12.665 

Renls. Leases, oS EQuiprmnl 1,014 1.212 1.180 1.213 1.231 1,252 1,283 1.322 1,362 1,402 1,44 5 1,488 1,532 

Allocaled hpenses 10.287 1015 14.316 14.613 14.832 15,084 15,462 15,925 16,403 16,895 11,402 11,924 18,462 

OIher Acti. ilies 

liblary Operaling Cost Increase '50 1.000 1,000 1.000 1,000 1,000 1.000 1,000 1,000 

1 otal E~penditures Belore 1 ransfels 125.013 t3t,06\ 13(1,521 114.252 141 ,153 147,562 154.661 161 ,056 167,653 174,543 181.131 189,249 196.566 

T r~ nsf('.J ~ tn O\hrr Fu n(1s 
GF Transler for Infrastruclure CIP 8.062 6,180 6, 180 8.501 8.844 9.211 9,604 10,024 10,474 10.955 11.410 12,021 12,610 

Other Aclivities 

Infraslrvctu le Contribution Increase 1,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 

Technology Fund Repaymenl I ,m 1,225 1.225 1.225 

Public Safety Bldg. Budgel Savings (2.100) 
GF 1 ransfer lOr OIlier Capital ProJecls 6,566 3.120 3,720 1.141 1,636 1,685 1.135 1}86 1,838 1,892 1.947 2.003 2,063 

Debt Service 1,082 1,086 1,086 1,080 91' 151 149 1~ 151 153 151 71< '" OIher 84 " 41 41 44 " " " " " " " " 
TOT AL (XPENOITURES 140.8?1 t41.089 140,074 146,846 1~(930 162.480 168,196 115.669 182,767 190,194 t91,951 206,018 213,524 

Nel Operating 5U1p lu~(G3p) 6J7 " (1,833) (6,351) (9.042) (14,176) (15.113) (15.424) (15,585) {16,134) (17,\1 9) (18,910) (I9,S69) 

Drawdown on Budgel Slabihlalion Reserve I,m 

Comprehensille Annual Fin Rpl. Recon. 111 

Subtotal 171 t,833 

GRAND N( T SURPLUS (GAP) I SO, I " , , (6,351) S (9,042) s (14,17&1 S (15,113) S (H,424) S (15.585) S (t6,134) S (11.119) S (18,970) S (19,569) 

(11 In fV 1010, H .8 million in permanen\ budgeted compensation savings has been realized. 

(1) Police union (PAPOA) detelled their FV 2010 negotiated salary increase at SO.8 mill ion to fV 201 1 

(3) Based OIl CUllent 2.7%@55 formula;employeeCOnlribution lowardshea lth care premiums not included. 

Note: Assumption 01 no salary increase 101 S[lU and MgmtJProf. in fV 2010 and rv 2011 and no salary increase tor f irefighters (1Aff) in rv 2011 

. 



ATTACHMENT A·1: ORIGINAL LRFF MODEL 
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l ~L'i'~ "';~';:'\J;:')':!;;iJlf!gRI<ENTAGE CHAN~ES IN fORECAST FOR REVENUES ANI? EXPENSES . 
'1 

FY 1009 FV 2010 AS FV 20 11} PB FV 2011 fy 2012 FY 2011 rv 2014 fY 201~ FY 2016 FV 2011 FY 2018 FY 2019 FV 2020 

% % % % 0' % % % • Change. 2010· 

'Yo Change % Change % Ch~nge Change Change Change Change Charlge Change Change Change Change % Chilnge 2020 

I?cvclluc~ 

Sales h les (1\.20·!.) (2 .19"1.) (14 .43"1.) 3.94'/0 3,97% 4.1)8% 4,34% 4.42% 4.50';' 3.50% 3.00% 2.86'1. 3.8 1% 

Property T a..es 10.17% 1.26% 1.36% 0.50% 2 49% 3.74% 4.74% 4.99% 518% 4.860
;' 4.62% 2.38% 2.89"1. 

Ulil;/y U~eJ Ta. 1.24';' 1.99°1. 151 ·/0 960% 514% 3.95% ] .17% 5. 22% 5.33'1. 544% 5.34% 506';' 4.95% 

Transienl Occupancy T a~ (1085'10) (\ S6%) (6JA04) 1.99'/' 2.20% 2.86';' 4.24% 4.76°;' 4.99';' 4.50"1, 126% 2.85% JOS'/, 

Documenlary Transle r Tal (42,54"/0) ( 9.4~%) 5.10% 1 94 '/, 2.44% 2.69% 2.94% 2.S4% 219";' 0.94% (057%) 044 % O.BJ% 

Other Taxes. Fines '" Penanies (~ 63%) 20.65% 1.11% 2,53% 1.97% 2.62% J14"/" 3.S8% 3.60% 3.65% 3.39% J 41 % 3.36'1" 

Sublolal: Taxes (3.81%) 0.26% (3 .55%) 3.24% l .31% 3.69% 3.91% U2% M2% 4.36% 3.94% 3.01% 3.41% 45.91 % 

Servi;e fees'" Permits (543%) U7'/, (2 .44'10) 4 S1 % 7.38% U 7% 2.92% 3.94% 3.94% 3.95% 3.95% 4.29% 4.27"1, 

Join l Service A9reemenls (Slanlord 12.40"1" 0.78% (2,IO'/') 4.70'/' 7.07% 4.29% 461 % 492'/' 4.93% 496'/, 4.91% 5.01% 5.00"1, 

In lerest Earnings (10.04%) (5,38%) (17.23%) (096%) 1.82% 2.86% B4% 3.75'/0 383% 4.11% ns% 2.05% 3.2S'/' 

OIhel revenues (435%) (1 0,98'10) (8.85%) 1.65% 183% (10,89%) 2.55% 2.56% 256% 2,58% 2.59% 2.60% 2.61"1. 

Reimbursements Irom Other Fu nds 1.32'/' (7.32"10) (8.05%) 2.19% 3.41 % 2.67% 146'/' 4.02% 4.04 "1, 4.06'/' 4.08% • . 11% J81% 

1 olal Revenues Belore 11 3n51. 12.81%) (1.11%) 14.69%) 3.18% l.90% 1.50% 3.65% 4.31'4 U7% 4.12% 3.86% 3.37% 3.64% 42.26% 

Tlansler.o lrom Olher Funds 2.24"1. 11.64% 14.72% (7.4 1%) 3.4 1'/' 2.68'10 l oiS"/, 4 03% 4,04% 4.06% 4.08% 4. 11 % 3.8 1% 

IOTAl REVE NUE S (2 .17%) 0,48% 11.28''(') 1.63% 3.84% 1.66% 3.6]% 4.27 '4 4.33% 4.11% 3.89% 3.47% 3.66% 40.30% 

[ xpcnc1ilurr;; 

Base Salalies 2.77% 2.27% I.JO% 1 99% 3.22% 1.87% 2.92 '10 3.94% J94% 3.94 % 3.94 '0\, 3!W/' 3.95"1, 

Salary '" Beoef" Red~tioos 10 be Negolialed (1 ) NfA NIA 

PAPOA Salary Increase Oeler/al (2 ) NfA 

Savings l(Om SEIU NfA 0.00'10 200'10 2.00'10 100'10 4.00% 4.00% 4.00 '10 4.00'10 4.()Q'/, 4 00% 

Savifl!ls Irom MgmtlProf. NfA 0.00'10 2.00 '10 2.oo'/' 100% 4.00'/' 4,00"1, 4.00'10 4.00'10 4.oo'/' 4.00"/' 

Bene~ls (454%) 9.25% 9,25';' 3.63'10 9.06 '10 5,15% 5.20'10 5.26'/' 5.28% 5.31% 5.3 1% S.36'/' 5.36'10 

SublOlal: Salaril!S and Beoer.,s 0.10% 1.24% 0.13% 3.80% 6.36'10 4.73% 5.70% 4.59% 4.53% 4.WiI. U5% U6% 4,25% 59.20% 

Conlracl SeNores 7.37% (10,14 '10) (5.33%) 2.53% 1.50% 1.70% 2.50 '10 3.00'10 100% lOO'/' JOO '/o 100'10 100'10 

Supplies'" Malerials 10,10%) 17.33% 12.17% 2.62% 1.50'/, 1.70'10 2,50'10 3.00'10 100% lOO'/, 100'10 100'10 3.00'10 

Ge neral bpense 1183"1, ) 13.15% 14.18% 14 ,04%) 2.55'/' 2.61% 2.85% 3.00% 2.99% 3.00% 100'10 3,00% 2.30'1. 

Re nts. leases. '" EQuipmenl (1058%) 19.53% 16.3 )"1. 2.8)'/' 1.50% 1.10'/' 2.50% 3.00% 100"1, 3.(){)'10 lOll'/' 300'10 3.00% 

Allocated Expenses (30.39%) 39 17'10 39. 17% 2.07% 1.50'10 1.10% 2.50% lOO'/' 300% 3.(){)'Io 3.00% lOO'/' 300"/, 

10lal hpendilures Before Ira 143.21%) 4.84% 4.41% 2.86% 5.21% 4.47% 4.81% (13% UO'4 4.11'10 4.12% 4.14% 3.87'10 50.60% 

Tr;,n~ lers 10 Otlwr r :,nd~ 
GF Translel 101 Inlr astrVClure CIP 1177';' (23.:14%) m .J4%) 37.55% 4.(W/, 4. 15% 4.26% 438% 4,48"1. 4.60% 4,70% 4,80% 4.90% 

Projee ls 39.50% 143.52'10) (4152%) (53.04 "/') (6.3S"/') 3.00% 2.97% 2.94% 2.91% 2.94% 2.91 "1, 2 88% 3.00'10 

Debt SeNice (0.01";') 0.38% 0.36'10 10.54"1, ) P199 '1o) (1904 '10) (0.40%) 0,67'/' (0.40%) 0.27'/' (0.13%) 0.27% (68,97'/0) 

OIher 115.38% (50.00'10) (50.00%) 000'10 4.00'10 4.00% 4,00% 4.00% 4.00'10 0,00'10 0.00% O.OO'/' 0.00% 

TOTAL [Xp[NOnUR[S (39.58%) 0.90% 10.53%) 4.84% 5.51 % 4.B7 'l<. 3.89% 4.01% 4.04% 4.06% 4.08% 4.11% 161". 52 .4-4% 

' .. "" ."- .. . 



ATTACHMEN T A-2 

~~jll~~l~,:.~~~;~-;>~!!!\;;t:ONG'RANGEFINANCIAL FORECAST MODEL 2010 {$ODO) ,'. 
" , . , 

r. '1' • p _ ~~.." • j, ~ "~." <' " '~-~ _.v_-> • . , 
rnOO9 rv 20HI fv 2010 ry 1010 rv 2011 fV 1012 ry 2011 rv 20H fV 201~ fV 2016 rv 2011 fV 2018 rv 2019 fV 2020 

Adopted PtOJCC1Cd AdJl~l ed 

A<l ual Budget "",I Budgel 

R'· vt·no~ :~ 

Sales Ti!~es I iO,089 I 19.650 I 17,190 I 11,313 I 18.218 I 18.9 41 I 19,714 I 20,570 I 21,479 I 72,445 I 23.23 1 I 23,928 I 24,6 12 I 25,550 
P'operly T a.es a .432 25.152 25.118 25.178 I is,90l I 26.m I 21.545 I 28.851 I 30,193 I 31,863 I 33.41 1 I JUSS I 35.161 I 36,821 
UI~11y Use. h I 11.0)0 , 1.250 11,411 11,417 I '1.~1!I I 12.11S I 12.nO I 13,119 I 13.626 I 14.111 I 1(738 I 15.318 I l!i.941 I 16518 
T ranSlCn! OccypallCy h . 1.111 7.000 6.639 6.639 I 6.944 I 7.115 I 1.381 I 1.6901 I .. "" I 8.462 I B.843 I 9,131 I 9,39\ I 9,68 1 

Addilional Hotel Keen (eveny~ I 71 I III I III I 116 I 118 I "' I 161 I 161 I '" I 166 
Add 'l00nal "-IIIl9'S Holel Revenue I I 100 I 600 I 606 I 611 I 616 I '" I 631 I 631 

OocumellL1/y T. a~sJeI Tal l ,091 1.800 n~o 1.2SO I 3,613 I 3.701 I 3.80\ I 3,m I 4,017 I 4,116 I . , 1504 I 4.131 I 4,149 I 4. 183 
Ollie, Tales, FlOts & Penah:s 1.348 1.833 1.374 2.3304 I 1.330 I 1.316 I 2.438 I 1.5 14 I 1."" I 2.698 I 2,791 I 2.891 I 2,990 I 3.090 

Subtotal: l ues 69,102 69,28$ 6Hot8 66,1l1 68,518 11.013 14.2~1 17,m 80,854 84,526 87,95] 91.150 91.664 96,706 
ServICe Fees oS PerTMs 16.2 10 17,431 15.814 U,B97 I 16,699 I 11,93 1 I 18.267 I 18,800 I 19.54 1 I 20,) 11 I 2\,113 I 21.947 I 22.888 I 23,866 
Join! SeNice AQreemena jSlanlord U) 1.796 7.851 7,632 7.632 I 7,902 I 8.46 1 I 8.824 I 9.230 I 9.685 I 10, 162 I 10,666 I 11,1 96 I 11.751 I 12,345 

Inle/est Earnir'9s VIOl 1.900 1,662 1.662 I 1.646 I 1,676 I 1.724 I I,m I 1,851 I 1.923 I 2.001 I 1.053 I 2,095 I 2. 163 
Dllle ' lfllenuH 17.246 15.351 15.119 15,123 I 15,361 I 15,643 I 13,940 I 14.295 I 14.66! I 15.036 I IS,42' I 15,814 I 16,235 I 16.659 
RemblJrsemenls 110m OIhe' Funds 11.483 10,643 10,559 10,546 I lO,m I 10,984 I 11,211 I 11,668 I 12,131 I 12.627 I 11.1411 I 13,616 I 1(238 I 14,780 

T Dial Revcnues Belore Tran~lcls 113.84S 122,474 118,1134 118,191 120,149 125,109 128.285 133.304 m,m lH,5S5 150,298 m,846 l &O,S78 166,519 

Transler.;lrom OthCI funds 17,61. 19,664 20.207 ?O)Da I 18,6&4 I 19 ,311 I 19,839 I 20,523 I 2U.so I n.213 I 23, 1 \5 I 24,058 I 25,041 I 26,00 1 

TOTAL REVENUES 141 ,459 142,138 il8,241 1l8,399 119,413 145,0)0 148,IH 151,828 U;O,019 166.198 11],412 119,904 185,925 192,520 

j:~ I H"\{Ii\urcs. 

Base Salaries 62, 104 61512 63,669 62.B19 I 58.509 58.509 58.804 59,392 61.322 63,468 65,436 61.301 6B,882 70,604 
Sala/)' 8 Bener~ RWIICliOlls 10 be Negotiated I'I (J.(lOO) I 
PAPQA Salaty Ioclea:;e Oelenal'" (759) (759) S 

SavIIlgS 'fom SEIU (1,222) (1,222 

Savings trom MgmUPlol (806) (806) 

Beneflls 19,471 32,205 32,205 32,702 I 30,035 3H32 3(935 36,457 38,261 40,218 'V IS 44,218 46,38B 48,632 
(Savings trom MIse efl1jlloyee contributions to medICal pierniums'''' (529) (114) 186'1 19081 (952) (991) 0 ,048) (1, 100) (1,151) 

(Savings !rom Toel 21ef MisttDaneol.ls empkryees) (103) (198) (218) tJ44) (396) (4~1 1m) 1672} 

DtMer Activilies 

Addilional Reli lemenl ConlriboJ lion Increase .\07 193 2,683 2,999 3.326 3,666 4,011 081 (158 

Reloree MedICal Cosllncrea~ 

Sala/)' & Bener~ Redudoons 10 be Negotoaled "', "', "', "', "', "', "', "', "', 
Vacant PO~~lOIIs Salary SaWl9~ 11.300) 

Sublola l: Salaries and Benetrts 9U81 92,717 91,181 92,194 88,544 91.820 93,11~ 97,410 101,~02 10~.117 109,924 114,063 111,914 122,166 

Conlracl Service~ 10, 100 9,016 9,562 9,969 I 10,180 10,333 10,SOS 10,171 11,094 11.4 21 11,710 12,123 12,487 12,861 

Suppioe' &. Malerial~ 3,023 3,5-41 3,391 3.410 I 3,m V9 1 3,341 3,430 3,533 3,639 3.748 3,861 3,911 4.096 

General hpeflse 9,008 10,193 10,285 9,851 I 10,021 10}18 10,546 10,846 11,112 11 ,506 11 ,8~ 1 11.206 12,m 12,862 

Rents , leases, & Equipmenl 1,014 1,212 1,180 1,066 I 1,115 1,132 1,151 1,180 1,215 1,252 1,289 1.328 1.3" 1,409 

Allocated E~pen~es 10,287 1(316 \4,3 16 14,389 I 1~,31 1 15,602 15,867 16,263 16,m 17,254 17.772 lB, 305 18,854 19,4 19 

Ot~r Activitiu I 

library OperalJng CosIlnc'ea~ I 110 1,000 1.000 1,000 1,000 1,000 1,000 1.000 1.000 

10lal hpend,lures BdOfe I' ilns'er ~ 125,Oll 131,061 nO,52 1 131.485 118,414 1]2.104 136,114 140,961 146,168 151.794 151,354 162,886 \68,m 11),813 

rfi1n~lcr~ IQ Olhcr run~~ 

GF Transler lor InhashLIClure CIP 8,062 6,180 6,180 6,180 I 8,055 8,844 9.211 9,604 10,014 10,474 10,955 11,410 12,02 1 12,610 

Other ACliv~ies I 

InlraslluClure ConlfibullOfllocrease I 1.000 1.000 1.000 1.000 2,000 1.000 1,000 1.000 2,000 

T echno$ogy Fu nd Repaymenl I ,m 1,221 1.225 1,215 

PublIC SBlety Bldg. 81Jdgct Savin9s (2,100) (2,100) S 
GF 1 ransler lor OtMer Capotal PrO)fCls 6,586 3,120 3.120 3.120 I 1,141 1,636 I ,m 1,735 1,786 1,838 I,B92 1,947 2,003 2,063 

Debl Setvice 1,082 1,086 1,086 98. I 1,080 '" 7S1 '" 71' '" m 7S1 '" 13' 
(>t .. .. " " " I " .. " " " " " " II II 

TOIAl [XPHJOITURES 140,811 142,089 140,074 140,936 1]9,398 146,382 151 ,052 155,096 160, 781 166,908 113.004 119,10& 185,0&1 190,111 

NCI Operatlf19 Surplus/(Gap) 631 " fl ,813) JS (1 ,352) 12,928) (1,26B) (702) (110) '" 19' '" I,H9 

Olawdown ()(1 Budget S!abiilalion Reserve 1.8J3 8lJ 
Compiehensiv! Anflual Fin, Rpt Recon, 171 

Year,end savIl'll,ls ~om HiMg Freeze 1,104 

Sublol ~1 III 1,833 2,531 

GRAND N[I SURPlUS ICAP) , 009 , .. , , 10) , " 
, (1,3~2) S (1,928) S (1 ,2li8) S 1102) S (110) S .\0, , 19' , , .. , 1,749 

(1) In rv 20 10, S2,B million in permanenl budge led compensalion uvings has lleen luli/ed, 

(2) Police union (PAPQA) deferred Lheil rv 20 10 1'It901i~led salary i"crease of SO,8 mIllion 10 FV 2011 

(3) Savings include ARC ~avi"9s (retiree medical required c;onLlibulion) 

~~~ ' '~ 
. 
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t~~f::~::~jjL:',:~i?{~~Y:~ERo.~NTA6E(litANG):smFORt:CASTFORRE1fENUESANOeXPENSES -' 
. . . .- -, 

-"1 ~< =_" 't "', "r _ , _ .... . , 
fy 1009 rv 2010 AB rv 2010 p rv 2010 A fV 2011 rv 2012 rv 2013 fV 2014 rv zon FY 201& fV 2011 fV 2018 rv 2019 fv 2020 

• % % % Change. 2010-
% Change % Change '1'. Ch~l1ge % Change % Change 'Yo Change % Change Ch~ngc Change % Change % Ch~nge Change Change % Change 2020 

~ 
SiJ~S Tates p 1.20'1.) (2.19%) (14.43%) (11.89'1.) 5.98% 3.97% 4 OS'!. 4.34% 4.42% 4.50% 3.50% 3.00% 2.86% 3.81% 

Proper1~ 'a.es 10.17% L26% 1.36% 0. 10% 0.50'10 2,49';' 114% 4.74% 5.()O% 5.18% 4.86% 4.62% 2.38'/' 2.89% 
Utility User TaJ 7.24% 1,99% 151';' 1.48% 0.11% 6.00'1. 500% 4.00'1. 300% HIO% 4.00% 4.00% 4.00% 4.00% 

lransienl Occupancy Tal (1085%) (1.56'1'0) (664%) (5.16%) 4.59'" J.JJ'!. 2.86% 4,24'10 4.76';' 499'!. UO'1. 326% 2.85% 108% 
Add~ional Hotel Keen revenue 

Addilional Mjng's Hotel Revenue 

Oocumenl~rv Transfer Tax (42.54'1.) (9.45%) 510% t6.07% 11.17';' 2.44 ';' 269'/0 2.94"1. 2.94% 2.19"1. 0.94"1, (0.57"1.) 0.44% 0.83"1. 
Other 1 ales. Fines & Penahies (5.63%) 20,66% 1.1t '/, (t7 .6t%) (1.85%) 1.96% 2.62% 3.14% 3.58% 3.60'10 3.65% 3.39"1. 3.41% 136"1. 

Sublolal: lues (3 .8 1%) 0.26% (l.SS%) (3.69%J 2.8 1% 3.64% •. ~6% •. 41% 40290/, 4.54% 4.05% 3.64% 2.76% 3.25% 45,10% 
Service Fees & Permits (5.4] "I. ) 1.51% (2.44%) (883%) 5,60% 1.38% 181% 292"1, 3.94% 3.94% 3.95% 3.95% 4.29'1. 01"1. 
Joinl Service Agreemenls (Slanlord 1240% 078% (2.10%) (286"1,) 3.54"1. 7 07% 4.29% 4.61 '(, 4.92% 4.93% 4,96% 4.97'10 5.01% 5,00% 

Interesl Earnings pO 04%) (5.38%) {11.23%} p2.5]"I.) (096%) 1.82';' 2,%% 3.54 ';' 3.75"1, 3.83% 4.11% 2,55% 2.05% 3.25% 

Other revenues (4 .36%) (10.98%) (8.85%) 2.42% (2.27%) 1.83';' (10.89'''') 2.55% 2,56"1, 256% 2.58% 2.59'10 2.60';' 2,61% 
Reimbursemenls Irom Other Funds U2';' (1.32%) (8,OS'I.) (0.91%) 060% 3.41% 2,61% 3.46% 4,02% 4.04% 4.06% t08% 4.11"1, 181% 

1 alai Revenues Before T . an51, (2 .87%) (1.11%) (4 .69%) (3 .50%) 2.30% 4.11% 2.05% 3.91% 4,07% (.22% 3.95% 3.69% 3.23% lSI", 4 1.08% 

T ranslers lrom Other F ullds 2.24'1, 11.64% 14.12% 2.77% (7.54%) 3,41';' 2.68"1. 3.45';' 4,03"1, 4.04% 4.06% 4.08% 4.11% 3.81% 

T01 Al REV[NU[~ (2 .27%) OAB% (2 .28%) (2.1>3%) 0.86°'" 4.0t% 2.13% H~% 4.060/0 4.20% 3.97% lH% 3 . 3~·'" 3.55% 39.26% 

Ex[!I'II(ti!!Jrc~ 

Base Salaries 2,17"10 2.27% 1.30% (2.19%) (1 .00%) 0.00% 0.5.(\'10 1.00% 3.25% BO"l, 3.10% 2. 8~'10 2.3~'10 2. ~0% 10.69% 

Salary A Bener~ ReductklOs to be NI!90liated (1) NIA NIA NIA 

PAPOA Salary II\C(ease Delcrr~1 (2) NIA NIA 

Savings hom SEIU NIA NIA 

Savings Irom Mgml,/Prof. NIA NIA 

Beneflt$ (4 . ~4%1 9.25% 9.25% 1.54"1. (6.74%) 11.31% 4.49% 06"1, 4.96'10 5.10% 4.97"1, 4.89'10 4,77 '~ 4.84% 51.01';' 

Sublotal: ~alaries and Bene~ls 0.30% 1.24% 0,23% 0.08% (3.53%) 3.70% 2.0&% 4.01% 4.03% 4,25% 3.98% 3.77% 3.43% HS% 33.10% 

Contract Services 7.37% (1O.14%) (5.33'10) 9.84'10 6.46'10 1.50% 1.70% BO% 3.00% 3.00% 100'(. 100'1. JOO'Io Joo% 

Supplies & Malerials (010'!.) 17.33% 12.17% (3.86'/,) (4.39'10) 1.50'(. 1.70% 2.50"1. 300"1. 100% 3.00% 300% 100% J.oo'!. 

Genelat EJpense (1.8 3"1, ) 1115'/0 14.18% (3.30%) (2.56';'J 2.S5% 261'/0 2,65"1, 300% 2.99'1, 100'10 3.00% 300% 1.30% 

Renls, leases, & EQuipmenl (10 ,58%) 19.53'10 16.33% (12.05'10) (S.48%) 1.50';' 1.10'10 2.5.(\% 3.00'10 300'10 100% 100';' 100% 3.00% 

ARocaled hpenses (30.39%) 39.17% 39.17% 0,51% 1.37% 1.50% 1.10';' 25.(\% 300% 3.00% 300'1, 3.00'j, 3.00'~ 3.00% 

10lal Expendilures Belore Ira (43.21%) 4.84% 4.41% 0.32% (U7%) 3.29% 2.58% 3.55% 3.1>9% 3.85% 3.66% 3.52% 3.2B% 3.32% 33.17"1. 

frallsl('lS to Otll~, fllnd~ 
Gf 1ransler lor Inflaslrvclure CIP 13.11% (23.34%) (2J ]4';') 0.00% 30.34'10 9,80% 4.15% 4.26'10 4.38% 4,48 '10 4.60'1, 4.10'10 4.aO% 4.90'10 

Projecls 39.50'10 (4152%) (n52';') 0.00'10 (53.04%) (6.35'1,) 3.00"1, 2,91 '10 2.94% 291% 2.94% 2,91"1, 2.B8% 3.00% 

Debt Service (0.01%) 0.38"1. 0.36% (9.02%) (0.53%) (14 ,00%) (1901%) (0.40';') 0.68% (OJ I ',,} 0.15"1. (0 ,10';') 0.31% (69.04%) 

Other 115.38'(, (50.00%) (50,00%) 000% 0.00% • . 00'(, 4.00% 4.00'(, 4,00% 4.00'''' 0.00% 000% 0.00% 0.00% 

101 fit EXPENDITURES 139.58%) 0.90'l'o (O.U'X.) (0.81%) (0.48%) 5.01% 3.19% 2.68% 3.67% 3.81% J.65% 3.53% 3.32% 109% 36.19% 

Net Operaling ~urplu~/(Gap) (100.0&%) (389.82%) (101.92%) (194B.H'Y.) 116.60% (S6.10%) (44.62%) (84.30%) (470.07%) 9S,51'!!, 8.29% 119.23% 

~i(Ji~ - . 



ATTACHME NT A·3 

~f$.'t'~;;;~.~.1?~Pi!,:i'~:~:S$~{)N~ ~NGE1:iNANClAI.FORECAST MODEL 2010 (SOoO) 
,.' ",~ , . 

.'. '~ , .- . " 

fV 2009 rv 7010 FY 2010 FY 2010 fV 201 1 rv 2012 FV 20ll fV 2014 fV 2015 FV 21}16 fV 2011 fV 2018 fy 2019 fV 2020 
HDopleo rOJecle I f\llJU~lt 

AChlal Budget ....,,, Budget 

!.!.~~u.!.:~ 

Sale~ l ;u es , 10,089 , ' 9.S~ , 17,190 , 11.313 , 18}IS , 18.9.' , 19)1. , 20,510 , 21,419 , 12.445 , 13,231 , 23.928 , 24.612 , lS,S!.O 
Properly 1 a.ts 25,02 25,m lUl8 25,118 , 25.901 , 26.557 , 21.545 , 18,851 , 30.193 , 31,663 , 33,411 , 3(955 , 35.181 , :16,871 

Uliliry User Till 11.030 11.250 11,411 ",'" , 11,429 , 12,115 , 12.170 , 13.229 , 13.626 , H,IlI , 14.138 , 15.328 , 15,9.' , 16,518 

I ransienl Occ~pancy 1 a. 7.111 '.000 6.639 6,639 , 6,944 , 1,175 , 1.381 , 7,694 , 8,OGO , 8,462 , 8.843 , 9,131 , 9,391 , 9.~ ' 

Addlhonal Holel Keen revenue , 11 , 15' , 15> , 156 , 15. , 15' , 16 1 , 16' , 16' , 166 
Add~lonal Ming's Holel Re venue , , 100 , 600 , 606 , 611 , '" 

, 
'" 

, ," , 63' 
Documtnlary Tran~le r lao 3,092 '.800 3,250 3,2SO , 3,613 , 3,101 , 3.801 , 3,912 , .,021 , 4,116 , 4,154 , . ,131 , 4,1.9 , 4.18J 
Olllef h . es, Flne$ & ~nallies 2.l48 2,833 1.374 2.334 , 2.JJO , 2,376 , 2,438 , 2,514 , 2.604 , 2,698 , 2.197 , 2,891 , 2,990 , '.090 

SublOloll: Taxes 69,102 £.9,185 £.6.648 66,1l1 68, ~ 18 } 1,01) H.m 11.S26 BO,n4 8026 81,95] 91,lSO 93,664 96.106 

SelVa Fee~ ' ''Pefmts 16.110 11,431 15.814 1~, 891 , 16,699 17,931 18,261 18.800 19.~1 20,3 11 21.113 21,941 22.888 23.866 
Join t $el'VlCe Agreements (Stanford UnIVerSIty 1,796 7,m 1.632 1.632 , 7.902 8,U I 8.81. 9.230 9,685 10.162 10.666 11,196 Il,m 12,345 

Inleres! Earnrngs 2.008 1.900 1,662 1,662 , 1.646 1,616 l.m 1,185 I.m I,m 2.002 2,053 2,09~ 2,163 

Dlher re~enues 11,246 15.352 15,719 \5,723 , 15.362 15,643 1).940 14,195 1(,661 15,036 15,424 15.B24 16,135 16,659 
Reimb~rsemen ls 110m OIMr Funds 11,483 10.64 3 10,559 10.546 , 10,622 10,984 11,271 11.668 12,131 12.627 1],140 13.616 14 ,2Jff 1.,780 

l olal Rellenues Belore lransfers 123,845 122,414 118,0)4 l1B.191 120.149 125,109 128,m 133.304 138,729 14085 HO,298 155,846 160,818 166,519 

Transfers hom Other Funds 17,6 14 19.664 20,207 20.108 , 18.684 19,321 19.839 20,521 21,350 22.213 23,115 R058 25,047 26.001 

TOTAL REVENUES 141.459 142,118 138,241 118,399 1l9,Hl 145,030 148,124 15],828 160.079 IMi,19B 173.411 I1U04 185,925 192,520 

(Ipf."dllurl~s 
, 

Base SalCllies 62.104 63.m 63.669 62.879 , 58,509 5U09 59,679 60,813 62,090 63,332 64,599 65,891 61,209 68553 
Sala,.,. & Benefll Reduc\lo(ls to bt NegO~ale(l lll (3.000) , 
PAPOA Salary In.crea~ [)elefral lll 

(1591 {7~91 S 

SavllI9s from SE IU !I .2221 (1,2221 

Sailings Irom MgmLiProf. (806) (8061 

Beneflls 29,471 32,205 32.205 32,702 , 30.035 33,432 3~, 1~ 36,823 38.458 40, 186 42,0 12 43,m 4 ~,979 48.13 1 
(Savings !rom Misc employee conlributions lo medical premiumstOj (529) (714) (8641 (9081 (952) (997) (1,048) (1.100) (1, 157) 

(Saw.gs from liel 2 101 Mrsce~aneot/s employees) (101) (19B) (218) (344) (396) (4B5) (577) (672) 

Dlllel Actillrtres 

Addlhonal Retilement ConlrlbullOfl Incle,le <0, 19J 2.6B3 2,999 3,326 3.666 4.011 Offl 4.158 

Retiree Medical Cost Increase 

Salary .5 Benef~ Reductions to be Ne90hated •• ". •• •• •• o!. •• • • •• 
Vacant POS~lOns Salary Savings (1.3001 

Subtotal; Salaries and Benefits 91,581 92,111 91.187 92, 794 88,544 91,820 94,810 99.]18 1132,362 105,548 108,883 112,310 115,891 119.6ll 

Conuacl SeIVices 10,100 9.076 9,562 9,969 , 10,1813 10,333 10,508 10,711 11,094 11 ,427 11.770 12,123 12.487 12,861 

Supplies & Mate rials l,On 3,547 3.391 3.410 , 3.m 3,291 3,l41 3.430 3.533 3,639 3.748 3.861 3.977 4.096 

Genelal E~pense 9,008 10,193 10,28S 9,851 , 10.022 10.278 10.546 10.846 11.1 71 11,~ 11,851 11,706 12,m 12,862 

Rents , leases . .5 Equipment 1,0 14 1,212 1,180 1.0£6 , 1,115 1.132 1.151 1,180 1.21$ 1,252 1,289 1.J28 1,368 1.409 

Allocated E lpenses 10}87 14,316 14,316 14.389 , 15.371 15,602 15.861 16,263 16.751 11,2S4 11.712 IB,lOS 18.8S4 19,419 

OIhel ActivitIes 

l ibrary Operatirlg Cost Inclea~e '50 1,000 1,000 1.000 1.000 1.000 1,000 1.0013 1.000 

lota! ElpendilUf e ~ BelOIt lranslels 125,013 131,061 130,521 131 ,485 128,4H 132,104 131,228 142,B09 147,128 151,626 156,113 151,Ill 166,149 111,260 

1 r ;1I1 ~1r;r~!Q. O!lll'!.l.!.r..n..!t 
GF lransler 101 In fra~ t ruct~le CIP 8,062 6,180 6,180 6.1aO , a,055 8,844 9, '11 ',604 10m4 10.474 10,955 \1,410 12ml 12,610 

Dlher Ac!iv~ies 

Infrastructure ConlIibutlOll locrease 1.000 2.000 2.000 '.000 2,000 2.000 2.000 2.000 ' .000 

1 echnolo9y Fund Repa~nl 1 ,22~ 1.221 1,225 I,m 
Pvblic S;llery Bkl9_ Budllet Savings (2.100) (2.700J 

GF Tlansler 101 OIller Capilal Projects ,.,.. 3.720 3.720 3,170 , 1}47 1,636 I ,m 1.135 1.786 1.838 1,892 1.941 2,00) 2,063 

Debt Service 1,082 1,086 1,086 '88 , 1,0813 '29 m '" 1>' 1>1 m 112 ,~ ". 
""," 54 " " " 

, 
" .. " " " " " " " " 

101AL EXPE NDITURE S 140,821 142,OB9 140.074 140.936 139,398 146,382 151,141 156,941 161 ,1 41 166,140 171,964 111,35] 182,918 IB B.2I B 

Net Operaling SurptusllGap) 611 " (1,833) (2 ,5311 " (1,352) (4 ,013) (1,116) (1 ,662) 58 1,448 2,m 2,941 4.102 

Drawdown on Budget Stabilizallon Reserve 1,833 8JJ 
Comprehensive Annual Fin Rpt. Recon, 171 

Year,end sailIngs Irom HIM!) Freeze 1.704 

Subtoral 111 1,833 2,531 

GRAND NEl SURPl US(GAp] , ." I " I I 101 I " , 11.352) , (4,0211 , (l.116) , 11,662) s " 
, I,HB I 2,551 , 2,941 I 4,302 

(1) In ry 2010. S2.8 miltion in permanent bl.ldgeled compensalion sailings has been rnliad. 

11J Potrce union (PAPOA) de lerred their fV 2(110 negolialed salary inc/ease 01 SO,B milllOfllo fV 2011 

(3) Savings include ARC savings (r eliree medical requi red conlIibulion) 

;~:f~~. , . .. 



ATTACHMENT A-3 
'~-"'-:\l.~ ... ~ ~:"';~::-f"h?~;"""""''''''';::-' .,"'. ,,~:- ,'., - -, .~ ., ..... ' • "" --',' - . " '.' 'j .. ~. '-"" ;''',,- ~'».I:~9f'NTAG~CIIANGESINFORECASTFORREVENUESANDEXP.ENSES --

rV 2009 fY 2010 AS rv 1010 P ""''' rv 2011 fV 2011 fV roll FY 20H FV 201~ rv 2016 fV 201l FV 2018 FY 2019 ry 2010 

• • • • • • % , % CumulilR-! 

% Change 'lIo Ch ange 'JI, Change % Ch~oge Change Change Change Change Change Chaflge Change Change Change "4 Change % Chang! 

B.IlY£!l~ . 

Sales lazes (11.70%) (1.19'4) (\4 43'10) (1 1.89%) S98% 3.91% 4.08% 0 4% 4.' 2%" 0 0'.4 150% 300% "" 181% 

P,operly Tille\ 10.11% 1.16'10 136% 0.10% 0.50% 2.49% 374% 0.4% '00% 5,18'10 H!i% 462% 138. 189% 

UliWy Ur.el Ta. 114% 199'10 3.5\% U8"!. 0.11% ' .00% '1IIl' HIO% J IIIl% 4110. ' 1IIl' 400. ' 00' ..aD"!. 
1 ransoen! Occup,locy h . (10. 8~%1 (1.56'.4) (6 &4 '10) (S. W'Ie) " ,." 3.33'1. 2 86°4 4.24'-. 4.16% 4.99% 4.50% 3.26% 2 85% 108% 

Add~ lC)nal Holel Keen revenue 

Md~Oonal Mlng's Holel Revenue 

Documenlary l'~nsfe' lill (~2. $4 '1. ) ( 9.~ 5%) 5.10% 16,01% 11.17% 1.44% l69'" l.94% 2.94% 2 19% 0.94% (0.57 ';') 0.44'" 083% 
Ollie' h l es. Fines .!. Pen~" ies (S6]%) 7066% tl 1% (17.61%) 11.85%) 1.96% H2% 3.14% H8% 3.60% 365% 339% 3.41% 3.36'" 

Subtotal: Jares (1.81%) 0.2£'% (1.55%) (Ug%) 2.81% 1.64% 4.5£.% 4.41% 4,29% 4 . 5~% 4.05% U4% 1.16% 1.25% ~5 . 10% 

SeMe Fees &Peffnits (5 .• 3%) 1.51% 1'.44%) (8.83%) HO% 1.38% 1.87'10 2.92% 3.94% ).94% 3.95'10 ]95% t.2!1% 4.27% 

J(}II11 Service Agreemena (Slanford 12.40% 0.18% 12.10%) C2.86%) 354% 7.07% 4.29% 4.61% 4.92% 493% 49r.% 4.97% 501% ~.OO% 

IntereSI Eamings (10,04 %) (5.38';') (11,23%) (12.53'10) (0,9r.%) 1,82 '/' 28r.% ).$4 % ].75'" ] 83'/' 4. II'/' l5S." 2W/, 325% 

OIher re venues (06%) (1098%) (8.85%) 2.42% (2.27'/,J 1.8] '10 (10 89';') 2,55% 2.5r.% 2.56% 2.58';' 2.59% 260% 2.61 % 
Re imbursemenls 110m Other FUllds 1.]2% (732%) (805%) (091%J 0.60% 3.41'10 167'10 346% 4.02% 404% 41\6. "" 4 11 % 3.81% 

lot i l Revenun BelOle h ansl, (1.81%) (1.1 1%) 1t.69%) (1.50%) 2.10% ~. 11% 2.05% 1.91% ~ .01% 4.21% l.9S% 1.69% 1.21% 1.51% 41 .08'10 

1 ,ansle~ hum OIlier Funds 224% 11.54% \411'10 2.71% (B4%) 3.4 1% 268% 3.45% . 0]% 4.04% ' 06% "" 4.11% 381% 

I0 1Al R[V[ NUES (U1%) 0.48% (2.18%) (2 .63%) 0.B6% 4.01"10 2.13% 3.BS"lo 4.0&% 00% 3.91% 3.14% US% 3.55% 39 .26';' 

(' ;!'!nd'!"fl~ S 

6ar.e Salauu 271';' 221'/, 130% (2.19%) (7 .00"10) 0.00% 100% 2.00% 2.00'" 2.00'10 1.1\Il% 2.00% 2,00% 100% 1.67 '10 

Salary & Benef~ Redooions 10 be Negotiated {I) "IA "fA " fA 

PAPOA Salary Inoear.e Celena! m " fA NlA 

SaWlgs lromSEIU WA "IA 
Savin9s lrom MgmllPro f. "fA NIA 
Bener~ s (4 ,~ 'I,) 9.25% 9,25% 1.54 % (674 '10 ) 11.31% 5.15% 4.7S'/' 444% 4.49% 4.55'1. 4 . ~80.4 4.65 '10 468% 49 .45'10 

Subtotal: Salaries and Benefits 0.10% 1.24% 0.23% 0.08% (U3%) 3.10% 1.26% 05% 1.01% 1.11% 3.16% 3.1S% 1.19% 1.21 % 30.32-;' 

Conlracl Service$ 1.31% (IO. l. %) (5.33"10) 9.84 '10 6.46% I.~% 1.70% 250% J OO% loo'lo 3.00% loo% J.1IIl% lllll% 

SuWhes & Malerials (0.10%) 11.33% 1217% (3.86'10) (4.39%) 1.>0% 1.10% BO% JOO% 100% 1 00% JOO% 1 IIIl% lllll% 

Ger.eral E. penr.e (1.83%) Il 15% 1~ . l a 'lo (3.3(}0.4) (B6%) 2.55% 26 1% 2.B5% 300% 2.99% lOO% 300'10 lOll'. 2.30% 

Rents. leases. &. EQuilY'leot (W.58'Io ) 19.53'1. 16.33% (12,(}5'1o) (5 48'1.) 1.50'10 1.10';' 2.S(}'1, 100% 3.(}O% 3.00% 3.00% 3.00'/' 3.00% 

Allocaled bpenses (30.39'10) 39.17% 39 11% 0.51% 1.37% 1.50'4 1.70';. 2.50'1, 3.00% 3.00'10 lOO'/' 300'10 1 00% 3.00% 

10lai hpenditUles Brlore Ira (41.21%) 4.84% H I% 0,12% (Ul%J 3.29% 1.41% ~ .01% 3.02% 3.06% 3.09% 3.08% 3.11% 108% 31 .21'10 

1 t31!lli!;1J.!l~J.l.l!!!~ 
GF Tr~ns le r lor Inlraslruc lure CIP 13.77% (lJ .34'1,) (23.34'10) 000'10 30.34'/' 9.80% 4.15';' 4 26% 4.38'1, 4.4 8% 4.60% 4.10'10 UO% • . 90% 

Projects 39.50% (0.52%) (41$2'10) (},OO"lo (53 (14 '10) (6.35%) 100% 2.91% 2.94 '4 2.91% 2.94'" 2.91 % 288% 100'10 

Debl Service (0.01%) 038% 0.36% (9,02%) (0 ,53%) (14 .00'10) (19.07'/.) (0.40 '1,) 0.68'10 (0.31'10 ) 015'10 (0.10%) 0.3 1% (69.04%) 

Other 115.38'1. (50.00'10) (SU.OO%) 0,00% 0,00'1, 4.00'10 4.00';' 4 00% 4.00% • . 00% 0.00'4 OOO'!. 0,00'4 0,00% 

lOIAl [ XP[NOIlURES (lH8'1o) 0.90'4 (O.S]%) (0.81%) (0.4B%) 5.01% 1.94% l 1S% 3.0&% 3.09% 1.IJ<l1. 3.11% 3.11% 2.B6% 34.37 '/. 

. -



ATTACHMENT B 

TO: 

ATTN: 

FROM: 

DATE: 

HONORABLE CITY COUNCIL 

FINANCE COMMITTEE 

CITY MANAGER 

February] 6,20]0 

DEPARTMENT: ADMINISTRA TIVE 
SERVICES 

CMR: 143:]0 

SUBJECT: Update to Long Range Financial Forecast, 20]0·2020 

RECOMMENDA TION 
Staff recommends that the Finance Committee review and comment on the attached forecast of 
revenues, ex penses, and reserve leve ls and forward it to the full Council. 

BACKGROUND 
Attached to thi s report is the City's updated General Fund Long Range Financial Forecast 
(LRFF) for the fi scal years 2010 through 2020. The LRFF identifies key issues that will guide 
the upcoming 2010-1 I budget process and affect the City's future financial condition. In 
addition, the December 15 report (CMR 478 :09) is attached, containing copies of the September 
8, October 5, and December I, 2009 reports to Council. 

DISCUSSION 
This Long Range Financial Forecast and analysis demonstrate the irrefutable reality of the City's 
structural deficit, which will only get worse with each passing year. The City cannot continue to 
maintain the same portfol io of services at current levels given its shrinking revenue base . As 
Stephen Levy of the Continuing Study of the California Economy aptly commented regarding 
municipal finance for California cities "the arithmetic doesn't work. Something's gotta change." 

Although the worst of the recession may be behind us, the pace, if not the fact, of the recovery is 

in question, particularly in California. Nationally, economists point to increased Gross Domestic 

Product, some increase in consumer and busi ness optimism, and increasing manufacturing orders 

as evidence of a nascent recovery. However, California's unending fi scal quagmire and high 

unemployment rate continue to negatively impact the City's finances. Until job creation picks up 

considerably , consumer spending resumes, and property values grow at something like their prior 

rate of increase , the City's fi scal position will continue to deteriorate. 

Furthermore, even when that local recovery takes hold, the traditional revenue sources will not 

sustain the current array of City services, employee salaries and benefits, and extensive 

infrastructure . Thus the City will need to trim its serv ice offerings, find new sources of revenue, 

or continue to prune the benefits packages offered to its employees in an equitable manner. 

CMR :t43: IO Page I of 4 



The Forecast assumes that one-time adjustments are made in FY 201 0 to bring thi s year's 
deficits to zero, but no structural adjustments are made for the future. Moreover, the Forecast 

does not fully fund the $510 million infrastructure liability, which if not adequately addressed, 
will lead to significant long-term damage to the City's physical assets . Therefore this Forecast 

illustrates the magnitude of the work that remains to balance the General Fund budget. 

The following table summarizes the base Forecast presented in the report. 

SUMMARY LONG RANGE FINANCIAL FORECAST MODEL 2010 (SOOO) 

FY 2009 FY 2010 n 2010 F'OOl1 FY 1012 FY 20\3 fY 2014 FY 2015 FY a:J16 fY 2011 FY roll F'Y 2019 - fY 

" , 
lalu ! &9,IW s mia!!' $ 66:&48 $ 68,806 S 71 ,OIll S 73,701 S 76.63!i S 80.2~ S 84,m S 81,78\ S 91,236 S 93,980 S 91,245 

43,260 ~ 2,~ 40,821 42,190 4-4,301 43 ,276 44,646 46,286 H.~ 49,786 S1 ,616 !13,S87 ~.662 

R8;mbu~ents Irom Other Funds 11,483 10.643'·· iO.ss9 10,790 II,ISS '1 ,456 1I,8~ 12,:m ' 12,827 IJ,34lI 13,B92 14 ,463 15,OU 
f,,,,,, 

Salilri&s and Bener" 91,581 92,117 91,787 95,172 101,335 106,1211 112,179 117,330 122.647 128)17 13H)45 1-40,163 

Non·Salary ElpendluraS 33.432 36;\44 38.1)4 38,980 39,918 41 ,434 42,4112 43,726 45,006 """ 47,686 0,067 

InftaJttudVre Fund and Capitll Plojects \4,64! '.900 '200 10,248 11 .480 12,896 1J,339 13,810 '4 ,3 12 14,&47 15,417 1£1,02.4 

603 SO< 

1.833 

For FY 2010, the Forecast projects an initial funding gap of $6.3 million. This is an increase of 
$0.9 million from the $5.4 million gap projected in December 2009, due primarily to a further 
decline in sales tax revenue. The $6.3 million can be reduced by a net $4.5 million through the 
following measures': 

• Salary savings from vacant positions-$1.2 million 
• Savings from non-salary one-time reductions-$1.8 million 
• Savings from Public Safety Building funds that were budgeted but not spent-$2.7 

million 
• Repayment of Technology Fund-($1.2 million) 

These measures leave a net operating gap of $1.8 million in FY 2010, which can be offset by 
drawing on the General Fund's Budget Stabilization Reserve (BSR), ,leaving a balance of $22.9 
million or 16.4% of total General Fund expenditures. The $1.8 million draw on the BSR 
includes: (a) the $0.8 million transfer to the Technology Fund at Council's direction in January 
2010 (b) the $0.4 million transfer needed to complete the Technology Fund repayment; and (c) 
$0.6 million needed to close the expected FY 2010 gap. 

The Forecast does not include benefit savings from a two-tier pension formula of 2.0% at 60 for 
new employees, expected to be implemented in the spring of 2010. Nor does it include future 
employee contributions to health care premiums. 

Palo Alto is far from alone in facing these dilemmas; California cities in general are faced with a 
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narrowing revenue base. But in Palo Alto in particular, the departure of auto dealerships, 
competition from large retailers in neighboring jurisdictions, and lack of space to grow leave the 
City on shrinking fiscal ground. Even if the Silicon Valley economy does reasonably well over 
the next two to three years, the City will only partially benefit from that recovery, because of its 
narrow tax base and the delayed response of the housing market. 

NEXT STEPS 
The presentation of this Forecast is the first step of a process of ongoing discussions to formulate 
plans for balancing the City's budget. The chart below outlines one-time adjustments needed to 
achieve a balanced budget this fiscal year, as well as the magnitude of structural adjustments that 
will be required to balance the FY 2011 and FY 2012 budgets. The particulars of those $9.2 
million in spending cuts or revenue increases will need to be informed by all stakeholders, 
including community members, businesses, staff, and others. 

_. .. .. . --". _ .. ",: .~; ':,> Adjustll~ents Required to Address .':' ... -:--" ; 
~ .' . / 

. ,'.' . FY 2010 - FY 2012 Deficits ; 
, .... ~- .~ ~- . . --'-- , 

$ (millions) FY 2009 FY 2010 
(adopted) 

FY 2010 
(projected)' 

FY 2011 
(projected)' 

FY 2012 
(projected) 

Staff recommends embarking immediately on this multi-step process of reaching sustainable 
budgets for the future, including a clear timeline for presenting recommendations to Council. 

RESOURCE IMPACT 
As with any financial forecast, the fiscal impacts shown are estimates. Estimates of future 
deficits and surpluses, as well as the estimated costs of future financial challenges, are meant to 
guide future policy and budget decisions. 

Staff will introduce the recommended midyear budget adjustments to the Finance Committee on 
March 2, 2010 and continue the budget reduction proposals with the 2010-11 proposed budget 
process. 

POLICY IMPLICATIONS 
The Long Range Financial Forecast is a tool for Council's use in making policy decisions 
regarding the allocation of resources. 
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ENVIRONMENT AL REVIEW 
This report does not require California Environmental Quality Act (CEQA) review. 

PREPARED BY: 

DEPARTMENTAL HEAD APPROVAL: 
LALOPEREZ 
Director, Administrative Services 

CITY MANAGER APPROVAL: 

ATTACHMENTS 
Attachment A: Long Range Financial Forecast Fiscal Years 2010 to 2020 

Attachment B: CMR 478:09, "Additional Information Provided in Response to Finance 
Committee Questions on the 2009 Year-End Close," December 15,2009 
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TO: 

ATTENTION: 

FROM: 

DATE: 

SUBJECT: 

ATTACHMENT B 

HONORABLE CITY COUNCIL 

FINANCE COMMITTEE 

CITY MANAGER 

DECEMBER 15,2009 

DEPARTMENT: ADMINISTRATIVE 
SERVICES 

CMR: 478:09 

Additional Information Provided in Response to Finance Committee 
Questions 011 the 2009 Year-End Close 

RECOMMENDATION 

Staff recommends that the Finance Committee review and provide input on the additional 
information and responses requested on December I, 2009 when the Committee reviewed the 
General Fund financial results for FY 2009 and FY 2010. 

BACKGROUND 

On December I staff presented to the Finance Committee the financial results for Fiscal Year 
2009 and Fiscal Year 2010 as of November 20, 2009 (CMR:434:09, Attachment A). The 
presentation focused on the deficit that occurred at the end of Fiscal Year 2009 along with 
information provided on the local economy, the financial forecast through 2012, and budget 
reduction strategies for FY 2009 and FY 20 I O. After the presentation, Finance Committee 
discussion centered on important issues surrounding financial results for FY 2009, the financial 
condition of other municipalities, and the plans for addressing deficits FY 20 I O. The committee 
requested that staff return on December IS, 2009 with additional information and responses to 
their questions. 

DISCUSSION 

TIle Finance Committee wanted additional information for FY 2009 concerning the General 
Benefits and Insurance fund. This fund consists of three sub-funds. They are benefits including 
PERS payments, workmen's and liability. compensation other issues raised by the Finance 
Committee included deficits in other cities, public safety overtime and for FY 20 I 0 revenue 
projections for proper1y documentary transfer taxes. 
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Benefits 
As stated in CMR 434:09, staff maintained the General Fund benefit and insurance budget 
allocations for FY 2009 at the same levels as for FY 2008. The General Fund's benefit and 
insurance expenses at year-end, however, ended at approximately $1.8 million over budget. 
With such an overage, and in any other year, staff would look to the General Benefit and 
Insurance Fund (an Internal Service Fund) to cover thi s excess expense. As of June 30, 2008, 
unrestri cted reserves in the General Benefit and Insurance Fund were $3.2 million (page 124 of 
the 2008 Comprehensive Annual Financial Report - CAFR) which should have been sufficient 
to cover the $1.8 million overage. 

As background, many but not all benefits expenses and liabilities are centralized in the General 
Benefits and Insurance Fund (GBIF) and are then allocated to all City funds based on actual 
salary expense. Examples of these GBIF expenses inclu,je: pension, health care premiums for 
current employees and retirees, life insurance, disabil ity insurance, paid leave, dental, and 
general and workers compensation liabilities. As a consequence of some of these expenses being 
higher than expected, the GBIF's rescrves were reduced to $0.5 million at year end. These 
overages primarily were in the areas of unpaid leave liability and dental care premium expense. 

Since the GBIF balance was reduced to such a marginal balance, and to have some cushion to 
absorb unanticipated expenses for FY 2010, the GBIF was unable to absorb the General Fund's 
$1.8 million excess expense as it would have and did in prior years. While there were very small 
increases in general liabi lity and workers compensation expenses, it must be clarified that they 
did not cause the reduction in the GBIF fund balance. In other words, the general and workers 
compensation liabilities were funded appropriately and there were no significant expense 
variances as previously thought. 

The GBIF balance of $0.5 million at the end of FY 2008 will be replenished somewhat by health 
care premium savings in FY 2010 of$0.6 million dollars. This is a consequence ofCALPERS 
reducing the charges for the Preferred Provider Organization (PPO) health care premiums for 
two months due to one-time adjustments. Staff is analyzing the current budget to actual trends to 
identify any additional funding requirements and could make a recommended revision to the 
budget that could result in an increasing budget deficit for 20 I O. 

Deficits in Other Cities 
Based on the Finance Committee's request, the following table provides information on deficits 
faced by surrounding cities: 

($ milli ons) 

City Fiscal Vear Budget Defici t % of Budget 

Palo Alto 2010 $ 143 $5.4 3.78% 

2011 $145 $5 .6 3.86% 

San Francisco (citywide) 2010 $6,600 $53 • 0.80% 

2011 $6,600 $522 7.91% 

, , 
! 

t Livermore 
, 

20 10 $86 : $3.2 3.72% 
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i Oakland 2010 $430 $19 4.42% 

San Jose 2010 $984 $96.4 9.80% 

Mountain View 2011 $90 $4.1 4.56% 

, Santa Clara 2011 $158 $9 5.70% 

I Redwood City 2009 $85 $5.8 6.82% 

2010 $86.6 $8.2 9.47% 

Walnut Creek 2011,2012 $143 $20 13.99% 

San Carlos 2010 $29 $2 .7 9.41% 

As the data above indicates, Palo Alto is not alone in facing budget shortfalls . 

Overtime 
The Finance Committee requested data on overtime by quarter for the past several years . This 
information is provided in Attachment C. 

Salary Savings 
The Finance Committee requested confirmation that the salary savings projections in 2010 will 
be realized. The City Manager has placed a hold on the hiring non-critical positions. With this 
freeze in place, it is expected that salary savings in the amount of$I.5 million will be achieved. 
This includes covering the cost of overtime as well as temporary salaries. 

Staff reported on December 1, 2009 that the General Fund's has 622.51 Full-Time Equivalents 
(FTE) of which there are currently 45 vacant FTE. Should the City maintain this vacancy rate, 
an estimated $4.1 million in savings can be realized by year end. Of the 45 FTE, however, 10 
positions are considered critical for public health and safety and operations will be filled. This 
will reduce the vacancy savings by approximately $1.0 million. In addition, and because of 
overtime costs annually exceeding budget, anticipated salary savings must be further reduced by 
$1.6 million, The net anticipated vacancy or salary savings at year end is anticipated to equal 
$1.5 million at year end, The Table below shows these savings by department. 
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City Manager 

Administrative Services 

Community Servjces 

Library 

Fire 

Human Resources 
Planning and Community 
Environment 

Police 

Public Works 

Non-departmental 

Total 

Revenue Informalion 
Documentary Transfer Tax 

1,302 151 

3,709 147 

8,707 276 

3,297 IS6 

14 , 182 1,539 

1,544 193 

4,S31 390 

16,706 1,891 

4,831 337 

(1,3131 (2,2061 

60015 

lSI 

- 147 

(137) 139 

- IS6 

(679) 860 
I 

193 i 
(37) 3S3 

i 

(691 ) 1,200 
: 

(SI) 286 i 

- (2,206) 

3095 (1,595) I 500 

During the December I, 2009 Finance Comminee meeting, the Committee requested trend 
analysis of the documentary transfer tax results for FY 2010 that incorporated different 
assumptions for growth in the remainder of the year. 

In the report delivered to the Comminee (CMR: 434:09), staff stated that that this revenue source 
may have reached its trough and that revenues at year end were likely to equal $2.9 million. This 
conservative estimate assumed that revenues through the remainder of this fi scal year would not 
be materially different from December through June of the prior year. This assumption was 
based primarily on a persistently weak economy, poor credit availability , and data (through mid
October) that indicated transactions were running nearly 22 percent below the prior year levels 
for the same period. 

In addition, staff stated that transfer taxes from July through November 30, 2009 equaled $1 .5 
million, similar in amount for the same period in the prior fiscal year. Since revenues began to 
decline considerably from December of 2009 through June of 2009, performance through the 
first four months of this fiscal year would appear to indicate a strengthening in transfer taxes. A 
straight annualizing of year to date revenues (based on 9 of 24 remittances) would result in 
revenues of $4 .0 million at year end, an amount that does not appear achievable given plior year 
results and the economy. On December 9, staff received a remittance of $170,104 (#10 for the 
FY). This remittance exceeds that of the prior year period by $36,000 ur 26.8 percent indicating 
fUl1her stabi lization and poss ible growth in this revenue source compared to the prior year 

Before providing a reasonable range for year end revenues, the foll owing factors affecting thi s 
revenue category should be considered : 
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o Documentary transfer taxes ($3.30 per $1,000 of value) are dependent on the volume of 
transactions in any given year 

o These taxes are based on the mix of transactions between commercial and residential 
properties where one large commercial transaction can be the equivalent of numerous 
residential transactions 

o Seasonality plays a role in projections since there are a higher number of transactions 
during the period March through August than during the remaining months 

o One or two large commercial property transactions, which mayor may not occur in any 
given year, can skew trend analysis 

The graph below plots remittances and available transaction data and depicts the· affect the above 
factors can have on under or over estimating revenues. 

'" ____ ._. ___ J:>'<>."-limentarilransfer Tax vs. Number of TransactiQns _______ _ 
S TtiO 

I" IlII 

;; 
r. 
E'" ., 
2 

$113 

$660 

t B82 
H60 

S260 

182 .+-
S 160 

Keeping in 'mind these factors, as well as data indicating a possible firming of transactions, staff 
now believes a $2.90 million projection represents the lower end of a reasonable projection. 
Assuming that revenues will grow by 10 percent for the remainder of the year, a projection of 
$3.25 million is attainable. A 15 percent increase would result in $3.32 million in revenue. 
Should the City realize another large, commercial transaction during the remainder of this year, 
an additional $0.1 to $.2 million may be realized. 

Another approach to determining a reasonable range of transfer tax outcomes is to use the 
historical percentages (ratios) of July through mid-December revenues to total fiscal year 
revenues for prior years (note that revenues from July through mid-December, 2009 equal $1.66 
million). The graph below shows these percentages, which range from a low of 31 percent in FY 
2002 (dot.com boom period) to a high of 53 percent (Great Recession period) in FY 2009. 
Remittance data dating back to FY 2001 and the percentages cited in this text can be found in 
Attachment D. 
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With the first remittance of December, it now appears that higher year-end revenue cou ld be 
realized. For example, a lower percentage, such as 50 percent or 48 percent (a 48 percent ratio is 
similar to that experienced in FY 2004 when the Ci ty was recovering from dot.com bust) would 
result in revenues 0[$3.3 million or $3.4 million, respectively . 

Based on the analysis above and respecting the fragility and potential surprises from a still weak 
economy, staff bel ieves transfer tax revenues could reach the $3.2 to $3.3 million levels by year 
end . 

Property Tax Revenues 
The Finance Committee requested additional analysis of property tax projections for FY 2010-11 
and wanted information on the assessed value added to the roll by new developments and 
property transactions or turnovers/sa les. The table below shows the secured property tax roll 
percentage changes for the City of Palo Alto dating back to FY 2005 

Fiscal Secured Property Percentage 
Year Va luaHon Change 

2010 $20.24 bi llion 4.4% 

i 2009 19.38 billion 11.5% 
, 2008 17.39 billion 7.2% 

2007 16.22 billion 8.9% 
2006 14.89 billion 9.3% 
2005 13 .62 billion 

Although the county does provide statistics on growth due to change in ownership and new 
construction, it is on a countywide basis . There are several variables affecting growth, but based 
on the maximum 2 percent increase permitted by law and realized from 2006-2010, the City'S 
growth rate to new ownership and construction is close to a low of 2.4 percent in 20 I ° to a high 
of 9.4 percent in 2009. A I percent increase in secured property value translates into 
approx imately $175,000 in additional secured property tax revenue. 
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At this time, the County is projecting that 2011 property values will have a negative .23 percent 
adjustment factor based on the California CPI. This means that assessed values for City 
properties will decline by .23 percent and offset growth due to property transactions and 
development. Given the precipitous decline in the secured property. assessed value from 2009 to 
20 10, growth is likely to be minimal for FY 20 II. It is important to note that property tax 
movements lag behind the increases and decreases in the more immediately economically 
sensitive sales and transient occupancy tax revenues. The long range forecast attached to the 
December I, 2009 CMR projected an increase of 2.3 percent increase for 2011. At this time, and 
given the most recent information that a negative CPI adjustment is likely, staff believes a I 
percent increase over the 20 I 0 projection would be more prudent. 

RESOURCE IMPACT 

The discussion in this report and the financial results depicted in the LRFF indicate impacts to 
ihe City'S General Fund. 

ENVIRONMENTAL REVIEW 

This is not a project for the purposes of the California Environmental Quality Act. 

PREPARED BY: 

DA\i1D RAMs G 
Assistant Director of Administrative Services 

DEPARTMENT HEAD APPROVAL: 

Director of Administrative Services 
...-- ---------

CITY MANAGER APPROVAL: 
". ./' 

_ __ ~'--'~-'<---__j=-::... .. -C..-"'."" .. .<,/=~~ ,., .. 
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ATTACHMENTS //~ 
Attachment A: CMR:434:09 Fiscal Year 2009 General Fund Discussion and Fiscal Year 20 I 0 

Financial Results as of November 20, 2009 
Attachment B: Excerpt from the Finance Commitlee Minutes of December 1,2009 
Attachment C: General Fund Overtime Trends 
Attachment D: Documentary Transfer Tax Performance 
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TO: 

ATTENTION: 

FROM: 

DATE: 

sunmCT: 

ATTACHMENT A 

HONORABLE CITY COUNCIL 

FINANCE COMMITTEE 

CITY MANAGER 

DECEMBER 1,2009 

DEPARTMENT: ADMINISTRATIVE 
SERVICES 

CMR: 434:09 

Fiscal Year 2009 Genera l Fund Discussion and Fiscal Year 2010 
Financial Results as of November 20,2009 

RECOMMENDATION 
Staff recommends: 

I. That the Finance Committee review and provide input on the General Fund financial 
results for FY 2009 and preliminary results for FY 2010, including staffs proposed 
financial plans for each of the two fi scal years. 

2. After Finance Committee review, direct staff to present this report to the full Council in 
January 20 I O. 

BACKGROUND 
Staff is providing the 2009 fi scal year-end financial results for the General Fund (GF) earlier 
than usual due to the severe downturn in the economy and the impacts it has caused to the City'S 
financial position. Because of a higher than anticipated budget gap in Fiscal Year ,(FY) 2009, 
staff is presenting year-end results in this report and wi ll provide the final audited financial 
statements to the Finance Committee December 15 . 

Looking at the cunent fi scal year, the continuing economic downturn requires revisiting revenue 
and expense performance and potential options to close a higher than expected year-end budget 
gap. In the FY 2010 budget process, a $10 million Genera l Fund deficit was identified. This gap 
was closed with a three pronged approach that relied on one-time reductions, program ClltS, and 
reductions in employee benefits and salaries. The latter was achieved through reductions in 
benefits to SEIU and management employees and a postponement of a police union salary 
increase. Unfortunately, these reductions of approximately $10 million have proven insufficient 
to stem the tide of declining revenues and the City is facing an additional $5.4 million deficit. 
Thi s deficit could con tinue to grow if revenues do not remain stable in the second half of this 
fi scal year. 
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The City of Palo Alto is not alone in facing this disturbing si tuation. The cities of San Francisco 
and Oakland have already pared their budget several times and are likely to face additional future 
drops in propel1y taxes. Juri sd ictions up and down the Peninsula are facing fluid, if disruptive 
revenue environments in which multiple budget adjustments are needed. Moreover, the size and 
nature of the revenue shortfall s, such as shifts in consumer spending patterns, likely require long
term structural expense changes. An updated Long Range Financial Forecast (Attachment A) is 
provided to show the projected de fi cits the City faces in FY 2010 and beyond . 

DISCUSSION 

Fiscal Year 2009 General Fund Results 
The drop in key revenue sources in FY 2009 required midyear budget adjustments to GF 
revenues and expenditures. Early in the year, staff estimated the FY 2009 budget deficit to be $8 
million and a plan was implemented to close thi s gap. The adjustments made to· revenues at 
midyear were close to projections. Unfortunately, however, the adjusted expense budget 
underestimated expenditures at year end and resulted in a GF defi cit of $4.8 million (in addition 
to the $8 million projection). This additional shortfall was mentioned briefly during the October 
5, 2009 Council meeting, but since staff did not have the specific data reviewed by the outside 
auditor at that time, it has not been discussed in detail until this repol1. The components of the 
shol1fall are outlined in the following table and explained below. 

Table I 
FY 2009 General Fund Deficit Summary 

Salaries ($2 , I 00,000) 
Overtime 

Police ($ 650,000) 
Fire ($ 250,000) 

Benefits ($1,800,000) 
Total ($4,800,000) 

Salaries 
The salary line item was over budget due to a miscalculation in the amount of expected sa lary 
savings. The adopted operating budget includes an annual factor feir salary savings. These 
savings result from 1) an expected vacancy rate or the number of positions that are not filled at 
any given time throughout the fiscal year; and 2) a salary expense "cushion" resulting from 
salaries being budgeted at the top step compared to actual salaries that are, for many employees 
lower (e.g., new hires). During the midyear budget process, staff included a second round of 
sa lary savings that did not materiali ze. The miscalculati on was not recognized in time to make 
additional expense adjustments. Staff has implemented monthly variance reports, as well as other 
controls, to avoid such occurrences in the future. 
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Overtime 
Overtime costs in the Police and Fire departments exceed the budget every year due to vacancies, 
di sabilities, minimum staffing requirements, and staffing of Station 8 for fire protection in the 
summer and emergencies. In a typica l year, these overages are covered by salary savings 
ci tywide or in the publi c safety departments. With the salary savings factor overestimated, 
however, the savings were not there to absorb the overtime excess. Therefore, the $900,000 in 
excess overt ime for these two departments contributed to the FY 2009 deficit . It should be noted 
that Stanford University reimburses 30.3 percent of all operating expendi tures including 
ove rt ime and the State of California provided reimbursements for Fire Strike Team activities. 
The $900,000 is not offset by these reimbursements. The City will receive these reimbursements 
in FY 20 1 I. 

Benefits 
The City has a General Benefit Fund (GBF) from which it pays its benefit expenses such as 
medical and workers compensation costs. This fund, like other Internal Service Funds (e.g., 
Technology, Vehicle), typically carries a positi ve qalance in the form of retained earnings which 
covers operations and project or capital needs. In the past, the balance in retained earnings in the 
General Benefits Fund helped cushion against year-end benefit expense adj ustments. 
Specifically, workers compensation and general li abi lity costs, which reflect yearend actuarial 
adjustments (based on incurred but not reported expenditures) can fluctuate considerably but are 
not known until year end as they are based on the volume and severity of c1a.ims. In most years, 
the GBF and the Fund's retained earnings are sufficient to cover unexpected liabi lities as well as 
any overages in other benefit categories such as medical premium expenses. 

Anticipating that retained earnings in the GBF were sufficient to cover benefit expenses in FY 
2009, General Fund benefit expenses were held constant from FY 2008 to FY 2009. This 
practice has been implemented in past budget years in an effort to keep a reasonable balance 
between retained earnings balances in the GBF and what expenses are budgeted in and allocated 
to GF departments each year. Disappointingly, benefit expenses at the end of FY 2009 came in 
$1 .8 million over budget due to higher than anticipated claims. 

Establi shing an ann ual budget depends on a number of variables that can be diffi cult to predict 
and are subject to change. In high performing years, the City has enjoyed cons iderab le cushion 
in its budget that has allowed midyear adjustments with negligible impact on the bottom line. In 
times of sustai ned economic downturn, cushions such as higher than anticipated revenues, are no 
longer present. Margins that are extremely tight due to falling revenues, low Internal Service 
f'und reserve balanccs, and pri or expense reducti ons have become tighter and mure difficult to 
maintain. Of the $4.8 million FY 2009 deficit shown in Table I, on ly the $2. I million in 
underestimated salary expenses could have been foreseen at midyear (midyear report was 
presented to the Finance Committee on March 10) and later. The remaining expenditures, on the 
other hand, are fina lized at year-end and thus sufficient data is not availab le for earlier 
adjustments. 
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Budget Balancing Plan for Fiscal Year 2009 
In order to solve the $4.8 million deficit for FY 2009, staff proposes postponing a budgeted $4.8 
million transfer to the Technology Fund. This will have the effect of lowering GF expense and 
eliminating the General Fund deficit. This one-time deferral will reduce the Teclmology Fund's 
retained earnings to $51,000 net of encumbrances and re-appropriations. The $4 .8 million 
transfer will result in planned teclmology projects such as radio infrastructure improvements and 
library RFID implementation being delayed. In addition, technology infrastructure replacement 
schedules will need to be revisited and adjusted accordingly. As a consequence of this action, 
the Teclmology Fund is at an exceptionally low balance and will need to be replenished via 
future transfers from the GF so as to not severely impact technology operations. Currently, 
repayment over a four year period is being contemplated. The only other immediately available 
option to solve the deficit would be to draw down the General Fund Budget Stabilization 
Reserve, but since the City is experiencing extremely volatile economic conditions which have 
implications for FY 2010 a reserve drawdown in FY 2009 is not recommended. 

Fiscal Y car 2010 Financial Results To Date 
On September 8 and October 5 (CMR: 394:09 and CMR 358:09 in Attachment B), staff 
informed Council of potential further deterioration in General Fund revenues and the possible 
need for budget adjustments in excess of the $10 million in reductions already incorporated in 
the Adopted FY 2010 Budget. Due to the extended recession, City revenues will fall 
significantly below budget in FY 2010. Since FY 2008, sales, transient occupancy, 
documentary, and interest income have fallen by a combined $8.2 million. In addition, permit, 
golf course fee, and traffic fine revenue also have dropped by $1.1 million since FY 2008 due to 
the economic environnlent. Cumulatively, this represents a $9.3 million downward swing in GF 
resources over two years and it has caused an additional budget deficit for FY 2010 which is 
estimated now at $5.4 million. Attachment C shows the performance of revenues through 
November 20, 2009 relative to the budget. Due to the timing of payments (e.g., sales and 
propel1y taxes) and seasonal factors, these results must be viewed cautiously. 

Revenue Performance in FY 2010 
Sales Tax 
Sales Tax revenue is the General Fund's third highest revenue equaling 14 percent of its 
resources. In recent years sales tax has become 8 highly volatile and fragile source of City 
income. Whereas FY 2008 actual revenues were $22.6 million; it now appears the City will 
realize $17.7 million in FY 2010. This represents a $5 mill ion or 22 percent decline in a very 
short period of time. To place it in perspective, this $5 million drop equals 77% of the FY 2010 
Library budget. 

The projected $17.7 million in sales tax revenue is $2.0 million below the FY 2010 Adopted 
Budget. The primary cause for the decline is economic and the secondary cause is a dramatic 
decrease in the amount remitted by the State in its semi-annual "triple flip" payments for FY 
2010. With the exception of one economic segment (electronic equipment), all sales tax 
segments - autos, department stores, miscellaneous retail, furniture/appliance had dreadful 
results in the second quarter. In fact, all of these areas had the lowest "benchmark year" 
performance in this qUal1er compared to 8 prior "benchmark year" quarters (a benchmark year is 
the current quarter reporting period plus the prior 3 qUal1ers). New auto sales fell to $1.1 million 
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compared to $1.8 million in the second quarter of2007. For the same periods, department store 
sa les have fallen from $2.7 million to $2.2 million, while miscellaneous retail sales dropped from 
$1.9 million to $1.5 million. Even the normally resilient restaurant sec tor has turned downward. 
The Ci ty's .outside sales tax consultant believes that sa les taxes may fall as much as 15 percent in 
the upcoming third quarter compared to the prior third quarter. This would be consistent wi th 
the prior 2 quarters and wou ld not bode well for the critical fourth quarter holiday sales season. 

Furthermore, on October 14 , the State notified jurisdictions of lower "triple fli p" payments. 
Whereas the State advanced the City $5.7 million in FY 2009, in FY 20 10 its payment dropped 
to $4.3 mi lli on, a 24.6 percent reduction. While there is a solid rationale for reducing the City's 
"tri ple flip" payment given the economy and statewide sa les tax receipts dropping by 20.8% in 
the second quarter, the State seems to have underestimated what the City will reali ze in sales 
taxes at year end by around $0.4 million. The State eventually will reconcile its payments to 
actual resu lts for FY 20 10, but not until the following fi scal year. 

In contrast, the State's "triple flip" payment to the City for FY 2009 was higher than justifi ed by 
actua l resu lts. Since the Sta te reconciles its payments to actual results in the following fiscal 
year, consequently the "true up" for FY 2009 will result in a $0.8 million reduction in payment 
for FY 20 10. By adopting the "triple flip" payment system to solve it s budget di lemmas, the 
State has furt her complicated sa les tax projections . 

Trans ient Occupancy Tax (TOT) 
City TOT revenues have been soft . Revenues from January through June 2009 were 29 percent 
below those of the prior year. In july 2009, revenues were below July 2008 by 21.3 percent. 
The Senior Games did have a salutary impact in that August revenues were only 8.7 percent 
be low the previous August; but September' s resu lts resumed thi s sector' s weak trend line being 
21 percent below September 2008. Based on performance to date, a downward adjustment of 
around $0.2 million will be recorrunended at midyear. 

Investment Income 
With the Federal Open Market Committee (FOMC) keeping interest rates low fo r a longer than 
expected period, the City' s interest income has dec lined. Although short-term interest rates on 
Treasury instruments are close to zero percent, the City is earning nearly 4 percent on its 
portfolio . This rate of return is a consequence of earlier, long-term investments that have not yet 
matured. This rate will decrease and staff believes a downward adjustment in inc.ome of $0.2 
million is necessary. 

Property and Documentary Transfer Taxes 
Property taxes are track ing close to budget and are expected to be on target at year end. Despite 
a weak housing market, property va lues in PaJo Alto have remained relatively stable. There are 
indicati ons from the County, however, that a large number of commercial properties throughout 
the County are filing for reassessments which wi ll lower future property tax receipts. No hard 
numbers are avai lab le at thi s' time, but an impact on thi s revenue ca tegory can be expected in the 
next few years. 

Although the trans fer tax has fall en from $5.4 million in FY 2008 to $3. 1 million in FY 2009, 
receipts from Ju ly through October are only sl ightly lower compared to the same peri od of the 
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prior year. This may indicate that the bOllom of this revenue source has been reached and will 
hold steady until year end. At this time, the budget of $2.8 million in FY 2010 for the transfer 
tax appears realistic and will likely be increased to $2.9 million at midyear. 

Utility Users Tax 
Results to date indicate the telephone tax will exceed estimates, while utility related revenues 
will be lower than anticipated. The net result is that this revenue SOUrce will likely be adjusted 
upward at midyear by around $0.2 million. 

Parking Violation Revenue 
lhe City has collected $0.4 million or 20 percent of the $2.0 million budgeted in Parking 
Violations to date. The number of first quarter citations issued is 29 percent lower than previolls 
first quarter results, while, due to a decline in downtown occupancy and the slowdown of retail 
spending, the number of vehicles monitored has decreased 16 percent. Based on the 16 percent 
checked for compliance, year end Parking Violation reve.nue is projected to be $1.5 million, or 
$0.5 million short of budget. Staff will be reevaluating the cost recovery levels of the program 
and make recommendations to balance revenues and expenses. 

Permits 
Permit process ing has declined approximately 14 percent or $0.6 million. Although the 
valuation of projects submilled for permit issuance is higher than the prior year, stricter lending 
qualifications and conservative spending practices have lengthened the time applicants require to 
finalize their projects. While some permit fees are collected at the beginning, most are 
recognized when the permit is finally issued. Projects that do not go to completion do not pay 
the costs of processing their permits part way. This collection system should be reevaluated to 
ensure that the program is covering its costs throughout the permit process. 

Plan Checking Fees 
Fees for the processing of applications have decl ined approximately 14 percent due to the 
recession. This line item is expected to be decreased at midyear by $0.3 million .. 

Golf Course Revenue 
The economic environment has affected the number of golf rounds played in Palo Alto and 
throughout the industry. The projection for FY 2010 of 76,000 rounds at the course is being 
revised downward to 72,000 rounds, thus reducing revenues by an estimated $0.2 million. CSD 
is examining ways to keep the golf course competitive with other nearby municipal golf courses. 
It will be important to develop a long-term plan for the golf course (which is in need of 
additional maintenance and upgrades) given the significant drop in rounds and as the associated 
costs of running and maintaining the course continue to increase. It is important to note that the 
Golf Course suffered a $0.3 million loss in FY 2009. Staff will return during the fi scal year with 
fUrlher recommendations on how to address the golf COUIse deficits and a long-term plan. 

Class Registration Fees 
The Community Services Department (CSD) experienced a 6 percent decline in program and 
camp registrations thi s summer, demonstrating that the recession has had an impact on class and 
program act ivity. CSD fee revenue will be adjusted downward at midyear by approximately 
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$0.4 million. The department is working with class producers to look at new programs and 
revamp old ones by using evaluation information from participants. CSD will look at new 
methods of marketing (including banners through the city, school flyers and e-mail blasts from 
Friends groups). 

Cost recovery levels will need to be reviewed and difficult policy decisions made regarding 
programs that may not be recovering their costs or are being duplicated by surround ing 
competition. The City is likely at a point where it will no longer be able to sllsta in the number of 
Community Services programs offered, and a prioritization of programs wil l be needed wi th 
input from all stakeholders. 

Other Revenues 
This revenue source includes facility rentals, special events fees, and other miscellaneous 
revenues. It will be decreased by approximately $0.3 million, due to an economy related 
decrease in demand for these services. 

Attachment D shows, in considerable detail, GF revisions to revenue projections for FY 2010 
and FY 20 II based On the discussion above. 

EX (lenSC Performance in FY 2010 
With the except ion of overtime, regular sa lary expenses are in line with their budgeted levels. 
This is supported by the discussion below on the salary savings expected in FY 2010 due to 
vacancies. These savings represent one of the proposed steps for so lving the expected year-end 
deficit. 

Overtime Expenditures Compared to Adjusted Budget 
General Fund Overtime Analysis: 
TIle following chart shows total overtime expenditures reaching 73 percent of the adjusted 
budget on a ci tywide basis while straight line usage would indicate 39 percent usage through 
November 20. The table below shows thot Fire, Police, and Public Works Departments are the 
principal departments exceeding their budget. 
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Table 2: FY 2010 Ge nera l Fund Overtime As of November 20 

CITY OF PALO ALTO 
FISCAL YEAR 2010 MIDYEAR FINANCIAL REPORT 

AS OF NOVEMBER 20, 2009 
GENERAL FUND OVERTIME 

(In thousands or dolfars) 

I Adopted I Adjusted % of 
Categories Budget Budget Actual Adj Budget 

" . -" - .. .-,-- .. ' -

City Allorney 
City Auditor 
City Clerk 7 7 
City Council 
City Manager 3 3 
Administrative Services 45 45 12 27% 
Community Services 105 105 42 40% 

Library 58 58 22 38% 
Fire 1.018 1.018 1,041 102% 
Human Resources 4 4 
Planning and Community Environment 67 67 18 27% 
Police 1.000 1.000 568 57% 
Public Works 113 113 75 66% 

Totillqvertlme · ~ i42f) . ... 2'420[ 
' .. .. , ,' " . 

1,7701 · 73% 

• The Fire Department has used 102 percent of its annual overtime budget through 
November 20, 2009. This is due to Station #8 staffing ($0.2 million) and Medic-J 
staffing ($0.1 million), with the remaining amount of $0.7 million resulting from backfill 
for minimum staffing requirements due to sick leave, vacations, and workers' 
compensation light duty assignments. 

• The Poli ce Department's has used 57 percent of its annual overtime budget. The 
customary work of busy shifts, case writing, investigations, and court appearances on off 
days as well as an increase in the 9-1- 1 dispatch center as more senior Police Dispatchers 
train newer employees are the cause of Police exceed ing budget to date. Traffic control 
services at Stanford football games and other events are partially offset by 
reimbursemenLs from the university and organizations. 

• The Public Works department has used 66 percent of its overtime budget. The 
department has had limited staffing in custodial and maintenance areas and has used 
overtime to maintain minimum service levels. The departmen t is currently using limited 
hourly personnel to assist with custodial and maintenance services . Overtime costs are 
expected to rise further as the temporary salary budget is exhausted. This department's 
OT budget is small in compar ison to the Fire and Po li ce departmen ts. 
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For historica l and more deta iled information on public safety overtime costs see Attachment E. 

Budget Balancing Plan for Fiscal Year 201 0 
Although department expense budgets, as a whole, are wi thin their expected target range, the 
dramati c fal l in revenues requires immedi ate action to achieve a balanced budget. The foll owing 
table shows the revenue adjustmen ts di scussed above and the acti ons reco mmended to close the 
ex pected $5.4 mill ion gap. These acti ons are explained below. 

Table 3: FY 20]0 Proposed Budget Balancing Plan 

Reve nue Impacts -OOOs-

Sales Taxes -2 ,005 , 
Parking Vio lations -460 • 

Fees/Permits -1,551 

Re turn on Investments -238 

Other Revenue -186 i 

Increases in Speci fic Revenues 144 ' 

i Total Reve nue Impacts -4,296 

Expense Impact -1,131 i 

Total GF Impact -5,427 . 

Expe nse Offse ts - Proposed 

Salary savings - hiring freeze 1,500 , 

Public Safety Build ing 2,700 : 

Budget Stabilization Reserve 1,279 ' 

Repayment of the IT l oan -1,225 ! 
Non-Salary Savings 1,000 i 

$3 M illion Solution Salary and Benefit ! 
Gap to Offset 173 ; 

, 
Tota I Pro posed Offsets 5,427 i 

Net Change 0 

Salary Savings 
Staff is now moni toring salary savings due to vacant positions on a monthly bas is. The General 
Fund's has 622.5 1 Full-Time Equivalents (FTE) of which there are currentl y 45 vacant FTE. 
Should the City maintain thi s vacancy rate, an estimated $4.1 mil lion in savings can be reali zed 
by year end. Of the 45 FTE, however, 10 posi tions are cons idered cri tica l for public health and 
safety and operations will be fill ed. This will reduce the vacancy savings by approximatel y $1.0 
mill ion. In addition and because of overtime costs annually exceeding budget, anticipated salary 
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savings must be further reduced by $1.6 million. The net anticipated vacancy or salary savings 
at year end is anticipated to equal $1.5 million at year end. Attachment F shows these savings by 
departmen t. 

Public Safety Building 
It is proposed that the remaining encumbrance for the public safety building capital project be 
red uced by $2.7 million. These funds were designated for completing design work and since this 
project has been postponed and there is no land currently identified for the building, it is 
recommended they be returned to the original source of funding the General Fund's Budget 
Stabiliza ti on Reserve. This project will then retain $0.3 million to allow for evaluation of 
alternative facilities. 

Budget Stabi li zation Reserve 
The extraordinary economic cond it ions, precipitous fall in revenues, and time required for 
implementing further expense reductions, cause staff to reluctantly recommend a one-time draw 
on the General Fund Budget Stabilization Reserve (BSR) of $1.3 million. With the City's 
participation in the California Securitization Program (CMR 41 3:09), the $2.5 million pro'perty 
tax " loan" by the State (cited in CMR: 394 :09) that would have required a draw on the Budget 
Stabil iza tion Reserve has been neutralized. The Ci ty will now receive bond proceeds through 
the Program at the time property taxes are deducted from the State, thereby keeping the G F 
whole. 

The one-time $1.3 million drawdown will reduce the BSR to $24.6 million or 17.4 percent 0'[. 

budgeted expenditures. City policy requires that the BSR remain at a minimum of 15% of 
expenditures. If the reserve falls below this level the policy will need to be amended or an 
excepti on wi ll need to be approved by the Council. Having a healthy level of reserves is cri ti cal 
for cmergencies or severe economic di slocations such as the one we are enduring. Therefore, it 
is appropriate to use it in FY 2010. In future years, however, additional expenditure reductions 
or revenue enhancements will be required to avoid drawing down the BSR below required 
minimum levels (see Attachment A - the Long Range Financial Forecast). 

Additional FY 20 10 Budget Reductions and Expenses 
To minimize the draw on the BSR, staff will attempt thi s fi scal year to find $ 1.2 million in non
sa lary and other savings. Contracts, travel and training, and materials and services will be 
scru tini zed to achieve this before year end, Staff had hoped to find such savings in FY 2009 (to 
offset the $1.131 million expense impact cited in Table 3 above), but was unable to identify 
them, Withou t these reductions, an addi tional draw on the BSR may be needed . This will be a 
chall enging but necessary exercise to close the anticipated gap. 

Because of the $4.8 million drawdown on the Technology Fund in FY 2009, it is important to 
replenish the Technology Fund. To do so requires a $ 1.2 milJion annual payback over four 
years, This payment is reOected in the Table 3 ahove. 

FY 20 I 0 and Future Fiscal Year Challenges 
A Ithough staff be li eves that if all of the above budget sol utions are implemented and revenues do 
not further dec line, a balanced budget would resu lt at year end, the tenuousness of the economy 
and uncontro llable expenses such as general liabi lity losses and workers compensation could 
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further adversely impact the budget. The City has already made repeated and painful expense 
reductions to balance its budget beginning with the dot.com bust and earlier and there are only 
more painful reductions left. Meanwhile, the City faces sizeable, new expense challenges. 

The Long Range Financial Forecast (LRFF) presented to Council on October 5, 2009 (CMR: 
394:09) has been updated based on recent revenue and expense dat a. The Net Operating Surplus 
(Deficit) line in the forecast for FY 2010 shows a deficit of $5.4 million in FY 2010. Below this 
line are the recommended solutions (d iscussed above) to so lve the projected deficit. Even with 
the solutions proposed for FY 2010, the General Fund still shows continuing Net Operating 
Deficits in Fiscal Years 2011 through 2020. 

Com pounding these defi cits are additional costs and li abilities the City will face in the near 
future. These "below the line" liabilities and costs cause the City's deficit to equal $5 .6 million 
in FY 20 II and to grow considerably until 2020. These include: 

I) CalPERS will increase retirement contributions from participating jurisdi ctions starting in 
FY 2012 due to signifi cant losses in its investment portfolio. The City of Palo Alto 
estimated increases will rise from an additional $ 1.0 million in FY 2012 to $5.4 million 
in FY 2015 . 

2) The annual contribution towards the citywide employee retiree medical liability will rise 
by $1.4 million per year with the General Fund's share at $0 .7 million 

3) The new library and community center expansions and rehabilitations require 
approximately $1.0 million in incremental annual operating expenses beginning in FY 
2013. 

4) The current rate of funding from the General Fund and Infrastructure Reserve, which is 
around $9 million per year, is about $6 million less than what is required to fund the $302 
million infrastructure backlog or liability. Moreover, the Infrastructure Reserve balance 
cu rren tly stands at $6.4 million and is expected to decline to $2.7 million in FY 2011. 
New revenues or a rea llocation of expenses are necessary to fund needed infrastructure 
work . 

Offsetting these deficits, but not included in the LRFF, are the savings from certain benefit 
changes implemented for SEIU and management employees. These include a second tier 
retirement plan (2 percent at 60) for new employees and an employee contribution to medical 
expenses that is to take effect in FY 2011. Similarly, the City will need to seek salary and 
benefit savings from Fire and Police whose costs represent 39 percent of the GF's budget. 

It should be noted that the CalPERS Board recently adopted a plan to share excess reserves in the 
preferred provider organiza tion health plan with local agencies by providing a two month 
"premium holiday. " This results in a savings to the Gerieral Benefit Fund of approximately $0.7 
million citywide in FY 20 I O. Given the minimal balance in the GBF, staff proposes that these 
sav ings be used to bolster the Fund 's balance in preparation for any year end unanticipated 
liabi lity expenses. 
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The reconmlendations to balance the FY 2010 budget primarily consist of one-time adjustments 
(e.g. draw on reserves, vacancy savings) to get us through the current fi sca l year. During this 
time, the Council, community, and staff will need to address the long-tenn deficits the City 
faces. In addition to further contributions by employees, expense reductions will be necessary 
and must involve prioritizing City programs. Also, additional revenues must be explored. 

During the FY 2010 budgeting process, the Finance Committee discussed what has come to be 
known as 'Tier Two" reductions (Attachment G). These reductions were placed in abeyance 
until such time as a clearer revenue picture emerged in FY 2010 and need now to be revi sited. In 
addition, and because of the magnitude of the City's financial challenges, a list of near, medium, 
and long-term alternatives are presented to foster further discussion of how to balance the 
General Fund's budget (Attachment H). It is important to note that many of these options have 
significant policy ramifications and/or legal or other obstacles. They are being introduced at thi s 
time, however, as examples of issues to discuss and with the expectation that they will generate 
other related solutions. The Executive Leadership Team (ELT) has scheduled a retreat to take a 
comprehens ive look at these initial recommendations and it is expected that thi s list will undergo 
further refinement before it is presented to the full Council. 

ELT will examine the best practices identified in a recent League of California Cities publication 
("Municipal Fiscal-Health Contingency Planning," Western City, pp. 18-23) to plan for the 
difficult · cost reduction process ahead and for proposals to Council. General strategies 
recommended inel ude, for example: 

p Proposing reductions that reflect the fewest service impacts to the community 
o Describe service impacts and make process transparent to all illvolved parties 
o Craf1ing operating expenditure reductions that arc real and feasible 
o Reductions must be ongoing and net of any related revenues, fees or grants 
o Maintain essential facilities , infrastructure and equipment at reasonable levels 

Once ELT develops a process and identifies possible reductions, staff will propose these to 
Council. 

Conclusion 
Criti ca l revenues sources have declined by a total of $9.3 million since FY 2008. The recovery 
in these revenues is expected to take multiple years, and it is entirely poss ible that some revenue 
sources never regain the levels reached in peak yeors. Beginning in FY 20 I 0 the City has taken 
proactive measures to begin paring back its expenses. By establishing a two-tier retirement 
structure and requiring employees to contribute to medical expenses (still to be negotiated with 
Fire and Police unions), the City has taken a major step toward addressing its unsustainable 
expense structure. But there is considerable work ahead. Even with the current year deficit 
closed, expenses will outpace revenues in each future year. The City must decide how to cut 
those expenses back - which programs and services are lowest priority . This is likely a multi
year process. 
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RESOURCE IMPACT 
The discussion in this report and the financial results depicted in the LRFF indicate impacts to 
the City's General Fund. 
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CITY OF PALO ALTO LONG RANGE FINANCIAL FORECAST General Fund ($000) 

Attachment A 

LONG RANGE FINANCIAL FORECAST MODEL 2009 ($000) 
" 

n 2(109 fY2010 FY 2010 FY 2011 fY 2012 fY 2013 FY 20" FY 1015 fY 2016 fy 2011 FY 2018 FY 2019 FY 2020 

_Adopted Projtcltd 
Actu,1 Bu~,,~ . Budget 

I!!!.<nrn. 
Sales Tales I 20,089 I 19,650 I 11.~5 I 11.962 I \8,430 I 18,983 I j9,6~7 I 20,04 I 21 .200 I 21,941 I 22.$99 I 23.05' I 23.568 

Property T31CS 25.~4 5 <'5.751 ".nB 16.379 27,325 28,379 29,689 31,136 32,735 . 34,337 35,936 36,804 37.879 

Ulility UserlaJ 11,030 11,250 11,417 12,513 13,156 13,676 1),973 14)03 15,486 16.328 11,200 18,011 18,966 

T f 3f1s letll Occupancy 13:1 7.111 7,WJ 6,850 6,987 l, UD 1,3+4 7,656 8,019 U20 B,799 9,065 9,34< 9.631 
UUmf 1 axes, Fines & Penalties 5,440 5,633 5.274 5,390 5,510 5,656 5,828 6,016 6,187 6,338 6,418 6,464 6.592 

Sublot .. I:Tnu 159,1 15 69,285 . '6,~· 1S9,lSl 71,M! U,DlI 16,19) !D,l O! 1<,021 11.W !I,ll8 9J ,7~ 96,1556 

SaNice Fees & PermHs 16}10 17,431 - 15,814 16.516 11,800 18,133 18,661 19,391 20,162 70,958 21,784 22.119 23.690 

Joinl SefVice Agteetnenls 1,796 '?,857 1,857 B.166 8,519 8,940 9,356 9.818 10,306 10.820 11 ,360 11,932 ' 2,533 
(Sl.lIlloid UnivMity) 

InlBresl Eallings 1,008 ' 1,900 1,66' 1,646 1,616 1.72~ 1.185 1,852 1,923 1,001 t"3 1,095 2.163 

OtMf reventl8s 17 ,2~6 1~;~52 15.235' 15:484 lV&4 13.971 14,330 1~.695 15.010 IM56 15,854 16.264 16,686 
Keimoursemenls flom UIhot" Funds 1'.4a3 ' ' .. 10,(;U '10,6~ 10,799 11,018 11,392 11.185 12,260 12)55 13)]( 1) ,815 14,382 U,93O 

Tolt! R('V~uu 123,851 ·_.12~414 '."118;11" 121.922 tU,uJ1 121J1W 132,110 131,330 144,244 1!1O,2)l 156,lo.t Hi',I41 166,ISI 

Tr3fls leni from 011111" Fund$ 11.6U Ifi£4 . · 19,~ 18.109 19.192 19,135 20.417 21)39 22,097 72,995 13,933 24,915 25,665 

TOTAL SOURCE OF FUNDS 141,n2 . - '4~,IJ8 i.J7,MO 140,6J I u ~,aoo W.Jlt 153,127 159 .... IH,:WI 17l.241 110,017 l H,061 192,523 

fxooodttu(JI 

8me ~es 62.104 63,512 . 63,512 6~,007 6fi.014 61,309 69,171 72,002 14,841 17,192 "',660 64,049 87,365 

Salary 6 Bfln~rt Reduclions to be Negotiated PJ , (3,000) 
PAPOA Salary IACf835e DcltKr~ 1'1 i7,9<) 

Negoll3lod Savings tram SHU 
. ':. 

(1,11~ (1,122) (1.246) (1,271) (1,31~ 11,361) (1,416) (1.'73) (1 ,532) (1,59~ (1.657) 

NeoolialOO Savings IrM1 Mgml.JProl. (""') (006) (811) (839) (66<) (B9B) (93<) ~71) (1,01~ (1 ,OS1) (1,093) 

Benefll, 29,411 ,1,205 31,205 32,935 34.113 :lim 38,715 40,769 4t"3 45,143 47,666 50,245 52,963 

Su b!o!.I: s.lariu . nll' BMer,tl ",Sll . ?1,117 111.195 9. ,914 H.711 100,m l D'S,113 110,511 11 5,.433 121),590 125,'16 131,B50 137,518 

Cenlrad Services 10.100 . 9:076 10,076 9,804 9,951 10,12'0 10,313 10,1)8.4 11,005 11.335 11.675 12.025 12,386 

Supplitn & Maleriiils 3,013 3.S47 J.S47 . 3,460 3.532 3,592 3,6S2 3,793 3,906 4,023 4,144 4,269 097 

General Elpense 9,008 . IQ;193 10,193 9.610 10,121 IB.J85 10.681 11,002 11,330 \1,670 12,020 12,381 12.665 

Ran!" Le~ses. & Equipman! I,OU dl2 .: 1,212 1,213 1,231 1.252 1.283 1,322 1,362 1,402 1,445 1,488 1.532 

Allocated E);pense5 , 0,287 · 1~,3'6 14,3.16 U,613 14.832 1 5,O8 ~ 15.46.2 15,925 16,403 16.895 17,402 17,92' 18,462 
" 

To!.\ hpendiwrt l 125,OIl 1~.1 ,06 1 '~2,219 131,lU 131,386 141,405 "1,294 1S3)J7 159,440 1&5,,1} In,m 17',717 111 ,010 

lU:nIfm 12 Ql.bl( EIIOdl 
La: Iransror k)(lntraslrUCUHe !,;IP 10.397 :. · 6,i ~O !. 6;100 MOl 8,84< 9,211 9,604 10,024 10,474 10.955 11,410 12,021 12 ,610 
llF \fallsror lOt 011181' eap'lal pro)eC1S 4,251 3,120 ),710 1,741 1,636 1,685 1,735 1,186 1,B38 I,B92 1,947 2,Cm 2,063 

Debl SeNice 1,082 1·98.6. 1.086 1.080 929 751 749 75< 751 753 751 75< 134 

Olher 84 .' .. 42 " 41 .. 45 47 " 51 51 51 51 51 

TOT At USE Of fUNDS 140,827 . ' 142.~B9 ·' 43,261 145,163 149,839 15oC,091 159,429 1S~,8S{1 112,!I54 179,568 l Ui,m 194.566 201,tn 

Net Opmllng Surplu./(Der,cU) 

'" 49 (5,~ 27) (4,632) (4)39) ~, 1") (6,302) (' )11) ~)") (6,320) (1,1") (I,,",) ~,456) 

Ql b@rActlyl!!n 

Mdilk:lnar Rellremanl ConlributiOn InClease 1'1 (1,031) «n4) (4.%3) (5,369) (5,756) (6, 14~ (6,5<1) (6,963) (6,%3) 

Retiree loIedicct Coslll1CteCf;e (735) (735) ~35) (735) (735) (735) , n3~ (135) ~3~ (735) 

libllLi"y Operating Co~ llrcreCf;e ~50) (1 ,000) (UXIO) (1,WJ) (1,000) p ,<Xll) (1,000) (1,<Xll) (1,<Xll) 

In lrdSlwt!lIff! Contribul'on Inctea~e (1 ,<Xll) (1,000) (1,000) (1,000) (2,000) (1,000) ~,ooo) (1,<Xll1 (1,<Xll) 

T ec.hnology Fund Repaymenl 11.215) (1 ,215) (1,21S) (1,2151 
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Attachment A 

CITY OF PALO ALTO LONG RANGE FINANCIAL PLAN 
General Fund ($000) 

PERCENTAGE CHANGES IN FORECAST FOR REVENUES AND EXPENSES 
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Attachment A 

Budget StablJlutJon Reserve 

Beginning Balance 

lol(From) Reserves 

CAFR adjus lmenls 

()ne·~me Olly Increasesl(Decreas&S) 

Ending Balann 

"401 T olal Expenditures 

. . '-
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CITY OF PALO ALTO LONG RANGE FINANCIAL PLAN 
General Fund ($000) 

GENERAL FUND RESERVE SUMMARY ($000) 

Adopted Projected 

Fl 2009 Fr20 l D fY 20 10 FY 201 1 FY 2012 FY 20 13 fY 2014 FY 2015 FY 2016 FY 2017 
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TO: CITY COUNCIL 

FROM: CITY MANAGER 

DATE: OCTOBER 5, 2009 

ATIACHMENT B 

DEPARTM,ENT: ADMJNISTRATIVE 
SERVICES 

CMR: 394:09 

SUBJECT: Fiscal Year 2010 Budget Update 

RECOMMENDATION 
Staff recommends that Council review and provide input on the FY 2010 I" Quarter Update and 
structural budget issues identified in this City Manager Report (CMR). 

BACKGROUND 
As a consequence of the "Great .Recession" and the decline in economically sensitive revenues 
such ·as sales and transient occupancy taxes (fOT), budget deficits were identified for FY 2009 
and FY 2010. In the FY ·2010 Operating Budget process, the City identified a General Fund $10 
million budget gap. This projected deficit wo.uld have risen to $12 million had the City 
incorporated. a pay raise for management and SEIU employees . . Hence, the budget proposal 
assumed zero increases for these groups. To solve the $10 million deficit, the City implemented 
$3.7. million in savings from department and service reductions (this included the elimination of 
20.3 Full . Time Equivalents J?ased on vacancies and retirements); a S 1.4 million revenue 
enhancement; $2.2 million in temporary reductions in transfers to the Capital Improvement and 
Retiree Medical Liability Funds; and $3.0 million ·in employee compensation and benefit 
reductions. The latter category savings was dependent on the City negotiating compensation 
and/or benefit concessions from management ·and City unions. 

The City is still in the process of negotiating with SEIU, discussing henefit changes with 
management, and finalizing a salary deferral with the Police union (approximately $800,000). 
The Fire union has decided to take its contracted salary increase this fiscal year. The 
Management and Professional Group has already made a contribution in the variable 
management compensation program (VMC) totaling $657,000 for the General Fund. The City's 
latest proposal to SEIU is available on the City's website at 
h II P :/1w\w,I. c It yo fDa loa I to. org Iia born eo olla 110 ns 

In the City Manager's FY 2010 Operating Budget transmittal letter, the possible need to revisit 
deeper service cuts and savings strategies was discussed. These deeper service cuts were 
described as the "Tier 2" li st (Attachment C) and they included, for example: eliminating Ole 
disaster preparedness program; eliminating the Police traffic team; and contracting out golf and 
parks maintenance work. Layoffs could result with these recommendations, which the City has 
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sectors, a permanent change in consumer spending would have a substantial effect on the City's 
General Fund fmances. 

Results to date for the transient occupancy and documentary transfer taxes have not changed 
since the September 8 report. TOT receipts from January to June in FY 2009 were -30 percent 
lower compared to the prior year period and July 2009 revenues were -21.3 percent under those 
in July 2008. As with sales tax, if receipts do not improve, midyear adjustments of between $0.2 
and $0.5 million may be needed. Documentary transfer taxes, which fell from $5.4 million in 
FY 2008 to $3.1 million in FY 2009, continue to show weakness. Revenues through September 
2009 were -36 percent below the same prior year period. At this time, however, staff does not 
foreSee adjustments to the $2.8 million to be collected in this category forFY 2010. 

Atta~hinent Bshows actual revenue receipts through the middle of September in comparison to 
the FY2010 Adopted Budget. As mentioned, it is too early to draw firm conclusions from this 
information, but in aadition to the arcas cited above,those !hilt bear further scrutiny and close 
monitoring are parking violations, phin checking fees, and building permits. These areas had 
especially weak results .in FY 2009 which may. ~ontinueinto FY 2010. Property -taxes, the 
Geneml .Funds' highest single revenue source, is expected to be close to budget at year.end based 
on recent County projections. 

FY 2010 Expenses . . . . . . . . 
As with revenues, it is too early in the year to detect important expense variances. With the 
exception of overtime in the Police and Fire departments, which typically exceed their budgets 
due 'to minimal staffing requirements, there is ·no .dis,cernable expense trend causing .concern at 
this time. If the City cannot ilchieve the $3 million insalruy ane! benefit sa\'ings discussed above 
and incorporated into theYYZOIOblldget, a deficit.wouJd result. 

"Tier 2"1tems and Action 
Should revenues not perform as forecast or salary or benefit concessions . by the unions and 
management not be realized, the City will be forced to utilize "Tier 2" expenditure reductions. 
During the FY2010 Finance Committee budget hearings, these reductions were discussed at 
lengih and they . were called to the. attention of the full Council at budget adoption. Again, 
Attachment C lists these items and provides a description of the potential cuts. These include, 
for example: 

o Eliminating the current Disaster Preparedness program 
o Elirriinating the City 'sshuttle service 
o Contracting out parks and golf maintenance work 
o Eliminating Police traffic control services 

Tier 2 reductions will impact services to the community and will result in position reductions. 

Structoral or Systemic Budget Issues 
To substantiute the position that the City faces structural budget issues, staff has modified the 
Long Range Financial Forecast (LRFF) presented in the FY 20 10 Adopted Budget. Based on 
new data and known liabilities, the Net Surplus (Deficit) line in the forecast has been adjusted 
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The current rate of funding from the General fund and Infrastructure Reserve, which is 
[uound $9 million per year, is inadequate to meet the annual $15 million needed to offset 
the $302 million liability in any predictable or reliable way. The Infrastructure Reserve 
balance currently stands at $5.2 million and is expected to decline to $ 1.6 million next 
fiscal year. Without replenislunent from General fund surpluses over the next few years, 
which will not occur, the ability to sustain $9-$10 million of annual General Fund 

.in/i·astructure work is unlikely. New revenues are necessary. 

5. Although one-time in nature and supposedly to be repaid in 3 years, the City faces a $2.5 
million property tax takeaway by the State to solve its budget deficit. This cut will 
decrease the General Fund's Budget Stabilization Reserve, impact the City'S cash flow 
and interest earnings (the City currently earns around 4 percent on its investments and 
the State 'has proposed repaying the 'principal with a 2 percent interest rate), and reduce 
flexibility in dealing with unforeseen needs. The City, with the League of California ' 
Cities is exploring our options . .. Even with statutory protections against State takeaways 
oHocal.revenues, the ·State can withhold revenu'es in 'fiscal emergencies and the S.tate's 
record on · coping with such· eme.rgel1cies. is well-documented. Having solid and 
substantial reserves protects the City from the State risk. 

In addition to the structural issues cited above, the City · faces additional threats on the revenue 
side. Outlined each year in the Long Range financial Forecast, City revenues and the services 
they fund face an array of risks. TIlese can include, for example., risks to sales tax and the TOT 
through: community opposition .to new business and hotel developmcnt.(e.g., .the loss on-Iyall 
Rickey's); the potential exodus of automobile dealerships; surrounding big box stores that cause 
leakage of local spending and sales tax to surrounding jurisdictions;lossbf sales tax to Internet 
sales; and,' most recently, the threat of consumer.; .. spending 'less in retail areas ' such as the 
downtown and . Stanford Shopping Center . . It is important to note \hot nearly 50 percent of the 
General Fund's roughly $20 million in annual sales tax is generated by 25 businesses. The \08S 
of one of these enterprises can have a substantial impact on continuing services' as we know them 
today. 

Additionally, the impact of Statewide initiatives and legislation s\lCh as Proposition 13 (property 
tax); Proposition 218 (revenue thresholds); and required super majority (2/3) approval for 
General Obligation bond funding limit the City's revenue raising options. And of course, the 
financial markets crisis and Impact on lending as well as the dysfunction of State government all 
impact tllC City. 

Conclusions 
Actual revenue and expenditure data to date do not definitively indicate new downward budget 
adjustments at this moment. As additional revenue and expenditure data materializes, however, 
further adjustments at midyear may be necessary. 

As indic~ted in a plior report (October 2007) on maintaIning a Sustainable Budget (CMR: 
387 :07). the City may be faced with determining its long-term service priorities . It must be 
recognized that the City provides a wide and high level of service and dedicates sizeable annual 
resources in such areas as the school district ($6.6 million in FY 2009 for the Covenant Not to 
Develop as well as additional expenditures on field maintenance and outreach programs) and to 
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PREPARED BY: 

DEPARTMENT HEAD APPROVAL: ~g1LEii~r=---""----

Director 0 Administrative Services 

CITY MANAGER APPROV AL: --,-,:-=~~~;::~,--,-;e-=-----1-!+._L-t-L-_ 
ger 
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ATTACHMENT A City of Palo A)to 

City Manager's Report 

TO: FINANO: COMMITTEE 

FROM: CITY MANAGER 

DATE: SEPTEMBER 8, 2009 

DEPARTMENT: ADMINISTRATIVE 
SERVICES 

CMR: 358:09 

SUBJECT: Review of Preliminary FY 2009 Revenue Analysis 

RECOMMEND A TION 

Staff recommends that the Finance Committee review and discuss preliminary General Fund 
revenue performance for FY 2009. . 

BACKGROUND 

As 8 result ortlie current recession and consequent decline of key General Fund revenue sources, 
the Finance Committee requested a late summer assessment of FY 2009 revenue performan·ce. 
This assessment was to include a comparison of actual revenue receipts to the FY 2009 Adjusted 
Budget and to prior year resu lts. The variance analysis could lead to necessary mid year budget 
adjustments and allow the City to be proactive in reSolving unforeseen budget gaps. 

It is critical . to note that the FY 2009 numbers presented in thi s report are unaudited and that 
there are potential accruals that may result in subsequent changes. StafT is not presenting a year 
end expense analysis at rhis time. Since accruals and incurred, but not reported, expenses in .such 
areas as workers' compensation and general liability have not been fully booked and allocated to 
departments, staff believes an expense report is premature and could be potentially misleading. 

In addition, the Committee requested an earlier review of FY 20 I 0 quarterly 'revenue and 
expense results. Staff anticipates presenting a full analysis in late October 2009, but offers the 
following insights into preliminary trends in this report. 

DISCUSSION 

The crucial backdrop to the result s .in this report is the dismal s tate of the economy. IIi what has 
come to be called the "Great Recession," the City's key and economically sensitive revenue 
sources have declined significantly since FY 2007-08. Rising unempl.oyment rates, tightening 
credit markets, deteriorat ing' residential and commercial property markets, and diving consumer 
confidence have driven down publi c revenue streams across the country. The City of Palo Alto 
has 1I0t been immune from the recession . 
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Documentary Transfer Tax 
This important revenue source, which is based on the number and value of commercial and 
res idential property sales, has inoved down sharply during the recession, Rising to the mid $5 
million level for the past 5 years, it retreated to $3,1 million in FY 2009, While close to the 
adjusted budget, this result was 42,5 percent or $2,3 million below FY 2008 results, The poor 
performance is a consequence of the commercial and residential markets coming to a virtual 
standstill. Commercial transactions decreased due to low occupancy rates and residential 
transactions were minirt1Jl1 due to sellers holding onto their homes during a period of market 
softness, In addition, credit conditions were abysmal due to the collapsing credit markets for 
commercial and jumbo home loans, 

As with sa les tax and TOT, documentary transfer tax revenue estimates for 2010 may require a 
midyear adjustment. Results for the month of July 2009 were nearly 40 percent under those for 
July 2008, Cun-ently, the adopted budget for FY ·2010 projects $2,8 milli on in transfer laxes, 
$0.3 million below actual FY 2009 revenues, With credit markets slowly returning to more 
normal activity, staff hopes this revenue source will rebound and obviate the need for a midyear 
adjustment. 

Fines & Penalties 
This revenue category consists primarily of parking violations and IibralY fines, Revenues are ' 
below the FY 2009 Adjusted Budget by 16,6 percent or $0,5 million, and 4.7 percent or $0.1 
million below prior year results, The negative variance is primarily due to parking violations, 
which came in 28 percent or $0.6 mill ion below the adjusted budget. The combination of 
industrial injuries to Community Service Officers and fewer cars in violat'ion of parking 
regulations have led to ihis drop, Should vacancies cQntinue, an adjustment to adopted budget 
revenues may be necessary , 

Pennits & Licenses 
The downturn in the economy has heavily and negativel y impacted building related fees. Permit 
and license fees were J 6.5 percent or $0,9 million below the adjusted budget and J 7.4 percent pr 
$0,9 million below the prior year, Compared to the budget, new construction permit fees are 
down 13 ,7 percent or $0 ,4 million while plan check fees were down $O,J million, 

In the new fiscal year, July 2009 building fee revenues are up by $0', I million in comparison to 
July 2008. This may signal an upturn in this revenue category, which would preclude a midyear 
adjustment. 

Return on Investment 
Interest income came in higher than the adjusted budget for 2009, but was under prior year 
results by 6 ,9 percent or $0.2 million, With the Federal Reserve keeping interest rates low to 
stimulate the economy, the City' s portfolio yield has declined to the low 4 percent range over the 
past two years. It is expected that yields will continue to decline as higher yielding instruments 
maturc and the City continues to buy securities in the 3 to 4 percent range, An adjustment at 
midyear may be necessary if interest rates do not trend upward , 
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PREP ARED BY: 

Depu Director, Administrative Services 

Co - SHARON BOZMA 
Budget Manager, Administrative Ser ices 

DEPARTMENT HEAD APPROVAL: ~lli~iliEz:::=t::::::==---~ 
LAL , 
Director of Administrative Services 

~ 
CITY MANAGER APPROVAL: ]-;;M~%.E~'-"6-i...:?!-",-:,. 7'\---

JAMES E 
CityM 
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Attachment B 
CITY OF PALO ALTO 

REVENUE ANO EXPENSE RESULTS THROUGH MID-SEPTEMBER 
COMPARED TO THE ADOPTED FY 2009 BUDGET 

GENERAL FUND 
(In rhou.,nd. 01 dolt".) 

I I Adopiod I AdJusled 
Categor es Budget Bmlgel 

Pre AdJuslod I I I 
%01 

EnClIlllbr EnclIInbr Aclual Blldgel 

. " . .. .. .. . .. 

R2veD!!eI & Olher Source. 
Sale. Tax 19,650 1,682 
Property Tax 25,752 n 
Transient Occupancy Tax 7,000 578 
Utility Users Tax 11,250 2,357 
Other Taxes and Fines 5,633 1,204 
Charges lor Sarvlces 20,238 2,813 
Permits & Licenses 5,056 943 
Ralurn on Invastment 1,900 5 
Rental Incoma 13,655 2,450 
From Other Agencies 92 15 
'Charges To Othar Funds 10,643 1,761 

1 935 

3,808 

EXllen!!l!ur!" & Other U ••• 
City Anomey 2,569 21 667 539 
City Auditor 999 I, 246 162 
City Clerk 1,512 1,524 17 486 
City Council 296 309 35 70 
City Manager 2,395 2,646 33 61 487 
Admlnlstratlvo Services 6,761 6,910 5 187 1,296 
Community Services 21,876 22,nO 203 2,839 4,173 
Fire 25,166 25;546 99 495 4,600 
Human Resources 2,837 2,970 126 501 
Library 8,386 6,688 164 . 
Planning and Community Envlronmenl 9,858 10,603 658 
Police 29,998 30,239 . 385 
Public Works 13,484 14,ln 934 

Operating Transfers-Out 

• Excludes encumbrance,. reappropriation and Infrastruclure reserve 



\ 

Department 
RR 
CSD 
CSD 
PIJI 
POL 
POL 
POL 
POL 
PWD 
PWD 

Attachment C 

Oly of Palo Alto 
I"tema1 Budget Hearings - FY 2010 Summary 

Tier 2 ttems 

OtMar Options 
Eliminate Disaster Prepate<hass Div 

Park Maintonance - Contract ouI net """"""" 
Golf eoors.e Maint - 'Contract out net expense 
EUminate Sh'tJttle 
Traffic Team .. ~ 
School Reo Officer Prg 
Pol Record Special is1 - Front Desk Records 
Program ASsI I - Crime Analysis 
Eliminate Tree Trimming Confract 
COntract out Tree Trimming 
Subtotal 

General Fund 

Re\lenue 
(33.400) 

(100.000) 

(133.400) 

(442.826) 
(122.957) 
(176.352) 
(256.000) 
(626.433) 
(161.772) 
(82.m) 
(94.037) 

(379.000) 
(46.737) 

(2.368.887) 

Additional Fina.nce Commtttee aparking Lot' Recommendations 

Evalu"a lulura O<9"Jllz.ation of DES Conso/idalJooiCOortinalion 
Regionaliz.alion options for Rra Services 
RegionaJization options for Police Services 

FTE 
(1.00) Occupie<J 

(5 .00)~;oo 
(7.00) 7 Occup;od 

(400) Occupied 
(1 .00) Clccupied 
(1 .00) Occ~ied 
(1.00) Occupied 

(1 .00) Vacal1t 

FIR 
FIR 
Police 
Police 
Police 

Reduce the Pol"" Department Budge< by $500.000 - Pol.,., Chief 10 identify redu::tions 
Reduce the Police DepartrT.ent Budget by $492,000 - Fonanc. Committee r1!Commondod reductions 

Add back 0.5 Fta Volunteer CoorCllna:tor (Salary & BenefItS) 
Reduce the TraJfi<: Team by one-half (Inslead of elimination) 

1.0 FTE Pol'"", Officar (salary & benefrts) 
1.0 FTE Police Agent (salary & benefItS) 
Add back r9Verwe 

Reduce positions listed below by one-half instead at eliminatIon 
Schoof Resour"" Officer (0.5 FTE Polce Agenl) 
Crime Analyst Program (0.5 FTE Crime Analyst) 
Police Outraach (0.5 FTE Program Assistant I) 

$ 52,000 

(154.000) 
(158,000) 

50.000 

(79.000) 
(56.000) 
(47.000) 



Planning & Community Environment· $ 256.000 

Eliminate the City's shuttle service. There are not City FTE associated with this program 

and its termination would resuH in $256,000 in annual savings. Eliminating the shuttle 

program would reduce mobility and transportation alternatives within the City. 

Police Department· $ 865.015 

Eliminating the Traffic Team would result in the reduction of $626.000 in expenditures 

and $100,000 in revenue. Included is the reduction of four FTE. The duties normally 

assigned to the Traffic Team would be assumed by patrol unilS. 

Eliminating the School Resource Officer (SRO) Program: During the FY 2010 budget 

hearings, one vacant SRO position was eliminated. The Tier 2 reduction would eliminate 

the remaining SRO position which is currently filled. The expenditure reduction is 

estimated at $162.000. 

Elimination of the Crime Analysis Program. This would resuH in the reduction of one 

FTE with an estimated expenditure reduction of $94,000. 

Elimination of Community Policing/Outreach program. This would result in the 

reduction of one FTE with an estimated expenditure reduction of $83.000. 

The Finance Committee also discussed the possibility of evaluating the flltuTe of 

regionalization options for the Police Department. Staff has not reviewed the costlbenefit 



strips to property owners, It would require a change to policy and to the Municipal Code. 

It would not impact Utilities line or emergency tree trimming clearing. 

The other alternative for the Public Works Department is the contracting out of Tree 

Trimming. This would result in the elimination of I FfE and a nct expenditure reduction 

of $46,000. 

The Public Works Department is recommending either/or for these options, not both. 



Attachment C 

CITY OF PALO ALTO 
FY 2010 FINANCIAL REPORT as of 11-20-09 

GENERAL FUND 
(In thousands of dollars) 

I Adopted I Adj usted 
Categories Budget Budget 

Pre Adjusted I I I 
% of 

Encumbr Encumbr Actual Budget 
, -, .- . 

Revenues & Other Sources 
Sales Tax 19,650 19,650 5,510 28% 
Property Tax 25,752 25,752 3,140 12% 
Transient Occupancy Tax 7,000 7,000 f,781 
Utility Users Tax 11,250 11,250 4,360 
Other Taxes and Fines 5,633 5,633 2,092 
Charges for Services 20,238 20,238 . 6,209 

Permits & Licenses 5,056 5,056 1,455 
Return on Investment 1,900 1,900 633 
Rental Income 13,655 13,655 4,780 
F rom Other Agencies 92 92 62 
Charges To Other Funds 10,643 10,643 
Other Revenues 1,605 1,605 

Jb'tal.·Revenu;;s . 1 22,~74 . .122;4'14 

Opera ting Transfers-In 19,664 19,664 
Encumbrances and Rea ro riation 6,564 

Toiai Sburc~s6{Fund8 . 142138 . 148;702 

Ex~enditu res & Other Uses 
Ci ty Attorney 2,569 3,343 8 601 970 47% 
City Aud itor 999 1,143 229 296 46% 
City C ieri< 1,512 1,524 16 655 44% 
City Council 296 309 31 107 45% 
City Manager 2,395 2,646 6 62 814 
Administrative Services 6,761 6,910 156 2,267 
Community Services 21,876 22,770 86 2,308 7,993 
Fire 25,166 25,546 10 648 9,156 
Human Resources 2,837 2,970 5 104 911 
Library 6,385 6,668 48 145 
Planning and Community Environment 9,858 10,603 158 953 
Police 29,998 30 ,239 337 
Public Works 13,484 14,177 104 
Non-De artmental 6,925 8,778 

Total Ex enditures 131 ,061 137,624 

Operating Transfers-Out 11,028 11,028 

Totat Uses of Funds 142,089 148,653 

49 49 

Be innin Reserves 22,176 22,176 

Projected Ending Reserves 22,225 22,225 

• Excludes encumbrances, reappropriation and infrastructu re reserve 



Attachment D 

City of Palo Alto 
General Fund Revenue Changes for FY 2010 and FY 2011· Detail 

($000) 

Detail 

axes 
Property Taxes 

ITr;a",' ie lnl Occupancy Tax 
Utility Use~s Tax 

City Utilities 
Telephone 

Sub-Iolal - Utilily User's Tax 
Taxes and Fines 

Vehicle In-lieu 
Documentary Transfer 
Parking Violations 
General (Fines, Forteitures & Penallies) 

Sub-Iolal - Olher Taxss and Finas 

Total Taxes and Fines 

I C~la r(leS for Services 
Stanford Fire/Police Service Reimbursement 
Golf Related Fees 
Class Program Fees 
Paramedic Fees 
Plan Checking Fees 
Cable Franchise 
Other Fees 

Sub-Iolal - Chargas lor Sorvicos 
Permllts and LIcenses 

Street Cut Fee 
Permits 
Licenses 

Sub-Iolal - Parmils and Liconsos 
Charges to Other Funds 

Cost Plan - Admin. Support to Other Funds 
Communication - Utility Reimb. for 911 Support 
Public Works Admin. Support to En!. Funds 
Othe r Reimbursements 

Sub-Iolal - Chargos 10 Olh.r Funds 
Rental Income 

Utilities Facility Charges 
Property Rental - Cubbertey Tenants 
Use of City Facilities 
Other 

Sub-Iolal - Ronlallncomo 
Other Agencies 

on Investments (Interest Income) 
Unrealized Gain/Loss on Investment 

Other Revenue 

Total Revenues (Prior to Oper. no", -In) 

IOr)eratirlQ Transfers- In 
Equity & Utility Transfers 
Parking Districts 
Other 

Sub-Iolal- Operaling Transfars-In 

Total Source of Funds 

553 
4,431 

73 
5,056 

Rovised 

703 
3,835 

73 
4,611 

150 



Attachment E 

Police and Fire Dopartments 
Overtime Ano1l'ysls tor Fiscal Yurs 2005 through 2009 

With Fiscal V • ., 2010 O.ta Through November 20. 2009 

n~CBI Yeer Ending June 30 

2005 2006 

POLICE DEPARTMENT 
evenlme E .. pen .. 

Original Budget $974 .426 $981,862 

Current Budget 1,028,337 1,009,705 
Net Overtime Cost· sel below 1 096,077 780,647 

Rem.lnlng Budget il67 740~ $229058 

Overtime Net Coal 
Actual Expense 11,229,851 $1405155 

len Reimbursements 
Sian/ord Communications 30,941 30,937 
Utilities CommunicatiO(\~ Relmbur~ement 17,'10.. 17,'102 
Locill A,,&nCles 11.) 32,617 34,565 
Federal Grants 
Slate Gr&n14 (8) 8,13S 65,835 
Police SeNJu Fees 37,188 49, 185 
Other 7,489 

l obt Reimburaeme .... t. 133,774 197 ,924 

Leu Depar1ment Vacancie, 375,515 -4 26,584 

Net Overtime Cost $1,096,077 $780!6-41 

Departmem Vacancll' (number of dlYI) 1,642 1,733 

FIRE DEPARTMENT 
Overtlma E.pon .. 

O.iglnal Budget $982,674 $959,389 

CUllent Budget 982,674 959,388 
Net Overtime Cos t - see below 877 ,892 637 ,310 

Remaining Dudget $1004 17e 2 $312,079 

Ovar1lma Nat CO$t 
Actual E)'pen6e SI,9~, 52!i1 $1 ,582,858 

leu Reimbursement.! 
Sianford Fire Service, (D) 592,828 <479,606 
CaI-FnifEMA (Strike Te ams) 66,269 
State Homelend s.cuf1ty 
Grent PrOllram (SHSGP) (e) 17,203 72,254 
Utban Area Securlly Inlliative (UASI) 26,782 
Department 01 Homeland Security fE) 

Tolel Reimburs.ements 610,031 6404 .911 

Leu Departmenl Vaconcie1; 468,606 300,837 

Net Overtime Cost !8n ,892 $6371310 

Depanment Vacanclea (number of days, 1,980 1 ,2 30 

NOTES; 
IA) Indudes Animal Service, conlract with los Alto!., Mountain VIew Dnd Lo, Altos HWls. 
CSI SUi te OtIice 04 Tratl ic Salely and ABC granla, 
IC) Included in !he SHSGP and UASI reimbursements 15 a smell amount 01 per diem re imbu flamanl. 
(D) Stanford reimburse. 30.3% 01 Fife e~penditures, 

2007 2008 

$',015,620 $1,036,815 

1.074,399 1,011,005 
1,025.1 '8 1.096,894 

~8,68' 112S,B8g} 

$1.185,657 $2 009.542 

39,342 65,079 
22.130 36,807 
36,.457 41,770 

63,344 4,672 
43 ,218 67,3110 
12,4.47 18,157 

716.938 233,675 

543,001 678,973 

$1025?'8 $1 ,096,88 -4 

2,280 2,766 

$ 1,032,674 $892.67-4 

1.032,6704 996,6704 
737,7eB 863,44 2 

$294,906 $133 232 

$1,860,757 $I ,7 H ,076 

~3,809 528 ,455 
85,531 140,22-4 

40,697 10,1604 
1,150 

690,237 679,993 

<132 .752 700,641 

$737,768 $663
1
4042 

1,740 81 0 

(E) RoimbuI5emeni from U.S, Depar1meot 01 Homeland Secur, ty for H8~Mel Contirluing Chellenge Training Conference (Sep 2009) 

unaudl /ed Ihlu lInD 
2009 2010 

$999 ,900 $999.900 

1,016.900 999,900 
886568 215,550 

$130,332 $784,350 

$1,665,842 $567 870 

42,160 11,466 
23,715 9,826 
37,413 13,0413 

10,99«1 
53,812 4B,035 
15,982 

1804 ,080 88,7-42 

595,1&4 763,578 

$B86568 $215,550 

2,402 50' 

$1 ,017,67-4 $1 .0 17,6704 

1.353,058 1,017 ,674 
0416,610 513,685 

$936,04-48 S503,989 

$1 ,591,261 $1,0040,777 

0482,152 315.355 
453,6 19 043.000 

04 ,3-42 

5,800 
940,113 358,355 

1304,538 168,737 

$416,610 $513,685 

760 "6 

1112512009 



Attachment F 

FY 2010 Salary Savings by Department 

In Thousands 

City Attorney 1,374 124 124 
City Auditor 487 25 25 
City Clerk 593 67 67 
City Council 65 5 5 
City Manager 1,302 151 151 
Adminlstrallve Services 3,709 147 147 
Community Services 8,707 276 (137) 139 
library 3,297 156 156 
Fire 14,182 1,539 (679) 860 
Human Resources 1,544 193 193 
Planning and Community Environment 4,531 390 (37) 353 
Police 16,706 1,891 (691 ) 1,200 
Public Works 4,831 337 (51 ) 286 
Non-departmental (1 ,313) (2,206) (2,206) 

Total 60,015 3,095 (1,595) 1,500 



ATTACHMENT G 

"Tier Two" Reductions 

Depl. Other Options Revenue Expense FTE 
Eliminate Disaster Preparedness 

FIR Div (33,400) (442,826) (100) 
Park Maintenance - Contract 

CSD out net expense (122,957) (5.00) 

! CSD 
Golf Course Maint - Contract out 
net expense (176,352) (7.00) 

PLA Eliminate Shuttle (256,000) 

i 
• POL Traffic Tea m (100,000) (626,433) (4.00) 

I School Resource ·Officer 
POL Program (161,772) (1 .00) 

Program Asst 'l - Police Outreach 
POL Program (94,037) (1 .00) 

Crime Analyst - Crime Analysis 
POL Program (111,353) (1.00) 

Eliminate Tree Trimming 
PWD Contract (379 000) , 
PWD i Contract out Tree Trimming (46,737) (1.00) 

Subtota l (133,400) (2,417,467) (21 .00) 



Ncar-Term Cost Savings 

Attachment H 

Budget Reduction Options 

I. InsLituLe a hiring freeze excepL for positions absolutely required for public healLh 

and safety. The City will look aL reorganizaLion around vacanL positions (short

Lerm wiLhin departmenLs and long-Lerm among departments), bUL it mUSL be noted 

LhaL significanL staff reductions and efficiencies have been implemented since Lhe 

"doL-com" bust 

2. Freeze or CUL all travel and meeting budgeLs unless criLical LO immediaLe public 

health and safeLY issues 

3. InsLituLe furlou ghs 

4. Review all consulLanL conLracts, particularly those jusL sLaning, LO deLermine if 

needed 

5. Defer any Capital Improvement Projects (CIPs) that are not absolutely essential 

6. Close public safety building design CIP and return funds to reserves 

7. Evaluate need for temporary positions including retirees who have been hired 

back to work 

8. Review staffing levels in departments where fee, fine or permit revenue has 

dropped, e.g., CSD classes, parking violaLions, and in development center. 

Design nexible budgets for Lhese areas 

9. Consider instituting a 2.5% reducLion for small departments and 5% for remaining 

departments 

10. InsLitute full COSL recovery for programs Lhat provide unique and limiLed service LO 

small populations 

II. InsLiLute full CosL recovery for adult classes. RevisiL the non-residenL fees and 

examine all programs where non-residenLs are nOL paying fees for use of CiLY 

facil iLies. 

12. Use the BudgeL SLabilizaLion Reserve LO balance the budgeL along WiLh other 

iniLiaLives in 2010. The goa l would be to make longer Lerm decisions during the 

fi scal year 2010 Limeframe. The drawdown should not Lake the reserve lower than 

15 percent of General Fund adopLed budgeL expendiLures 



Medium Term 

1. Institute a 5.0·7 .5% equity transfer on dark fiber fund 

2. Enhance and expand the Economic Develop Plan 

3. Negotiate away minimum staffing levels in Fire Department 

4. Have fire department use newest employees for OT work rather than most senior 

staff; same for police (i.e., staff according to reverse seniority) 

S. Have Fire department complete an evaluation (funds have been budgeted) on need 

for current levels and configurations of fire service based on predontinant number 

of calls for paramedic service 

6. Institute a two· tier retirement plan for public safety personnel 

7. Contracting out services such as parks and golf 

8. Decrease rental subsidies at Cubberley or restart negotiations with Foothill 

College 

9. Review all suppOrlto PAUSD to determine what the City can continue to provide 

10. Review the Cubberley Lease and the Covenant Not To Develop agreement with 

PAUSD to determine affordability and course of action going forward. 

I J. Revisit all HSRAP services to non· Palo Alto institutions with new budget cycle 

and focus resources on needy seniors, children, and teens in trouble. 

12. Revisit res idents and businesses paying for cost for sidewalk work at ) 0% per 

year and cap at 50% in year 5 

) 3. Revisit policy on property rental rates to be at or close to cost recovery as 

agreements come up for renewaL 

14. Move all employee groups toward assuming greater share of PERs "employee" 

contribution and all groups contribute towards the cost of health care. 

IS. Consider assessment districts - parks, sidewalks, fire and/or public safety. 

) 6. Begin GF service priority setting process with Council and community 

Long-Term 

17. Revisit new conference hotel in Palo Alto 

18. Develop LATP site as a source of rent or sell the land to Enterprise Funds 



19. Negotiate away no minimum staffing requirement for Police 

20. Review all police services for efficiencies and potential reducti on in least 

essenti al serv ices 

21 . Contract out , with reasonable response time specifications, paramedic service to 

outside agencies e.g., AMR 

22. Begin discuss ion with neighboring citi es e.g., Mountain View on sharing public 

safety services e.g. dispatch center, SWAT, wh ite coll ar units, border fire 

response 

·23. Explore and implement new revenue opportuniti es 

24. Revisit land use policies to prov ide the most benefit to the community 



ATTACHMENT B 

ORDINANCE NO.XXXX 

ORDINANCE OF THE COUNCIL OF THE CITY OF PALO ALTO 
AMENDING THE BUDGET FOR FISCAL YEAR 2010 TO REINSTATE A 
$809,000 TRANSFER FROM THE GENERAL FUND BUDGET 
STABILIZATION RESERVE TO THE TECHNOLOGY FUND. 

The Council of the City of Palo Alto does ORDAIN as follows: 

SECTION 1. The Council of the City of Palo Alto finds and 
determines as follows: 

A. Pursuant to the provisions of Section 12 of Article III 
of the Charter of the City of Palo Alto, the Council on Jun e 15, 
2009 did adopt a budget for Fiscal Year 2010; and 

B . On December 1, 2009, staff reported to the Finance 
Committee a one-time budget change to solve a $4 . 8 million 
deficit for the Fiscal Year 2009 ; and 

C. The one-time budget change deferred a $4.8 million cost 
allocation transfer from the General Fund to the Internal Service 
Fund-Technology Fund in FY 2009; and 

D. Pursuant to discussions with t he Finance Committee, a 
motion was passed to approve staff's recommendation to c l ose out 
the 2009 Fiscal Year by deferring the $4.8 million transfer to 
the Technology Fund; and 

E. The Finance Commit tee also passed a motion recommending 
staff submit a Budget Amendment Ordinance to Council amending the 
FY 20 10 Technology Fund Budget in the a mount o f $800,000, whi ch 
was the excess from FY 2009 year end close, plus any amount 
necessary to fund all of the Tech expenditures that had been 
planned for FY 2010; and 

F. City Counci l authorization is needed to transfer 
$809, 000 from the General Fund to the Interna l Service Fund
Technology Fund. 

SECTION 2 . 

A. The Budget . Stabilization Reserve is h ereby decreased by 
the sum of Eight Hundred Nine Thousand ($809,000). As a result of 
this change the Budget Stabilization Reserve will be reduced from 
Twenty Two Million Twenty Two Thousand Three Hundred Sixty 
One(S22,022,36l) to Twenty One Mi l lion Two Hundred Thirteen Thousand 
Three Hundred Sixty One ($2 1,213 ,361) . 



B. The Internal Service -Technol ogy Fund is h ereby increased 
by the sum of Eight Hundred Nin e Thousand ($B09 ,000). As a re s ult 
of thi s change the In ternal Serv ice-Techno logy Fund Reserve will be 
increased from Fifty One Thousand Four Hundred ($51,400) to Eight 
Hundred Sixty Thousand Four Hundred ($B60,400). 

SECTION 3. 

As specified in Sec ti on 2.2B.OBO(a) of the Palo Alto Municipal 
Code, a t wo-thirds vote of the City Council i s required to adopt 
this ord inance 

SECTION 4. Th e Council o f the City o f Palo Alto h e reby finds 
that this is not a project under th e California Environmental 
Qual ity Act a nd, therefore, no e nvironmental impact assessment is 
necessa ry . 

SECTION 5 . As provided in Section 2 . 04.3 50 of the Palo Alto 
Municipa l Code , thi s ordinance shall become effective· upon adoption . 

INTRODUCED AND PASSED: 
AYES: 

NOES: 

ABSTENTIONS: 

ABSENT: 

ATTEST: 

City Clerk 

APPROVED AS TO. FORM: 

City Attorney 

APPROVED: 

Mayor 

City Manager 

Director 
Services 

of Administrative 



A TT ACI-IMENT B 

FINANCE COMMITTEE 

EXCERPT FROM THE REGULAR MEETING 
DECEMBER 1,2009 

2. Fiscal Year 2009 General Fund Discussion and Fiscal Year 2010 
Financial Results as of November 20,2009. 

City Manager, James Keene stated due to a higher than anticipated 
budget gap in Fiscal Year (FY) 2009, Staff will be presenting the year
end budget review earlier than usual, and would provide the final 
audited financial statements on another date. The intent was to call 
attention to the upcoming challenges in the forthcoming fiscal years. 
He spoke on the continuing economic downturn and declining revenues 
projected in the next four years, and beyond. In the FY 2010 budget, 
a $10 million General Fund deficit was identified by Staff. This gap 
was Initially . closed with a three pronged approach, but had proven 
insufficient to stem the tide of declining revenues. The City was facing 
an additional deficit. Staff would discuss in detail the shortfalls and 
issues In the closing of the FY 2009 Budget. In the wake of the FY 
2009 issues, the City's Bud.get Manager voluntarily left, and the 
Administrative Services Department (ASD) had restructured creating 
an Office of Management and Budget within the ASD Department. The 
ASD Department was CLlrrently recruiting for a Budget and 
Management Officer. He spoke on the recommendation to balance the 
FY 2010 with one-time adjustments to get the City through the current 
fiscal year, and systemic adjustments would be required for future 
drop-offs in revenues. 

Director of Administrative Services, Lalo Perez stated the purpose of 
the report was a follow-up to discussions with the Finance Committee 
on September 8, 2009 and October 5, 2009, to provide new 
information depicting a worsening financial condition, and to layout 
plans for addressing the current projections and future deficits. He 
gave a PowerPoint presentation that highlighted the following topiCS: 
1) background on Palo Alto's financial position; 2) four-year view on 
the challenges that lay ahead; 3) FY 2009 General Fund results; 4) FY 
2010 General Fund results to date; 5) long range financial forecast; 6) 
future challenges; and 7) budget reduction options. He stated that 
Palo Alto has lost $9.3 million in revenues since the end of FY 2008. 

FIN: 091201 EXERPT 1 



FINANCE COMMITTEE 

He stated that the net deficit for 2008 was $4 million. He projected 
that in 2010 the deficit will be $5.4 million, driven by a decline in 
reven ues . Staff recommended one-time adjustments for 2010. A 
$5.6 million structural adjustment to the General Fund Budget will be 
required and was subject to change. He stated the City would face an 
additional deficit of $1.9 million in 2012. 

Mr. Keene added that the additional $1.9 million in 2012 was 
predicated on the $5.6 million in 2011 being systemic and ongoing. 

Council Member Klein inquired whether the deficit projections in the 
four-year view were in addition to the $10 million deficit when the FY 
2010 budget was prepared. 

Mr. Perez stated that was correct. He spoke on FY 2009 General Fund 
results. The drop in key revenue sources in FY 2009 required midyear 
budget adjustments to the General Fund revenues a nd expenditures. 
The salary line item was over budget due to a miscalculation in the 
amount of expected salary savings. The General Fund deficit consisted 
of $2.1 million in employee salaries, $0.9 million in overtime, and $1.8 
million in employee benefits. The miscalculations were not recognized 
in time to make additional expense adjustments. Staff had 
implemented enhanced monthly variance reports, a department 
restructuring, as well as other controls, to avoid such occurrences in 
the future. He stated that Staff's recommended solution was a one
time adjustment to the FY 2009 General Fund by eliminating the $4.8 
million transfer to the Technology Fund. He said that given the 
downturn in revenues it was important to not draw on the Budget 
Stabilization Fund first. The result of the error was an overage of $2.1 
million in salaries, a $900,000 overage in overtime, and a $1.8 million 
overage in benefits. He stated that the Fire Department and Police 
Department covered their overtime through vacancies and 
reimbursements. Regarding the benefits overage, he stated that In 
previous years the City was able to rely on the Benefit Fund Balance to 
cover overages. In rece nt years the balance has dried up as the City 
had used it to balance the budget and can not absorb the overage any 
longer. After the close of the year Staff realized that there was not 
going to be sufficient budget to cover the overages in the General 
Fund. The impacts of not transferring the $4.8 million to the 
Technology Fund will be delayed projects. This may be acceptable in 
the short term, but this was not a fund that could forego these 
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FINANCE COMMITTEE 

projects. The money will need to be put back in order to support the 
organizations technology needs. Staff was recommending a pay back 
over a four year period. The projects being considered for deferral 
were the Radio Infrastructure Improvements, the Library Radio 
Frequency Identification, the replacement schedule for on-going items, 
and restrictions on any future technological initiatives until the funds 
were put back. After accounting for encumbrances and 
reapproprlations there will only be $51,000 left In the Technology 
Fund. 

Mr. Keene iterated that Staff was proposing an approach to close the 
books on FY 2009. And how to replenish, over a four-year period, the 
Technology Fund, if the City Council chooses that alternative to close 
the FY 2009 General Fund gap. He stated the FY 2010 deficit 
challenge contained $1.2 million from FY 2009, totaling a FY 2010 
projected deficit that totaled $5.4 million. He spoke on the impact on 
the Technology Fund. 

Chair Burt spoke on how the City Council should proceed with the 
subsequent discussions regarding this Agenda Item. 

Council Member Klein stated the City Council Member's questions 
should be answered thoroughly before moving forward. 

Vice Mayor Morton stated $4.8 million from the Technology Fund was a 
transfer, and not an expenditure that had been made. He inquired 
whether the City Council was asked to solve a booking in payroll 
savings error In FY 2009 by deferring to the Technology Fund. 

Mr. Perez stated that was correct. 

Vice Mayor Morton stated a draw of $800,000 from the Budget 
Stabilization Fund could be transferred to the Technology Fund to 
minimize the future impact on said fund. 

Mr. Perez stated that was the intent of Staffs recommendation. 

Vice Mayor Morton stated his preference to transfer $800,000 from the 
Budget Stabilization Fund this Fiscal Year. He requested clarification 
on how employee vacancy savings became a misidentification In 
General Fund deficit. 
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Mr. Perez spoke on the process leading up to the miscalculation. He 
spoke on the line item that was over budget, due to a misca lculation 
made on the expected vacancy salary savings. 

Vice Mayor Morton inquired whether there was an option to not 
transfer funds from the General Fund to the Technology Fund to solve 
the FY 2009 Budget problem. 

Mr. Perez stated yes and that the miscalculation was not a system 
error. 

Vice Mayor Morton left the meeting at 7:S4 p.m. 

Council Member Schm id inquired whether the misca lculation in salary 
savings from vacancy rates was $2.1 million, and whether the error 
accounted for the overtime and benefit shortfall. 

Mr. Perez stated the FY 2009 General Fund deficit consisted of $2.1 
million, plus $900,000 for overtime costs. 

Council Member Schmid inquired whether the benefits were a separate 
issue. 

Mr. Perez stated this was correct because they were not covered under 
the General Fund. He indicated there were a number of variables that 
could be difficult to predict. 

Council Member Schmid stated there were a growing number of 
vacancies during the time period contributed to the miscalculation. 

Mr. Perez stated that was correct. 

Council Member Schmid stated the vacancies should have created a 
budget positive. He inquired whether the issue was an overestimate. 

Mr. Perez stated that was correct. He spoke on the three components 
that contributed to the miscalculation. 

Council Member Schmid stated the miscalculation was not what was 
owed to the retired employees. 
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Mr. Perez stated the payroll was correct, and the amount that should 
have been paid out was in line with the adopted budget, with the 
exception of benefits. 

Council Member Schmid stated the benefits showed a $1.8 million 
shortfall due to workers compensation and general liability costs. He 
requested clarification for the underestimation of funds to cover 
benefits. 

Mr. Perez stated the City's actuarial consultant analyzed the existing 
and new claims and made a determination on what the payout would 
likely be. He stated the consultant's amount was booked against the 
General Benefits Fund. The benefit expenses at the end of FY 2009 
came In at $1.8 mil lion over budget due to a higher than anticipated 
cost of the claims . 

Council Member Schmid stated Mr. Perez was implying there was an 
underestimation in the funding to cover benefits. 

Mr. Perez stated that was correct. 

Council Member Schmid stated $1.8 million was a sizable amount. He 
inquired on the total amount booked in a given year for workers 
compensation claims. 

Mr. Perez stated $15 million. 

Council Member Schmid stated the error was roughly 10%. 

Mr. Perez stated the shortage was in benefits . He stated assumptions 
were made at the beginning of the Fiscal Year to book the liability in 
the General Benefits Fu nd, and that amount was not sufficient to cover 
the unanticipated expenses. 

Council Member Schmid stated the amount requested at the beginning 
of the Fiscal Year was deemed as reasonable at the time. In addition, 
there was a sizable and growing vacancy in the City's workforce. He 
questioned whether something happened inside the workers 
compensation area that created larger payouts. 

FIN : 091 201 EXERPT 5 



ATTACHMENT C 

FINANCE COMMITTEE 

Regular Meeting 
February 16, 2010 

Chairperson Schm id ca lled the meeting to order at 7:02 p.m. in the Council 
Conference Room, 250 Ham ilton Avenue, Palo Alto, California. 

Present: Schmid (Chair), Espinosa, Klein, Scharff 

Absent: none 

1. Oral Communications 

Roger Sm ith, 270 Tennyson Avenue Spoke regarding tax on internet sales. 
He suggested that Palo Alto should lead the trend towards collecting tax on 
internet sa les. 

2. Update to Long Range Financial Forecast, 2010-2020 

Director of Administrative Serv ices Lalo Perez spoke regarding the Long Range 
Financial Forecast. He said the goal was for Staff to hear the Committee's 
feedback so they could then present the forecast to the full Council. The 
purpose of the Long Range Financial Forecast was to create a balanced and 
susta inab le General Fund budget. He sa id this was not a budget or a plan, nor 
a commitment to future increases. Rather, it was a model to start the 
conversat ions. The focus of the forecast was on 2011. He said that the local 
economy wasn't showing many signs of recovery. The FY 2010 gap was $6.3 
million. With the report on March 2, 20 10, Staff would provide speci fic details 
for addressing the gap. They would save $4 .5 million through vacant positions 
with sa lary sav ings of $1.2 million not including benefit expense savings. 

Council Member Klein sa id the fund covered the General Liability Insurance, but 
not pensions and hea lthcare . 

Mr. Perez said any savings realized from the vacant positions benefit expense 
wou ld build up that balance to cove r unexpected expenses for the General 
Fund. 



City Manager James Keene said Staff was not try ing to earmark the sa lary 
sav ings. Rather it would be used to replenish the benefit fund. 

Council Member Klein said it wou ld be better to show an addit iona l expense 
item to replenish th e fund, and then show the total savings. 

Mr. Keene sa id Staff would look at that. 

Mr. Perez continued the presentation saying that additional savings would be 
met through non-salary, one-t ime reductions of $1.8 mill ion, unspent Public 
Safety Building Design Funds of $2.7 million, and repayment to the Technology 
Fund of ($1.2 million ), which wou ld bring the gap to $ 1. 8 million. He sa id that 
Staff was recommending Council draw on reserves. He sa id that what this 
meant for the FY 2011 through the FY 2020 forecast was between a $6.4 
million and $19.6 million annual gap. 

Mr. Keene said there would be an annual one-time budget balancing. 

Mr. Perez said tha t if the $4 .5 million in adjustments were made, and there was 
a draw out of $1.8 as projected in FY 2010 the budget would be balanced. He 
cautioned th e budget assumed everyth ing forecasted comes to fruition. 
Revenues deteriorating further than expected were would not be part of the 
formula. In 20 11 th ere was a $6.35 million deficit projected. All the chang es 
t hat wou ld be reported on March 2, 2010 were one-time items. If permanent 
adjustments were con sidered, the City wou ld on ly have to make up the 
difference between the $9 million and the $6.3 million. 

Council Member Scharff asked if thi s meant they would make large cuts every 
year. 

Mr. Perez sa id that both cuts and revenu es have to be accounted for . He 
suggested reve nue from the new hotels we re not in the forecast, and no 
sav ings were included for th e changes in the 2%@60 formula. There would be 
some numbers that would change and create some sav ings going forwa rd . 

Mr. Keene suggested sa lary increase of growth assumptions could be debated . 

Mr. Perez sa id he would discuss PERS later in the presentation . He added thi s 
was a common amount in many surrounding cities. At least 40 cit ies are going 
through reductions. Staff was formulating information for the Council. 

Deputy Director of Admini strative Se rvice s, Joe Saccio discussed th e deficits of 
neig hboring citi es. 



Council Member Klein sa id the Committee had asked Staff to show them 
percentages of the budget. 

Mr. Keene sa id it was about 10% of San Francisco 's budget. 

Mr. Perez stated that well known Economist, Steven Levy, has sa id that the 
outlook for loca l cities was not good. He said the recovery for government 
revenue would be more at the state level. The impact of the current economic 
cond itions on the City's revenues meant the current portfolio of services was in 
j eopa rdy . 

Mr. Saccio sa id that the California economy was among the worst in the nation . 
He sa id that 90,000 jobs had been lost in th e Silicon Valley Region alone. 
Unemployment reach ed 12.4% in December 2009. He sa id that temporary 
workers were being increased and held longer than in the past. An upward 
trend of temporary workers previously indicated that full -time jobs would come 
soon, but the current trend was concerning, he said, because organizations 
were holding onto temps rather than hiring benefitted employees. The state 
deficits totaling $20.7 billion may impact the City, but it was still unclear how. 
He stated that the Bay Area Business Confidence Index wa s positive in 
November, with 53% of the respondents expressing optimism. He said that 
economic forecasts pointed to a slow growth trend over the next one to two 
yea rs. Federal stimulus programs had given signs of an upturn, but it was 
unclea r what those impacts would be when the programs expire. He sa id that 
since FY 2009, sa les ta x revenu es had dropped $2.9 (14%), property ta x 
revenues increased $0.35 million (1.3%), Transient Occupancy Tax was down 
$.5 million (7%), Documentary Transfer Ta x was up $.2 million (5%), Joint 
Serv ice Agreements were down $.2 million (2%). 

Counci l Member Klein said he heard rece ntl y that revenues we re up . He asked 
if that data was included in the analysis. 

Mr. Sacc io sa id they had been looking at the data. The Transi ent Occupancy 
Tax (TOT) was bottoming out; perhaps pointing to increases. He sa id the 
Documentary Transfer Tax was similar, but Sales Tax was down 9%. It would 
take some tim e for that to affect spe nding habits. 

Mr. Keene sa id the State Controller recently wrote a letter saying the State 
would be out of cash by April if revenues continued at th e same leve l. 

Counci l Member Esp inosa asked when the· Revenue Plan would come into this 
discussion. 



Mr. Keene sa id he thought there would be many variables, some due to policy 
direction from Council. It should be looked at as a package of so lutions, or 
mitigations the Finance Committee would look at. He asked if th ere were n ew 
reven ues they would want to look at. 

Mr. Perez sa id the budget ca lendar wo uld also indicate an opportunity for such 
discuss ions. 

Council Member Scharff asked if Staff was looking at methods to increase sa les 
tax. 

Mr. Kee ne said he thought a more focused economic development strategy 
would be a Finance Committee agenda item . It was difficult to predict what 
would forestall 20 11 decisions. It could come into pla y for a long range 
forecast. 

Council Member Scharff sa id the City couldn't make that leve l of cuts eve ry 
yea r realis ti ca lly. He stated that the City could not tax them se lves out of this 
and that some growth would be required. He asked if there was a way to 
increase property ta xes . 

Cha ir Schmid sa id this was a 10 yea r outlook that outlined assumptions about 
where revenues would com e from. He sa id the fastest growing revenue stream 
was the Utilities User Tax. The Utilities User Ta x depended on usage rates , and 
the wholesa le gas prices were currently level with 2002-2003, oil prices were 
the sam e as th ey were in 2007 yet there was an assumption that the biggest 
source of future revenue would be through the Utility User Tax. He asked if this 
forecast would push reality. 

Mr. Perez sa id th e gap between the electric commodity market and the City was 
narrowing. 

Council Member Klein sa id that had not been demonstrated in th e report. 

Mr. Perez said the gap was at th e high 20%. Staff was concerned about not 
having enough wet yea rs. With less brown power and increased green there 
was a potential for the cos t to go up . 

Mr. Kee ne sa id the si tuati on in Palo Alto was not a unique situation ; many other 
purveyors of util iti es are dea ling with drought. 

Chair Schmid sa id more of an uptick in utilities wa s being built into the Long 
Term Financial Forecast than anything else. 



Mr. Saccio said this was prim arily driven by Utilities own foreca st. There could 
be more hydro power available, and the forecast would be rev ised. 

Mr. Saccio sa id water rates were driving much of the forecast . Gas and electric 
prices fluctuated regul arly. 

Chair Schmid sa id the City could carefully look at that. 

Council Member Klein sa id property tax forecasts were being based off of macro 
numbers prov ided by the State and the County instead of a more granular 
base. Commercial projects com ing on-line such as Tesla should be factored 
into the forecast . 

Mr. Perez sa id the School Di strict did a more comprehensive analysis through a 
consultant; Staff could look into providing additional analysis . 

Mr. Keene sa id Staff cou ld target the big projects. 

Mr. Perez agreed and suggested something similar to the SEA wi th Cisco. 

Counci l Member Scharff asked if buying less hydroelect ricity, and more green 
would raise th e bills 

Mr. Perez sa id that it was a higher cost for the green. 

Council Member Scharff asked if that mea nt the City collects more tax because 
the bills go up. 

Mr. Saccio sa id the tax was 5% on gas, water, and electric bills. Anything that 
drove up the bill for the customer would drive up the revenue for the City. 

Mr. Keene sa id the CIP needed to be looked at as well. 

Council Member Klein sa id the Staff Report referred to a narrow tax base for th e 
City, but prev iously Staff had reported to Council that the City had a broad ta x 
base. 

Mr. Perez sa id that com m ent had to do with the discussion wi th Mr. Levy who 
fel t there was less of the t ype of positively impacting revenues. 

Mr. Keene sa id compared to some citi es Palo Alto had a m ore diversified tax 
base . Most citi es didn't have many tools available for th eir t ax base. The taxes 
PalO Alto had ha ve bee n limited in some ways by legis lation and the more 
elast ic taxes we re not current ly there. 



Council Member Klein stated that the CMR was a public document and he didn't 
want that comment to be circulated giving the impression that Palo Alto had a 
narrow tax base. He then spoke regarding the comment in the CMR that 
referred to the delayed respon se to the housing market. He sa id that language 
was inconsistent with the fact that Palo Alto's tax base had outpaced every 
other city in the county. 

Mr. Perez agreed and mentioned the negative CPI adjustment expected from 
the County. 

Council Member Klein asked Staff to rewrite that entire sentence. 

Mr. Saccio said that housing had seen robust growth but currently it was 
leve ling off. 

Council Member Klein said that the sentence in question was still comparing 
Palo Alto to other cities. Other cities would be delighted to be where Palo Alto 
was. 

Mr. Perez sa id that salaries and benefits were up $0.2 million rather than $1.3 
million in the adopted FY 2010 budget. That expenditure number includ'ed the 
following; Benefits costs increased by $2.8 million, base salaries increased by 
$1.6 million, SEIU and Management savings, plus PAPOA salary deferral saved 
$2.8 million, and vacant positions saved $1.2 million. The net change was a 
$.2 million increase. Salaries and benefits attributed to 65% of expenditures. 
He sa id that in FY 2000 the benefits were $16.3 and in FY2010 they were 
$28.5. One of the main reasons it had gone up was health care. The 
infrastructure funding problem was not fully addressed in the forecast. The 
infrastructure had a 20-year backlog estimated at $302 million for existing 
structures, plus $208 million for replacing and updating facilities. The first five 
years of the $510 million 20-year need was estimated at $152 million. The 
Forecast includes funding for just $62 million or 40% of that. 

Council Member Espinosa how it was decided what was included in the 40%. 

Mr. Perez sa id it was based on the available dollars. Council approved the level 
of funding which met prior policy directions. Staff was requesting a revisit of 
those directions. Otherwise the backlog will grow and maintenance needs will 
grow. 

Council Member Espinosa asked if the formula would get to the 40%. 



Mr. Perez sa id the City averaged $10 million a year in transfers from the 
General Fund to the Infrastructure Capital Program. That was not enough; he 
said it needed to be approximately $15 million. The majority grew by about 7% 
based on the formula. 

Council Member Scharff asked if the graph on page 12 of the Long Range 
Financia l Forecast was indicating that this was to not fall further behind or if it 
was to catch up. 

Mr. Perez said that with a 20 year plan this was what it would take to address 
the infrastructure. 

Counci l Member Scharff asked if that meant the $500 million would be fully 
addressed if they put in $25 million. 

Mr. Perez sa id yes. 

Council Member Scharff asked how much would have to be put in to not have 
the gap grow. He said that currently there was a $500 million gap; he asked 
how much money they would have to put in to make sure it's not $505 million 
next yea r. 

Mr. Keene said Staff would have to research that. 

Mr. Perez said the City was $5 million behind in maintenance. He sa id that if 
the faciliti es were not maintained the deficit would grow. 

Chair Schmid sa id this study was done three years ago, at the height of the 
esca lated numbers. He said there was a unique opportunity in th e next few 
years to get this work done for less money than previously. 

Council Member Espinosa sa id this would be addressed in other ways as well. 
He sa id he was concerned about Staff using th e term "some maintenance." At 
the retreat he thought t hey we re discu ssing all maintenance as well as a dream 
building. 

Mr. Keene sa id his und erstanding was that this would address that backlog and 
projected funding for maintenance needs in that 20 yea r period. 

Chair Schmid sa id in addition to the $ 10 million in 2010, Public Works had a 
Maintenance Budget, for a total of $15 million for 2010. 

Mr. Perez sa id there was an Ope rating Budget for maintenance. 



Council Member Klein sa id it would be better to say "deferred maintenance." 

Council Member Scharff said that in 2009 it was $15 million on infrastructure, in 
2010 it would be $8 million. 

Mr. Keene said other funding sources for infrastructure were included in the 
CIP, such as the General Fund tran sfer . 

Mr. Perez said th ere was also money from the prior years that will have 
accumulated. 

Mr. Keene sa id a few yea rs ago the Council decided to increase the amount of 
money put into infrastructure funding. It would fall short of what would be 

. needed. 

Council Member Klein said th e Council increased the amount by $3 million in 
2006 and any surplus was added to the Capital Infrastructure Program. One 
way to balance the budget was to not put it in infrastru cture. 

Council Member Scharff sa id that was in essence what had bee n done in 2010, 
the infrastructure had been cut by $2 million. 

Mr. Keene said th e contribution to the infrastru cture had been cut by 
approximately $1 million. But Council's thought was that given the currently 
lower prices for se rv ices the City could get the same amount of work for less 
money. He sa id the $3 million was a com binati on between some Capital Funds 
and some additional funding . 

Chair Schmid recalled a report from 2009 on retiree medical actuarials, which 
laid out a se ri es of assu mptions built into the model currently being used. 
Those ass umptions included a CalPERS number that indicated reserves ea rned 
7.75% per year. Palo Alto's pension liability was the same. He sa id that 
Ca lPERS would have a major loss in their investm ents. A comparabl e 
investment was CIAA credit, without the property investment. Their 10 year 
rate of return was 4.4%, using a 7.75% future would be unrealist ic if Palo Alto 
kept some control from CaIPERS. He stated that the numbers on the benefits 
side we re understated. Staff forecasted the benefits would grow 60% faster 
t han sa laries and sa laries would grow at the same rate as total revenue. If 
Ca lPERS was overstated then Staff was understating the defi cit. 

Mr. Perez said that was the discussion in Sacramento and in Staff's wo rking 
groups. It would be a chall enge because the real estate holdings at PERS 
would take a hit which would include assets. The City had less control of th e 
sta te assu mptions from the penSion side. 



Chair Schmid said Staff was basing assumptions on the future that salaries and 
benefits would grow faster than revenues. 

Mr. Perez sa id that would be correct if nothing was changed. Staff was 
recommending changes. Th e City could not have 40.3% growth in revenue and 
52.4 % growth in expend itures. The City was required to go by the PERS report 
assumptions. The City would need to push PERS on a charge to the assumed 
rate of return. He said that Mr. Levy expressed concern about the same issue. 

Chair Schmid said CalPERS wou ld want to avoid changing but Palo Alto still had 
decisions to make. 

Mr. Keene sa id that an alternate scenario of a lower return on CalPERS 
investments could be built into the model. He said the Committee should 
consider this to be a long range forecast, each year would stil l require a budget. 
There wi ll always be some trade offs for risk assessments. 

Counci l Member Klein asked why there was a projected sa lary increase when 
there was a decrease in head count. He said that if increases were eliminated 
between 2011 and 2020 the budget wou ld be balanced with a surplus. Given 
that benefits are going up, without our control, there was no justification for 
building in sala ry increases. 

Mr. Keene said the model was based on historical data. 

Council Member Klein sa id they declined to use that model on the revenue side. 
He suggested a different model on the expense side as well. He sa id he did not 
approve of excess ive conservatism. Those increases wou ld never be all owed 
during a time when services wi ll be cut. 

Mr. Keene said that the Finance Committee cou ld recommend what the 
percentage increase shou ld be. 

Chair Schmid sa id the sum wou ld be the total compensation in the long run 
with equa l gain in total revenue. 

Council Member Klein said that was a reasonable assumption. The sa laries and 
benefits were outpacing the revenues. If the Council accepted these 
assumptions dramatic cuts in programs would be required. 

Mr. Keene said Staff was looking at the trade-off between program cuts and 
salary reductions. The policy choice wou ld be the City cou ld not have this level 
of sa lary increases . He sa id there should be some rational in the forecast. 



Counci l Member Klein said there could be severa l different models. 

Counci l Member Scharff said that if the City grew the revenues there cou ld be 
money left-over for sa lary increases. Projections should have the 
understanding that Staff had a good economic development plan. 

Mr. Perez sa id the forecast did not include the 2%@60 pension going forward, 
which would need to be added. Retiree medical liability would be an additional 
$1.4 million per year. There was an additiona l $l.0 million per year for 
operating library and community center expansions. CalPERS was two years in 
a rears on the contribution assumption and the funding plan for the upcoming 
years was $0.4 million for 2011 and $ l.7 million for 2012 . He said that Staff 
asked CalPERS what the loss of over 25% of the va lue meant. Their response 
was that the City wou ld have an expense of about 7% of the miscellaneous and 
11% for Safety employees. Those numbers had been included in the forecast. 
That meant $0.1 million in 2012 to $5.4 million in 2015 to fund these lost 
dollars. 20 10 's structura l changes add up to $7 million. Structural changes wi ll 
need to be made in 2011 and 2012 that add up to $9 .2 million. 

Council Member Klein asked where the 2%@60 and the health care wou ld get 
added in. 

Mr. Perez said that no significant savings from those would be achieved in 2011 
or 2012 because the medical part in January 2011 will have about half a year. 
He said that if the City made the assumption that health ca re premiums would 
grow about 5% it would be approximately $230,000 for half the year. CalPERS 
claimed that the 2%@60 wouldn't save the City any money for the first five 
years. 

Council Member Klein said that was based off of generalized trends towa rd 
hiring in the last few years. 

Mr. Perez agreed . He said there would not be a return in the first few years. 

Council Member Klein said the forecast needed to be based on Palo Alto's data, 
not generalized data. 

Mr. Perez said CalPERS uses the system experience, not the Palo Alto 
experience. He said he wou ld discuss that with them. 

Mr. Keene said that at the League City Manager meeting recently the change 
was figured to save about 5% on the cost on the pension side. That was a 



generalized model. The numbers could be adjusted as the actua l experience 
passed. 

Mr. Perez said ·that difficult choices would be coming. Stakeholder involvement 
would be required to develop options for the Council to consider. That was the 
reason for the Long Range Forecast so Staff could start to prepare for 2011. 

Herb Borock, PO Box 632 spoke regarding structura l deficit. He said the voters 
approved a general user tax but whi le the school district was using their money 
they couldn't fix the streets. He wanted to see a break down on how much 
money had been given to the schoo l district. 

Chair Schmid asked if the goa l was to pass the report onto Council with 
comments. He wanted to go over the suggestions and if two members agreed 
they wou ld pass the recommendation onto the Council. He said that the 
recommendations they've discussed so far were Revenue Generation, Economic 
Deve lopment Strategy, Infrastructure Update, Compensation Assumptions, and 
2%@60 Scenarios. 

Council Member Scharff added that 2%@60 scenarios shou ld be explored 
across all employee groups. 

Council Member Klein spoke regarding Menlo Park who was putting together a 
ballot measure to create a 2%@60 pension structure for all non-pUblic safety 
employees. 

Counci l Member Schmid asked if that shou ld be a recommendat ion from the 
Finance Committee . 

Mr. Keene said that could be a recommendation. Public Safety employees are 
typically at a different formula. 

Council Member Scharff said he didn't mean to presume it would happen; he 
just wanted to see what it wou ld look like. 

Cha ir Schmid said the suggestion was to see a scenario. 

Mr. Perez said that some jurisdictions have changed the formula from 3% at 50 
to 3% @ 55. 

Council Member Espinosa asked for clarification. He asked if changes were 
being made to this document. 



Chair Schmid said this document would be presented to Council to be voted on, 
but for now the Committee was making suggestions for Staff to bring to Cou ncil 
in th e presentat ion. 

Mr. Keene asked if they are able to inco rporate som e sugg ested changes prior 
to going to Council. Cost sav ings on insurance and th e pension piece could be 
added. Some of th e other things were more variable and m ore difficult to 
incorporate. 

Chair Schmid suggested they determine which suggestions have a group of 
members interested. He asked if anoth er Committee Member was interested in 
the 2%@60 scenario or the Revenue Generation suggestion proposed by 
Council Mem ber Espinosa. 

Counc il Member Klein sa id he didn't think it was part of the forecast. 

Chair Schmid sa id it was not part of the forecast . He sa id the Economic 
Development Strategy was part, of the sa me category. 

Council Membe r Scharff asked if Staff was going to adjust th e hotel forecasts at 
all. 

Mr. Perez sa id they could use th eir current experience to make some 
assumptions on the rates. 

Council Member Kle in said th ey should consider looking at trends on that one. 
He sa id it was reasonabl e to assume th ere will be a 4-5 % increase in the 
number rooms per yea r. 

Mr. Perez suggested that adjustments more similar to the compensation shou ld 
be looked at. 

Mr. Keene asked if CalPERS would be in that category 

Cha ir Schmid sa id that would be helpful for the Committee to see what impact 
might happen . Alternative compensation wou ld be good to see. And an 
infrastructure update would be helpful. 

Council Member Espinosa these are good to talk about during the yea r. 

Chair Schmid sa id th ey are an integ ral part of the forecast . 

Council Mem ber Klein agreed but added that they didn't have enough 
information . 



Mr. Perez said Staff has done a partial analysis. 

Chair Schmid said before working on the 2011 budget it would be helpful to 
know how much was being spent. 

Mr. Keene said whatever the City does will put more pressure on the Long 
Range Forecast and widen the gap. 

Council Member Klein said a bond measure on the 2011 ballot would wipe out 
the infrastructure deficit completely. 

Chair Schmid asked if there were any other suggestions they should pass on. 

Mr. Keene said that his view of the Long Range Forecast was that it was just a 
forecast. There was value in keeping drivers to create enough possible tension ' 
to force the City to look at things. Seeing shortages would make the City look 
at those items. Looking at this wasn't going to give the City a rebound. Staff 
and Council must acknowledge the difficulty communicating the financial 
situation to the public, so the public can offer their input regarding the trade 
offs and choices. His thought was they wouldn't have a linear budget process 
but rather one that would have some parallel processes. The City Manager's 
budget would be a tentative proposed or trial budget. He suggested pushing 
the adopting of the budget up to the end of the fiscal year to maximize the 
amount of time to work on it and gather public and Staff input. 

Chair Schmid said a key point on community outreach was Staff would be 
engaged with the community and with Council as well. 

Mr. Keene agreed. The Staff as a whole would be engaged. The City would 
have to find ways to be more effective than in the past . 

Mr. Keene said neighborhood meetings could take place in living rooms. 

Council Member Klein asked if the outreach on the 30th would have a list of cuts 
to discuss. 

Mr. Keene said that was the thought. Before presenting the budget Staff would 
discuss cuts with the community. He said that the Baron Park Neighborhood 
Association organized a meeting and 75-100 people attended. He said they 
talked for over an hour about the budget. They actually discussed how they 
can tax themselves to raise more money for the City. 



Council Member Espinosa asked if this was going to the Policy and Serv ices 
Committee . 

Mr. Keene said the Cha irs of each Committee and the Mayor would discuss 
ideas for designing the outreach. He suggested they try to host the meeting 
where people would be more likely to attend. 

Counci l Member Espinosa sa id more pub lic outreach on the budget was great. 
He asked if it was an exercise where the City would really ask people to choose, 
giving them information before hand to study, or would it be the public rallying 
around a particular community service they want to make sure is protected. 

Chair Schmid the goa l shou ld be to get participation and involvement. The City 
cou ldn 't guarantee results. 

Council Member Klein said to list cuts that are two times the cu ts needed. 
Make it clear that something has to be chosen. It's not enough for the public to 
commun icate what they don't wa nt to be cut, Counci l needs to know whe re 
they wa nt it taken from. Palo Alto citizens are smart enough to know some 
changes will have to be made. 

Counci l Member Espinosa sa id additional information needed to be provided, 
such as how many people participate in a program, or if it's a service that 
wou ld have ancill ary effects. 

Mr. Keene said the outreach would need to be well designed. Council would 
need to know they have the best information from Staff and the Commu nity. 
Demand could be significant enough to have to spread the cuts around . 

Cha ir Schm id said that in the previous year Staff did a great job in an almost 
emergency situation. This year Staff and Council has more information and can 
better design a program . 

Mr. Keene said to be cautious about cuts that wou ld not be able to be 
implemented on July I, 20 10 . 

Cha ir Schm id sa id that last yea rs issues were one year delays, but now 
structural changes are being discussed. 

Council Member Espinosa it cou ld be a process where the structu ral changes 
occu r over time. 

Council Member Scha rff agreed. Interim cuts wou ld not work, structura l 
changes all ow the community to move on. 



Administrat ive Serv ices Director Lalo Perez introduced the new Budget Manager 
Marc Puckett to the Committee . 

3. Auditor's Office Quarterly Report as of December 31, 2009 

City Auditor Lynda Brouchoud spoke regarding the Auditor's Office Quarterly 
Report. She said the Municipal Code required quarterly reports to the City 
Council on the status of the annual work plan. She stated that notable 
reports were the Status of Audit Recommendations issued in October 2009, 
which reported that 45% of the open audit recommendations were resolved 
and the Serv ice Efforts and Accomplishments (SEA) report. During the first 
half of FY 2010, the Auditor's Office revenue recoveries and other audit 
savings have resulted in a total economic benefit of $452,681. The Auditor's 
Office has also been involved in severa l internal control activities, listed in 
the Quarterly Report. With this Quarterly Report, the Auditor's Office was 
also providing a detailed update on the monitoring of the Utilities portion of 
the SAP upgrades. Her office monitored Phase 1 of the upgrades (the 
ESS/Mss module) and the implementation of Phase 2 of the upgrades (the 
Utilities module). She did not aud it the system, she basically advised on 
best practices, monitored the implementation of the system, and 
coordinated the external auditor's external scan of the system. 
Improvements occurred. She said that Staff had been receptive to best 
practice suggestions . Three areas are st ill outstanding. These include: (1) 
ensuring the system was compliant with the purchasing card industry (PCI) 
standards; (2)security procedures and processes were in-place and updated, 
and processes for patches were institutionalized; and (3) Staff was resolving 
post implementation areas, and manual work arounds were being 
minimized, and internal controls were functioning. She said the system was 
fully operationa l and the on-line payment portion activated in January. Her 
department's monitoring wou ld end. The next phase wi ll include audit 
sampling in the SAP system. 

Administrative Services Director Lalo Perez said that the 17 items they needed 
to address had been successfully addressed. He said that a third party wou ld 
be able to determine the scope of service on the contract and provide feedback. 
The issues outstanding were limited in scope and not significant. He sa id they 
were not hitting the thirty day mark because when a patch was implemented it 
could have adjustments to the configuration and code and they wanted to test 
these in back up systems under test scenarios prior to implementing the 
patches. He said they were searching for tools to do the back up. Staff wi ll 
come forward to the Council if there was a desire to change the bill ing format or 
if Staff wou ld like to see any enhancements going forward. 
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Attachment D: Property Tax Data 
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Attachment D: Property Tax Data (cont'd) 
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Attachment D: Property Tax Data (cont'd) 
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     Attachment E 
 
 

IBRC Future Meeting Schedule and Possible Agenda Topics 
 
 

 
Nov. 18th 5PM  Overview of Infrastructure Needs, Projects, Costs 
 
Dec. 2th  5PM  Overview of Infrastructure Needs, Projects, Costs 
 
Jan. 13th   Overview of Infrastructure Needs, Projects, Costs 
 
Jan. 27th   Infrastructure Priorities 
 
Feb. 10th   Infrastructure Priorities 
 
Feb. 24th    Project Costing 
 
March 10th   Project Costing 
 
March 24th   Financing 
 
April 14th    Committee Deliberations 
 
April 28th    Committee Deliberations  
 
May 12th    Committee Deliberations 
 
May 26th     Committee Deliberations
 
June 9th    Preparation of Report to City Council 
 
June 23rd   Preparation of Report to City Council 
 
July 14th   Preparation of Report to City Council 
 
July 28th   Public Communications/Outreach 
 
August 1st/Sept. 12th Report to City Council  
 
 
Note: Meeting schedule assumes IBRC will meet 2nd and 4th Thursdays of each month. 
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