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Mission Statement

The City of Oakland is committed to the delivery of effective, courteous and

responsible service. Citizens and employees are treated with fairness, dignity
and respect.

Civic and employee pride are accomplished through constant pursuit of
excellence and a workforce that values and reflects the diversity of the
Oakland community.
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GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distinguished
Budget Presentation
Award

PRESENTED TO

City of Oakland

California

Forthe Biennium Beginning

July 1, 2011

L . Sandor— 58550 47500 »

President Executive Director

The Government Finance Officers Association of the United States and Canada (GFOA) presented a
Distinguished Budget Presentation Award to the City of Oakland for its biannual budget for the fiscal
years 2011-12 and 2012-13.

In order to receive this award, a governmental unit must publish a budget document that meets
program criteria as a policy document, as an operations guide, as a financial plan and as a
communications device.

The award is valid for a period of one budget cycle only. We believe our current budget for fiscal
years 2013-14 and 2014-15, continues to conform to program requirements, and we are submitting
it to GFOA to determine its eligibility for another award.
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FISCAL YEAR 2013-15 ADOPTED BUDGET FOR THE CITY OF OAKLAND

Honorable Mayor Quan, City Council and Residents of Oakland:

On behalf of the entire City Administration, | am transmitting the City of Oakland’s Adopted Policy
Budget for the period of July 1, 2013 through June 30, 2015.

This budget represents a crossroads for Oakland. Our economy is on the rise, and we see many
opportunities ahead to realize our vision of success, safety and stability for our city. We have worked to
balance the priorities and needs of everyone in the City, and we believe this is a "fair share" budget for
all. The City is investing strongly in public safety and economic development to restore the police force
and build on the economic opportunities before us. Due to growing expenses beyond our control, we are
still forced to propose some cuts and position eliminations, but we have worked hard to minimize them.

Significant employee contributions made over four years ago, at the height of the recession, will begin to
sunset starting in July 2013. For several years now, our employees have given contributions that were
critical to stabilizing the City and creating an environment where we can now make thoughtful, though
urgent, decisions about our future. We are grateful to all City employees, whose sacrifices have been
essential to stabilizing the City’s service levels and finances, and resuming our economic growth.
Looking ahead, we will have to continue the partnership to make smart, tough decisions together about
how we move forward to tackle our challenges and seize the great opportunities before us.

While we have weathered fiscal storms and made substantial progress, there are factors beyond our local
control that pose big challenges for balancing this two-year budget in the short term and ensuring our
financial stability in the long term. It is crucial that we prepare now to address anticipated increases in
expenditures. Our recent economic gains have been offset and outpaced by the following factors:

» Federal and state funding cuts;

* Rising health care costs;

» Rapidly growing costs of employee pensions as the CalPERS funding system undergoes
necessary reform;

» Sun-setting of local tax measures; and,

»  Expiring public safety grants worth millions of dollars.
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The recent economic growth had helped us to increase the City’s services in the following programs:

Graduate two police academies each year and increase sworn officers from 633 in FY 2012-13 to
707 by June 2015 (10 of which are funded by the newly received COPS grant after the budget
adoption);

Graduate at least two fire academies in year two;

Provide funding in the amount of $1.5 million in FY 2013-14 to backfill cuts to the Headstart
program due to federal sequestration (this amount is not funded for FY 2014-15);

Provide funding of $1.8 million to backfill the affordable housing program cut due to both the
dissolution of the Redevelopment Agency by the state and the federal sequestration in FY 2014-
15;

e Increase civilian personnel at the Police Department by 38 positions;
e Increase civilian personnel throughout departments by 41.2 positions to restore some of the
services to keep Oakland clean and safe; and,
o Restore one fire engine that had been “browned out.”
BUDGET SUMMARY

The FY 2013-15 Adopted Policy Budget contains two-year appropriations of approximately $2 billion,
comprised of approximately $1 billion for FY 2013-14 and approximately $1 billion for FY 2014-15,
across all funding sources. The General Purpose Fund accounts for approximately 40% of the City’s total
budget at approximately $450 million each year. Funds comprising the remainder of the City’s budget
are restricted for special purposes, such as grant programs, sewer services, bond-funded projects, capital

projects, and debt payments.

FY 2013-14 FY 2014-15
General Purpose Fund $455,294,399 $459,872,466
All Funds $1,094,533,634 $1,090,122,151
Full-Time Equivalent (FTES) 3,898.05 3,939.95

MAYOR’S AND COUNCIL’S PRIORITIES

Oakland is a diverse city that is home to a wide array of different communities and individuals. In many
cases, that means our residents and businesses sometimes have differing and even conflicting priorities.
The job of leadership is to serve all of Oakland, and to resolve those differences in a way that best serves
our collective needs and goals. The FY 2013-15 Adopted Policy Budget was built on the priorities set
forth by the Mayor and the City Council:

Mayor Jean Quan’s Priorities City Council’s Priorities

(Resolution #84466 C.M.S.)

» Invest in public safety

» Create jobs and promote economic
development

» Bolster job-training services so that
Oaklanders are a competitive and thriving
workforce

» A Safe City —a City in which safety is defined
by more than just police
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Mayor Jean Quan’s Priorities City Council’s Priorities
(Resolution #84466 C.M.S.)
» Build and restore our infrastructure and the » A Clean City — A City in which we swiftly
physical environment of Oakland address quality of life issues such as graffiti,

blight, and illegal dumping in all of our
neighborhoods

» Foster Oakland youth and care for our most » A Livable City — A City that respects and
vulnerable populations provides safe space for its children and seniors

» Achieve long-term fiscal stability for the City

» A City that honors and respects its employees | > A City that honors and respects its employees —
— restoring Employee Contributions and restoring Employee Contributions and Furlough
Furlough Days Days

All these priorities weave a cohesive strategy, and by working together we will move Oakland forward.
Our vision for Oakland is to dramatically bring down crime and strongly increase safety for our residents
and businesses. This will encourage new businesses and investors, and bolster the businesses we already
have, which in turn will produce new jobs, increase prosperity in our neighborhoods and create more
revenue to support City services. With greater revenues, we can improve quality of life for everyone in
our city, and better fund services for our most vulnerable residents, making stable, steady progress toward
prosperity.

BUDGET-BALANCING PRINCIPLES
During the development of this budget, we adhered to the following budgeting principles:

Principle 1.  Achieve a long-term structurally balanced budget through efficiencies, permanent
reductions to the expenditure base, and/or revenue enhancements. Minimize reliance on
reserves or the use of one-time revenues for ongoing expenditures.

Principle 2:  Give highest priority to protecting the most essential City services.

Principle 3: Maintain an open and transparent process for City employees and the public. Public
involvement shall be encouraged in the budget decision-making process through public
hearings, public outreach, and information.

Principle 4: Minimize the negative impact on Oakland residents, businesses and employees.

Principle 5:  Help strengthen the City's position in the financial and capital markets.

Principle 6: Develop a long-term plan to address negative fund balances.

Principle 7:  General Fund revenues shall not be earmarked for any particular purpose, unless required
by law or generally accepted accounting principles (GAAP).

Principle 7:  All Enterprise Funds shall work to become fully self-supporting from revenues generated
by rates, fees, and charges.

KEY BUDGET CONSIDERATIONS

Collective Stakeholder Contributions

The City could not have achieved its state of relative health without three crucial factors: employee
contributions, service reductions, and growing revenues. The first two factors were the result of incredible
dedication, hard work, negotiation and leadership on the part of every City stakeholder, including the
employees themselves and the City Council.
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Every City employee has faced the difficulty of losing approximately 9% of their compensation, a
sacrifice that is never easy to make. Mayor Quan took and has maintained a 25% cut in her own salary
upon taking office. This was partly an effort to honor the hard work of all public servants and the
sacrifices they were asked to make. In the last fiscal year alone, employee contributions equalled
approximately $37 million. These contributions saved jobs and allowed the City to sustain vital services
for residents.

Weathering the Financial Storm

In addition to employee contributions, we have made great strides during the Great Depression to stabilize
the City’s finances, which has required significant and in many cases unsustainable service reductions
and/or eliminations:

» Reduced the workforce by 21% over the past 10 years, resulting in the elimination of about 720
positions;

» Closed $318 million in cumulative budget shortfalls;

» Instituted rolling brown-outs of two fire engine companies;

» Reduced sworn police staffing by 27% (from 837 to 611 officers) and civilian staff by 34% in the last
6 years (from 394 to 261 FTEs), with loss of services in patrol, shortage of investigative resources,
delayed response to 911 calls for service, and elimination of the horse-mounted \ and traffic units;

» Significantly reduced paving and street repairs;

» Reduced code enforcement, development, and planning staff;

» Reduced Cultural Arts programs and grants, and Film Office staffing;

» Significantly reduced various neighborhood improvement and beautification programs, such as:
facade and tenant improvement grants, the Neighborhood Project Initiative Program, graffiti
abatement (private property), blight removal, litter and illegal dumping response, tree trimming,
sidewalk maintenance, and open space maintenance;

* Reduced affordable housing programs and funding for homeless programs;

* Reduced park, median and grounds and building maintenance and custodial services.

We have pursued various ways to maximize revenue by: (1) pursuing grants from federal and state
governments as well as foundations and the private sector, (2) aggressively pursuing dollars owed the
City through special revenue collection efforts, (3) developing more public/private partnerships, and (4)
increasing fees to fully recover the costs related to providing services. The results of a growing economy
and aggressive revenue development efforts have proven fruitful.

Over the past five years, the City has made significant strides in stabilizing its financial condition, and the
City Council, residents, and employees have played a major role in getting the City to a stronger fiscal
condition. The following fiscal actions that have strengthened our financial standing:

+ Instituted strong fiscal controls and strengthened financial policies;

» Proactively collected revenues and implemented targeted efforts to collect past-due funds;

« Paid down negative fund balances, which have gone from $138 million to about $105 million at the
close of FY 2012-2013 (this is internal debt that comes from inter-fund borrowing);

* Fully funded the General Fund reserve to meet the level mandated by City Council policy for the first
time in five years;

» Reorganized to reduce costs and enhance efficiency; and,

» Planned for anticipated additional fiscal impacts from the dissolution of Redevelopment.
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Accomplishments

Working with all stakeholders, we have:

Closed the budget shortfalls;

Minimized layoffs and service reductions;

Rehired all the laid-off police officers who wanted to return, and awarded a grant for 25 new officers;
Funded the first police academy in more than four years and proposed more;

Significantly paid down debt;

Maintained AA credit ratings through multiple reviews by raters/investors;

Supported modest, steady revenue increases; and,

Brought down unemployment from 16.6% in January 2011 to 10.7% in October 2013.

Ready for Growth

The good news is that the economy is showing steady signs of modest recovery, the housing market is red
hot, and key economic indicators are trending in a positive direction: unemployment is down and
revenues are up in most categories (e.g., property tax, sales tax, business tax, real estate tax).

The financial markets are taking notice of Oakland’s judicious approach to address both short-term and
long-term financial challenges: just recently, the credit-rating agencies reaffirmed our AA credit rating
and noted our stable fiscal outlook.

Looking forward, we must continue to grow our revenues to restore and enhance services to the
community. We have actively supported long-dormant projects which have recently sprung to life, and
are working to spur progress on other projects to draw investment to Oakland, creating more jobs and
more economic development. Recent progress includes:

e Starting construction at the Oakland Army Base, which includes constructing a new marine terminal
and 1 million square feet of trade and logistics space that will generate approximately 2,000 jobs;

e Supporting efforts to break ground in spring 2014 at the Brooklyn Basin Project, which includes 3,100
units of housing, 30 acres of open space, and 200,000 square feet of commercial space, with an
approximate job count of 8,000 over the 6 to 8 year build-out of the project;

o Completing the “10K” housing project started a decade ago and strategically positioning Oakland for
“10K 2.0, ” which would build housing across all of Oakland's transit corridors;

e Continuing to negotiate exciting opportunities for our sports facilities and the world-class potential of
the Coliseum City development project; and

o Aggressively pursuing retail projects. Since 2011, more than 1 million square feet of new or improved
leasable retail space have been completed or are in the pipeline.

Factors Outside of the City’s Control

Despite the good work we’ve done putting our fiscal house in order, outside financial forces are creating
new challenges going forward. We face some significant losses, and some expenses are rising even faster
than our revenues, but three primary factors affect our fiscal status:
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1. Ongoing Impacts of the Global Recession

Oakland continues to be challenged by the lingering impacts of the global recession and the harsh service
impacts which resulted from reducing $318 million in expenditures and losing 720 FTEs in prior years,
while simultaneously planning for additional reductions.

We have begun recovery, but have not yet fully restored our pre-recession revenues. A good example of
these ongoing points of recovery is sales tax, a central revenue source for California cities. Although
Oakland sales tax revenues are on the rise, they remain 8% lower than their pre-recession highs.

Although revenues are showing modest, upward trends, continuously rising costs and deferred
expenditures are projected to outpace revenue growth, mostly due to steep increases in health care and
pension costs and critical deferred maintenance to repair City buildings and roads, upgrade technology,
and replace fleet and equipment.

2. Increased Cost of Benefits
CalPERS’ newly adopted actuarial assumptions will have a significant impact on the City’s budget.

In the coming year, we face a 21% increase in CalPERS costs, or about $14 million. Over the next five
years, the estimated pension cost will be $107.6 million in FY 2017-18 compared with $66.5 million in
FY 2012-13, an increase of 61.8% within a five-year period.

The City must also prepare to pay increased costs for medical benefits above the estimated $41 million
we now pay. These costs have increased by 39% per civilian employee since FY 2006-07, and by 50% for
sworn employees. While CalPERS has not published projected cost increases for 2014, the past increases
are a reasonable indicator of anticipated increases in the coming years.

These rising costs are currently projected to outpace the City’s economic growth and steadily rising
revenues.

3. Dissolution of Redevelopment

Redevelopment was a major tool that Oakland—Ilike other urban centers in California—could use to turn
vacant and underutilized properties into productive, tax revenue-generating and job-producing use. It
served as a catalyst for private investment to breathe life into areas burdened with deteriorated buildings,
environmental contamination, and aging infrastructure that would otherwise lay vacant and
nonproductive.

The elimination of Redevelopment in January 2012 created a $28 million hole in the City’s budget and
eliminated a significant source of ongoing funding for affordable housing and blight abatement, including
resource to combat graffiti and illegal dumping. Redevelopment had also been partly used to help fund
police services in commercial areas slated for revitalization.

4. Federal Sequestration and Potential Further Reductions

The federal government has imposed sequestration as part of the federal budget-balancing measure. The
immediate impact to Oakland is reduction of vital services for vulnerable populations, including
significant cuts to Head Start programs and affordable housing programs. The current federal budget
resolution appropriates the federal spending up to January 15, 2014 and debt ceiling is suspended through
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February 7, 2014. We can’t predict what other acts the federal government will take next year to balance
the budget.

Strategies and Values

We’ve worked to be transparent and collaborative. This is an open, community-focused process with
the books open to anyone who wants to see the data. By letting everyone have unprecedented access to
our budget data we know we can: (1) improve trust in the process, (2) create a budget that truly serves
everyone, and (3) tap into the best ideas available by empowering everyone in Oakland to contribute their
ideas and perspectives.

In recent years, we reorganized to increase efficiency, reduced middle management, and in many cases
cut services to the bone. We now face choices moving forward about rebuilding and restoring a few key
services. While all City service areas require our attention, we have given particular focus to the areas of
public safety, economic development, and clean Oakland. By building a safer Oakland and growing
our economy, we will create a better foundation on which to restore and grow the City as a whole.

We’re in this together. We will build on union partnerships and continue to collaborate with all
stakeholders. A series of town hall meetings had been held throughout Oakland during the budget
development to discuss the City’s fiscal condition and proposed Policy Budget, and the City Council had
held numerous public hearings on the proposed budget.

Balancing priorities. Tough choices liec ahead. Everyone’s priorities are important, and we have made
every effort to respect and champion the collective expectations, needs and goals of the people and
employees of Oakland.

Oakland at a Crossroads

It is clear that the City is at a critical juncture. The decisions we make now are pivotal to our future and to
realizing the full promise of Oakland. The city has won recent international recognition, and with our
economy on the rise, we are well positioned for growth. Great opportunities are before us and we are
within reach of a prosperous, bright future.

However, to get there, we must deal directly with our remaining challenges. The most urgent, immediate
priority is to reduce crime and enhance economic development. This adopted budget funds the graduation
of four police academies over the next two fiscal years and brings police sworn staffing to 707 by the end
of FY 2014-2015.

As we tackle police staffing shortages in the near term, we must also keep our eyes sharply focused on the
horizon to ensure that our long-term financial issues are addressed without “kicking the can” further down
the road.

For Oakland to truly flourish, we must begin to confront the imbalance between revenues and
expenditures. This will take systematic planning, difficult trade-offs, patience, and will to create
sustainable, long-term solutions that provide relief from the shortfalls predicted for the future, absent a
permanent solution. Among our upcoming challenges are:

e Two major tax measures will sunset in the coming years: Measure Y, which largely funds police
officers and community-based violence prevention service, amongst other services, as well as the
Wildfire Prevention Assessment District, which provides for the ongoing safety needs necessary
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to preventing another firestorm such as the one Oakland endured in 1991. Renewal of these
measures requires voter approval. As a result, we need to begin problem-solving over the next
fiscal year to stabilize these services and funding should they not be renewed;

o Prepare for the reforms that CalPERS will put in place over the next six years that will have a
significant fiscal impact;

o Prepare to implement the Affordable Care Act during the term of this proposed budget, with as-
yet unknown fiscal impacts and many unresolved questions;

o Still absorbing the impact of the loss of Redevelopment;

o Five years of structural deficit is forecasted; and

e Approximately $1.4 billion of unfunded liabilities and/or deferred capital projects projected.

It will also be critical to bolster our dialogue with the broader Oakland community. The dialogue will
have to include the possibility of a modest parcel tax the voters could approve to accelerate the restoration
of staffing our police department. While the City has been prudent in setting its financial house in order,
we do not have a clear path to reach adequate police staffing without voters playing a part in funding that
restoration. We have begun to heal from the devastating effects of the Great Recession, but that growth is
modest and arriving at a pace that does not allow the fast action many residents are demanding.

Oakland is like many other California cities and cities across the United States that have grappled with
multi-year service reductions and budget shortfalls to a point where there are no longer any discretionary
services left to eliminate. It’s no longer about “doing more with less” or hoping for a full recovery. It is
about acknowledging that we have weathered a very bad fiscal storm, putting strong fiscal measures in
place that have shown positive results, and understanding what the future holds for our City and what we
must plan for in the very near term.

We are not alone in these challenges; however, we must remember that the progress we have made over
the past five years has been a direct result of this City’s dogged determination to work together, with
resolve and collective passion for the well-being and viability of our community. Through ongoing
collaboration and problem-solving, we will find solutions to the challenges before us, and we are
confident that these decisions will allow Oakland to emerge stronger than ever.

BUDGET FOR THE FUTURE

While the biennial budget addresses a two-year period, effectively managing our government’s finances is
a year-round activity. We will continue to work to protect core services through financially responsible
decisions, and we know our work will not be completed with this budget. We face historical, cumulative
financial challenges, uncertainty in the economy, and the federal budget status. But we will continue to
work throughout this budget cycle to ensure City government is focused on providing needed services and
remaining financially healthy now and for years to come.

To that end, the City will continue the ongoing development and extension of multi-year forecasting of
expenditures and revenues. We are focused on enhancing our long-term budget planning processes and
will work to refine the five-year budget projections.

CONCLUSION

The Adopted Policy Budget for FY 2013-15 reflects the Mayor and City Council priorities that invest in
public safety, a clean city, and economic development, and restore some of the critical City services that
were cut during the Great Recession. We will continue to work on long-term financial reform to strike a
long-term balance of our resources and service needs.
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This budget document is the outcome of a team effort by City staff. | praise their hard work and diligent
efforts.

Respectfully submitted,

\,Déﬁ’mm-w Mmﬂ'——mﬂ,

Deanna J. Santana
City Administrator
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FY 2013-2015 BUDGET CONSIDERATIONS

BUDGET-BALANCING PRINCIPLES

The following budget-balancing principles were used to develop budget proposals and present the City Council
with a proposed Policy Budget: essentially, they guide expenditure priorities and impacts. These budget-
balancing principles are largely the same as presented in the past (January 2012) and have worked to stabilize our
limited public funds and investment in essential services:

1.

10.

11.
12.

13.

14.

Develop a budget that balances the City's delivery of the most essential services to the community with the
resources available.

Comply with Court rulings and orders, such as the dissolution of Redevelopment and Negotiated Settlement
Agreement.

Resolve shortfalls with ongoing revenue to fund ongoing expenditures. Align one-time resources with one-
time costs for programs or projects. To the greatest extent possible, one-time resources should not be used
for ongoing costs.

Minimize the negative impact of service reductions/eliminations on Oakland residents, businesses, and
employees.

General Purpose Fund revenues shall not be earmarked for any particular purpose, unless required by law or
generally accepted accounting principles (GAAP).

All Enterprise Funds shall work to become fully self-supporting from revenues generated by rates, fees and
charges.

Ensure that services address the diverse community and preserve efforts that the City Council has put in
place to address social equity and access to quality of life services.

Rates, fees and charges should become fully cost recovering and the General Purpose Fund should not
provide subsidies, unless authorized by the City Council and funds are appropriately allocated/appropriated.

Ensure that budget-balancing approaches have no negative impact, or minimal impact, on future budgets to
ensure high standards of fiscal integrity and management, along with the goal and interest of preserving the
City’s credit ratings.

Focus on services for both the short- and long-term that are unique to what a full-service local government
should offer. As a goal, analyze all existing services and target service consolidations, reductions, or
eliminations in areas where service is less essential.

Explore personnel services cost savings, subject to the meet-and-confer process where applicable.

Make every effort, if operationally feasible, to eliminate vacant positions, rather than filled positions, to
minimize the number of employee layoffs while at the same time being mindful of the services that the
community demands and/or needs. As programs are consolidated, reduced or eliminated, ensure that
management and administration are reduced as appropriate.

Defer any new program commitments and initiatives or program expansions, unless those programs reduce
crime, stimulate the local economy, create jobs, are cost neutral, generate new revenues, are required by
law, have a significant return on investment for the General Purpose Fund, and/or are funded through
redeployment of existing resources.

Explore interdepartmental/interagency partnerships to leverage service delivery models.

FY 2013-2015 BUDGET CONSIDERATIONS Page 1
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Il. FINANCIAL/ECONOMIC MARKET CONSIDERATIONS

Consistent with national, state, and regional economic market trends, the City of Oakland economy is showing
signs of stabilization and modest growth.

Key Oakland Economic Indicators at a Glance
Recent economic indicators confirm modest economic recoveries for Oakland:

e Vacancy rates have decreased across all commercial sectors, with the industrial sector falling to its
lowest ever of 4.7%. Commercial and retail vacancy rates are declining."

e From calendar years 2009 to 2012, retail sales increased 23.1%. In calendar year 2012, the gain in
taxable retail sales from 2011 alone increased by 7.6%.’

e In calendar year 2012, the City experienced a net increase of 5.3% (823 net new) Residential and
commercial businesses in Oakland (non-rental businesses).?

o Property transfers continue on an upward trend. In 2012, there was an average of 749 transfers per
month for all properties, compared with 712 per month in 2011.*

e Employment in Oakland in January 2012 was 175,100; in January 2013, employment grew to 181,500,
for a net gain of 6,400 jobs.’

Housing Market Activity

Oakland’s housing market is complex. The rate of foreclosure activities has significantly decreased in Oakland.
However, there are still many Oakland residents in or at risk for foreclosure and the number of underwater
borrowers is also high. Notices of Default have decreased 64.1% since the prior year, and the rate of short sales
has increased 35% from 2011 to 2012.° Like state and national trends, the number of short sales in Oakland has
impacted the market. Additionally the significant number of foreclosed home purchases by investors has also
contributed to higher home prices and a larger rental market.

Additionally, newly constructed condominium units that were converted to rental units are now returning to the
sale market. Vacancy rates in rental markets are low, with rents rising. According to the data published by real
estate trends site Realtor.com, the average U.S. home spent 84 days on the market last month. In 10 housing
markets, hor7ne3 spent 48 days or less on the market before being sold. In Oakland, homes spent just 24 days on
the market.

In terms of new housing, construction starts remain slow, but major housing developments proposed in Oakland
are expected to come on line in the next several years. For example, Brooklyn Basin Development (Oak to Ninth
development), along the Embarcadero adjacent to Jack London Square, where construction will begin in spring
2014, will contain 3,100 new units of housing, as well as 30 acres of open space and 200,000 square feet of
commercial space. The City is positioned now for a “10k 2.0” initiative.

Labor Market Activity

! Colliers International 2012 4™ Quarter Report
2 .
HdL Companies
3 City of Oakland Business License Office
* HdL Companies
> State of California EDD
® ForeclosureRadar http://www.foreclosureradar.com/california/alameda-county/oakland-foreclosures
7 http://www.foxbusiness.com/industries/2012/07/25/american-cities-where-homes-sell-fastest/
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Over the past year, 6,400 jobs were created in Oakland compared to 5,000 jobs created in the previous year. ®

The unemployment rate in the Oakland-Fremont-Hayward MD was 8.0% in February 2013, down from 8.6% in
January 2013, and below the year-ago estimate of 9.5%. This compares with an unadjusted unemployment rate of
9.7% for California and 8.1% for the nation during the same period. The unemployment rate was 8.0% in
Alameda County, and 8.1% in Contra Costa County.

Two major development projects are expected to add significantly to employment in the City over the next two
years. The construction of a new marine terminal and one million square feet of trade and logistics space at the
former Oakland Army Base, which will begin in December 2013, is expected to create approximately two
thousand new jobs over the course of its build out. In addition, the Brooklyn Basin Development referenced above
will create approximately 8,000 jobs over the six to eight year build out of the project, which will begin in spring
2014. At the same time, the City currently has about 1 million sg. feet of retail development underway which will
have a positive impact on jobs, as reported by the San Francisco Business Times.

Taxable Sales Activity

The country’s major economic recession in 2008 has had a significant impact on retailing, and the sector is still
recovering. In Oakland overall, retail sales had been relatively flat from 2001 to 2004, increased notably from
2004 to 2007, declined in 2008 and 2009, and have been increasing again in 2010 and 2011.

Retail sales activity in 2012 is continuing to show improvement and on an upward trend. Eating and drinking and
convenience retailing have shown the largest increases and strongest recovery, while department and apparel sales
have lagged and have not recovered as quickly. Retail sales are anticipated to continue growing over the next
several years as the economy and consumer confidence continue to recover and grow. Per HdL Economist Jordan
Levine, auto sales activity is a good economic indicator for consumer confidence — in Oakland, auto sales are
strong — all Oakland auto dealerships are part of Oakland’s top 30 sales tax producers. °

I1l. OAKLAND WEATHERING ITS FINANCIAL CHALLENGES: 2008-2013

The City of Oakland is steadily emerging from the recession and collapse of the housing market in 2008. Since
then, the City has addressed $318 million in budget shortfalls caused by sharp revenue declines and eliminated
720 full-time equivalent positions.

Workforce and Community Service Reductions

Over the past 10 years, the City’s workforce has shrunk by about 20% to an all-time low of 3,680 employees.
Although the City has tried to sustain service levels despite diminishing staff and resources, the reality is that
losing 20% of our staff has had a significant impact on service delivery. And yet, the demand for services has
only increased as a result of growing community needs that are heightened during a recession. Adding to the
challenge, we have preserved front-line services by dramatically cutting internal service departments such as
information technology, finance, and human resources, which are critical to sustaining quality community
services. We must seek a better balance moving forward between workload capacity and services delivered.

8 State of California, EDD
° HdL Sales Tax Report 2012
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Past Short-Term and Long-Term Cost-Cutting Measures

The City’s sworn and civilian employees have made significant contributions to help bridge multi-million
shortfalls. Pursuant to the collective bargaining agreements, City employee’s wages were reduced and all
employees are now contributing the full employee share of pension costs. Current labor agreements that include
these cost-cutting concessions are set to begin expiring in June 2013. Examples of austerity and cost-cutting
measures to address the $318 million in cumulative shortfalls since July 2008 include the following:

Table 1: Past Short-term and Long-term Cost-Cutting Measures Taken

Short-Term Measures Long-Term Measures
« Employees temporarily contributed 10% of « Eliminated 720 full-time equivalent positions
compensation o Increased employee’s retirement contribution
o Initiated hiring freeze o Implemented new two-tier retirement system

« Closed City offices 12 days per year and added « Reorganized and combined several City

floating furlgugh days L departments to achieve operational efficiencies
« Deferred maintenance of facilities and streets

« Eliminated two fire engine companies and
implemented rolling brown outs

« Closed branch libraries one day per week

o Reduced hours at recreation centers, branch
libraries, and senior centers

« Eliminated more than 239 vehicles in the fleet
« Significantly reduced tree trimming

« Restricted travel , training, and discretionary
spending

« Reduced grants and subsidies to community
organizations

« Sold surplus property and land

« Eliminated fagade improvement grants, graffiti
abatement and illegal dumping programs

« Transferred eligible expenditures to restricted
funds, freeing up General Fund dollars

« Increased fees
« Invested in economic development strategies

Maximizing Revenue

The City has pursued ways to maximize revenue. State law limits the City’s ability to levee new taxes, so the only
means of increasing revenues without voter approval is to raise fees associated with certain City services. By law,
these fees can only cover the City’s actual cost to provide the service (e.g., the City cannot make a profit from
basic service fees). To maximize revenue, the City has employed a variety of strategies, which have significantly
yielded results, such as:

Pursued grants from federal and state governments as well as foundations and the private sector;
Aggressively pursued dollars owed the City through special revenue collection efforts;
Developed more public/private partnerships; and,

Increased fees to fully recover the costs related to providing services.

Page 4 FY 2013-2015 BUDGET CONSIDERATIONS
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Measures Taken During Last Five Years

Over the past five years, the City has made significant strides in stabilizing our finances. We have:

V.

Instituted strong fiscal controls and strengthened financial policies;

Maintained solid credit ratings which reflect strong financial management practices, a deep and
diversified economic base, positive cash flows and liquidity levels, and healthy general fund reserves;
Fully funded the General Fund reserve to meet the level mandated by City Council policy for the first
time in five years;

Paid down 28% of our negative fund balances, which have gone from $138 million to $105 million over a
three-year period (this is internal debt that results in borrowing between funds); and,

Planned for anticipated additional fiscal impacts from the dissolution of Redevelopment and compliance
costs associated with the Negotiated Settlement Agreement.

BUDGET CHALLENGES

Oakland faces uncertainties when it comes to financial planning; these include:

V.

Changes in federal spending (e.g., sequestration);

Changes in state spending;

Measure Y and Wildfire Prevention Assessment District renewal and the impact FY's 2015-17;
Slower than expected economic recovery;

Redevelopment “clawback”;

CalPERS reforms that it will put in place over the next six years;

Affordable Care Act during the term of this proposed budget, with fiscal impacts not yet settled
and an abundance of questions yet to be resolved;

Five years of structural deficit forecasted;

$1B+ of unfunded liabilities and/or deferred capital projects;

Implementation of the Negotiated Settlement Agreement (NSA) and police staffing; and,
Potential liabilities.

CAPITAL IMPROVEMENT PROJECTS

A Capital Improvement Program (CIP) represents a major investment in a city's infrastructure and
assets. It must balance repair and replacement of existing assets with delivering new assets where they
may be needed. It must reflect the overall priorities of the City. It has a huge impact on the health and
vibrancy of the community.

Capital projects are defined as a long-term investment that builds, replaces or improves an asset
(buildings, roads, parks, sewer and drainage lines, technology systems, etc.) and that has a useful design
life of at least ten years and a minimum cost of $50,000. Oakland's Capital Improvement Program (CIP)
is formally reviewed and approved every two years, as part of the biennial policy budget.

FY 2013-2015 BUDGET CONSIDERATIONS Page 5
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There are limited sources of internal funding available for capital improvements, typically with
restrictions on their use within broad categories, described below. Grants are another source of funding
for capital projects. While often a major source of capital funding, they are even more limited, typically
competitive and cyclical in nature.

Internal Sources: The following are the major sources of funding for capital investment in Oakland:

e Sewer Service Fund (Fund 3100). Limited to funding maintenance and capital improvements to
the sanitary sewer collection system.

e Measure B - Transportation (Fund 2211). Limited to funding transportation and traffic safety
improvements within the public right-of-way.

e Measure B - Bicycle and Pedestrian (Fund 2212). Limited to funding bicycle and pedestrian
safety and accessibility improvements within the public right-of-way.

e Vehicle Registration Fee (Fund 2215). Limited to funding transportation and traffic safety
improvements within the public right-of-way.

Grant Sources: Additionally, Oakland aggressively pursues grant opportunities for various capital
improvements. While by their nature these grants are only available for specific projects and purposes,
they do represent a significant addition to local funds. They represent the most viable source to fund new
improvements and allow internal funds to be kept available for existing assets.

In the period including the last two fiscal years to date, staff successfully applied for and received a total
of $36 million in grants for 29 capital projects. Staff will continue to seek grants when projects are
competitive and meet the City's need to address unfunded priorities.

A total of $87.8 million is recommended for investment in 27 projects, summarized here:

e Buildings and Facilities — 7 projects, $1.4 million

e Sewers — 12 projects, $29.1 million

e Streets, Sidewalks — 10 projects, $19.6 million

e Traffic Improvements — 5 projects, $4.5 million

e Garage Improvements — 3 projects, $33.2 million (subject to State Approval of Redevelopment
disposition)

Like many older cities, Oakland has an aging infrastructure and a significant backlog of deferred
maintenance. The proposed CIP includes funding for only a small portion of this backlog or need,
reflecting the limits of existing fund sources. Because of this, a strategic approach to prioritizing the
remaining unmet needs is needed. Such an approach will necessarily require an assessment of core City
programs, the assets needed to deliver those programs, a condition assessment of those City's assets, and
a long-term funding approach to addressing those assets considered critical to core functions and future
growth.

Equipment/Vehicles

The City of Oakland fleet has a current replacement value of $105.0 million with an average annual
capital funding requirement of $10.2 million in current dollars. Due to the high number of vehicles
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currently overdue for replacement, immediate funding needs are high with normal cyclical patterns
afterward. In FY 2013-15, the City will purchase $11.8 million in new vehicles.

Information Technology

A Capital Improvement Program (CIP) represents a major investment in a City's Information
Technology infrastructure and services. It must maintain, operate and support existing Information
Technology architecture in order to provide the necessary services for internal and external City
customers. It must reflect the overall priorities of the City. It has a huge impact on public safety,
economic development and day to day efficiencies of City government.

Capital projects are defined as a long-term investment that builds and replaces critical technical
infrastructure (911 systems, public safety, telecommunications, payroll, etc.) and has a useful design life
of three to five years. Staff identified 29 critical projects in an amount of $85.23 million in the next five
years that are in need of upgrade, purchase, and maintenance, but they are not funded. Examples are:

e Infrastructure Improvements — Includes Citywide email replacement, Document and Records
Management system, Network Security, and End-User computer devices (replacements laptops and
desktops).

e Enterprise Application Services — (Oracle Release 12 upgrade) Payroll, Advanced Benefits,
Advanced Collections and Universal Content Management system.

e Public Safety Radio System — provides for additional sites which will enhance coverage in the field
and within buildings.

e Data Center Improvements — continuity of operations in a major disaster scenario, which requires
having a redundant data center site for preservation of data.

e Accela Fire Prevention — Fire plan checks and inspections are currently handled on a separate system
from Accela (CEDA). Implementation of the Accela Fire module will allow for one platform to
handle inspections and permits and provide more transparency by allowing citizens to schedule
inspections, apply for a permit and print out permits from a centralized point online.
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POLICY TRADEOFFS & SERVICE BUYBACKS

Restoration of Expenditures Cuts & Policy Decisions on
Possible Expanded Funding of Priority Services

RESTORATION OF EXPENDITURE CUTS

The FY 2013-15 Proposed Policy Budget included a number of service and position reductions relative to FY 2012-13,
which were required as baseline expenditures were growing faster than baseline revenues. While City Council
restored and/or provided funding for some service and position reductions, there are a number of items which
remain outstanding. To the extent that the City Council eliminates expenditures included in the FY 2013-15 Adopted
Policy Budget, cost savings are realized, or additional revenues are identified, the City Council can use those
expenditures or new revenues to restore proposed service reductions in order to maintain existing service levels.
Below is a list of key City services and positions that were reduced or excluded in the adopted budget due to fiscal
constraints that we would recommend restoring if additional revenue or expenditure reductions is recognized.

Note that in some cases, the ongoing costs discussed below, which are based on FY 2012-13 or FY 2013-14 values, do
not include City Council approved Cost of Living Adjustments of 2% in FY 2013-14 and 1% in FY2014-15.

CUTS FOR POSSIBLE RESTORATION

Fire Prevention Inspector

The civilian Fire Prevention Bureau Inspector position was frozen in prior fiscal years and remains frozen in the
adopted budget. The annual cost of salary and benefits to restore the position is $104,024. This position is
recommended for restoration to augment services provided from the current level.

TOTAL COST $104,024

Fully Restore Funding to Cultural and Recreational Organizations

The City provides funding above what is legally required to a number of cultural and recreational organizations. The
adopted budget reduces funding beyond the required minimum by approximately 10% to the Chabot Space and
Science Center, Oakland Zoo, and others. Restoring this 10% reduction would total approximately $100,000.

TOTAL COST $100,000

Unfreeze or Restore Department Director or Other Administrative Positions

The adopted budget includes freezing or eliminating a number of managerial and general administrative positions,
including freezing the Administrative Services Director ($230,000), freezing the Community Services Director
($230,000), and eliminating the Executive Assistant to the Administrative Services Director ($112,000). Unfreezing
and filling the director positions would result in improved performance of these functions including increased
efficiency and effectiveness and, more importantly, increased capacity of our existing staff. This would also putin
place the organizational structure which the City Council, on two occasions has approved and provided the associated
funding.

TOTAL COST $572,000

Unfreeze or Restore Finance and Technology Positions

The adopted budget includes freezing or eliminating a number of General Purpose Fund positions that are vacant, e.g.,
finance positions, and one technology position. Within Treasury, a vacant manager position overseeing retirement
functions was eliminated at a savings of approximately $200,000. This workload will be distributed among busy
existing staff and its restoration would greatly assist capacity within this critical function. Two vacant Account Clerk
Il positions were frozen in the Police Department at a savings of approximately $150,000, which will result in delays



POLICY TRADEOFFS & SERVICE BUYBACKS

in billing and collections. A vacant accounting supervisor position in the Controller’s Office was also frozen saving
approximately $150,000, which will require distributing this workload among busy existing staff. A vacant
Management Intern position in the City Administrator’s Budget Office was eliminated at a savings of approximately
$15,000. Finally, a vacant Telecommunications System Engineer position was eliminated for a savings of
approximately $140,000, one of the only reductions in that function. Internal service departments have been severely
cut over past years and any restoration of these positions would greatly assist with managing workload, preserve
service levels help mitigate capacity issues.

TOTAL COST $655,000

POLICY TRADEOFFS--FUNDING OF PRIORITY SERVICES

Similar to restoring some of the expenditure cuts in the FY 2013-15 Adopted Policy Budget discussed above, the City
Council might wish to consider expanding funding for certain key services beyond the levels included in the adopted
budget. Since there are no revenues associated with these proposals, they are policy tradeoffs for the City Council to
consider against the policies funded in the Adopted Policy Budget. Some prominent service areas for consideration
include the following:

Additional Police Sworn Staffing

Additional Police Civilian Staff

Maintenance of Former Redevelopment Parcels
City Attorney Positions

Repair and Replacement of City Facilities
Additional City Vehicles

N ok W

Additional Information Technology

1) Additional Police Sworn Staffing
The adopted budget includes two graduating academies per FY, with the funding for one police academy in FY
2013-14 (168t) and two in FY 2014-15 (169t and 170%). The cost to add a fourth academy to the two-year
period would require additional expenditures of approximately $4M for the academy itself and $8M in on-
going funding for the officers per year (depending on the timing). Alternatively, the cost of if a lateral
academy to add 20 new officers would be approximately $2.5M for pre-academy and some Oakland-specific
academy training, as well as approximately $4M on-going funding (not including cost escalation) for the
officers per year.

TOTAL COST $TBD/Various Scenarios

2) Additional Police Civilian Staffing
As part of the proposed budget, the OPD reported that it needs approximately 56 FTE civilian positions to
support critical operating needs to fully utilize the effectiveness and efficiency of our sworn officers and
OPD’s service delivery models. The adopted budget restored 14 of the 56 FTE civilian positions, bringing the
need to 42 positions. It should be noted that the adopted budget also restored 1 FTE for CODIS
Investigators/Criminalists II for Crime Lab and an additional 2 FTE for Police Service Technicians II.
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3)

2012-13 Gap
Professional Staff (Civilian) FY 2013-14 Needs to Fill
Authorized Assessment Need

Field Operations
Police Services Technician II 59 59 0
Police Evidence Technician 18 29 11
Records Management
Police Records Specialist 54 59 5
Police Records Supervisor 3 4 1
Crime Lab
Criminalist II 15 15
Criminalist III
Latent Fingerprint Examiner Il 5 5 0
Communications (911)
Police Communications
Dispatcher 75 87 12
Police Communications
Supervisor 4 7 3
Business Intelligence & Crime
Analysis
Admin Analyst Il 20 30 10

Total 244 300 42

TOTAL COST $TBD/Various Scenarios

Maintenance of Former Redevelopment Parcels

When the former Oakland Redevelopment Agency was dissolved, it transferred a number of vacant parcels to
the City. No funding was transferred from the Agency to the City for the ongoing maintenance of the sites,
which need continual weed, litter, and graffiti abatement, fencing and lighting maintenance, etc.; nor can
these costs be recovered as recognizable obligations of the Agency. The cost for this ongoing maintenance,
estimated at approximately $516,464 annually, is not included in the adopted budget. Note that the City’s
responsibilities and costs associated with these properties might change depending on State action. In
addition, the City will create a comprehensive asset management plan that might impact the City’s ownership
and maintenance of these properties.

4)

TOTAL COST $516,464

City Attorney Positions

The adopted budget funds three new attorney positions in the City Attorney’s Office. The intention is to have
the City conduct more work in house rather than contracting the work out to private law firms that likely
have higher costs. The argument is that using private law firms restricts flexibility, capacity, and is a more
costly method of obtaining legal services. The City Attorney’s Office has requested an additional eight
positions for similar purposes, at a cost of approximately $1,361,972.

TOTAL COST $1,361,972
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Additional Repair and Replacement of City Facilities

The Capital Improvement Program identifies specific funding for a limited number of facility and
infrastructure projects as well as some critical projects that are deferred for lack of funding. The adopted
budget includes an investment of $2.0M annually for critical City facility repairs. The City Council might wish
to consider investment in repair and replacement to reduce the total lifecycle cost of ownership of facilities
and infrastructure, such as City buildings and roads.

6)

TOTAL COST $TBD/Various Scenarios

Additional City Vehicles

The City is in the process of purchasing the replacement of a number of vehicles and other equipment
recently approved by City Council. Although this is a step in the right direction as the City has deferred these
expenditures in the recent past, it should be noted that subsequent to this purchase the City’s fleet will still
have a number of vehicles overdue for replacement, as reported in Public Works’ recent Infrastructure
Report: Vehicle and Equipment Fleet. The City Council might wish to consider investment in new vehicles and
equipment to reduce the total lifecycle cost of ownership of these items.

7)

TOTAL COST $TBD/Various Scenarios

Additional Information Technology

Although the adopted budget funds a number of critical information technology systems and necessary on-
going ITD operating costs to begin to address many years of under investment, the updated Capital
Improvement Program report indicates that there is still a substantial number of critical projects that are
unfunded and that will require investment in the very near term.

TOTAL COST $TBD/Various Scenarios
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Budget Overview

At its core, a local government budget is officially approved revenue and spending plan that authorizes a municipality
to use public dollars to provide services. Local governments use their budgets for a variety of additional purposes,
including communication, planning, accountability, and evaluation.

The City of Oakland has a two fiscal-year (biennial) budget cycle. For the City of Oakland, the fiscal year
begins on July 1 and ends on June 30. The current budget has been adopted for fiscal years (FY) 2013-
14 and 20014-15. This same fiscal year calendar is used by the State of California, and most cities,
counties, and school districts. The City policy of adopting a two-year budget is intended to improve the
City’s long-term planning, enhance funding stability, and to create greater efficiency in the budget
development process. While the City’s budget is adopted for a 24-month period, appropriations are
divided into two one-year spending plans. During the second year of the two-year cycle, the Mayor and
Council conduct a mid-cycle budget review to address variances in estimated revenues, estimated
expenditures, and other changes to the City’s financial condition.

The City of Oakland’s budget presents two principal types of data: projected revenues and planned expenditures.
Expenditures can be divided by type (e.g. salaries, retirement contributions, debt service, supplies, capital projects,
etc.), and by the department that spends them (e.g. Police, Fire, Library, Public Works, etc.). Revenues are monetary
resources that the City anticipates will become available during the fiscal year. City revenues can be categorized by
type (e.g. property tax, sales tax, permit fees, etc.). City revenues may also be divided into those that can be expended
on general or restricted purposes. For instance, the City’ Measure Q parcel tax revenues can only be used for libraries,
whereas the City’s business tax revenues can be used for all governmental purposes.

To ensure that restricted revenues are used only for appropriate expenditures, the City accounts for its financial
resources in different “funds.” For instance, grants from the federal Department of Transportation for road
construction are held in a different fund than are revenues from the City’s Wildfire Prevention Assessment District.
The largest City fund is the General Purpose Fund which can be used for all public purposes over which the City has
jurisdiction. General Purpose Fund revenues are generally unrestricted and include most taxes. The budget document
will present data related to the General Purpose Fund only and to “all funds” (including the General Purpose Fund).

The Budget Process

The budget process is the procedure through which the City formally develops, deliberates and adopts its budget.
Through the budget the City Council approves revenue estimates and authorizes expenditures. A budget is a reflection
of a city’s priorities and policies. The budget process consists of several important stages: 1) Budget Development, 2)
Budget Adoption, and 3) Budget Amendment.

Budget Development

Oct 2012:

Five Year Forecast Report Planning for the FY 2013-15 Budget began with the production and publication
of the City’s Five-Year Financial Forecast in fall 2012, a planning level estimate of
revenues and expenditures that surfaces all major budget issues and
contextualizes the long-term financial environment.

Nov-Dec 2012:

Baseline Budget Development In fall 2012, the Controller’s Office created a “baseline budget,” which is a draft
two-year budget that estimates revenues and expenditures if the City maintains
its current staffing, programs, and policies. The baseline budget is the foundation
upon which the proposed budget is developed. The Controller’s Office worked in
conjunction with departments to create the baseline budget, taking into account
the latest economic projections and information on likely expenditures increases,
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Jan-Mar 2013:
Internal Analysis

Mar -Apr 2013:
Proposed Budget Finalized

Budget Adoption

Apr-May 2013:
Community Input

May-June 2013:
Council Deliberations

June 2013:
Council Budget Adoption

Budget Amendment

Apr-June 2014:
Midcycle Budget Amendment

such as fringe benefit rates for retirement and health care. The comparison of
expected revenues and expenditures in the baseline budget is what defines
whether the City will have a surplus or shortfall to address in the proposed
budget.

After the development of the baseline budget, the City Administrator’s Office
directs, through “budget instructions,” the departments to submit requests for
changes to the baseline budget. Departmental requests can include changes such
as new programs, increased appropriations, reduced expenditures,
reorganizations, or shifting appropriations from one program or service to
another. The Controller’s Office conducts in-depth analysis of each budget
request to assess the value and confirm the fiscal feasibility. Based on the
analysis, the Controller’s Office provides recommendations to the City
Administrator. The City Administrator and key staff hold internal budget
hearings with department directors and their staff to discuss proposals. The City
Administrator makes preliminary budget decisions based on the internal
hearings, additional analysis, and the Mayor’s priorities.

The City Administrator provides a preliminary budget proposal to the Mayor.
The Mayor weighs options, conducts additional analysis, considers Council,
community, and other stakeholder input, and issues a final Proposed Policy
Budget in April.

City Council members hold community meetings to obtain input from
constituents on FY 2013-15 budget priorities and to understand questions and
concerns pertaining to the Administration’s proposed budget.

Upon presentation of the proposed budget, the Mayor and City Council conduct a
series of public hearings to review the FY 2013-15 proposed budget.

As required by the City Charter, the City Council will adopt a balanced budget by
June 30, preceding the start of the fiscal year commencing July 1. The adopted
budget provides two-year appropriation authority for all funds, and first- and
second-year appropriations for the Capital Improvement Program (CIP). The CIP
appropriations are outlined in two annual spending plans for FY 2013-15.

Toward the end of the first year of the two-year 