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Background

e City Council Long-Term Financial Planning Policy

Adopted July 2003

Forecasts the City's revenues and expenditures over a
five-year period

Focuses on the General Purpose Fund and other major
funds

The intent of the forecast is to put current funding
decisions in the context of forecasted economic conditions
Biennial report
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Background

 This forecast is...

An estimate of future conditions based on specific
assumptions

Uses the best data available at a single point in time
Is not a budget proposal or authorized spending plan

Is a necessary first step to understanding budget condition,
then solving budget imbalances
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Background

* Purpose
e Help the City make informed financial and operational
decisions by better anticipating future revenues and

expenditures
e Surface all major budget issues

* Provide order of magnitude estimates to enable the City to plan
for different scenarios

e Government Finance Officers Association (GFOA) “Whys”:
* Incorporate financial perspective into organizational planning
e Stimulate long-term and big-picture thinking
e Raise specific issues
e Clarify strategic intent
 Impose discipline
e Communicate to residents
e Demonstrate good management to bond agencies
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Methodology

Led by City Administrator’s Office, collaborative effort with all
departments

Staff researched past forecasts, peer jurisdiction efforts, and public
administration best practices

Modeled methodology on industry standard GFOA approach
Adopted Amended Midcycle FY 2012-13 Budget as expenditure
baseline

FY 2011-12 year-end actual revenue as baseline

Consulted with peer jurisdictions and economic experts to validate
methodology and assumptions

Includes a number of key assumptions

lllustrates a single planning “scenario” with sensitivity analysis —is
not a budget proposal
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Major Findings

e Revenues are expected to grow at a modest but steady rate
e Expenditures are projected to grow more than revenues,
particularly when accounting for deferred expenditures
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Economic and Demographic Trends

Oakland emerging from Great Recession, will experience modest,
steady economic growth

Assumption that Oakland population size and composition will
remain constant throughout forecast period
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Key Assumptions - Revenue

e City will experience modest, steady revenue growth as the
region’s economy stabilizes

 Will begin in 2015 to experience growth consistent with
long-term trends, in the 4% annual nominal growth range

 Consensus forecast consistent with peer jurisdictions and
experts on the regional economy (Beacon Economics, City
and County of San Francisco, Alameda County, others)

* Assumptions regarding local voter revenue measures are
cautious — does not assume new or ongoing revenue where
there is reasonable uncertainty

e Local measures Y and wildfire prevention will expire in
2015 and 2014 and their future revenue is not included
the projection
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Key Assumptions — Revenue (cont’d)

Summary of revenue growth assumptions

Issue

Revenue Assumptions

Rate of inflation

2.2% each year

Property tax

2% in FY 2013-14 and FY 2014-15, 3% thereafter

Sales tax

2% in FY 2013-14, 3% in FY 2014-15 and FY 2015-16,
4% thereafter

Business tax

2% in FY 2013-14 and FY 2014-15, 3% in FY 2015-16,
4% thereafter

Utility consumption tax

0% in FY 2013-14, 1% in FY 2014-15, rate of inflation
(2.2%) thereafter

Real estate transfer tax (RETT)

3% in FY 2013-14 and FY 2014-15, 4% thereafter

Transient occupancy tax (TOT)

Rate of inflation (2.2%) each year

Pa rking tax

Rate of inflation (2.2%) each year

Permits, Licenses, and Service Charges
excluding Meter Collections

Rate of inflation (2.2%) each year

Parking Meters (included within Service
Charges)

0% each year

Parking Citations, Fines, Penalties

0% each year

City of Oakland
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General Purpose Fund Revenue Forecast

Five Year Financial Plan - Forecast Revenue
General Purpose Fund Fiscal Year 13-14
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Key Assumptions - Expenditures

e Forecasted service and staffing levels generally remain at FY 2012-13
levels

e Categories of expenditures: contingent on collective bargaining; City
Council discretion; mandated

e Contingent on collective bargaining

e Personnel costs are uncertain, but forecast assumes that
employee contributions will expire when current labor contracts
do

 No new cost of living adjustments (COLAS)

e City’s retirement costs will grow by 1.5% per year for civilian
employees, 2.5% for sworn employees

* Fringe benefit expenditures will grow by 6% per year, primarily
due to medical
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Key Assumptions - Expenditures (cont’d)

City Council discretion

Successor Agency staff reductions as projects wind down
2 police academies each year (increase sworn staff from 633 to 793)

GPF to absorb some admin staff expenses previously paid by
Successor Agency, if feasible

Operations and Maintenance expenditures held constant

Appropriate S10M in FY 2015-16 and $10M in FY 2016-17 to a
reserve for unfunded pension and OPEB liabilities

Invest in critical new information technology

Defer most investment in capital assets and paying down unfunded
OPEB liabilities
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Key Assumptions - Expenditures (cont’d)

Mandated

GPF to absorb the ongoing cost of 25 police officers paid using COPS
Il grant

GPF to absorb the Police and Fire expenditures formerly funded by
Measure Y (due to priority of police staffing and no layoff provision of
current firefighter contract) , but not the violence prevention
contracts
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Forecasted Budget Imbalance

Note: This forecast has been superseded by more recent,

precise “baseline” budget

FY2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY2017-18
I Forecast Forecast Forecast Forecast Forecast
Revenue $417,987,000 $430,066,000 $439,187,000 $451,195,000 S465,489,000
Expenditures -
ded $432,527,000 $453,908,000 S479,658,000 $489,165,000 S513,300,000
Surplus/(Shortfall) ($14,540,000) ($23,842,000) (540,471,000 ($37,970,000) (547,811,000)
Expenditures - Deferred $95,458,000 $96,534,000 $101,584,000 $102,920,000 $104,200,000
Surplus/(Shortfall) ($109,998,000) (120,376,000 ($142,055,000) ($140:890,000) (S152,011,000)
Al Funds FY2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY2017-18
Forecast Forecast Forecast Forecast Forecast
Revenue 93,052,000 $1,013,343,000 $1,009,189,000 $1,028,241,000 S1,051,072,000
Expendiitures -
ded $1,028,019,000 $1,046,383,000 $1,033,936,000 $1,047,507,000 S1,089,1%,000
Surplus/(Shortfall) ($34,967,000) ($33,040,000) (524,747,000 ($19.266,000) (518,124,000)
Expenditures - Deferred $125,023,000 $126,136,000 $134,978,000 $136,345,000 $137,632,000
Surplus/(Shortfall) (159,990,000 ($159,176,000) ($159,725,000) ($155,611,000) (S155,756,000)
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Budget History and Forecast

General Purpose Fund
Revenue and Expenditure
Budget Historyand Forecast
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Updates to Forecasted Imbalance

- Forecast has been superseded by more precise “baseline”
budget

- Detailed FY 2013-15 baseline budget completed in February
2013 surfaced higher than expected cost increases that will be
factored into future five-year forecasts

Higher pension costs
Higher Internal Service Fund (ISF) costs

Higher police academy and ongoing police staffing costs (in part
due to past budgeting practices)

Higher than forecasted step/merit increase costs
Higher compounding of rates above

Regardless of method, out years (third, fourth and fifth) expected
to be less precise (standard to most forecasts)

OAKLAND

California
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Updated Imbalance
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Long-Term Issues Highlighted in FYFP

Capital Acquisition Needs
Land, Buildings, Infrastructure, and Furniture
Equipment/Vehicles
Computers/Software
Unfunded Pension Liability for PFRS and OMERS
Other Post Employment Benefits (OPEB)

Additional Negative Fund Balance Repayment
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Assumed Deferred Expenditures

“Deferred” expenditures include capital, OPEB, or additional
negative fund repayment

General Purpose Fund

) . FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18
Expenditure Categories
Budget Forecast Forecast Forecast Forecast Forecast

Subtotal Recommended $408,940,000 | $432,527,000 | $453,908,000 | $479,658,000 | $489,165,000 | $513,300,000
Capital acquisitions -

P a S0 $65,590,000 $65,590,000 $69,340,000 $69,340,000 $69,340,000
deferred
Pay down/deposit on
long term liabilities - S0 $29,868,000 $30,944,000 $32,244,000 $33,580,000 $34,860,000
deferred
Subtotal Deferred S0 $95,458,000 $96,534,000 | $101,584,000 | $102,920,000 | $104,200,000
Grand Total $408,939,000 | $527,985,000 | $550,442,000 | $581,242,000 | $592,086,000 | $617,500,000
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Capital Acquisition Needs

- Capital Acquisition Needs
Land, Buildings, Infrastructure, and Furniture

S1.7 billion current backlog of deferred capital investment

S100 million annual to address (S22 million assumed in forecast)
Equipment/Vehicles

Vehicles and equipment overdue for replacement

S$10 million annual cost to address (SO assumed in forecast)

Computers/Software
Numerous critical IT systems overdue for replacement

S20 million per year for three years required to replace highest
priority systems ($3-6 million assumed in forecast)

- More detailed costing in forthcoming Capital Improvement
Program (CIP) report OAKT AND

California
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Assumed OPEB Contributions

FYFP assumes pay as you go amount in “recommended”
expenditures, net new for ARC in “deferred” expenditures

All Funds

OPEB Contributions

FY 2012-13

FY 2013-14

FY 2014-15

FY 2015-16

FY 2016-17

FY 2017-18

Forecast

Forecast

Forecast

Forecast

Forecast

Forecast

Total

Payas you go

918,483,512

§19,777,358

§20,963,999

§22,221,839

§23,555,150

§24,968,459

ARC

$51,200,000

§53,600,000

$55,900,000

958,500,000

561,200,000

963,900,000

Net new to achieve ARC

$32,716,488

933,822,642

934,936,001

936,278,161

937,644,850

938,931,541
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Negative Fund Balances

Fund Balance

Fund Balance

Fund Balance

Negative Fund Category FY 2009-10 FY 2010-11 FY 2011-12
1 | Negative Funds with Repayment Plan (98,175,474) (94,379,909) (79,260,347)
2 | Reimbursable Negative Funds (22,448,746) (13,525,732) (12,485,594)
3 | Non-Reimbursable Negative Funds without Repayment Plan (17,542,656) (13,441,408) (14,031,629)
Total Negative Funds $ (138,166,876) $(121,347,049) | $(105,777,570)
FY 2010-11 through FY 2011-12 repayment amount $ 32,389,306
City of
e
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Continuing Challenges

Deferred capital investments

Negative fund balances

Unfunded liabilities (pension, OPEB, accrued leave)
Gaps between available resources and service demands
Impact of Redevelopment dissolution

State and federal budget uncertainty and sequestration
Strength of economic recovery

Impact of major economic development projects

City of
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Next Steps

- Confirm five-year priorities of Mayor and Council — Spring 2013

Include updated forecast, proposed service levels, and proposed
budget strategies in FY 2013-15 budget — Spring 2013

- Complete related projects — Capital Improvement Program plan,
revised financial policies, OPEB trust proposal

Refine process and issue updated FYFP FY 2015-20 in fall 2014
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Conclusion

The forecast is an estimate of future budget conditions based
on specific assumptions

Not a budget proposal or authorized spending plan

Surfaces all major budget issues and provides order of
magnitude estimates, a necessary first step to understanding
budget condition then solving budget imbalances

“Long-term financial planning...is an organizational competency that
is refined over time.”
GFOA’s Financing the Future
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