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Body

To: Honorable Mayor and Members of the City Council

EXECUTIVE SUMMARY

This report provides an update to the Fiscal Year (FY) 2019-20 General Fund revenue and expenditure projections through June 30, 2020. As a result of the COVID-19 pandemic, General Fund
revenues are estimated to range between $94.2 million and $106.7 million, with a best estimate of approximately $100.1 million in FY 2019-20, or approximately $7.7 million less than previously
projected for the mid-year update.

General Fund expenditures in FY 2019-20 are expected to total approximately $105.9 million if the City of Alameda (City) makes a discretionary payment of Pension/OPEB contribution of
approximately $7.4 million, and to total $98.5 million if the City does not make the discretionary contribution.

There  is  also  significant  uncertainty  regarding  the  impacts  of  COVID-19  on  the  FY2020-21  budget.  Staff  are  currently  updating  revenue  and  expenditure  projections  and  developing
recommendations to bring to City Council at the May budget workshop.

Staff is recommending that the City Council adopt a resolution to alter the Pension Funding Policy by foregoing payment of the discretionary Pension/OPEB contribution in FY 2019-20 in order
to utilize the $7.4 million in General Fund Fund Balance to stabilize the City’s financial condition in anticipation of an economic downturn.

BACKGROUND

Earlier this year the COVID-19 pandemic took hold and has resulted in a number of unprecedented actions, including shelter-in-place (SIP) orders. The economic and financial impacts are still
unfolding, but it is already clear that the City’s budget will be impacted. This report updates FY 2019-20 financial projections for the General Fund to reflect staff estimates of the impacts of
COVID-19 on the City’s year-end revenues and expenditures. Due to reduced General Fund balance, staff is also recommending that the City Council alter the Pension Funding Policy as
described in this report.

DISCUSSION

Update on FY 2019-20 General Fund Revenues

The mid-year budget update was presented to the City Council on March 3, 2020 and General Fund revenues in FY 2019-20 were projected to total $107.8 million.  Under a more favorable
scenario in which actual year-to-date revenues are annualized, the City could potentially collect up to $106.7 million in General Fund revenues. Under a less favorable scenario, where small
amounts of additional revenues beyond what has already been collected to date are received, General Fund revenues for FY 2019-20 may only total $94.2 million.  For budgeting purposes at
this time, staff is projecting a total of $100.1 million, or $7.7 million less than previously estimated (see General Fund FY 2019-20 Graph below and Exhibit 1).

This decrease in the revenue projection is driven by assumptions that Sales and Use Tax and Transient Occupancy Tax (TOT) will drop by about half of what was previously expected in the last
quarter of the fiscal year, and that additional Transfer Taxes during the same timeframe will be limited.

The largest category of General Fund revenues in FY 2019-20, Property Taxes, is expected to be stable under each scenario and on target with the mid-year projection of approximately $44.0
million.   

General Fund
FY 2019-20 Revenues: Mid-Yr & Revised Estimates

Update on FY 2019-20 General Fund Expenditures

As presented for the mid-year update, General Fund expenditures were projected to total $110.8 million in FY 2019-20, including approximately $7.4 million in discretionary Pension/OPEB
reserve payments based on prior year-end results (FY 2018-19). The City’s Pension Funding Policy is discussed in more detail below. 
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On April 7, 2020, the City Council authorized the City Manager to spend up to $2 million to address the local emergency (File No. 2020-7867). The year-end expenditure projection shown below
assumes potential uses of this spending authority including $500,000 for potential COVID-19 response expenses and $250,000 for community economic assistance.

Based on these additional expenditures and annualized year-to-date actual expenditures, General Fund expenditures in FY 2019-20 are expected to total approximately $105.9 million if the City
makes an additional pension/OPEB contribution of approximately $7.4 million. Expenditures are reduced to a total of $98.5 million if the City does not make the discretionary pension/OPEB
contribution (see Exhibit 1).

General Fund
FY 2019-20 Expenditures

Pension Funding Policy

In March 2017, the City Council adopted the Pension Rate Stabilization Program (PRSP) and Other Post-Employment Benefits (OPEB) Funding Policy (Pension Funding Policy) to proactively
address a growing unfunded liability for the City’s pension and OPEB (retiree medical) benefit programs. The Pension Funding Policy was most recently updated in June of 2017 (see Exhibit 2).
In summary, the Pension Funding Policy suggests that one-half of each year’s surplus over 25% of the fund balance reserve be placed into a Trust Fund or directly into paying off CalPERS
unfunded liability for either pensions or OPEB. These investments are discretionary (over and above required payments).

The FY 2019-20 General Fund expenditure budget includes the City’s additional contribution established based on the FY 2018-19 year-end results. As of June 2019, the General Fund had
$7.4 million in fund balance reserves committed to the pay down of pension/OPEB obligations. By policy, 75% of pension reserves are paid directly to CalPERS, and 25% is contributed to a
dedicated Section 115 trust for the future payment of pension expenses. OPEB reserves are also contributed to a Section 115 trust restricted to the payment of retiree medical benefits.

The amount of discretionary pension/OPEB payment will directly affect the City’s year-end available fund balance. Although there is uncertainty around the extent and duration of COVID-19
impacts on the local economy, General Fund revenue sources that are vulnerable to market conditions, such as Transfer Tax and Sales and Use Tax, are expected to be impacted in FY
2020-21. Remittance of some revenue sources may also be deferred, which could result in cash flow issues for the City.

To improve the City’s position for addressing lost or deferred revenues in FY 2019-20 and FY 2020-21, staff recommends not making the discretionary pension/OPEB payment but instead
having these funds available to balance the FY 2019-20 budget and potentially the FY 2020-21 budget.

Under the Pension Funding Policy, the City Manager is authorized to make minor administrative changes in the policy as long as they are intended to carry out the purpose of the policy, and will
not have any significant policy impact. Per the Policy, the City Council must review and approve changes to the Pension Funding Policy via resolution.

ALTERNATIVES
Staff is recommending that the City Council accept the budget update for Fiscal Year 2019-20 General Fund revenue and expenditures through June 30, 2020 and adopt a resolution altering the
Pension Funding Policy for Fiscal Year 2019-20 by not investing $7,376,650 reserved for a discretionary payment for pension/OPEB obligations. Regarding the Pension Funding Policy, the City
Council may also direct staff to:

• Contribute $7,376,650 in discretionary payments to CalPERS and the Section 115 trust in FY 2019-20 in accordance with the City’s Pension Funding Policy; or

• Contribute a different discretionary amount to CalPERS and the Section 115 trust in FY 2019-20 to pay down unfunded liabilities.

FINANCIAL IMPACT

The amount of the discretionary Pension/OPEB payment will directly affect the City’s year-end available fund balance. Although there is uncertainty around the extent and duration of COVID-19
impacts on the local economy, General Fund revenue sources that are vulnerable to market conditions, such as Sales and Use Tax and TOT, are expected to drop sharply in FY 2020-21.
Remittance of some revenue sources may also be deferred, which could result in cash flow issues for the City.

If the City makes the discretionary contribution to CalPERS in accordance with the Pension Funding Policy, the City would realize approximately $0.5 million in FY 2019-20 budget savings.
However, to improve the City’s position for addressing lost or deferred revenues in FY 2019-20 and FY 2020-21, staff recommends using the $7,376,650 to balance the 2019-2020 budget with
any remaining funds used as needed to balance the FY 2020-21 budget. Staff is also continuing to work with a financial strategy consultant and will be presenting pension and investment
strategies to the City Council later in 2020.

MUNICIPAL CODE/POLICY DOCUMENT CROSS REFERENCE

Under the Pension Funding Policy, the City Manager is authorized to make minor administrative changes in the policy as long as they are intended to carry out the purpose of the policy and will
not have any significant policy impact. The City Council reviews and approves the Pension Funding Policy via resolution, as needed, to ensure it meets the current and future needs of the City.

ENVIRONMENTAL REVIEW

This activity is not a project and is exempt from the California Environmental Quality Act (CEQA) pursuant to section 15378(b)(4) of the CEQA guidelines, because it involves governmental fiscal
activities which do not involve any commitment to any specific project which may result in a potentially significant physical impact on the environment.
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CLIMATE IMPACT

No climate impacts are anticipated from this action.

RECOMMENDATION

Accept a budget update for Fiscal Year 2019-20 General Fund revenue and expenditure projections through June 30, 2020 and adopt a resolution altering the Pension Funding Policy for Fiscal
Year 2019-20 by not investing previously set aside surplus funds.

CITY MANAGER’S RECOMMENDATION

The City Manager recommends utilizing the $7.3 Million that is reserved for a discretionary payment to instead be used to stabilize the 2019-2020 Budget and to have potential funds available to
stabilize the 2020-2021 Budget as we move forward.  The Reserve policy to provide discretionary funding is intended to bring down the future unfunded liability in PERS costs.

I recommend this change in policy for this year due to COVID-19 impacts on the City financially.  This will allow us to work at stabilizing the City financially and providing the ability to maintain
services to the extent possible.

I plan to bring a broader budget strategy to City Council in May for the 2020-2021 Budget.

Respectfully submitted,
Nancy Bronstein, Human Resources Director and Interim Finance Director

By,
Jennifer Tell, Senior Management Analyst

Exhibits:
1. Revenue and Expenditure Update
2. Pension Funding Policy
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