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TRANSMITTAL LETTER

April 22nd, 2019

To the Honorable Mayor and City Council
2020 Fiscal Year Operating Budget Transmittal

Dear Mayor and Council Members:

In accordance with the City Charter, | am presenting the City of Palo Alto’s Fiscal Year 2020 Pro-
posed Operating Budget. This budget totals $699.2 million and reflects the City Council’s direc-
tion to proactively fund the City’s long-term pension obligations and adjust services as needed
to fulfill this obligation. As such, this year’s budget balances meeting immediate needs with
repositioning services for long-term value. Council’s approach to fiscal sustainability sets the
foundation for operating within our means for the future, but as such requires a closer look at
the services we deliver and the value they provide. Parallel to the release of this budget, we
anticipate releasing our first “Services Inventory” that will enable a comprehensive discussion of
city services and the value provided to the community through our investments citywide.

Long-Term Financial Planning

During the development of the FY 2019 Operating Budget, the City Council expressed its inter-
est and desire to structurally address the City’s long-term pension liabilities through proactive
contributions beyond those required by CalPERS. As part of the FY 2019 Operating Budget,
$4.0 million was transferred to the City’s Pension Trust Fund for the General Fund. As part of
the FY 2020 proposed budget, an additional $3.8 million will be added to the Pension Trust
Fund from the General Fund with an additional $2.4 million contributed from other funds. A
“catch-up” payment of $2.3 million from other funds is also included in the FY 2020 budget pro-
posal to align with the General Fund’s $4.0 million contribution in FY 2019. This brings to $22.0
million total contributions to the City’s Pension Trust Fund since its creation in January 2017,
representing significant progress toward pre-funding the City’s long-term pension obligations.

Reality of Today

To accommodate the contribution toward the City’s long-term pension obligations, adjustments
to service delivery levels will be necessary. Reductions have been made across the organization
over the past several years with the goal of containing costs while minimizing impacts on ser-
vices. This budget makes progress towards ongoing cost containment, with specific resulting
service impacts. The FY 2020 budget also includes a number of one-time actions in FY 2020
that are designed to contain costs while departments continue to evaluate service delivery
options and redeployment of resources. These actions are discussed in greater detail below.
Additionally, the proposed budget reflects approved service delivery changes, such as the ani-
mal shelter transition to a public/private partnership with Pets in Need.

These result in a net reduction of 8.5 full time positions to a total workforce of 1,033. This is sig-
nificantly less than the peak level of 1,076 in 2009. In the General Fund, positions have
decreased 12.2%, from 651 to 572, since 2009. This represents the City’s continued dedication to
addressing community priorities and providing high quality services in an efficient and cost
effective manner.
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City Council Priorities - Positioning for the Future

Both the operating and capital budgets reflect continued support of the City Council priorities for
the year that were adopted in February 2019. These include:

» Climate Change/Sustainability and Climate Action Plan
» Grade Separations

» Transportation and Traffic

» Fiscal Sustainability

While each of these priorities require long-term strategies, progress will be made on all through
this FY 2020 Budget. The City has several key decisions to make in the near term including choos-
ing a “preferred alternative” for grade separation to address increased traffic congestion at rail
crossings with Caltrain electrification and more frequent trains. Staff has presented the “Fiscal Sus-
tainability” workplan to the Finance Committee, articulating the ecosystem of available resources,
desired outcomes, and long-term solvency of the City. Against this backdrop, we have better posi-
tioned the City to address pension costs, new labor agreements, and the rising cost of completing
infrastructure projects.

Some highlights of the FY 2020 Proposed Budget include:

Progress towards Fiscal Sustainability: This budget makes progress towards fiscal sustain-
ability through various cost containment actions, including elimination of positions
throughout the organization, including in the Auditor’s Office, Library Department, and
Public Works, changes in Fire’s deployment model, and reductions in non-salary funding in
the Office of Emergency Services, Community Services, Information Technology, and the
Library Department.

Workforce Stabilization: The region continues to experience robust economic growth with
rising housing costs and longer employee commutes, and Palo Alto is at the epicenter of
this challenge. In addition to reflecting recently completed labor agreements, this budget
includes $750,000 in the General Fund to be used towards workforce recruitment and
retention initiatives.

Establishing an Office of Transportation: This budget establishes an Office of Transporta-
tion to address the growing complexity and demands associated with parking, traffic, and
pending decisions regarding grade separation. Transportation was previously a division in
the Planning and Community Environment Department. This budget allocates additional
resources and consolidates the management and operations of various Transportation ini-
tiatives, including the administration of parking functions and transportation infrastructure
projects into a new office. This new office will be better able to proactively engage the
community and address critical transportation needs.

Continued contributions to the City’s irrevocable Section 115 Pension Trust Fund: As dis-
cussed earlier, this budget incorporates City Council direction to more conservatively bud-
get pension costs. Budget assumptions now use a lower discount rate than the CalPERS
provided actuarial assumptions. If CalPERS does not meet its stated investment returns in
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the future, the City will be better positioned to incorporate increasing pension costs
without service delivery crowd-out.

Continued Leadership in Public-Private Partnerships: This budget reflects the City’s
commitment to ensuring high-quality, cost-effective service delivery, including through
public-private partnerships. This budget includes the animal shelter transition from City
staff to a contract with Pets In Need, the first steps of transitioning Project Safety Net to
a community collaborative with the City as a partner instead of the primary funder, and
continued partnership on the new Junior Museum and Zoo.

Fiscal Sustainability

This budget includes significant reductions across the organization, especially in the General
Fund, to balance the FY 2020 budget and better position the City in FY 2021. Proactively con-
tributing to the City’s supplemental pension trust fund will help ensure pension funding and
minimize the need for future service reductions. But it also means making some choices today.
This budget includes a reduction in overtime in the Fire Department associated with a change in
deployment, position eliminations in the Library Department and Public Works, as well as ongo-
ing expense reductions in the Office of the City Clerk, the City Manager’s Office, the Office of
Emergency Services, and Information Technology. In addition to position eliminations, this bud-
get includes taking actions such as freezing a variety of positions across the organization that
will save nearly $2.0 million in the General Fund. This budget contributes more than $1.25 million
to the Budget Stabilization Reserve (BSR) to maintain it at the City Council target of 18.5 per-
cent consistent with previous City Council direction.

Addressing immediate FY 2020 needs is critical, but we also need to structurally balance reve-
nues and expenses. To that end, this budget includes actions that will start in FY 2021, including
the transition of Project Safety Net to a community-funded model with the City as a partner
instead of the primary funding provider and the realization of approximately $450,000 in addi-
tional savings in the Police Department. When combined with other ongoing actions recom-
mended in this Budget throughout the General Fund, such as the change in Fire deployment
and the elimination of various positions, the City will be better positioned for FY 2021 and
beyond.

Summary of Other Funds

The City’s Enterprise and other funds, including the General Capital Fund, remain healthy
through FY 2020. The City will continue to maintain services and facilities for the community
and the region, such as Utilities, Palo Alto Airport, and Wastewater Collection and Treatment
plant. The Airport is making significant strides toward operating in the black, as reflected in the
repayment schedule to the General Fund for the loans it received over years. The City will focus
its efforts on parking operations, through the parking funds, as discussed above with the estab-
lishment of a new Office of Transportation. The City will also continue to work on its Capital
Improvement Program, discussed in greater detail in the Capital Budget.
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Attachment A:
Fiscal Year 2020 Budget Balancing

The FY 2020 Operating Budget of $699.2 million reflects a 1.7 percent decrease from the FY
2019 Operating Budget of $711.2 million. The decrease is primarily attributable to Capital
Improvement Program costs being refined/shifted/moved in FY 2020 to future years of the
Capital Improvement Plan. The General Fund has $230.8 million in budgeted expenses, and rep-
resents 33.0% of the City’s total expenditures. This budget has been proposed to balance the
FY 2020 Operating Budget, however, there are one-time balancing actions recommended
within it. For FY 2021, additional work remains to continue to close the gap between revenues
and expenses to continue to work towards sustainably and proactively funding the City’s long-
term pension liabilities. This proposed budget does make strides to accomplish this financial
sustainability by taking a strategic multiyear look at service evolutions. As a result of that direc-
tion, service delivery impacts are anticipated in FY 2020, and discussed in greater detail below
for the City’s various funds.

General Funa

The FY 2020 Operating Budget includes revenues of $232.1 million in the General Fund, repre-
senting an 8.2% increase over FY 2019 Adopted Budget revenues of $214.5 million. General
Fund Expenses are $230.8 million representing an increase of 9.5% from the FY 2019 Adopted
Operating Budget for the General Fund ($210.7 million). However, that increase is not exclu-
sively representative of increased costs. The General Fund had one-time savings included in FY
2019 of almost $2 million for payments to the City’s self-insured workers’ compensation and
general liability insurance funds; it also had a $4 million reduction included in the Adopted Bud-
get as a placeholder for future council action. Once we adjust the FY 2019 Adopted Budget for
these one-time actions, the year-over-year growth would be 6.5%, from $216.7 million to $230.8
million. After the adoption of the FY 2019 Operating Budget, City Council ratified new contracts
with the safety labor bargaining groups, with resultant increases. If these figures were restored
to the FY 2019 budget starting point, the year-over-year increase would be much less in the
General Fund.

The FY 2020 Budget Stabilization Reserve (BSR) is anticipated to be $42.7 million to reach City
Council’s target of 18.5 percent of the General Fund budgeted expenses. The General Fund Bud-
get includes a contribution of $1.3 million to the BSR in order to maintain the reserve at the tar-
geted level.

The balancing strategy for the General Fund is discussed below; as discussed above the FY
2020 Operating Budget and ongoing actions included in it continue to make progress towards
ongoing fiscal sustainability in FY 2021 and beyond.
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General Fund Balancing Strategy

REVENUES

Revenues of $232.1 million in the General Fund are based on continued economic growth in the
region. This economic growth is best reflected in the City’s anticipated revenues from various
taxes comprising approximately 75 percent of the year over year growth in revenue.

» Sales Tax is projected to increase by 9.9% (from $31.2 million to $34.3 million),

* Property Taxes are anticipated to increase by 7.3% (from $45.3 million to $48.6 million),
and

» Transient Occupancy Tax (TOT) is expected to increase by 17.0% (from $25.0 million to
$29.3 million). These FY 2020 estimates for the first time include estimates from the pas-
sage of Measure E in November 2018 which increased the TOT tax rate from 14% to 15.5%.

When the major tax categories are combined, including the above taxes as well as documentary
transfer tax and Utilities User Tax, their revenues are anticipated to increase by $13.1 million, or
approximately 10.5%, from FY 2019 Adopted Budget of $125.1 million to $138.2 million.

The City will continue to monitor current revenues and analyze the sensitivity to various factors.
Concerns over the growth rates of various sectors factor prominently into the risk analysis; how-
ever the diverse mix of tax revenues does provide some insulation. Additionally, as part of the
Fiscal Sustainability workplan, the City will analyze options for additional revenue and the
resulting implications from those options. As new revenue generators, such as car dealerships
or hotels, begin operating in Palo Alto they will be factored into future forecasts. Funding from
other sources, such as Measure B and SBJ, are included in this budget to provide resources for
Capital Infrastructure. They are discussed more in the FY 2020 - FY 2024 Capital Budget.

EXPENSES

The City’s FY 2020 General Fund Expense Budget is $230.8 million. As a service-driven organi-
zation, salaries and benefits represent 58.2% of total General Fund Expenses. This percentage is
slightly lower than prior years. The next largest expense from the General Fund is transfers out
of the General Fund, which is increasing 10% from $30.9 million in FY 2019 to $34.0 million in FY
2020. This reflects the increase in transfers to the infrastructure fund associated with increased
TOT revenues that have been allocated for that purpose, increasing $3.8 million from prior year
levels.

In FY 2019, the City structurally balanced the General Fund, made hard decisions to eliminate
17.60 full time positions, and positioned the City to address future unknown liabilities. This bud-
get builds on the work of the past few years as it works to address new cost escalation and
achieve a more proactive position in confronting the City’s long term pension liability. Although
reductions in the past few years have been made with minimal impacts to service delivery, the
FY 2020 Budget contains service delivery impacts. These impacts are necessitated, in part, by
City Council’s direction to more conservatively budget for pension costs and proactively con-
tribute to the City’s long-term pension liability. This direction results in $3.8 million in additional
costs in the General Fund in FY 2020 that have not been included in previous budgets. To
address this, the General Fund includes a number of ongoing reductions and one-time actions
that will ensure the City can address fiscal sustainability in a manner that does not unduly hand-
icap its ability to deliver services.
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Significant highlights of the General Fund Balancing Strategy include service delivery evolutions
such as:

» Adjusting the Fire Department’s deployment model, generating overtime savings while
only minimally impacting response times.

» Eliminating a librarian, impacting the Library’s ability to conduct special programming.
* Increasing the replacement cycle for emergency response equipment in OES.

» Consolidating landscape maintenance in the Community Services Department and reduc-
ing the 'Know Your Neighbor’ grant funding.

» Project Safety Net transitioning from a City-funded program to a community collaborative
program, functioning with the City as a partner rather than a provider.

In total, positions in the General Fund decrease 9.95 FTE, including an elimination of 8.85 FTE
and a shift of 2.06 FTE to other funds to better align the work being performed with the fund-
ing source. These are discussed in greater detail in Attachment B.

In addition to these ongoing reductions, significant savings is generated in FY 2020 from hold-
ing positions vacant, a total of nearly $2.0 million. Departments holding vacancies include
Administrative Services, Community Services, the Fire Department, Planning and Community
Environment, and the Police Department.

Each of these actions will have an impact on service delivery; as staff capacity is reached, exist-
ing projects, and any potential new project, will require a reprioritization of resources impacting
quality and pace of work. Many of these vacancy savings have projected ongoing savings to be
realized in FY 2021 such as the Police Department, however, the specifics of the FY 2021
changes require further refining by staff during the next year.

Only minor one-time funding is recommended for necessary business including new hire costs
in the Fire Department, a nexus study for the development impact fee for Parks, Community
Centers, and Libraries, and the grant-funded purchase of a mobile solar energy generator and
storage trailer. The FY 2020 Budget also proposes an investment in human capital ($750,000)
split between the City Manager’s Office and the non-departmental reserve.

All Funds

This budget focuses not only on the General Fund but also on the City’s other funds. The other
funds also include City Council’s directions to proactively address the City’s long-term pension
liabilities. This is made up of $2.4 million in costs representing their share of FY 2020 costs, as
well as $2.2 million in a ‘catch-up’ payment for FY 2019, consistent with the $4.0 million that the
General Fund contributed in FY 2019.

Major activities in non-general funds include:

Wastewater Treatment Fund

The FY 2020 Budget includes significant funding for the Wastewater Treatment plant’s seven

capital projects programmed through the FY 2020 - FY 2024 Capital Improvement plan. $28.4
million is budgeted in FY 2020 for these projects, including $11.1 million for the Advanced Water
Purification Facility and $6.1 million for the Primary Sedimentation Tank Replacement. Through
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the five year CIP, expenses of $131.8 million are programmed across the seven projects. It is
important to note that approximately 64 percent of expenditures in the Wastewater Treatment
Fund are reimbursed by five contributing partner agencies outside of the City of Palo Alto,
based on each agency’s expected capacity share. Details of these capital projects and expenses
can be found in the Wastewater Treatment Fund section of the FY 2020 - FY 2024 Proposed
Capital Budget.

Airport Fund

Total revenues in the Airport Fund are anticipated to be $2.46 million with corresponding
expenses. The Airport has worked to sign new leases with clients as old leases have expired, and
anticipates increasing charges by 4.5%. Expenses are also projected to increase due to major
construction projects that incur costs; however, 90% of these costs are offset by grants from
the Federal Aviation Administration. The Airport has reprioritized capital improvements to
ensure that there is sufficient funding for operating costs and continued services with minimal
service delivery impact. In the past, the Airport Fund has received loans from the General Fund,
totaling $3.1 million as of FY 2019 since the City took over operations. The Airport Fund will
begin repayment to the General Fund in FY 2020 in the amount of $272,000 annually for the
next fifteen years as part of its commitment to fiscal sustainability and financial viability.

Various Parking Funds

This FY 2020 budget recommends establishing a separate Office of Transportation (OOT), pre-
viously housed in the Planning and Community Environment Department. This is in recognition
of the significant need to develop and implement strategies that address City Council’s priority
to resolve traffic and transportation challenges. This FY 2020 budget recommends the net
addition of 2.0 positions to this new established OOT, including 1.0 Parking Manager to oversee
shuttle and parking programs ($265,000 and is recommended to be equally allocated 50% to
the OOT General Fund Operating Budget and 50% to parking funds). The RPP program is cur-
rently operating with a significant deficit and in FY 2020 requires a General Fund subsidy of
$721,000 to ensure the fund and program remain solvent. A more detailed presentation of the
FY 2020 Budget for the University Avenue Parking District Fund and California Avenue Parking
District Fund are available at the end of the Special Revenue Funds Overview section. Addi-
tional information about the establishment of OOT can be found in the subsequent section for
City Departments..

Stormwater Management Fund Fund

In FY 2020, the Stormwater Management fee is scheduled to increase by 4.5 percent. The
Stormwater Management fee was approved by property owners through a ballot measure in
April 2017. The projects and infrastructure component of this fee has a sunset date of June 1,
2032 unless extended through a subsequent ballot measure. This fee provides financial
resources for a number of projects and infrastructure components as outlined in the Storm
Drain Blue Ribbon Committee’s recommendations, which identified 13 Capital Improvement
projects. Work on those projects began in FY 2019 and is programmed in the FY 2020 -FY 2024
Proposed Capital Budget.
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UTILITY RATE CHANGES

FY 2020 continues the rate increases forecast in the most recent financial plans in order to
ensure the City’s ability to replenish lower reserves, provide sufficient funding to cover increas-
ing expenses for commodity costs, and repair and replace the City's aging utility infrastructure.
The median monthly residential utility bill is expected to increase by 5.0 percent, or $15.65, from
$312.15 to $327.8. FY 2017 was the first year in recent years that rate increases have been neces-
sary across the City’s utilities, resulting in an 8.7 percent increase in the average residential util-
ity bill. Electric rates had not increased since FY 2009. The individual utility rate increases for FY
2020 can be found in the Enterprise Funds Summary section of this document. These rate
adjustments are preliminary and are in the process of being approved by the Utilities Advisory
Commission and the Finance Committee.
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Attachment B;

Fiscal Year 2020 Salaries, Benefits, anad
Position Details

The most significant asset the City has in serving our community is our employees. Local gov-
ernment services are primarily delivered by employees, whether they are police officers, utility
linemen, librarians, or planners. Therefore, it should not be surprising that nearly 60 percent of
the Fiscal Year 2020 General Fund Budget is attributable to salaries and benefits. In FY 2019,
the City negotiated new labor agreements with safety units that extend through FY 2021. As in
prior years, the FY 2020 Budget also includes funding for contracts currently being negotiated,
consistent with City Council authority and the current status of negotiations. In FY 2020, the
City also anticipates tackling recruitment and retention challenges through a variety of initia-
tives, discussed further in the City Manager’s departmental section and the Non-Departmental
section of this document.

Position Changes

This budget includes the net reduction of 8.50 FTEs across all funds from FY 2019 Adopted lev-
els. This representing a decrease of 0.8 percent from the FY 2019 Adopted Budget, from
1,041.35 to 1,032.85 full-time equivalent (FTE) positions. These adjustments are summarized in
the following table and discussed in more detail below.

Position Changes
FY 2019 Adopted to FY 2020 Adopted Budget

General Enterprise Other
Fund Funds Funds* Total

Fiscal Year 2019 Adopted Budget 585.43 357.86 98.06 1,041.35
Fiscal Year 2019 Approved Adjustments (8.15) - 2.15 (1.00)

Fiscal Year 2019 Modified Budget 582.28 357.86 100.21 1,040.35
Fiscal Year 2020 Increase 0.96 0.75 1.54 3.25

Fiscal Year 2020 Decrease (8.85) - (1.9 (10.75)

Fiscal Year 2020 Reallocation (2.06) - 2.06 0.00

Fiscal Year 2020 Adopted Budget 572.33 358.61 101.91 1,032.85
Net Difference (13.10) 0.75 3.85 (8.50)

* Other Funds include Internal Service Funds, Special Revenue Funds, and the Capital Improvement
Fund.
NOTE: This table does not include Hourly positions.
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This year-over-year net reduction of 850 full-time positions includes the net reduction of 1.00
position already approved by the City Council as part of staff recommendations to identify $4.0
million in General Fund savings (CMR 9925).

This budget recommends various net position changes, detailed below. In the General Fund,
8.85 FTE eliminations are partially offset by the addition of 0.96 FTE, and an additional 2.06
FTE are recommended to be shifted to other funding sources resulting in a total decrease of
9.95 FTE from the FY 2019 Modified Budget. In the enterprise Funds, a total of 0.75 FTE is rec-
ommended to be added, and in Other Funds (including Internal Service Funds, Capital Improve-
ment Funds, and Special Revenue Funds) a net 1.7 full-time positions are recommended to be
added.

Position Changes recommended in this budget include eliminations, reclassifications, and aug-
menting existing positions in order to best align the workforce with organizational needs.

Position eliminations recommended in the Budget include:

* Elimination of 1.0 Auditor |, as approved by City Council through CMR #9925 on December
17,2018

« Elimination of 1.0 Chief Sustainability Officer, reflecting the shift in resources from a single
Chief Sustainability Officer to a program that spans the organization.

* Elimination of 1.0 Librarian, further impacting the Library’s ability to do special program-
ming events and effectively and promptly respond to reference requests.

e Elimination of 1.0 Associate Engineer in the Capital Fund to align with the anticipated
workload needs of the Public Works Engineering division.

e Elimination of a 0.5 Administrative Associate | in the Public Works Department; the work
will be absorbed by other staff.

e Elimination of 1.0 Fleet Services Coordinator in the Vehicle Replacement and Maintenance
Fund as part of a realignment in work related to Vehicle Replacement and Maintenance.

« Elimination of 1.0 Veterinarian, 2.0 Veterinarian Technicians, 1.0 Superintendent Animal Ser-
vices, and 2.0 Animal Services Specialist II; this elimination of 6.0 FTE is due to the shift in
service delivery for Animal Services to the partnership with Pets in Need and the savings is
offset by contractual expenses in the Community Services Department.

There are also certain realignments, augmentations, and additions included in this budget.

» Addition of 1.0 Parking Manager and 1.0 Senior Engineer to help establish the new Office of
Transportation which is anticipated to be a central resource for all community issues
related to Transportation.

* Augmenting an existing 0.5 FTE Transportation Systems Coordinator position by an addi-
tional 0.5 FTE in order to enhance the capacity of the newly established Office of Trans-
portation.

 Elimination of 1.0 Assistant City Manager/Utilities General Manager and 1.0 Deputy City
Manager, offset by the creation of 1.0 Assistant City Manager in the City Manager’s Office
and 1.0 Utilities General Manager in the Utilities Funds to better align with organizational
needs in the City Manager’s Office. (This action results in a net 0.25 FTE decrease in the
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General Fund and a net 0.25 FTE increase in the Enterprise Funds due to the previous
funding alignments.)

» As part of the realignment in the City Manager’s Office, a reclassification from 1.0 Adminis-
trative Associate Il to 1.0 Administrative Assistant is also recommended.

* Realignment in the Utilities Resource Management division, including: augmentation of an
existing 0.5 Resource Planner in the Utilities Funds to 1.0 Resource Planner; reclassification
of 1.0 Administrative Associate Il to 1.0 Program Assistant II; and realignment of two 0.5
Resource Planners into 1.0 Utilities Marketing Program Administrator. These actions will
facilitate better implementation and monitoring of new programs related to the City’s sus-
tainability goals and help succession planning efforts.

* Reclassification of 2.0 Power Engineers to 2.0 Electric Project Engineers in the Utilities
funds to better align with organizational needs and facilitate succession planning.

» Reclassification of 1.0 Administrative Associate Il in the Vehicle Replacement and Mainte-
nance Fund as part of realignment in work related to Vehicle Replacement and Mainte-
nance.

» Reclassification of 1.0 Manager, Library Services and 1.0 Senior Librarian to 2.0 Supervising
Librarians.

This budget also includes a net addition of 0.62 part-time positions. More information on each
of these position changes can be found in the individual department and fund summaries later
in this document.

These changes in positions may be subject to meet and confer and reflect the recommended
actions to the Finance Committee at this time. The Human Resources Department will evaluate
all actions and the implications of them based on the City’s current memoranda of agreement
with various employee units and address them as appropriate.

In addition, on a one-time basis, this Budget includes numerous position freezes, recognizing
savings equivalent to various positions throughout the organization in different departments.
These positions will be held vacant through the duration of FY 2020 while the organization
addresses the critical issue of long-term fiscal sustainability. This is beyond the normal vacancy
savings presumed by the City as part of its regular budget process and will generate an addi-
tional $2.0 million in savings on a one-time basis in FY 2020.

« 4.0 Police Officers in the Police Department (which currently has 13 vacancies)
* 1.0 Deputy Fire Chief in the Fire Department
* 1.0 Division Manager in the Community Services Department.

* 1.0 Senior Management Analyst and 1.0 Account Specialist in the Administrative Services
Department

* 1.0 Associate Planner in the Planning and Community Environment Department
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Salary & Benefits

The City Council has implemented multiple efforts to minimize the growth of pension and other
benefit expenses through labor negotiations. These are an important part of the City’s overall
cost-containment strategies. Past successful steps include:

» Continued employee payment of the CalPERS employee contribution for all bargaining
groups.

* Employees contributing an additional amount between 1% and 4% of the employer portion
of CalPERS.

* Employees sharing the cost of health plans with almost all bargaining units receiving a flat-
rate medical benefit.

* Implementing a less costly second-tier pension plan, parallel to the state’s implementation
of a third tier that went into effect January 1, 2013. As expected, new employees are hired
into the lower tiers as existing employees retire, thereby lowering the City’s overall pension
liability.

PENSION

Even with the efforts discussed above, the City’s pension costs continue to escalate. This is
largely due to circumstances beyond the City’s control as a member of CalPERS. CalPERS has
taken a number of steps over the past few years that are intended to mitigate future impacts to
cities even as they result in greater near-term costs. In December 2016, the CalPERS board
voted to lower the discount rate (used in calculating investment returns) from 7.5 percent to 7.0
percent, phasing in the reduction over three years. This phase-in began in 2019, continues in FY
2020, and will have its final phase in FY 2021. The discount rate used by CalPERS to calculate
the City’'s FY 2020 Actuarially Determined Contribution (ADC) was 7.25 percent, down from
7.375 percent used in FY 2019. This budget includes the most recent pension rates from the
CalPERS valuation reports as of June 30, 2017. When compared to Fiscal Year 2019, Fiscal Year
2020 employer contribution rates increased in line with previous CalPERS projections.

* The Miscellaneous Plan increased by 3.0 percentage points, an increase of 9.2%, from
32.6% of payroll in FY 2019 to 35.6% of payroll in FY 2020.

* The Safety plan increased by 3.4 percentage points, an increase of 6.8%, from 55.6% of
payroll in FY 2019 to 59.4% of payroll in FY 2020.

CalPERS projected pension rates through FY 2025 are included in the table below:

Pension Rates By Plan (Fiscal Year) - CalPERS
Lo |00 | zon | zoas | zoas | aom | zoms

Miscellaneous (%) 326 356 382 40.0 414 419 425
Safety (%) 55.7 60.8 | 65.0 68.6 716 732 748
Discount Rate (%) 7.375 7.25 7.0 7.0 7.0 7.0 7.0

As the above table indicates, the city’s pension costs will continue to increase through FY 2025.
CalPERS use of a 7.0% discount rate results in greater costs than when it had used a higher dis-
count rate (7.5%). This is representative of CalPERS’ efforts to meet its investment return more
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frequently. In a given year, if CalPERS meets or exceeds its investment return, the City’s
Unfunded Accrued Liability would shrink. This is because CalPERS provides, as part of its ADC
to cities, not only a normal cost (pay as you go) but also a UAL (catch-up) payment. Thus, if
CalPERS investment target is met, the normal cost covers the pay as you go portion, and the
UAL payment lessens the long-term liability.

Conversely, in a year when CalPERS does not meet its investment return, the UAL of the City
would grow. In order to address this potential gap, the City Council directed that the City of
Palo Alto fundamentally change its budgeting practice. Beginning in FY 2020, rather than use
the CalPERS ADC (which is the standard practice for calculating pension costs in a given year)
the City Council directed that the City use a discount rate lower than 7.0 percent. In order to
make proactive contributions to the City’s long term pension liability and prevent service deliv-
ery crowdout in the long-term, the City has calculated pension costs for FY 2020 using a 6.2
discount rate, in line with the estimated discount rate used by CalPERS’ outside consultant
(Wilshire Associates). This effectively decreases the City’s sensitivity to lower CalPERS returns,
ensuring that the UAL does not worsen.

This additional normal cost (pay as you go) is included in the FY 2020 budget and will be sent
to the City’s irrevocable section 115 trust. The FY 2020 budget sends $6.2 million for FY 2020
costs across all funds and $2.3 million as catch-up funds, so all funds keep pace with the Gen-
eral fund, to the PARS trust fund. This brings total contributions to $22.0 million since the trust
was created in FY 2017. The General Fund has $14.3 million of that $22.0 million. This funding
represents the City’s commitment to proactively contributing to the City’s long-term pension
liability and will help insulate the City against potential future increases to the UAL. In compari-
son to the $44.6 million in CalPERS projected pension costs, this additional pay-as-you-go cost
of $6.2 million is roughly 14% of the City’s annual pension costs.

Through FY 2020, the City will bring forward a pension policy for City Council consideration, as
discussed in the Fiscal Sustainability work plan, in order to provide parameters and recommen-
dations for the use of the PARS trust.

Additional information regarding the City’s plan for proactively addressing escalating pension
costs, and the discussions that the City Council has already conducted to date, can be found in
the Employee Information section of this document.

RETIREE HEALTHCARE

Consistent with past practice, this budget assumes the full payment of the Actuarial Deter-
mined Contribution (ADC) for not only retiree pension but also healthcare costs. With the pay-
ment of the ADC it is assumed that, all else being equal, the City will fully pay off its obligations
for retiree healthcare costs. The City’s outside actuarial consultant (Bartel Associates) performs
an actuarial analysis of the City’'s OPEB funding every two years. The last study was done in FY
2018 with a valuation of assets as of June 30, 2017. The valuation had a net positive outcome on
the City’s finances. Despite a lower discount rate (6.75 percent was used in the most recent val-
uation while 7.5 percent had been used previously) the overall contribution was lowered from
$16.9 million in FY 2018 to $16.0 million in FY 2019. This was largely due to premium caps,
changes in mortality assumptions, and increases in eligibility for medicare premium plans, which
are less expensive. The projected contributions through FY 2028 are presented below.
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Retiree Healthcare Annual Required Contributions
(by Fiscal Year)

General Fund 10.3 10.2 105 108 11.2 1.5 119 122 126 13.0 134

Non-General Funds 6.7 5.8 6.0 6.2 6.3 6.5 6.7 6.9 7.2 7.4 7.6

TOTAL 169 160 165 170 175 1841 186 192 19.8 204 21.0

As seen in the chart above, costs for FY 2020 for Retiree Healthcare increase by slightly more

than 3.0% from $16.0 million in FY 2019 to $16.5 million in FY 2020, in line with the most recent
actuarial study.

A more in-depth discussion of the City’s ongoing efforts with regards to OPEB liabilities took
place on May 15th, 2018 with the Finance Committee (CMR 9213) as part of the adoption of the
FY 2019 Operating Budget. Additional information regarding Retiree Healthcare can be found in
the Employee Information section of this document.
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CITY OF PALO ALTO

The government of the City of Palo Alto exists to promote and sustain a superior
quality of life in Palo Alto. In partnership with our community, our goal is to deliver

cost-effective services in a personal, responsive and innovative manner.

Our Values

Quality

Superior delivery of services

Courtesy

Providing service with respect and concern

Efficiency

Productive, effective use of resources

INntegrity

Straight-forward, honest and fair relations

Innovation

Excellence in creative thought and implementation
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City of Palo Alto Organizational Chart
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PALO ALTO AT A GLANCE

Palo Alto at a Glance NcorrorATION

April 23,1894
GOVERNMENT

Palo Alto is a charter city operating under the
Council-Manager form of government

COUNTY
Santa Clara County

WWW.SCCSgOV.0rg

SCHOOL DISTRICT
Palo Alto Unified School District

www.pausd.org

LOCATION

33 miles south of San Francisco; 17 miles
north of San Jose; and 356 miles north of Los
Angeles

CLIMATE

Mediterranean climate with cool, wet winters
and warm, dry summers

AREA
25.85 square miles

ELEVATION

30 feet above sea level

PARKS, PRESERVES AND OPEN
SPACE

4,385 acres

CREDIT RATING
AAA
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POPULATION

Palo Alto’s population was 67,082 in 2018.
This represents a 0.64 percent increase over
the previous year and a 13.88 percent increase
since 2000. Approximately 23.3 percent of
the population is under the age of 18, and the
median age is 41.8. Approximately 50.6 per-
cent of the population is female, and 49.4
percent of the population is male.

EDUCATION

Palo Alto has one of the most outstanding
educational systems in the nation. Palo Alto
was recently named one of California’s most
educated cities. Over 97.2 percent of Palo
Alto residents aged 25 or over have received
a high school diploma. Over 811 percent have
obtained a bachelor’s degree and 51.9 per
cent have earned a post-graduate or profes-
sional degree.

PALO ALTO AT A GLANCE

School enroliments in Palo Alto decreased to
12,230, or 7.98 percent, between 2008 and
2018. In school-year 2015-16, Palo Alto and
Gunn high schools had a combined average
SAT score of 1,883. The average scores for the
United, California, and Santa Clara County
were 1,484, 1,476, and 1,606, respectively.

INCOME

Palo Alto’s median household income on
average for 2017 was $147,537 and the per
capita income in 2017 was $82,576. As of 2017,
62.7 percent of all households in Palo Alto
had an annual income of greater than
$100,000.

PERSONS PER HOUSEHOLD

The average number of persons per house-
hold in Palo Alto owner-occupied and renter
occupied homes was 2.70 in 2017, compared
to 2.26 per household in 2000.

HOUSING UNITS

In 2017, 54.9 percent of the 26,238 housing
units were owner-occupied and 45.1 percent
were renter-occupied. In 2000, there were
26,048 housing units - 55.4 percent owner
occupied, 41.4 percent renter-occupied, and
3.2 percent were vacant. There were 0.73 per-
cent more total housing units from 2000 to
2017.
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DEVELOPMENT Net rentable space for Research and Develop-
The City issued approximately 2,249 residen- ment (R&D) facilities in Palo Alto totaled 10.16
tial and 554 commercial building permits in million square feet with a vacancy factor of
Fiscal Year 2018. The combined valuation for 2.2 percent and average asking rent of $6.35
all permits was $493.7 million. per square foot. The vacancy rate for the Sili-

con Valley market was 7.0 percent with an

OFFICE AND INDUSTRIAL RENTAL average asking rent of $2.47 per square foot.
ACTIVITY

Palo Alto’s net rentable office space totaled
approximately 7.70 million square feet as of
the fourth quarter of 2018. The vacancy rate
during this same time period was 3.0 percent
compared to 8.0 percent for the Silicon Valley
market. Average asking rents in Palo Alto and
the Silicon Valley were, respectively, $9.37 and
$5.01 per square foot, as of the fourth quarter
of 2018.

Net rentable square footage for industrial
facilities in Palo Alto was 1.56 million, with a
vacancy rate of 2.2 percent and average ask-
ing rent of $2.76 per square foot for manufac-
turing and $1.91 per square foot for
warehouse. The Silicon Valley market had an
average vacancy rate of 1.7 percent and ask-
ing rent averaged $1.04 per square foot for
manufacturing and $1.16 for warehouse.

Top 25 Major Sales/Use Tax Contributors, FY 2018

Anderson Honda Lucile Packard Children’s Hospital Tesla Lease Trust

Apple Stores Macy’s Department Store Tesla Motors

Audi Palo Alto Magnussen'’s Toyota Tiffany & Company

Bloomingdales Neiman Marcus Department Store Urban Outfitters

Fry’s Electronics Nest Labs USB Leasing

Hewlett-Packard Enterprise Comp. Nordstrom Department Stores Varian Medical Systems
Hewlett-Packard Shell Service Stations Volvo Cars Palo Alto

Houzz Shop Space Systems Loral

Integrated Archive Systems Stanford University Hospital
RETAIL SALES AND SALES TAX mortar receipts by steady growth in on-line
REVENUE retail sales, however increased receipts from

the county pool which includes a growing
number of on-line retailers collecting sales
and use tax has been offsetting these losses.

Sales and use tax totaled $31.1 million in FY
2018, a healthy increase of $1.2 million or 3.9
percent. This growth is primarily attributable
to growth in electronic equipment,
restaurants, furniture/appliance, and auto
leases. There is continued erosion of brick and
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Principal Property Taxpayers, FY 2018
kT | TamableAsesed e

1 Leland Stanford Jr. University $5,119,879
2  Loral Space and Communications $235,175
3 Google Inc. $209,211
4 | EOSII Palo Alto Technology Center LLC $126,019
5  Whisman Ventures, LLC $115,984
6 Hudson Embarcadero Place LLC $112,328
7 Hobach Realty Co. LP $92,081
8 SI43LLC $79,954
9 BVKHamilton Ave LLC $71,754
10 ' Ronald & Ann Williams Charitable Foundation $69,744
Total $6,232,129

PALO ALTO BUSINESSES business license tax. Also, the City's Develop-

ment Center is a "one-stop” service center
staffed by the Planning, Building, Public
Works, Utilities and Fire departments.

As the birthplace of the Silicon Valley, Palo
Alto is the home to Stanford University and
thousands of innovative companies including
Hewlett-Packard, IDEO, Tesla, Flipboard,
Palantir Technologies, Xerox Palo Alto
Research Center, Wilson Sonsini Goodrich &
Rosati, Manatt Phelps Phillips, Accel Partners,
Facebook, Google, Genencor, Tencent Amer-
ica, Skype Technologies, Nest, the Institute for
the Future and many other leading technol-
ogy and business services firms.

Palo Alto was again named among the top 6
most livable U.S. cities in 2018 due to its econ-
omy, climate and natural beauty, parks and
recreational activities, excellent public school
system, university presence, proximity to
three major airports (Oakland, San Jose and
San Francisco) and rail service, world-class
medical facilities, excellent retail centers and
restaurants and its highly acclaimed city ser-
vices.

Businesses are drawn to Palo Alto not only
because of its great location, workforce, and
entrepreneurial culture, but also because of
incentives including: great local utilities
(including dark fiber), no payroll tax, and no
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EMPLOYMENT

The City had 32,549 employed residents in
2019. Due to its location on the Peninsula and
the presence of Stanford University, the City
is a job importer versus exporter, and the
number of jobs in the City is 97,549. Palo
Alto’s unemployment rate was 2.5 percent in
2018, which was considerably lower than the
nation (3.9 percent), state (4.1 percent), and
county (2.7 percent), during the same period.

LARGEST EMPLOYERS

Palo Alto’s top ten employers reflect jobs in
industries ranging from education and health-
care to technology and research and develop-
ment, as of June 30, 2018.

Principal Employers, FY 2018

Rank Employer Number of Employees
1 Stanford Healthcare 5,500
2 | Lucille Packard Children's Hospital 5,400
3 Stanford University 4,300
4  Veteran's Affairs Palo Alto Healthcare System 3,900
5 VMware, Inc 3,500
6 SAP LabsInc 3,500
7 Space Systems/Loral 2,800
8 Hewlett-Packard Company 2,500
9 Palo Alto Medical Foundation 2,200

10  Varian Medical Systems 1,400
Total 35,000
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Parks, Recreation &  Public Safety
Community Centers ERER Number

Police
G TR poice stations :

Parks = Sworn Police Personnel 93
Parks Acreage R S Police Vehicles 25
Playgrounds 29 Motorcycles 4
Community Centers . Canine Units 1
Zoo L Number of Calls for Service 52,966
Golf Gourses N T I I
Gymnasiums/Fitness Rooms 6 Fire
Youth Centers 1 Fire Stations 7
Walking/Biking Trails 41.19 miles Sworn Fire Personnel 96

Fire Engines

Fire Trucks 2

Ambulances 6

Number of Calls for Service 8,983

|ibraries
fem (FY2018) | Number |

Library Branches 5
Items Checked Out (Circulation) 1,538,118
Books (Inventory) 254,678
eBooks & eMusic (Inventory) 128,246
G:S;c:‘/t\;zl;al DVD/CDs 48,830
Reference Questions 33,020
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INnfrastructure,

Maintenance &

Development
Activity

Item (FY 2016)

Street Miles

Lane Miles Resurfaced Annually
Building Permits Issued Annually
Number of Fire Inspections

Active Capital Improvement
Projects

Capital Improvement Projects
Exp.

Miles of Water Municipal Mains
Gallons of Water Delivered (Daily)

Miles of Municipal Wastewater
Mains

Gallons of Wastewater Treated
Miles of Gas Mains
Overhead Electrical Line Miles

Underground Electrical Line
Miles

Fiber Optic Backbone Miles
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471 miles
30.6 miles
3,103 permits
9,746

223 projects

$94.58 million

236 miles

9.9 million
217 miles

2,340 million
211 miles

117 miles
190 miles

48 miles



Sustainability

Item (FY 2018)

57,744 tons

Total Tons of Material Recycled or
Composted

Total Megawatt-hours Purchased

from Eligible Renewable Sources* 552,942 hours

Percent of Electric Portfolio
Purchased from Eligible Renewable

Sources 59.87%

Percent of Electric Portfolio
Purchased from Carbon Neutral

Sources** 100%

* Calendar year 2018. “Eligible Renewable Sources”
are wind, solar, small hydroelectric, and biogas gen-
erators whose output is directly purchased by the
City under a power purchase agreement.

* Calendar year 2018. “Carbon Neutral Sources”
include eligible renewable (59.8%) and large hydro-
electric power (50.8%). Due to the bountiful hydro
conditions in 2018, the City was able to sell surplus
carbon neutral electricity supplies to other utilities.

SOURCES:

POPULATION:

U.S. Census Bureau, 2013-2017 American
Community Survey, Demographic and Hous-
ing Estimates, 5-Year Estimates, Table DPO5.
2019 Official City Data Set.

EDUCATION:

U.S. Census Bureau, 2013-2017 American
Community Survey, Educational Attainment,
5-Year Estimates, Table S1501.

City of Palo Alto 2017-2018 CAFR
(Demographic and Economic Statistics- Last
Ten Fiscal Years).

California Department of Education -Data &
Statistics-school performance-secondary
education for Palo Alto Schools and County
SAT score.

2016 average SAT scores by State on
Prescholar.com for State level SAT scores.

PALO ALTO AT A GLANCE

INCOME:

2013-2017 American Community Survey 5-
Year Estimates, Selected Economic Charac-
teristics, Table DPO3.

PERSONS PER HOUSEHOLD AND HOUSING
UNITS:

2013-2017 American Community Survey 5-
Year Estimates, Selected Housing Character-
istics, Tables, DPOA4.

DEVELOPMENT:
City of Palo Alto Planning and Development
Department

OFFICE AND INDUSTRIAL RENTAL
ACTIVITY:

CBRE Silicon Valley MarketView Q4 2018

RETAIL SALES AND SALES TAX REVENUE:
City of Palo Alto Sales Tax Digest Summary
2018 (Office of the City Auditor)

City of Palo Alto 2017-2018 CAFR

TOP 25 MAJOR SALES/USE TAX
CONTRIBUTORS:

City of Palo Alto Sales Tax Digest Summary
First Quarter Sales (Jan-March- 2018)-Top 25
Major Sales/Use Tax Contributors.

PRINCIPAL PROPERTY TAXPAYERS:

City of Palo Alto 2017-2018 CAFR- Principal
Property Taxpayers-Current Year and Nine
Years Ago.

EMPLOYMENT:

2019 Official City Data Set. California Employ-
ment Development Department- Labor Mar-
ket Information Division for State and County
unemployment rate, US Department of
Labor-Bureau of Labor Statistics for Nation
unemployment rate.

PALO ALTO BUSINESSES:
Livability, Top 100 Best Places to Live

City of Palo Alto Economic Development

LARGEST EMPLOYERS:
City of Palo Alto 2017-2018 CAFR
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The Budget Process and Document

Basis for Budget Development

The budget is the City’s financial plan for delivering effective services and efficiently managing
the revenues which support those services. The City’s charter and municipal code provide
broad governance for preparation of the operating and capital budgets. The budget is also
developed based on the following:

« The City Council’s top priorities and other City Council directives
« Budget development status and guidelines

o« Service level prioritization as identified by the City Manager

« Availability and sustainability of revenues

« Legal mandates

e Prioritization criteria outlined in the capital budget

« The City's policies regarding land use and community design, transportation, housing,
natural environment, business and economics as outlined in the Comprehensive Plan

The review of the operating and capital budgets is structured around public hearings con-
ducted by the Finance Committee and prior to City Council adoption of the budget in order to
incorporate community input into the decision making process.

City Council Top Priorities

On an ongoing basis, the City is committed to providing high quality, cost effective services that
reflect the City’s core values and strategic goals. In addition, each year the City Council estab-
lishes top priorities, which are topics or service areas that will receive particular, unusual, and
significant attention during the year. The top priorities guide both budget development and
department priority-setting. The following are the City Council’s top priorities for 2019:

hat were adopted in February 2019. Those include:
» Climate/Sustainability and Climate Action Plan
* Grade Separations
* Transportation and Traffic

» Fiscal Sustainability
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Operating and Capital Budgets - Calendar of
Activities

September - November: Operating budget preparation begins with determination of the base
budget for the upcoming year. The base budget establishes the current year adopted budget
service levels with updated costs, removes one-time revenue and expenses, and adds ongoing
expenditures as approved by the City Council. The capital budget preparation process begins
with department staff and appointed committees meeting to review and discuss potential
modifications to the five-year capital plan.

November - December: Budget guidelines and timeframes are developed and distributed for
the operating and capital budgets as well as the annual municipal fee schedule.

January: Departments submit requests to reallocate staffing and non-salary resources for the
upcoming year to meet changing operational needs. The reallocation process results in no net
change to the level of resources allocated to the department overall. The General Fund CIP
Committee, consisting of senior managers in the Public Works, Community Services, Adminis-
trative Services, and Planning and Community Environment Departments, reviews requests for
General Fund capital projects.

February: Departmental requests for changes and/or augmentations to the base budget are
submitted to the Office of Management and Budget (OMB) for analysis. Departments provide
targeted outcomes and performance measures associated with requests for resource or service
level augmentations. Departments also submit updates to the budget document regarding
goals and objectives, significant accomplishments, and key performance and workload mea-
sures. OMB staff reviews operating and capital budget requests.

March: Internal budget hearings are held with the City Manager to discuss department budget
requests and OMB’s budget recommendations.

April: OMB staff complete preparation of the proposed operating and capital budget docu-
ments based on the City Manager’s direction.

May: The City Manager releases and presents the proposed operating and capital budgets to
the City Council and posts the budget document on the City’s Open Budget website. The
Finance Committee conducts a series of public hearings and recommends the budget with or
without amendments to the City Council.

June: Final adoption by the City Council occurs after a public hearing in June. All changes made
during the public process are incorporated into the adopted budget documents which are dis-
tributed to City libraries as well as posted on the City's website and Open Budget website by
early August.
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Monday, April 22

Description

City Council

THE BUDGET PROCESS AND DOCUMENT

BUDGET HEARINGS
With City Council and Finance Committee
FY 2020 Proposed Budget (Tentative)

Time/Location

6:00 PM
Council Chambers

Departments Attending

City Manager Comments reviewing the
proposed capital and operating budgets and
notice the start of Finance Committee for
discussions in May

Wednesday, May 15

Finance Committee
Special Meeting

1:00 PM
Council Chambers

Budget Kickoff; Departments/Funds:

- Non-Departmental

- Council Appointed Officials & Council

- Information Technology (Capital & Operating)
- Human Resources (including Employee
Benefits Funds, Worker’s Compensation Fund,
and General Liabilities)

- Administrative Services, Print & Mail Fund

- Planning & Community Environment
(including Stanford Development Agreement
and Other Special Revenue Funds)

- Office of Transportation (including Parking
District)

- Utilities (Capital & Operating)

Thursday, May 23

Finance Committee
Special Meeting

1:00 PM
Community
Meeting Room

Budget Continuation; Departments/Funds:

- Municipal Fee Schedule

- Fire

- Police

- Office of Emergency Services

- Library

- Community Services

- General Fund Capital

- Public Works: General Fund, Airport, Refuse,
Stormwater Management, Vehicle
Replacement, Wastewater Treatment, related
Capital

Tuesday, May 28

Finance Committee
Special Meeting

1:00 PM
Community
Meeting Room

- Wrap-up with Finance Committee

Monday, June 17

City Council

6:00 PM
Council Chambers

Public Hearing - Budget Approval & Adoption
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Understanding the Budget Document

The operating budget document includes citywide information as well as information specific
to each fund and each department. The City receives revenue from numerous different sources,
many of which have restrictions on how funds can be used. Separate funds are established to
account for the different types of revenues and allowable uses of those revenues. The annual
budget information is available after the publication of the annual Adopted Budget, which
occurs in August.

General Fund: This is the primary fund used to account for all general revenues of the City (e.g.
property, sales, transient occupancy, and utility user taxes). In general, these funds are allo-
cated at the discretion of the City Council. This revenue is used to support citywide services
such as public safety, community services, planning and community environment, and adminis-
trative support services.

Enterprise Funds: These funds are established to function as self-supporting operations
wherein expenditures are entirely offset by fees or charges for services. For example, the City
of Palo Alto provides a variety of utility services (electric, gas, water, etc.) for the community.
Revenues from fees or charges are accounted for in separate enterprise funds and can only be
used to pay for expenses related to those services.

Internal Service Funds: These funds are established to account for a variety of business services
provided by one City department (or division) to other City departments. Information technol-
ogy, fleet maintenance, printing and mailing, general employee benefits, general liability, and
workers’ compensation services are provided to all City departments through internal service
funds. Departments are charged for these services based on their respective utilization.

Capital Funds: Revenues and expenses for capital projects are also accounted for in a separate
fund. Capital projects are those that have a minimum cost of $50,000 for each standalone or
combined project. Additionally, the project must have a useful life of at least five to seven years
and/or extend the life of an existing asset or provide a new use for an existing asset for at least
five years. The City produces a standalone budget document for capital projects with detailed
information about each project.

Special Revenue Funds: These funds are used to account for the proceeds of revenues that are
designated for specific or restricted uses. These funds include gas tax funds from the state, in-
lieu housing fees assessed for the City's Below Market Rate housing projects, and transporta-
tion mitigation fees paid by developers. Other special revenue funds include assessments for
parking lot bond payments, parking permit revenues, Community Development Block Grants
(CDBG) funds from the federal government, and development impact fees related to libraries,
parks, and community centers.

Debt Service Funds: Debt financing is occasionally undertaken for the purchase, replacement,
or rehabilitation of capital assets. A separate fund is established to account for these non-oper-
ating expenses.
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Open Budget

In order to facilitate understanding and transparency of the budget document, the City pro-
vides budget information through OpenGov, an online tool that provides users with different
views of the City’s budget data by fund, department, revenues, and expenditures. The tool can
be accessed by visiting www.paloalto.opengov.com. The City invites you to use the online tool
to:

« Search budget and financial data

« View trends in revenues and expenditures over time

o Drill down into expenses by department or account type
« Display the data as graphs or charts

« Download into Excel

o« Share with friends using email or social media

e Send comments directly to the City online

HOW DOES IT WORK?

Governmental budgets are composed of funds, departments, and accounts. Using a pull-down
filter you can choose the combination you want to explore.

By clicking on one these icons, you can choose
whether you want to display graphs showing
changes over the years, a pie chart for a single
year, or download portions into Excel.

You can also cut and paste any illustration into another document, send it to friends using email
or Twitter, or post it on Facebook.
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Department and Enterprise Fund Information

The budget document includes the following information for each department and enterprise
fund:

Mission Statement, Purpose, and Description: introduces the department.

Organizational Chart: depicts full-time equivalent (FTE) positions, which report to a department
director. The total FTE count in the organizational chart may not match the total FTE count in a
department section if positions are budgeted in a fund not included in the particular depart-
ment section. For example, the Administrative Services Assistant Director oversees the SAP
functional team so it is included on the organizational chart, but the positions are budgeted in
the Technology Fund so they do not appear in the ASD departmental budget summary.

Accomplishments: identifies the department’s noteworthy accomplishments over the past fiscal
year.

Initiatives: highlights the major work plan items for the department for the upcoming fiscal year.

Goals and Objectives: identifies major goals as well as activities that support achievement of
those goals.

Key Performance Measures: lists key department performance measures related to some goals
and objectives. Performance Measures are grouped by intended outcome such as Quality, Cost,
Cycle Time, Customer Satisfaction, and Sustainability identified with icons as follows:

o Customer Satisfaction

Sustainability

Workload Measures: identifies key quantifiable department outputs.

Budget Summary: summarizes key expenditure, revenue, and position data for the department
and/or fund for several fiscal years (for example, in the FY 2020 Proposed Budget you will see
FY 2017 Actuals, FY 2018 Actuals, FY 2019 Adopted and FY 2020 Proposed Budget). Revenues
are shown as either internal or external depending on their source. External revenues include
grant funds as well as fees collected when providing certain services such as inspections, plan
checks, and recreational programs. Internal revenues are those that are received from another
City department. For example, the Utilities Department reimburses the Attorney's Office for
legal services. In FY 2020 it should be noted that a variance will be seen between FY 2018
Actuals and the FY 2019 Adopted Budget columns in the salary and benefits total expenses.
This variance reflects the difference between estimated vacancies and staff costs actually
incurred as well as the changes in labor terms from year to year.
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Staffing: lists all full-time equivalent (FTE) positions and their respective salary in a department
based on their actual level of compensation.

Budget Reconciliation: outlines the major base budget and adopted budget expenditure and
revenue changes from the previously adopted budget to the newly presented proposed or
adopted budget. Base budget reconciliation changes include updated salary and benefits cost
in accordance with the salary and benefits structure approved by the City Council, deletion of
one-time expenditures, and/or the addition of ongoing expenditures as approved by the City
Council. The budget change table itemizes expenditure and revenue recommendations and the
net impact on the fund.

Budget Changes: describes service level changes compared to the prior fiscal year as well as
the anticipated performance impact as it relates to Quality, Cost, Cycle Time, Customer Satis-
faction, and Sustainability.

BUDGETARY BASIS

The budget is prepared in accordance with Generally Accepted Accounting Principles. The
budget for governmental funds has been prepared on a modified accrual basis. The modified
accrual basis recognizes expenditures when the related fund liability is incurred. Revenues are
recognized when they become both measurable and available. “Measurable” means the amount
of the transaction can be determined and “available” means collectible within the current
period or soon enough thereafter to be used to pay liabilities of the current period.

FUND STRUCTURE AND ACCOUNTING BASIS

The accounts of the City are made up of funds that help organize and account for restricted
resources. A fund is defined as a fiscal and accounting entity with a self-balancing set of
accounts (comprised of assets, liabilities, fund equity, revenues, and expenditures), which are
segregated for the purpose of carrying out specific activities or attaining certain objectives in
accordance with regulatory requirements. The City has the following fund type categories:

Governmental Fund Types

The Governmental funds include the General, Special Revenue, Debt Service, and Capital Proj-
ect Funds. Governmental funds are reported using the current financial resources measurement
focus and the modified accrual basis of accounting.

Proprietary Fund Types

The Proprietary funds, which include the Enterprise and Internal Service Funds, are used to
account for the City’'s business-type activities. Proprietary funds are reported using the eco-
nomic resources measurement focus and the full accrual basis of accounting. Revenues are
recorded when earned, and expenses are recorded at the time liabilities are incurred, regardless
of when the related cash flows take place.

Fiduciary Fund Types

The Fiduciary funds track assets held by the City in trust or as an agent for various assessment
and community facilities districts. These funds are not included in the budget process.
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Agency Fund Types

The Agency funds are custodial in nature and do not involve measurement of results of opera-
tions. The City maintains three agency funds, which are not included in the budget process.
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BUDGET AWARDS

California Society of
Municipal Finance Officers

Certificate of Award

Excellence Award
Fiscal Year 2018-2019 Operating Budget

Presented to the

City of Palo Alto

For meeting the criteria established to achieve the CSMFO Excellence Award in Budgeting

January 4, 2019

Margaret Moggia Sara Roush, Chair
CSMFO President Recognition Committee

Dedicated Excellence in Municipal Financial Reporting
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P

GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distinguished
Budget Presentation
Award

PRESENTED TO

City of Palo Alto
California

For the Fiscal Year Beginning
July 1, 2018

Executive Director
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CITYWIDE FUNDS OVERVIEW

Fund Structure

General Fund

General Operating

Utility Users Tax
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Special Revenue
Fund

Community
Development

Street
Improvement

Federal & State
Revenues

|
Housing In-Lieu

Special Districts

Public Benefits

Business
Improvement

Stanford
Development

\
Capital

Capital Projects

Cubberley Projects

__ Traffic Mitigation &

Parking in-Lieu

Debt Service

2002 Certificate of
Participation

2010 Library
General Obligation

Golf Course

California Ave.
Garage



CITYWIDE FUNDS OVERVIEW

Fund Structure

Enterprise Internal Service
| | | |
Electric SIS General Benefits Workers.
Management Compensation
| | | |
: : . Retiree Health Information
A F .
Irport ozt OfEiies Benefits Technology
| | | |
Wastewater Printing & Mailing General Liability
Gas . :
Collection Services Insurance
| | |
Refuse Wastewater Vehicle Replacement
Treatment & Maintenance
|
Water
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CITYWIDE FUNDS OVERVIEW

Total Citywide Revenue by Category

FY 2019 FY 2020

FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %
Charges for Services 24,210 28,699 29,421 31,440 2,019 6.86%
Charges to Other Funds 11,414 12,706 10,863 11,477 614 5.65%
Documentary Transfer Tax 7,491 9,229 7,434 8,369 935 12.58%
From Other Agencies 7,373 17,820 17,094 8,628 (8,466) (49.53)%
Net Sales 291,672 316,038 314,561 335,488 20,297 6.65%
Other Revenue 19,5680 42,968 76,979 60,864 (16,115) (20.93)%
Other Taxes and Fines 2,360 2,477 2,372 2,372 - 0.00%
Permits and Licenses 9,322 11,294 11,423 11,500 77 0.67%
Property Taxes 44,051 47,242 49,899 53,217 3,318 6.65%
Rental Income 16,466 16,507 16,571 17,186 615 3.71%
Return on Investments 8,458 9,150 8,303 10,057 1,754 21.12%
Sales Taxes 29,923 31,091 31,246 34,346 3,100 9.92%
Transient Occupancy Tax 283,477 24,937 25,049 29,309 4,260 17.01%
Utility Users Tax 14,240 15,414 16,092 17,581 1,489 9.25%
Total 510,037 585,572 617,307 631,834 14,527 2.35%
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CITYWIDE FUNDS OVERVIEW

3 Year Trend - Citywide Revenues By Category (S000s)
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$699.2 Million

Use of Reserves/Fund Balance

9.6% \
Utility Users Tax
2.5%
TransientOcucpancy Tax

4.2%

Sales Taxes/

4.9%
Return on Investments

1.4%

Charges for Services Charges to Other Funds
4.5% 1.6%

Documentary Transfer Tax
1.2%

From Other Agencies
1.2%

Rental Income
2.5%
Property Taxes
7.6%
Net Sales

Permits and Licenses 48.0%

1.6%

Other Taxes and Fines  Other Revenue
0.3% 8.7%
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CITYWIDE FUNDS OVERVIEW

Total Citywide Expense by Category

FY 2019 FY 2020

FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %
Allocated Charges 35,729 43,024 50,557 52,095 1,538 3.04%
Contract Services 35,541 36,473 47,278 48,824 1,546 3.27%
Debt Service 17,383 17,693 20,692 19,688 (1,004) (4.85)%
Facilities & Equipment 769 437 655 904 249 38.02%
General Expense 14,822 32,491 15,341 19,656 4,315 28.13%
Rents & Leases 12,402 12,659 14,118 14,792 674 4.77%
Salary & Benefits 176,389 182,776 198,097 216,304 18,207 9.19%
Supplies & Material 7,260 6,514 8,521 8,302 (219) (2.57)%
Utility Purchase 138,003 154,157 153,633 169,713 16,180 10.54%
Capital Improvement Program 66,760 89,582 190,561 134,078 (56,483) (29.64)%
Net Transfers (5,272) (1,469) 11,863 14,857 2,994 25.24%
Total 499,786 574,337 711,216 699,213 (12,003) 1.69%
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3 Year Trend - Citywide Expenses By Category ($000s)
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CITYWIDE FUNDS OVERVIEW

Citywide Projected Operating Fund
Balance

ENDING ENDING
FUND FUND

BALANCE BALANCE
ESTIMATED NET FUND ESTIMATED

6/30/19 REVENUES TRANSFERS EXPENDITURES 6/30/20

General Fund 41,417 211,053 (12,984) 196,793 42,693
Total General Fund 41,417 211,053 (12,984) 196,793 42,693
Capital Improvement Fund 27,728 18,403 41,904 73,039 14,996
%thfgerley Property Infrastructure 5.901 0 1,864 4.355 3,410
Total Capital Funds 33,629 18,403 43,768 77,394 18,406

Parking 2002 COPS (Taxable)

Debt 0 0 0 0 0
égzigaﬁgiigourse 2roze 398 0 530 530 398
Library Bonds 3,556 4,443 0 4,443 3,556
Total Debt Service Funds 3,954 4,443 530 4,973 3,954
[EEneRsERNCS - ]
Electric Fund 45,138 165,935 2,615 182,205 31,483
Fiber Optics Fund 29,771 5,544 (103) 4,147 31,065
Gas Fund (1,948) 39,326 411) 43,984 (7,017)
Wastewater Collection Fund (1,502) 22,528 (274) 26,424 (5,672)
Water Fund 26,564 49,038 412 59,176 16,838
Refuse Fund 10,133 33,685 (65) 38,546 5,217
Stormwater Management Fund (1,935) 7,795 (87) 9,908 (4,085)
Wastewater Treatment Fund (83,508) 58,517 (156) 55,433 (80,580)
Airport Fund (3,521) 2,463 (281) 2,166 (3,505)
Total Enterprise Funds 69,192 384,831 1,710 421,989 33,744
[NERmALsemiCERUNDS ]
General Benefits Fund 1,282 433 73,504 74,167 1,052
Retiree Health Benefit Fund 3,153 47 16,411 16,473 3,138
Workers' Compensation Fund 1,605 540 5,481 6,738 888
Liability Insurance Fund 1,312 209 2,482 2,972 1,031
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Citywide Projected Operating Fund

ENDING ENDING
FUND FUND
BALANCE BALANCE
ESTIMATED NET FUND ESTIMATED
6/30/19 REVENUES TRANSFERS EXPENDITURES 6/30/20
Printing and Mailing Services Fund 85 2 1,711 1,722 76
Technology Fund 19,411 748 16,388 25,477 11,070

Vehicle Replacement and

Maintenance Fund 10,300 415 9,007 14,688 5,034
Total Internal Service Funds 37,148 2,394 124,984 142,237 22,289
Community Development Fund 11,638 919 (8,171) 0 9,386
Street Improvement Fund 266 2,995 (2,918) 0 343
Federal and State Revenue Funds 5,354 578 0 661 5,271
Housing In-Lieu and BMR Fund 48,985 2,651 0 360 51,276
Special Districts Fund 5,065 4,809 (583) 4,977 4,314
Traffic Mitigation & Parking In-Lieu 3.197 475 (1,283) 0 2389
Fund

Downtown Business Improvement

DiEs 2 140 0 148 ©6)
Stanford Development Agreement

(SUMC) 19,819 325 (1,400) 0 18,744
Public Art Funds 1,294 211 170 211 1,464
Total Special Revenue Funds 95,620 13,103 (9,185) 6,357 93,181
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Citywide Average Salary

Mgmt/
Category Prof
Full-Time Equivalent (FTE) 230.75
% of City 22.3%
Salary (1) ($) 146,040
In-Lieu Holiday ($) N/A
Incentive Pay (2) ($) N/A
Overtime (Average) ($) N/A
Management Leave (80 Hours) ($) 5,617
Pensjon Employer Portion ($) 51.990
Misc 35.6%;Safety 59.4% (3) '
Medicare ($) 2,118
Medical ($) 19,060
Dental/Vision ($) 1,938
Retiree Medical (4) ($) 7,085
Workers' Comp ($) 2,853
LIFE/LTD/SUI ($) 669
Non-salary Benefits (5) ($) 3,145
Average Salary & Benefits ($) 240,515
Isolate Holiday Pay from Salary
Category
Salary, includes holidays ($) 146,040
g:;g)el()é? (assumes 11, 9 hour 6,951
Salary, excludes holidays ($) 139,089

Notes:

Utilities
Mgmt/ | Fire Chief Fire

Prof Asscn. Fighters
49.50 4.00 88.00
4.8% 0.4% 8.5%
168,792 192,979 138,280
N/A N/A 5,718
N/A N/A 919
N/A N/A 19,010
6,492 7,422 N/A
60,090 114,630 82,138
2,447 2,798 2,005
21,348 24,561 20,321
1,803 2,318 2,096
7,303 11,644 9,651
1,410 N/A 12,596
669 669 669
4,175 2,675 174

274,530 359,696 293,477

168,792 192,979 138,280
8,034 9,185 6,582
160,759 183,794 131,698

PAPOA
7.00 83.00
0.7% 8.0%
216,944 143,732
N/A 4,094
N/A 1,215
N/A 17,756
8,344 N/A
128,865 85,377
3,146 2,084
22,341 19,712
2,171 1,859
13,211 11,563
N/A 10,040
669 669
3,175 175

398,865 298,276
216,944 143,732
10,326 6,841
206,618 136,891

SEIU
570.6
55.3%
93,208
293
382
4,540
N/A

33,182

1,352
19,821
1,865
5,941
4,929

669

175

165,817

93,208
4,436

88,772

CITYWIDE FUNDS OVERVIEW

Total/

Average
1,032.85
100.0%
117,759
1,363
539
7,736
5,856

48,003

1,708
19,496
1,901
7,092
5,365

669

1,060

218,546

117,759
5,605

112,154

(1) Salary is calculated at actual pay rate (base pay and special pays, as applicable) as of February 2019 adjusted for step increases in
accordance with applicable Memoranda of Understandings with the City's bargaining groups or pay for performance increases for

Management and Professional employees.

(2) Incentive pay includes: Fair Labor and Standards Act Charges and Night Shift Differential pay.
(8) Safety employees will pick-up up to 3.0% of the employer share of 59.4% (PAPOA - 3.5%), while MGMT and SEIU Employees will

pick up 1% of the 35.6%.

(4) Annual amount incurred for active employees (normal cost only).

(5) Non-salary Benefits include professional development for Mgmt, Utilities Mgmt, FCA and PMA,; tuition reimbursement for FCA and
PMA; and management excess benefit for Mgmt, Utilities Mgmt, FCA and PMA. Does not include administrative fees for General

Benefits and Workers' Compensation Funds.
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10 Year Trend - Citywide FTE by Fund
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10 Year Trend - Total Citywide FTE
Positions vs. Population Growth
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GENERAL FUND

OVERVIEW

Overview

FISCAL YEAR 2020 GENERAL FUND LONG TERM FINANCIAL FORECAST

As part of the annual budget process, a ten-year Long Range Financial Forecast (LRFF) is pro-
duced through staff analysis; the LRFF projects the City’s financials in the General Fund through
both the near- and long-term horizons. The Long Range Financial Forecast (LRFF) marks the
beginning of the FY 2020 annual budget process and discusses projected General Fund finan-
cials over the next ten years based on current City Council approved service levels as well as
alternative financial scenarios.

At the November 28, 2018 Finance Committee meeting the Base Case financial forecast at the
time reflected a gap in the General Fund of $2.8 million in FY 2020 and a range between
annual deficits of up to $4.5 million to significant surpluses in the out years. This forecast was
subsequently accepted by the City Council on March 4, 2019, The Base Case provides a forecast
that can provide comparison in evaluating the effects of major policy revisions against a "status
quo” version of the future. It assumes that the world continues to change and unfold in line with
current expectations.

Adopted
2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Total Revenue $214,497 $227,108 $233,938 $241,315 $248,921 $256,571 $264,392 $273,133 $281,311 $290,856 $299,948
5.9% 3.0% 3.2% 3.2% 3.1% 3.0% 3.3% 3.0% 3.4% 3.1%
Total Expenditures $210,706 $229,916 $238,472 $244,508 $250,606 $255,948 $260,771 $266,655 $269,292 $274,424 $279,867
9.1% 3.7% 2.5% 2.5% 2.1% 1.9% 2.3% 1.0% 1.9% 2.0%

Net One-Time Surplus/(Gap) $3,791 ($2,807) ($4,534) ($3,193) ($1,685) 623 $3622 $6478 $12,019 $16432 $20,081
Cumulative Net Operating Margin (One-Time) $47,036

($2,807) ($1,727) $1,341 $1508 $2,308 $2,998 $2,857 $5541 $4,413  $3,650
Cumulative Net Operating Margin $20,081
Assumes that the annual shortfalls are solved with ongoing solutions and annual surpluses are spent for ongoing expenditures.

The economy is healthy at a national and local level. However, since the publication of the LRFF,
heightened volatility and slower growth are both expected on the horizon. On the bright side,
low unemployment rates are finally leading to stronger real average hourly earnings, near three
percent, and the Federal Reserve’s pivot to the sidelines on additional interest rate hikes is
bringing down borrowing costs for consumers and businesses. Nationally, the 2018 calendar
year national gross domestic product (GDP) was 3 percent; the fourth calendar quarter 2018
GDP declined to 2.2 percent while the national Consumer Price Index (CPI) grew 1.5 percent.
The economy has gained, albeit, at a slower pace, from a rebound in consumer spending,
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employment growth, and substantial tax cuts. The nation is operating at what is considered "full
employment” levels, at 3.8 percent unemployment as of February 2019.

As of January 2019, California’s unemployment rate went from 4.1 percent to 4.2 percent, the
first increase since October 2010, and the unemployment rate for the Bay Area region was
lower at 2.2 percent. Despite local housing and transportation challenges, companies continue
to plan expansion in Palo Alto and neighboring communities. Compared to other regions in Cal-
ifornia, the Bay Area experienced the strongest job growth at 2.2 percent in calendar year 2018,
but is expected to slow in the short term. Although there is enough economic momentum to
generate growth for the remainder of the calendar year, reports from the Center for Continuing
Study of the California Economy, UCLA’s Anderson School of Management, and Bank of the
West Economics point to sharply lower economic growth in the short term. Bay Area job
growth is anticipated to decelerate from 2 percent in 2019 to 0.6 percent in 2020. The founda-
tions of the local economy-a stable housing market, diverse and favorable mix of business seg-
ments, and academic and medical properties-still provide the City a bulwark against an
economic downturn in the medium term.

Included in the FY 2020-2029 Long Range Financial Report, staff expected tax revenues to
grow into FY 2020 and for the economy to remain healthy. The LRFF assumed national gross
domestic product (GDP) between 0.6 percent to 2 percent; unemployment remaining slightly
below 4 percent, which is currently at the lowest level in a decade (3.8 percent); and the CIPI
was expected to be near two percent with continued wage growth. Tax revenues were modeled
parallel to the local economy for FY 2020 and were projected to be $9.1 million, or 7.2 percent,
above estimates assumed in the FY 2019 Adopted Budget. In total, revenues were anticipated to
increase by $12.6 million, or 5.9% from the FY 2019 Adopted budget of $214.5 million to $227.1
million in FY 2020.

Based on this Forecast, City staff continued to review and refine these projections to establish
the FY 2020 Base Budget and provide direction to Departments on the FY 2020 budget
process as discussed in further detail below; guidance to prioritize spending was again critical
to ensure financial stability. Looking forward, the City continues to face several pressures from
the 2014 Council approved Infrastructure Plan including a new public safety building, the grow-
ing costs of pension benefits, and the ongoing labor negotiations for many of the City’s largest
employee units. The policy direction from the City Council regarding proactively addressing the
pension obligations, including the most recent direction to assume a lower discount rate in cal-
culating pension costs, is contained in the base case forecast model. If this new direction were
excluded from the base case model, the General Fund would have reflected the tough choices
and the hard work of the City during the FY 2019 Budget process to structurally balance the
budget.

Staff communicated that a cost-containment strategy is necessary to enable the City to con-
tinue to face critical choices to balance known and unknown financial challenges such as this
change to more proactively address pension obligations, program needs, or an economic
downturn. This review and planning remains critical since the City is facing many requests and
has identified several key community supported programs that would need funding.

This fiscal outlook still does not include a number of both known and unknown impacts with
both short and long term implications. Below is a list of a few of the known/unknowns
that were not included in the LRFF:
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« New staffing and program requests;
« Grade separation;
s Labor negotiations;

« Cost implications that may arise such as support for the Parks Master Plan, Cubberley
Master Plan, and loans to the Palo Alto airport;

« Operating and capital costs related to a new Junior Museum and Zoo facility;

« Capital costs related to City assets managed by non-profits such as Avenidas Senior Center,
the Palo Alto History Museum, and the Ventura Child Care Center; and

« Funding long-term pension and retiree healthcare liabilities beyond the additional Council
direction included as part of LRFF.

FISCAL YEAR 2020 GENERAL FUND BUDGET

Subsequent to the development of the Long Range Financial Forecast, staff further reviewed
and analyzed all expense and revenue estimates in the General Fund to calculate the FY 2020
Base budget. The details of proposals can be found throughout this document. Before that dis-
cussion, significant base changes, which reflect the change in revenues/expenses to keep ser-
vice levels constant or to incorporate policy direction from City Council issued after the LRFF,
and their impact on the General Fund are discussed below:

o« Increasein General Fund Tax Revenue estimates to reflect both current-year tracking as well
as the most up-to-date estimates for anticipated growth in FY 2020 ($3.9 million revenue
increase)

o« Salary and Benefit cost changes, reflecting the employee population as of February 2019, as
well as elements of an anticipated agreement with SEIU, offset by the recognition of savings
through CMR #9925 as approved by City Council in December 2018 ($529,000), the service
delivery change for Animal Services from in-house employees to a public-private
partnership with PIN ($870k), and recognition of savings committed by the Police
Department to fund the second year of the PAPOA contract ($415,000) (Expense decrease
of $1.5 million)

« Reductions in allocated charges associated with Utilities, as a result of anticipated rate
changes, Information Technology, as a result of inclusion of a vacancy factor consistent with
the General Fund and cost reductions, and with a reduction to Vehicle Replacement and
Maintenance associated with various service changes there (Expense decrease of
$586,000)

« Increases in contract services charges, which were generally consistent with estimates
included in LRFF, with the exception of the shift to a partnership model with Pets in Need
($722,000) and increased costs with the Golf Course ($118k); golf course expense estimates
are offset by revenue. Some other notable contractual increases include shifting from use of
certain pesticides like ‘round-up’ ($67,000), scheduled increases associated with the
Crossing Guard contract ($141,000), and the annual escalation of HSRAP contracts
consistent with CPI ($41,000). (Expense increase of $840,000)
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o Alignment of transfers, including increased transfer to infrastructure commensurate with
Capital Project funding needs and City Council directed use of funds ($1.6 million), decrease
in transfer for Electric costs associated with Streetlights and Traffic signals ($578,000), and
an increased transfer to cover the operating deficit in the Residential Preferential Parking
program fund ($720,000). (Net expense increase of $1.7 million)

This FY 2020 Proposed Budget includes General Fund revenues estimates of $232.1 million, an
8.2 percent increase from FY 2019 Adopted Budget levels of $214.5 or an $17.6 million increase.
General Fund expenditures of $230.8 million reflect 9.5% growth over the FY 2019 Adopted
Budget of $210.7 million.

At this time, staff projects the FY 2019 Budget Stabilization Reserve (BSR) to end the year at
approximately $41.4 million, or 18.3 percent of the FY 2019 Modified Budget expenditure

levels. As discussed in the reserves section of this document, this budget recommends a con-
tribution to the BSR of $1.3 million to maintain it at 18.5% of FY 2020 Proposed expenses of
$230.8 million. This would maintain City Council’s target level. This contribution represents the
City’s commitment to ensuring Fiscal Sustainability. If excess funding materializes for the BSR at
the close of FY 2019, staff will return to City Council with recommendations for the use of that
funding as appropriate.

REVENUES

Based on a continued, growth of the regional economy, Fiscal Year 2019 year-to-date major tax
revenue receipts, and the passage of Measure E increasing the Transient Occupancy Tax Rate to
15.5 percent, this budget assumes continued healthy growth in various tax revenues. The Fiscal
Year 2020 Budget assumes increases to major tax revenue receipts by approximately $13.0 mil-
lion, or 10.4 percent, from $125.2 million to $138.2 million when compared to the FY 2019
Adopted Budget. Growth in major tax revenues reflects over 75 percent of the change from the
FY 2019 Adopted Budget for all General Fund Revenues. The following sections discuss the
City’s major revenue sources and their projected levels as well as major expenditure categories
for Fiscal Year 2019 and 2020.

SALES TAX

Sales taxes are projected to rise to $34.3 million in FY 2020, or 4.3 percent growth from the
current FY 2019 estimates, 9.9 percent above FY 2019 Adopted Budget estimates. This revenue
category is currently tracking above budgeted levels in FY 2019 and segments contributing to
this growth include electronic equipment, restaurants, furniture/appliance, and automobile
leases. Areas experiencing weak sales include department and drug stores.

Strong personal income and spending growth and a larger share of consumer spending online
drives this increase in revenue. At the same time, new and innovative retail formats have
changed traditional brick and mortar platforms and have helped revive physical retail presence
in some segments, specifically department stores. The weakening performance of

department and drug stores could be a result of the nation transitioning from a shopping center
country to online purchasing, therefore displacing tax revenue from traditional industry seg-
ments to the county pool. Online sales tax that occur in Santa Clara County but cannot be
identified to a specific jurisdiction within the county are allocated to the county (sales tax) pool
then distributed to the local jurisdictions based on their local tax percentage. For example,
sales tax on county-wide Amazon sales goes to county pools; Palo Alto’s average last

52 GENERAL FUND OVERVIEW * CITY OF PALO ALTO FISCAL YEAR 2020 PROPOSED BUDGET



GENERAL FUND OVERVIEW

four quarters receipt of pool sales tax has been 7.2 percent. The City’s sales tax consultant
believes that on-line sales may reduce future retail sales growth by 1 percent annually. These
trends will be monitored carefully since sales tax represents nearly 15 percent of General Fund
revenue.

PROPERTY TAX

Property tax represents 21 percent of total General Fund revenues. Over the last three-year
period, property tax revenue has grown 17 percent, from $36.6 million in FY 2016 to

$42.8 million in FY 2018. The assessed valuation of residential and commercial parcels contin-
ues to steadily grow. In the last ten years, the assessed valuation growth rate peaked in FY
2017 at 9.2 percent, during this period the average growth rate has been 6.1 percent and in FY
2019 it was 7.4 percent. In dollar terms, the increase from the FY 2019 Adopted Budget to FY
2020 Proposed Budget is 7.3 percent, or $3.3 million. This percent increase is higher than 10
year compound annual growth rate of 6.4 percent.

The following charts are taken from a realtor (JeffandSteve.com) web site. It shows the ascent
in median prices (first chart) and inventory and sales volume (second chart), especially since
the 2009 recession year. With property sales prices rising to record levels, the City’s property
tax revenues are expected to do well, however, the continued limited inventory supply is
expected to moderate the number of sales and property tax growth.
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City property tax estimates are based on information received from quarterly meetings with the
Santa Clara County Assessor’s Office. The estimate includes appeals on record with the Asses-
sor’s Office, additions to the roll, tax exempt properties and movements in assessed values.
This forecast uses historical growth rates and information on any extraordinary transactions
available to staff.

Included in this revenue category is excess Educational Revenue Augmentation Funds (ERAF),
which isn’t considered a permanent local revenue source. Though in FY 2019 ERAF receipt was
$2.3 million, due to uncertainties including amount of future receipts, the FY 2020 budget
assumes $1.3 million in ERAF revenue.

TRANSIENT OCCUPANCY TAX (TOT)

In FY 2020, TOT revenue is expected to be $29.3 million, 17 percent, or $4.3 million, above the
FY 2019 Adopted Budget. This significant increase is due to the opening of three large

hotels, the continuance of the recovering economy, and the passage of Measure E in November
2018, which raised the TOT rate from 14 percent to 15.5 percent. The latter is expected to
generate $2.6 million in additional revenue annually.

The average occupancy rate for the first 8 months of FY 2019 was 76.7 percent of the rooms
available and the average daily room rate for the same period was $277. These rates represent a
decrease of 0.9 percent and an increase of 4.7 percent, respectively, over the same

period of the prior year. The addition of 361 rooms over the last five years due to the new
hotels/renovations has somewhat constrained occupancy levels (an 80 to 85 percent occu-
pancy rate represents full occupancy), but average daily room rates have risen and exceed
those of prior years. The addition of higher end hotels has enhanced this revenue source both
for the General Fund and for the Infrastructure Management Plan project funding.
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Revenues from the recent Measure E (a 1.5 percent TOT rate increase) and Measure B

in FY 2014 (a 2 percent TOT rate increase) and revenue from new hotels are recommended
to provide funding for the 2014 City Council approved Infrastructure Plan. In FY 2020, this
amount is estimated to be $11.8 million.

UTILITY USERS TAX

There are two components of UUT: the telecommunications (aka phone) and utility, use

of electric, water and gas utilities. Total UUT revenues in FY 2020 are estimated to be $17.6 mil-
lion, a $1.5 increase or 9.3 percent increase above the FY 2019 Adopted Budget. The

UUT revenue budget for FY 2020 includes the two changes approved by voters in November
2014: the telephone UUT rate reduction from 5.0 percent to 4.75 percent and the elimination of
the large utility user discount.

Utility receipts from the UUT are based on the Utilities Department’s five-year revenue
projections. Expected proposed rate increases for FY 2020 are 8 percent for electric, 5 percent
for gas, and 4 percent for water. For more information on these rate increases, please refer

to the Enterprise Funds Overview of this document.

DOCUMENTARY TRANSFER TAX (DTT)

Overall, the Palo Alto housing market remains stable, however, the number of real

estate sale transactions in the first nine months of FY 2019 is down by 14.9 percent and DTT
receipts are down by 14.1 percent. The rising sales prices are slightly mitigating the decline in
DDT receipts. Total DDT revenue in FY 2020 is estimated to be $8.4 million. Historically, this is a
16.8 percent, or $1.7 million decrease compared to FY 2015’s high of $10.1 million. Revenue in FY
2015 was attributed to several major commercial transactions and, since such transactions don’t
occur frequently, the forecast is in line with historical trends.

As stated in prior analyses, this revenue source can be unpredictable given that the volume and
mix of commercial and residential transactions can vary significantly from year to year.

OTHER TAXES AND FINES

Staff anticipates FY 2020 revenue levels to be consistent with prior year, totaling $2.0

million. The largest source of revenue in this category is derived from parking violations revenue
which are not projected to change from FY 2019 to FY 2020, and comprises $1.2 million of this
revenue category.

CHARGES FOR SERVICES

This revenue category consists of charges to Stanford for fire services, paramedic services, golf-
related fees, arts and science classes, and plan check fees. In comparison to the Fiscal

Year 2019 Adopted Budget revenue estimate of $28.0 million, the Fiscal Year 2020 Budget esti-
mate increases $1.7 million, or 6.1 percent. A number of revenue adjustments have been made in
the category from the FY 2019 Adopted level. Key changes from the FY 2019 Adopted Budget
are listed below by department:

« Community Services Department: $0.2 million increase, primarily driven by Golf Course
Estimates and adjustments to maintain cost recovery levels for various fees;

o« Fire Department: $0.5 million increase, due to anticipated adjustments to the Stanford Fire
Agreement;
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o« Planning and Community Environment: net $0.9 million increase, primarily due to alignment
of revenues associated with the Development Center to ensure 100% cost recovery levels as
well as adjustments to various municipal fees for planning activities to maintain cost
recovery levels;

o Administrative Services Department: $0.2 million increase to reflect the reallocation of
revenues associated with the Business Registry Certificate Program shifting from the former
Development Services Department.

The City has completed negotiations with Stanford University in regard to the provision of fire
services to the Stanford including an agreement of both service level and cost. This budget
assumes reimbursement at levels consistent with this new agreement, however, the actual con-
tract value is subject to conversations with Stanford as proposed changes to fire deployments
included in this budget may necessitate renewed conversations. Additional reimbursements
from Stanford for Public Safety Dispatch Services are also budgeted resulting in a

net reimbursement of $7.9 million.

PERMITS AND LICENSES

Permits and Licenses consist of payments to the City for issuance of Building Permits, Fire Per-
mits, and miscellaneous health and safety-related licenses. In comparison to the Fiscal

Year 2019 Budget revenue estimate of $8.8 million, the FY 2020 Budget revenue estimate rep-
resents an increase of $77,000, or 0.9 percent, primarily due to adjustments in Planning and
Community Environment to maintain cost-recovery levels.

RETURN ON INVESTMENT

Return on Investment, for FY 2020, is anticipated to be $1.4 million, an increase of $0.2

million or 19 percent over the FY 2019 Adopted Budget. The rising interest rates, aided by

the Federal Open Market Committee (FOMC) raising rates by 1 percent in calendar year 2018,
allowed staff to re-invest lower yielding maturing investments in higher yielding investments
thus locking in higher interest earnings for the next several years. The trend of re-investing
lower yielding securities maturity in higher yielding investments is expected to continue in the
near future despite the recent decline in interest rates.

RENTAL INCOME

The largest source of rental income comes from the City’s Enterprise Funds and the Cubberley
Community Center. The FY 2020 budget of $16.4 million reflects a $593,000 increase from the
FY 2019 Adopted Budget, or 3.8 percent increase. Slight annual rental increases for enterprise

funded departments at General Fund properties are based on an assessment of these proper-

ties that was conducted in Fiscal Year 2015 adjusted annually for cost of living increases, up to 3
percent annually. Another assessment is underway and the results will be incorporated into the
development of the annual budget.

CHARGES TO OTHER FUNDS

This revenue category is the reimbursement received by the General Fund for the provision of
administrative and other services to Enterprise and Internal Service Funds. The General Fund
charges these funds for legal, human resources, finance, and general administration services
based on cost allocations from the last completed fiscal year. Total administrative cost plan
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charges increased by 81%, from $10.1 million in FY 2020 to $10.9 million in FY 2020.
This increase is attributable mainly to the City Council direction to more conservatively budget
pension costs using a lower discount rate rather than the CalPERS provided actuarial data.

OTHER REVENUES

This revenue category is mainly comprised of Animal Services revenue from neighboring cities;
the Palo Alto Unified School District’'s (PAUSD) share of maintenance for athletic fields; Public,
Education, and Government (PEG) revenues from Cable Franchise Fees; and other one-time
revenue sources such as grants. Revenues are anticipated to remain constant in FY 2020 at $1.2
million.

OPERATING TRANSFERS-IN

In comparison to the Fiscal Year 2019 Adopted Budget transfer-in amount of $19.8 million, the
FY 2020 Proposed Budget of $21.0 represents an increase of $1.2 million. The single largest
component of this category is the equity transfer from the Enterprise Funds, which is increasing
from $19.2 million to $20.2 million. The equity transfer represents the return on the initial invest-
ment the City made when the Utility Department was created more than 100 years ago. In
accordance with a methodology approved by Council in June 2009, the equity transfer is calcu-
lated by applying a rate of return to the capital asset base of the Electric and Gas Funds. The
rate of return is based on PG&E’s rate of return on equity as approved by the California Public
Utilities Commission (CPUC). Additionally, in the operating transfers-in category, the Airport
Fund is scheduled to begin repayment of loans the General Fund has previously made.
$272,000 is programmed to be transferred from the Airport Fund to the General Fund in this FY
2020 Proposed Budget.

EXPENSES

FY 2020 Budget expenditures in the General Fund total $230.8 million, representing a 9.5%
increase from FY 2019 Adopted levels of $210.7 million. This increase is due to a number of year-
over-year changes which are discussed in greater detail below. Some of the main components
of the increase are the removal of the $4 million reduction programmed in FY 2019 and
addressed by City Council through CMR #9925 in December 2018, the removal of one-time sav-
ings of approximately $2 million in General Fund savings to internal service funds in FY 2019,
two years worth of labor contract costs (since labor contracts were not complete when the FY
2019 budget was adopted), and the imposition of $3.8 million in additional proactive pension
funding contributions at City Council’s direction.

SALARY AND BENEFITS

Salary and benefit costs in the General Fund total $134.2 million; this represents a 7.0% increase
from the FY 2019 Adopted total of $125.4 million. The main factors of the increase are the impo-
sition of additional proactive funding contributions of $3.8 million to offset the City’s long-term
pension liabilities. If that additional contribution was excluded, the increase year-over-year
would only be 4.0%. The increase includes labor agreements made in FY 2019 with safety units,
and anticipated agreements with the miscellaneous units in the General Fund. This year-over-
year increase is dampened somewhat by position freezes throughout the General Fund totaling
nearly $2.0 million in departments including: Administrative Services, Community Services, Fire,
Planning and Community Environment, and Police. The reduction of overtime proposed in the
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Fire Department associated with a change in service delivery also lessens the year over year
growth. Lastly, the FY 2019 budget contained a one-year subsidy of workers’ compensation
costs, drawing on accumulated fund balance in the workers’ compensation fund, which is
reversed in this year’s budget, contributing to the year-over-year increase in salary and benefits.

The FY 2020 budget deviates from the historical practice of calculating salaries and benefits. In
addition to past practice - the agreed upon labor terms outlined in memorandums of agree-
ment, CalPERS determined retirement contribution levels, and a vacancy factor in the General
Fund - this year’s budget includes the proactive pension funding contribution mentioned above.
In the General Fund, this resulted in $3.8 million in additional contributions from various depart-
ments and reflects what retirement costs would be should the “normal cost” of contributions be
budgeted at a 6.2% discount rate (CalPERS is currently at 7.25% for this same assumption).
These funds are to be transferred to the City’s irrevocable pension trust fund, which will have a
total of $22 million by the end of FY 2020, of which $14.29 million is from the General Fund.

Salaries: In FY 2020, salaries are projected to grow $799,000 in the General Fund, representing
a 11% increase. The base increase in salaries would have been higher but for the cost contain-
ment strategies used in the General Fund. Some of the position eliminations include: 1.0 Auditor
(approved by City Council in December 2018), elimination of 1.0 Chief Sustainability Officer, 6.54
FTE associated with Animal Services (these position reductions are partially offset by the addi-
tion of contractual costs, but nonetheless result in a reduction in Salary).

Additionally, numerous positions are being held vacant in the General Fund. These primarily
one-time cost containment strategies slow the growth that would have otherwise resulted from
raises associated with the various bargaining units as agreed to, or as anticipated to be agreed
to, by City Council during FY 2019, subsequent to the Adoption of the FY 2019 Budget. (At the
time of this publication, an agreement with SEIU is scheduled for approval by City Council on
April 22" 2019).

Pension Costs: Pension costs in the General Fund are increasing by 12.2%, from $24.6 million to
$27.6 million, on a year-over-year basis before contemplating the General Fund’s proactive con-
tributions to prefund the City’s long-term pension liabilities. If the General Fund’s $3.8 million in
additional proactive pension contributions were to be incorporated into the analysis, the Gen-
eral Fund’s costs would increase by 27.6%, from $24.6 million to $31.4 million. The pension costs
are driven by primarily by the two factors of CalPERS and the City Council’s direction to budget
pension costs more conservatively than CalPERS.

CalPERS has been lowering its rate of return assumption (discount rate) since FY 2019 when it
went from a 7.5% discount rate to 7.375%. In FY 2020, CalPERS used a 7.25% discount rate, and
in FY 2021 it will use a 7.0% Discount Rate. From FY 2019 to FY 2020, the CalPERS pension
‘blended rate’ for Miscellaneous went from 32.6% to 35.6% and Safety went from 55.6% to 59.4%
of salary. In addition, City Council’s direction to use a discount rate of 6.2% for calculating FY
2020’s Normal Cost resulted in the percentages effectively going from CalPERS provided 35.6%
for miscellaneous and 59.4% for safety to 40.1% and 66.9%. These significant increases necessi-
tated significant cost containment and service delivery evolution throughout the organization,
especially in the General Fund. For example, for every $100,000 of salary, an additional $4,500
to $7,500 was budgeted for this proactive funding.
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Retiree Health: The City’s Other Post-Employment Benefits (OPEB) costs, primarily Retiree
Healthcare, are increasing from $8.8 million to $9.1 million, an increase of 3.4%. This is based on
the June 30, 2017 valuation conducted by the City’s outside actuarial consultant (Bartel) that
was discussed in 2018 during the FY 2019 Budget Adoption (CMR #9213). The City is required
to perform an actuarial review of its OPEB costs every two years and it is anticipated that the
next review will be conducted in FY 2020, evaluating the City’s OPEB liability as of June 30,
2019.

Healthcare: Increases that would have resulted from year over year increases of up to 4% are
offset by the cost containment strategies the City is using in FY 2020, resulting in consistent
healthcare costs from FY 2019 to FY 2020. The vacancy savings presumed for various positions
also presumes their healthcare costs will result in savings, and the elimination of various posi-
tions throughout the organization, including the 6 benefited positions previously associated
with Animal Services, also contributes to the lessened year-over-year change.

Other Benefits: Other benefits costs include special pays, long-term disability, Medicare, and
management excess funding. These costs are consistent with FY 2019 levels, with greater
retention pay for Police Officers offset by longer-terms necessary to qualify for that retention
pay.

Workers’ Compensation: The City is self-insured for Workers’ Compensation. The Workers’
Compensation Fund operates as an internal service fund so the costs are recovered through
allocated charges to departments. An outside consultant performs a valuation every year to
inform the City’s financial planning. Workers’ Compensation costs are increasing year over year
by $1.1 million, an increase of 43.1%. This significant increase is due to the one-time savings that
was realized in the FY 2019 Operating Budget. The FY 2019 Budget used previously accumu-
lated fund balance in the Workers’ Compensation Fund to subsidize the City’s payments. The
General Fund saved $1.0 million in FY 2019 through this mechanism. After adjusting for that
one-time savings, the General Fund’s year-over-year increase is significantly less: 2.4% or
$85,000.

NON-DEPARTMENTAL EXPENSES

Non-department expenses include expenses that are not directly related to the operation of a
single department, such as payments to the Palo Alto Unified School District (PAUSD) as part
of the Cubberley Community Center lease, or debt service.

In FY 2019, non-departmental expenses included funding associated with the City Council elec-
tion held in November 2018; that one-time expense is no longer included. In FY 2020, one-time
funding is included for efforts related to Airplane Noise ($100,000), Sea Level Rise ($65,000),
recruitment and retention ($500,0000), and a transfer to offset the operating deficit in the Res-
idential Preferential Parking Fund ($721,000). As in prior years, ongoing funding is also included
in for costs associated with property tax collection in the non-departmental section of the bud-
get, which is administered by the County of Santa Clara. There is also a reserve for anticipated
expenses related to adjustments associated with labor agreements and potential additional
costs as part of the realignment of Development Services into Planning and Community Envi-
ronment.
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CONTINGENCY ACCOUNTS

Contingency Accounts are budgeted appropriations that are used at the discretion of the City
Council, City Manager, City Attorney, or Human Resources Director to fund unanticipated
expenses. It is recommended that the Sustainability Contingency (originally $250,000) be
reappropriated from FY 2019 to FY 2020 and used to fund sustainability efforts in the City Man-
ager’s Office, work on Sea Level Rise (budgeted elsewhere in non-departmental), and the
remainder is anticipated to be available for other work related to sustainability. The other con-
tingencies are maintained at levels previously approved by City Council with the exception of
the City Manager’s contingency. The City Manager’s contingency is recommended to be
reduced by $50,000, from $225,000 to $175,000.

OPERATING TRANSFERS-OUT

Funds are transferred from the General Fund to various funds throughout the City, including the
Capital Infrastructure Fund, the Cubberley Infrastructure Fund, the Debt Services Funds, and
the Technology Fund on an annual basis. In Fiscal Year 2020, a total of $33.95 million is included
to be transferred, with the majority of this ($30.0 million) being transferred to the Infrastructure
Fund. As discussed above, a one-time operating transfer of $721,000 is included from the Gen-
eral Fund to the Residential Preferential Parking Fund to offset the operating deficit in that
fund. The City will continue to evaluate the appropriate model and pricing for Residential Pref-
erential Parking districts as it establishes the Office of Transportation. The General Fund also
transfers funds to the University Avenue parking fund to pay for employee parking permits; a
total of $281,000 is included in FY 2020 for this purpose. If the parking rates for the University
Avenue parking district were to change, the General Fund’s transfer would need to be adjusted
accordingly. The General Fund is also responsible for paying the electricity costs associated
with streetlights and traffic signals. This is realized as a transfer to the Electric Fund of $2.1 mil-
lion in FY 2020; this was lowered by $585,000 from initial FY 2020 estimates based on revised
calculations from the Utilities Department.

RESERVES

The City’s general reserve is referred to as the Budget Stabilization Reserve (BSR). By policy,
the City maintains a reserve level of 15.0-20.0 percent of the General Fund operating budget,
with a targeted goal of 18.5 percent. City Council approval is required prior to setting reserves
lower than 15.0 percent. The City Manager is authorized to transfer any amount in excess of 18.5
percent to the Capital Projects Infrastructure Reserve at their discretion. The Fiscal Year 2020
budget includes a $1.3 million contribution to the BSR to ensure that it meets the City Council
target of 18.5%. The Fiscal Year 2020 Budget is projected to have a $42.7 million BSR balance,
which meets that target.
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General Fund Reserves

FY 2019 Projected FY 2020 Projected
FY 2018 Adopted FY 2019 Net FY 2019 Proposed FY 2020

Actuals Changes Adjustments Year-End Budget Year-end

Budget Stabilization Reserve
(BSR) Activity:

BSR 52,108 3,794 (14,480) 41,417 1,276 42,693
Other Reserve Activity:

Human Services Resource

Allocation Process (HSRAP) - - - 50 - 50
Reserve

Encumbrance & Reappropriation 7,821 - - 7,821 - 7,821
Inventory of Materials & Supplies 4,427 - - 4,427 - 4,427
Notes Receivable, Prepaid

ltems, Interfund Advances, & 3,995 - - 3,995 = 3,995
Unrealized Gains and Losses

Total Reserves 68,396 3,794 (14,480) 57,710 1,276 58,986

1. The BSR is projected to be 18.5 percent of the FY 2020 Proposed Expense Budget at the end of FY 2020.
2. City reserve policy indicates a 15-20 percent range, with an 18.5 percent target.

3. Minimum FY 2020 BSR $34.6 million (15 percent); Maximum FY 2020 BSR $46.2 million (20 percent).

4. Target FY 2020 BSR $42.7 million (18.5 percent)

5. Projected FY 2019 adjustments, including budget amendments through March 2019.

6. This assumes the HSRAP Reserve will not be spent in FY 2019 and is recommended to be carried forward to FY 2020.

General Fund Revenue Descriptions

PROPERTY TAX

Under current law, all taxable real and personal property is subject to a basic tax rate of one
percent of assessed value collected by local jurisdictions and school districts for general service
purposes.There are other taxes and levies on a typical property tax bill such as parcel, General
Obligation (GO) bond, and special assessments.

On June 6, 1978, California voters approved Proposition 13, a seminal change in property tax lev-
ies. The proposition, which added Article XlII A to the state constitution, placed limits on
increases in the valuation of real property. The major change was that the assessed value of real
property could only be adjusted upward annually by the change in the California Consumer
Price Index (CCPI) up to a maximum of two percent per year. One exception to this rule, how-
ever, is that when property changes ownership and/or is substantially altered or newly-con-
structed, it would be reassessed at full market value in the first year and then subject to the
CCPI or a 2.0 percent cap thereafter.

Another important exception to the formula for increasing assessed valuations and taxes is that
during periods of declining property values (e.g. recessions), the County Assessor has the flexi-
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bility to decrease assessments whether through appeal by property owners or through the
Assessor’s analysis of value declines. In effect, this reduces the property valuation and tax. As
market conditions improve, however, and values return or increase, the Assessor can then
increase assessed values and taxes.

In following years, another amendment to the constitution was passed that allows local govern-
ments and school districts to raise property taxes above one percent to finance GO bond sales.
This change has to be approved by two-thirds of those voting in a local GO bond election. For

school districts, however, the voting threshold for approving GO bonds was subsequently low-

ered to fifty-five percent.

Dating back to the early 1990s, the state has made numerous and complex adjustments to local
jurisdiction property tax revenues to solve its budget shortfalls. In one such action in 1992,
which is known as the Educational Revenue Augmentation Funds (ERAF), the state shifted mil-
lions of dollars in local government funds to school districts. As a consequence of this action,
the City of Palo Alto has foregone a cumulative $124 million through FY 2019, limiting its ability
to meet its infrastructure needs.

The County of Santa Clara administers and collects property taxes and remits the appropriate
amounts to local jurisdictions based on law and a complex formula. Contrary to commonly held
views, the City receives a relatively small portion of the basic one percent property tax. In fact,
the City receives around 9.4 percent or 9.4 cents for every property tax dollar a property owner
pays to the county. The majority of the tax dollar paid or 56.6 percent goes to the school dis-
trict, community college, and county school service, 15.9 percent goes to the county and the
remaining goes to special districts and to the State.

SALES AND USE TAX

The Sales Tax is a tax imposed on retailers for the privilege of selling tangible personal property
such as clothing, automobiles, and computers. Currently, and according to State law, sales tax
is not applied to personal services such as legal, dental, or consultant services. The Use Tax is a
form of sales tax and is applied, for example, on the sale of tangible goods from an out-of-state
vendor.

The City receives a specific portion or percentage of the sales tax paid by a consumer. Of the

current 9.0 percent tax rate paid for goods sold within Palo Alto, the City receives 1.0 percent

point of the purchase price or 1.1 percent for each tax dollar paid. The remaining sales tax dol-
lars are distributed as follows: State of California (5.75 percentage points), Santa Clara County
(0125 percentage point), Santa Clara Valley Transportation Districts (1.625 percentage point),

and the Public Safety Fund (0.5 percentage point).

Sales tax rates may differ across jurisdictions since local jurisdictions have some flexibility on a
county-wide level (e.g. county or city) to increase the local portion of the sales tax with voter
approval. The local Sales and Use Tax is collected and administered by the California Depart-
ment of Tax and Fee Administration (CDTFA).

TRANSIENT OCCUPANCY TAX

The Transient Occupancy Tax rate in Palo Alto is 15.5 percent and is applied to the daily rate
charged by a hotel, motel, and lodging establishment. The rate only applies to stays of 30 days
or less. In November 2014, Palo Alto voters approved increasing the tax rate from 12.0 percent
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to 14.0 percent, effective as of January 1, 2015. In November 2018, Palo Alto voters passed
Measure E, which raised the TOT rate from 14 percent to 15.5 percent, effective April 1, 2019.

DOCUMENTARY TRANSFER TAX

This tax is applied to the sale of real property within Palo Alto at the time property ownership is
transferred. The current rate is $3.30 per thousand dollars of sale value. A house that sells for
$1.5 million, for example, would result in the City collecting $4,950. This tax is collected by
Santa Clara County and then remitted to the City. The county also levies a transfer tax of $1.10
per thousand dollars of sales value that is in addition to Palo Alto's tax.

UTILITY USERS TAX

The Utility Users Tax is charged to all users of electricity, gas, water, and telephone services.
The current tax rate is for electricity, gas, and water is 5.0 percent and for telephone is 4.8
percent. In November 2014, Palo Alto voters approved decreasing the telephone utility user tax
rate from 5.0 percent to 4.75 percent. This tax decrease became effective on April 1, 2015 due
to Public Utility Commission advance noticing requirements.

OTHER TAXES AND FINES

The largest source of revenue in this category is derived from parking violations revenue. Other
revenue items in this category include traffic violations, administrative citations, and library fines
and fees.

CHARGES FOR SERVICES

Departmental charges are comprised of fees charged for services which are primarily provided
by the following departments: Community Services, Development Services, Planning and Com-
munity Environment, Police, and Public Works. Charges for Services from departments are
approved annually by the City Council through the adoption of the Municipal Fee Schedule.

The City has two separate agreements with Stanford University to provide Fire Response ser-
vices and Dispatch services. As part of these agreements to reimburse the City for Stanford's
proportional share of these services, Stanford is charged 16.0 percent of the Police Depart-
ment's Communication and Dispatch Division. The Stanford contract for Fire Services is cur-
rently under negotiation.

PERMITS AND LICENSES

The City requires payment for the issuance of building permits, fire permits, and miscellaneous
health and safety-related licenses and permits as approved annually by the City Council through
the adoption of the Municipal Fee Schedule.

RETURN ON INVESTMENT

The City invests idle funds in order to earn interest. The total income varies with the market
rates of interest and the funds available to invest. The basic principles underlying Palo Alto's
investment philosophy is to ensure the safety of public funds; provide that sufficient money is
always available to meet current expenditures; and achieve a reasonable rate of return on its
investments.
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RENTAL INCOME

The General Fund charges rent to internal and external entities. The majority of rental income is
derived from the Enterprise Funds and the Cubberley Community Center.

REVENUE FROM OTHER AGENCIES

This revenue category includes revenue received from a variety of other local government agen-
cies, the state, and the federal government usually due to grants or contracts for services.

CHARGES TO OTHER FUNDS

The General Fund recuperates the cost for services provided by internal service departments
such as Administrative Services, Council Appointees, and Human Resources to Enterprise, Inter-
nal Service, and Special Revenue funds through allocated charges.

OTHER REVENUE

Major revenue sources in this category are Animal Services charges to Los Altos and Los Altos
Hills, reimbursements from Palo Alto Unified School District (PAUSD) for its share of Cubberley
and athletic field maintenance, donations from non-profits for City libraries, and miscellaneous
revenues.

OPERATING TRANSFERS-IN

Operating Transfers include the equity transfer from the Electric and Gas Funds. In accordance
with a methodology approved by Council in June 2009, the equity transfer is calculated by
applying a rate of return to the capital asset base of the Electric and Gas Funds. This rate of
return is based on PG&E's rate of return on equity as approved by the California Public Utilities
Commission (CPUC).
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General Fund Revenue by Category

FY 2019 FY 2020

FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %
Sales Taxes 29,923 31,091 31,246 34,346 3,100 9.9%
Property Taxes 39,381 42,839 45,332 48,634 3,302 7.3%
Transient Occupancy Tax 23,477 24,937 25,049 29,309 4,260 17.0%
Documentary Transfer Tax 7,491 9,229 7,434 8,369 935 12.6%
Utility Users Tax 14,240 15,414 16,092 17,581 1,489 9.3%
Other Taxes and Fines 2,167 2,141 2,032 2,032 0 0.0%
Charges for Services 21,989 26,344 28,015 29,719 1,704 6.1%
Permits and Licenses 7,714 9,035 8,949 9,026 77 0.9%
Return on Investments 1,209 1,437 1,166 1,388 222 19.0%
Rental Income 15,767 15,969 15,806 16,399 593 3.8%
From Other Agencies 1,156 1,461 1,150 980 (170) (14.8%)
Charges to Other Funds 10,439 11,476 10,093 10,908 815 8.1%
Other Revenue 2,300 2,513 2,361 2,362 1 0.0%
Subtotal 177,253 193,886 194,725 211,053 16,328 8.4%
Operating Transfers-In 19,222 20,385 19,772 20,999 1,227 6.2%
Total 196,475 214,271 214,497 232,052 17,555 8.2%
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General Fund Revenue by Category

3 Year Trend - General Fund Revenues By Category (S000s)
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General Fund Expenditures by Department

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %

Administrative Services 7,379 7,963 8,514 6.9%
City Attorney 3,158 3,307 3,263 3,385 122 3.7%
City Auditor 1,208 1,233 1,258 1,235 (23) (1.8%)
City Clerk 1,049 1,171 1,282 1,345 63 4.9%
City Council 452 476 488 498 10 2.0%
City Manager 2,412 3,248 4,386 4,471 85 1.9%
Community Services 25,200 27,136 28,915 30,890 1,975 6.8%
Development Services' 11,014 12,023 12,561 0 (12,561) (100.0%)
Fire 31,5630 33,639 31,826 34,846 3,020 9.5%
Human Resources 3,314 3,480 3,634 3,833 199 5.5%
Library 8,953 9,121 9,664 10,291 627 6.5%
Non-Departmental 6,400 6,402 3,825 9,601 5,776 151.0%
Office of Emergency Services 983 968 1,509 1,727 218 14.4%
Office of Sustainability? 478 465 0 0 0 N/A
Office of Transportation3 0 0 0 2,312 2,312 N/A
Planning and Community 8,654 7,859 8,791 20,041" 11,250 128.0%
Environment
Police 39,206 39,983 41,951 44,643 2,692 6.4%
Public Works 16,655 18,396 18,492 19,161 669 3.6%
Subtotal 168,045 176,587 17,808 196,793 16,988 9.4%
Transfer to Infrastructure 22,859 24,801 25,173 28,962 3,789 15.1%
Operating Transfers-Out 6,572 4,734 5,725 5,022 (703) (12.3%)
Total 197,476 206,122 210,706 230,777 20,071 9.5%

" The Development Services Department is combined with the Planning and Community Environment Department in FY 2020
2 The Office of Sustainability was combined with the City Manager’s Office in FY .2019
3 The Office of Transportation is established in FY 2020 as part of this Budget.
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General Fund Expenditures by Category

FY 2019 FY 2020

FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %
Salary & Benefits 115,608 120,798 125,404 134,221 8,817 7.0%
Contract Services 19,436 21,144 22,041 23,277 1,236 5.6%
Supplies & Material 3,723 3,350 3,563 3,366 (197) (5.5%)
General Expense 9,971 10,062 6,125 12,665 6,540 106.8%
Debt Service 432 432 613 0 (613) (100.0%)
Rents & Leases 1,345 1,560 1,690 1,734 44 2.6%
Facilities & Equipment 685 399 522 771 249 47.7%
Allocated Charges 16,845 18,842 19,850 20,759 909 4.6%
Subtotal 168,045 176,587 179,808 196,793 16,985 9.4%
Transfer to Infrastructure 22,859 24,801 25,173 28,962 3,789 15.1%
Operating Transfers-Out 6,572 4,734 5,725 5,022 (703) (12.3%)
Total 197,476 206,122 210,706 230,777 20,071 9.5%
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General Fund Expenditures by Category

3 Year Trend - General Fund Expenses By Category ($000s)
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ENTERPRISE FUNDS

OVERVIEW

Overview

The City of Palo Alto’s Utility and Public Works operations are comprised of the Airport, Elec-
tric, Fiber Optics, Gas, Refuse, Stormwater Management, Wastewater Collection, Wastewater
Treatment, and Water Funds. A financial summary of the funds follows this overview along with
discussion and pertinent information in each fund section.

REVENUES

The total budgeted revenue of the Enterprise Funds for FY 2020 is $388.0 million, which is
$32.9 million or 9.3 percent, higher than FY 2019. This overall increase is largely due to FY 2020
revenues in the Wastewater Treatment Fund expected to increase by approximately $24.1 mil-
lion from FY 2019 as a result of changes to funding sources programmed for FY 2020 - FY 2024
capital improvement expenditures. Utility services with rate increases for FY 2020 include Elec-
tric, Fiber Optics, Gas, Stormwater Management, Wastewater, and Water. Refuse rates will
remain the same for FY 2020. Details on these changes are discussed below.

EXPENDITURES

The total budgeted expenditure of the Enterprise Funds for FY 2020 is $ 423.4 million, which is
$31 million, or 7.9 percent higher than FY 2019. The primary driver for this year over year change
is the rising costs for commodities, capital improvement projects, and maintaining or updating
the infrastructure.

UTILITY RATE CHANGES

FY 2020 Budget includes utility rate adjustments for Electric, Gas, Stormwater Management,
Wastewater Collection, and Water charges. The average monthly residential utility bill is
expected to increase by 5 percent or $15.65 from $312.15 to $327.80.

In general, the size and timing of rate adjustments take into account current and future revenue
requirements, capital projects and reserve levels. They may also smooth the impacts on cus-
tomer bills by spreading rate adjustments during consecutive or alternate years.

o« Electric Fund - Scheduled rate increase is 8.0 percent overall to fund rising transmission
costs, new renewable projects coming online, reduction in customer usage, and substantial
capital investment and replacement in the electric distribution system.

« Gas Fund - Scheduled rate increase is 5.0 percent due to increasing construction costs for
gas main replacements and the Crossbore Safety Program.
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« Water Fund - Scheduled rate increase is up to 1.0 percent due to rising capital costs for
water main replacements and seismic improvements for reservoirs.

« Wastewater Collection Fund - Scheduled rate increase is 7.0 percent due to significant
increase in wastewater collection system capital project costs, as well as increases in
treatment costs due to rehabilitation of the aging Regional Water Quality Control Plant.

o Fiber Optics Fund - Scheduled rate increase is 4.5 percent, based on Consumer Price Index
(CPD for All Urban Consumers in the San Francisco Bay Area, for customers on the EDF-1
rate.

o« Stormwater Management Fund - Scheduled rate increase of 4.5 percent, or $0.63 per
Equivalent Residential Unit (ERU) per month based on CPI for All Urban Consumers in the
San Francisco Bay Area.

« Refuse Fund - No rate adjustment is scheduled for FY 2020.

RENT

Enterprise Funds pay market-based rental fees for the sites needed to conduct their business
operations. The rent paid for City-owned sites was adjusted at an annual CPI increase of 3.9 per-
cent. As a result, the rents and leases category for FY 2020 will increase by approximately $0.6
million compared to FY 2019.

EQUITY TRANSFERS

In FY 2009, the City Council adopted a change to the methodology, beginning in FY 2010, used
to calculate the equity transfer from Utilities Funds to the General Fund. Under this methodol-
ogy, the equity transfers are based on the asset base in the Electric and Gas Funds, along with
the rate of return for each utility, which is based on Pacific Gas and Electric’s (PG&E) rate of
return on equity as approved by the California Public Utilities Commission (CPUC). For FY 2020,
the equity transfers from the Electric and Gas Funds are projected to increase by approximately
$0.9 million from $19.3 million in the FY 2019 Adopted Budget to $20.2 million.

RESERVES

The financial revenue and expense forecasts are estimates at a single point in time. Some Utili-
ties reserves serve as 'balancing accounts’ which mitigate the risk of commodity price swings
and insure against default by the City’s wholesale suppliers. Other reserves are used to provide
cash for replacement parts during an emergency infrastructure failure or serve as temporary
‘parking’ for planned expenditures. Reserve levels that are above guidelines are returned to cus-
tomers in the form of lower future rates or used to pay for expenses, which also result in lower
future rates.

Based on a new practice established in FY 2016, the reappropriation of capital budgets for con-
tinuing projects previously approved and appropriated by the City Council in prior fiscal years is
shown as expenditures in the operating budget for each Enterprise Fund. The inclusion of these
costs impacts the fund balance of the respective Enterprise Fund.

Based on the actions included in this budget, the total Enterprise Fund Reserve Balances are
estimated to decrease by $35.3 million from FY 2019 to FY 2020.
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UTILITIES ENTERPRISE FUNDS

The City of Palo Alto Utilities (CPAU) had to rely on its reserves more heavily over the past few
years to offset rate increases. In order for CPAU to cover its operating costs while maintaining
and continuing to provide safe and reliable utility services to customers, rate increases are pro-
jected beyond FY 2020. Rate increases will ensure CPAU has the ability to replenish depleted
reserves and provide sufficient funding for continued increasing expenses in commodity costs
and repair and replacement of the City’s aging utility infrastructure through various capital proj-
ects. Rate increases are described below are the general rate increases; the impact on Residen-
tial Bills, as seen at the end of this section, will vary depending on the commodity.

Electric

FY 2020 electric rates are scheduled to increase by 8.0 percent overall to recover costs for
increasing transmission costs, new renewable projects coming online, and substantial additional
capital investment in the electric distribution system. Electricity purchase costs have increased
substantially since FY 2013 as new renewable projects have come online to fulfill the City’s envi-
ronmental goals and as transmission costs have increased due to improvements being made to
the California grid. Projected capital expenses for FY 2020 through FY 2024 are higher in FY
2020 through FY 2021 due to relocation of overhead lines for Caltrain, completion of 4kV to
12kV conversion projects, the unexpected replacement of transformer 2 at Colorado Power Sta-
tion, as well as anticipated Advanced Metering Infrastructure (AMI) and smart grid implementa-
tion. Once these larger, one-time project cost increases are completed, annual Capital
Improvement Program (CIP) projects are anticipated to decline back to levels seen in recent
years. The forecast also assumes that smart grid costs are funded from the Electric Special Proj-
ects Reserves.

Gas

FY 2020 gas rates are scheduled to increase by 5.0 percent due to increasing capital and oper-
ation costs. Gas Utility expenses are projected to increase by roughly 9.0 to 7.0 percent annually
from FY 2020 to FY 2022 and 3.0 to 1.0 percent annually from FY 2023 through FY 2024. In the
short term, some increases in operations costs are related to the cross-bore inspection pro-
gram, but CIP costs have increased substantially as the economy has improved. Future CIP proj-
ect costs have been revised upwards from prior forecasts to reflect higher bids on gas CIP
projects. Commodity costs are the most volatile component of the Gas Utility’s expenses, and
recent market prices have been increasing steadily as supplies have become tighter and
demand has decreased and current forecasts project cost increases of around 4.0 percent
annually.

Water

FY 2020 water rates are scheduled to increase by 1.0 percent due to increasing capitals costs.
The main driver for the increase over the next several years is the large one-time capital costs in
FY 2020 through FY 2024 related to reservoir rehabilitation and additional costs required to
switch water meters to be read automatically with AMI.
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Wastewater Collection

FY 2020 wastewater collection rates are scheduled to increase by 7.0 percent. Capital and oper-
ating costs are anticipated to increase for the wastewater collection system. In addition, CPAU
anticipates treatment costs to rise over the forecast period due to increasing operating costs
and capital replacement needs at the Regional Water Quality Control Plant. As a result, pro-
jected rate increases range from 6.0 to 8.0 percent annually through FY 2024 and 3.0 to 4.0
percent annually for FY 2025 and beyond.

Fiber Optics

Fiber optics rates are scheduled to increase by 4.5 percent for customers on the EDF-1 rate
schedule in FY 2020. CPAU provides commercial dark fiber optic services within the boundaries
of the City. In September 2006, the City Council approved the Dark Fiber Licensing Agreement
allowing the commercial fiber optic fees charged under the EDF-1 and EDF-2 rate schedules to
be adjusted annually in accordance with CPIl. EDF-1 was a promotional rate and was closed to
new Dark Fiber licenses in 2006. Customer expenses for engineering, construction and connec-
tion to the fiber optic backbone are charged under the EDF-2 rates. New fiber customers are
enrolled under the Dark Fiber Licensing Services Rate Schedule EDF-3. As CPI increases are
implemented for the EDF-1 rate, some customers may voluntarily choose to move from the
EDF-1 rate to the EDF-3 rate for cost saving purposes.

PUBLIC WORKS ENTERPRISE FUNDS

Refuse

FY 2020 refuse rates remain unchanged. FY 2021 rates are projected to increase at a rate based
on CPI, which is the end date for two Refuse Fund related agreements for waste processing and
disposal. The 2018 Zero Waste Plan was accepted by City Council which includes initiatives that
will help the City continue making progress on its Zero Waste goals to divert 90.0 percent or
more waste from landfills by 2021 and 95.0 percent by 2030.

Stormwater Management

FY 2020 Stormwater Management fee is scheduled to increase by 4.5 percent. The Stormwater
Management fee was approved by property owners through a ballot measure in April 2017. The
projects and infrastructure component of this fee has a sunset date of June 1, 2032 unless
extended through a subseqguent ballot measure. The Stormwater Management fund maintains
activities that ensure adequate local drainage of the City’s storm drainage system. This fund
also provides litter reduction, urban pollution prevention programs, and flooding emergency
response services with the goals of reducing stormwater runoff and maintaining stormwater
quality protection for discharge to creeks and the San Francisco Bay.

Wastewater Treatment

The City’s Regional Water Quality Control Plant serves six communities including Palo Alto, East
Palo Alto, Mountain View, Stanford, Los Altos, and Los Altos Hills. The Wastewater Treatment
Fund works with the City and Partner Cities’ regional service area to protect the environment
and the public’s health while ensuring compliance with regulations protecting the San Francisco
Bay and the environment. FY 2020 revenues in the Wastewater Treatment Fund are expected to
increase by approximately $24.1 million or 69.8 percent compared to FY 2019. The majority of
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the increase resulted from changes to funding sources programmed for FY 2020 - FY 2024
capital improvement expenditures. The construction of the Dewatering and Loadout Facility
was completed in FY 2019, the incinerators are pending for retirement. The net result of this
change will increase operating expenses for utilities and contract services.

Airport

The City assumed airport operations from Santa Clara County in August 2014 for the Palo Alto
Airport, which ranks among the busiest general aviation airports in the country. Under previous
terms, the County exercised the right to sublease to Fixed Base Operators (FBOs) with agree-
ments that expired in April 2017 and the City worked on signing new lease agreements. As a
result of new lease agreements signed, Airport Fund revenues from rentals are projected to
increase to a total of $778,000 in FY 2020. The Airport’s fees and charges are scheduled to
increase by 4.5 percent. Expenses are also projected to increase due to major construction proj
ects that incur costs which are 90.0 percent offset by grants from the Federal Aviation Admin-
istration. To ensure sufficient funding for operating costs and continued services with minimal
service delivery impact, the Airport Fund has received loans from the General Fund, totaling $3.1
million as of FY 2019 since the City took over operations. The Airport Fund will begin repayment
to the General Fund in FY 2020 in the amount of $272,000 annually for the next fifteen years.
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Enterprise Funds Summary

Wastewater | Wastewater | Stormwater

Fund Summary | Electric Water | Refuse| Treatment Collection | Management | Airport
($000) Fund Fund Fund Fund
Revenues
Clieiiees froi 380 20 10 34 — 10 118 — — 572
Services
Charges to Other 140 101 83 161 54 32 - - — 569
Funds
From Other . . 577 . . . . . . 577
Agencies
Net Sales 154,329 37,279 46,831 30,662 30,661 21,106 7,449 655 4,595 333,567
OfpeEilig 2616/ —| 548 @ — — — - — — 3164
Transfers-In
Other Revenue 8,928 1,124 384 2,311 27,409 1,083 — 1,009 200 42,448
Other Taxes and . . . . 4 . 3 . . 7
Fines
Rental Income — — — — — — — 778 — 778
AT 2,158 802 1,153 518 389 208 226 21 750 6,315
Investments
Total 168,550 39,326 49,586 33,685 58,517 22,528 7,795 2,463 5,544 387,995
Expenses
Allocated Charges 9,228 4,453 4,716 1,863 5,594 2,723 1,059 670 671 30,978
Contract Services 7,615 2,463 819 6,356 3,739 249 908 141 455 22,744
Debt Service 8,477 803 3,223 196 1,469 129 949 — — 15,245
Equity Transfer 13,129 7,106 = = = = = = — 20,235
Facilties & 64 19 17 3 8 13 8 - o| 133
quipment
General Expense 3,442 763 658 112 389 123 146 36 12 5,682
O] — 410 136 55 156 274 37 281 102 1,452
Transfers-Out
Rents & Leases 6,277 852 3,145 2,161 — 480 50 12 82 13,058
Salary & Benefits 16,887 7,282 7,864 3,028 13,728 3,127 2,187 905 1,390 56,398
SuppliEsd 924 489 611 143 2,070 381 95 56 9 4777
Material
Transfer to
Infrastructure - - - e - - - - - e
Utility Purchase 95,678 16,012 22,178 24,611 — 11,234 — — — 169,713
Capital
Improvement 20,484 3,743 15,946 — 28,437 7,965 4,506 346 1,525 82,953
Program
Total 182,205 44,395 59,312 38,601 55,589 26,698 9,945 2,447 4,250 423,441
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3 YEARTREND - ENTERPRISE FUNDS REVENUES BY FUND (STHOUSANDS)
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FY 2020 PROPOSED REVENUES/$388.0 MILLION

Electric Fund $168.6/43.4%

Gas Fund $39.3/10.1%

Fiber Optics Fund $5.5/1.4%
Water Fund $49.6/12.8

Airport Fund $2.5/0.6%

Stormwater Management

Fund $7.8/2% Refuse Fund $33.7/8.7%

WW Collection Fund $22.5/5.8%

WW Treatment Fund $58.5/15.1%
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3 YEAR TREND - ENTERPRISE FUNDS EXPENSES BY FUND (STHOUSANDS)
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FY 2020 PROPOSED EXPENSES /$423.4 MILLION

Gas Fund $44.4/10.5%

Electric Fund
$182.2/43%.

Water Fund $59.3/14%

Fiber Optics Fund
$4.3/1%

Refuse Fund
$38.6/9.1%

Airport Fund $2.4/0.6%

\

Stormwater
Management Fund WW Treatment Fund
$9.9/2.3% WW Collection Fund $55.6/13.1%

$26.7/6.3%
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Enterprise Fund Reserves

FY 2019 FY 2020
Projected Ending Projected Ending | FY 2020 Reserve

Reserves ($000) Balance FY 2020 Changes Balance Guideline Range

Electric Fund

Rate Stabilization = - _

Operations 37,969 (13,655) 24,314 26,583 - 49,586
Hydro Stabilization 7,400 - 7,400

Electric Special Projects 41,838 - 41,838

Public Benefit = = =

Underground Loan 730 = 730

CIP Reserves 880 = 880

GASB 68 Pension Reserve (29,511) - (29,511)

GASB 75 OPEB reserve (14,168) (14,168)

swem e mes o

Gas Fund

Rate Stabilization 6,363 (6,363) -

Operations 7,381 1,294 8,675 6,062 - 12,124
CIP Reserves 3,820 6,000 9,820

GASB 68 Pension Reserve (13,277) - (13,277)

GASB 75 OPEB reserve (6,235) (6,235)

Wastewater Collection Fund

Rate Stabilization = - R

Operations 7,353 (8,192) 4,161 2,904 - 7,260
CIP Reserves 978 (978) -
GASB 68 Pension Reserve (7,449) - (7,449)
GASB 75 OPEB reserve (2,384) (2,384)

ENTERPRISE FUNDS OVERVIEW + CITY OF PALO ALTO FISCAL YEAR 2020 PROPOSED BUDGET 81



ENTERPRISE FUNDS OVERVIEW

Enterprise Fund Reserves

FY 2019 FY 2020
Projected Ending Projected Ending | FY 2020 Reserve
Reserves ($000) Balance FY 2020 Changes Balance Guideline Range
Water Fund
Rate Stabilization 4,069 = 4,069
Operations 36,574 (9,726) 26,848 7,045 - 14,119
CIP Reserves 2,726 = 2,726
GASB 68 Pension Reserve (12,455) - (12,455)
GASB 75 OPEB reserve (4,350) (4,350)

Refuse Fund

Rate Stabilization 16,891 (4,919) 11,972 6,292 - 12,584
Landfill Corrective Action Reserve 741 3 744
CIP Reserves 268 = 268
GASB 68 Pension Reserve (5,114) - (5,114)
GASB 75 OPEB reserve (2,653) (2,653)

Stormwater Management Fund

Rate Stabilization 2,412 (2,150) 262
CIP Reserves = = =
GASB 68 Pension Reserve (3,189) - (3,189)
GASB 75 OPEB reserve (1,158) (1,158)

Wastewater Treatment Fund

Rate Stabilization (10,123) 2,928 (7,195) 4,196 - 8,392
Emergency Plant Replacement 1,980 - 1,980
Notes and loans 559 = 559
CIP Reserves = = =
GASB 68 Pension Reserve (18,584) - (18,584)
GASB 75 OPEB reserve (7,340) (7,340)

82 ENTERPRISE FUNDS OVERVIEW « CITY OF PALO ALTO FISCAL YEAR 2020 PROPOSED BUDGET



ENTERPRISE FUNDS OVERVIEW

Enterprise Fund Reserves

FY 2019 FY 2020
Projected Ending Projected Ending | FY 2020 Reserve
Reserves ($000) Balance FY 2020 Changes Balance Guideline Range
Fiber Optics Fund
Rate Stabilization 30,626 1,294 31,920 431 - 862
Emergency Plant Replacement 1,000 - 1,000

CIP Reserves = = =

GASB 68 Pension Reserve (1,855) - (1,855)
GASB 75 OPEB reserve
swosammam sws

Airport Fund

Rate Stabilization (2,597) 16 (2,581)

CIP Reserves = = =

GASB 68 Pension Reserve (493) - (493)

GASB 75 OPEB reserve (431) - (431)

Summary of Reserves

Emergency Plant Replacement 2,980 - 2,980
Hydro Stabilization 7,400 - 7,400
Rate Stabilization 47,641 (9,194) 38,447
Operations 89,277 (25,279) 63,998
CIP Reserves 8,672 (978) 7,694
Electric Special Projects 41,838 - 41,838
Public Benefit - - -
Notes and loans 559 = 559
Underground Loan 730 - 730
Landfill Corrective Action Reserve 741 3 744
GASB 68 Pension Reserve (91,927) - (91,927)
GASB 75 OPEB reserve (88,719) (38,719)
—————
Landfill Postclosure Care Liability 6,825 6,975
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Residential Monthly Utility Cost Information

Adjusted FY 2019

Utility =111 FY 2020 Bill' $ Difference % Difference
Electric $54.33 $57.31 $2.98 5.48%
Gas $58.48 $63.39 $4.91 8.40%
Water $86.59 $90.42 $3.83 4.42%
Wastewater $38.66 $41.37 $2.71 7.01%
Refuse $50.07 $50.07 - -
Storm Drain $14.05 $14.68 $0.63 4.48%
User Tax $9.97 $10.56 $0.59 5.92%

1. FY 2020 Rates are effective July 1,2019.

84 ENTERPRISE FUNDS OVERVIEW « CITY OF PALO ALTO FISCAL YEAR 2020 PROPOSED BUDGET



Internal Service Funds

OOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOOO



CITY OF

PALO
ALTO



INTERNAL SERVICE

FUNDS

Overview

Internal Service Funds provide services to City departments and recover their costs through
user charges. Charges for employee benefits (health, pension, life insurance, etc.) and workers’
compensation are reflected in the departments’ salary and benefit accounts. The remaining user
charges are included in the ’allocated charges’ expenditure category within each department or
fund.

As a one-time strategy in Fiscal Year 2019 the allocated charges to other City departments and
funds were reduced for both Workers’ Compensation and General Liability. Over the past few
years, fund balance has accumulated in each of these funds. Since the revenue source for these
funds is other funds and departments, the charges were able to be reduced. This one-time draw
on accumulated fund balance is not sustainable, and is only recommended on a one-time basis.
These reductions are reflected in each of the department sections in the 'Budget Summary’ and
the 'Budget Reconciliation’, most notably in the 'Dollars by Category’ section.

GENERAL BENEFITS FUND

This fund reflects costs for a variety of employee benefits including pension, health, dental,
vision, and life insurance. Funds are also included for payments made to employees who elect
to waive healthcare coverage under a City plan because they have other coverage. As discussed
in the overview of this fund that appears in the 'Employee Information’ section, costs for
employee health benefits as well as pension benefits are projected to increase in Fiscal Year
2020 and will be allocated out to departments and funds in proportion to their share. In addi-
tion, the FY 2020 Proposed Budget incorporates City Council’s direction to make additional
contributions to the City’s irrevocable IRS Section 115 Pension Trust Fund. The General Benefits
Fund displays the total Section 115 Pension Trust Fund contribution.

GENERAL LIABILITIES INSURANCE PROGRAM FUND

This fund reflects costs for the City’s General Liability Insurance Program. In Fiscal Year 2020,

costs are projected to increase compared to the Fiscal Year 2019 Adopted Budget. This increase
is based on an actuarial analysis of the City’s liability costs over the past few years and provides
an 85% confidence level in the funding levels of the fund. This will ensure that the General Liabil-
ities Insurance Program fund has the necessary resources to deal with unforeseen claims. The

allocation of these charges is reevaluated annually as part of the budget process to ensure that
sufficient resources are available and that the fund balance is maintained at an appropriate level.

INTERNAL SERVICE FUNDS OVERVIEW ¢ CITY OF PALO ALTO FISCAL YEAR 2020 PROPOSED BUDGET 87



INTERNAL SERVICE FUNDS OVERVIEW

PRINTING AND MAILING SERVICES FUND

This fund reflects costs for central copying, printing, and mailing services provided to City
departments. An overview of the Fund is included in the "Administrative Services Department’
section of this document.

RETIREE HEALTH BENEFITS FUND

This fund reflects costs for medical insurance provided to retired City employees. In addition,
this fund includes payments for the unfunded liability for future medical benefits that will be
provided to current and future retirees. An overview of the fund is included in the 'Employee
Information’ section of this document, and a City Manager Report discussing the June 30, 2017
valuation prepared by the outside actuarial consultant was transmitted separately for discus-
sion.

TECHNOLOGY FUND

This fund reflects costs associated with citywide Information Technology (IT) activities. IT staff
maintain critical desktop, software, infrastructure, and maintenance activities for all City depart-
ments. The overview for the Information Technology Department contains information about
projects and activities for Fiscal Year 2020.

VEHICLE REPLACEMENT AND MAINTENANCE FUND

This fund reflects costs for providing maintenance and replacement of vehicles and equipment
used by City departments. In Fiscal Year 2020, $7.4 million is allocated for vehicles and equip-
ment that are due for replacement. Of the $7.4 million, $3.6 million is for the continuation of
projects approved by City Council in prior fiscal years. The 2020-2024 Capital Improvement
Program (CIP) reflects funding totaling $16.7 million over the next five years for vehicle replace-
ments. The current reserve balance in the Vehicle Replacement and Maintenance Fund reflects
funding allocated from City departments and committed to this five year plan.

WORKERS’ COMPENSATION FUND

This fund reflects costs for the City’'s Workers’ Compensation program. In Fiscal Year 2020,
costs are projected to increase slightly compared to the Fiscal Year 2019 Adopted Budget
based on an actuarial analysis of the City’s workers’ compensation costs over the past few years
and in order to provide an 85% confidence level in the funding levels of the fund. This will ensure
that the Workers’ Compensation Fund has the necessary resources to deal with unforeseen
claims. The allocation of these charges is reevaluated annually as part of the budget process to
ensure that sufficient resources are available and that the fund balance is maintained at an
appropriate level.
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Internal Service Funds Summary

Vehicle General
Replacement Printing Liabilities | Retiree
and and General Workers' Insurance | Health
Fund Summary Maintenance | Technology| Mailing | Benefits | Compensation | Program | Benefit
($000) Fund Services Fund Program Fund Fund Fund
Revenues
Charges to Other Funds 9,192 14,279 1,720 — — 2,477 — 27,669
Operating Transfers-In — 2,137 — — — B 2,197 4,339
Other Revenue 155 103 — 75,701 5,481 41 14,214 95,695
Return on Investments 260 644 2 433 540 168 47 2,095
Total 9,607 17,164 1,723 76,134 6,021 2,691 16,458 129,799
Expenses
Allocated Charges 1,263 1,722 360 — — — — 3,345
Contract Services 518 5,010 240 221 7 72 — 6,067
Facilities & Equipment — 868 — — — — = 868
General Expense 71 475 287 — 650 2,900 — 4,383
Operating Transfers- 185 29 9 2197 _ _ . 2420
Out
Rents & Leases 202 389 518 — — — — 1,104
Salary & Benefits 2,264 8,833 242 73,947 6,081 — 16,473 107,839
Supplies & Material 1,428 85 80 — — — — 1,593
Transfer to 1,460 . . . . . . 1,460
Infrastructure
CapPitaI Improvement 7483 8,094 _ _ _ _ — 15576
rogram
Total 14,873 25,505 1,731 76,364 6,738 2,972 16,473 144,656
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INnternal Service Funds Reserves

Vehicle
Replacement Printing Retiree Total
and and General Workers' Liability Health | Internal

Maintenance | Technology Mailing Benefits | Compensation Insurance | Benefit | Service
Fund Fund Services Fund Program Fund Fund Fund Funds

(717) (280)

FY 2020 Proposed Changes (5,266) (8,341) (230) (14,858)

Changes to Unrestricted Assets
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Special Revenue Funds Overview

Special Revenue Funds have revenues with either restrictions on their use or special reporting
requirements, such as development impact fees for community centers, libraries, parks, public
facilities, and transportation; gas tax revenues from the state; housing mitigation fees assessed
on commercial and industrial projects; in-lieu fees for the City’s Below Market Rate (BMR) hous-
ing program,; transportation mitigation fees paid by developers; parking in-lieu fees from com-
mercial projects in the downtown area; parking permit revenues; and Community Development
Block Grants (CDBG) from the federal government.

PUBLIC ART FUND

Administered by the Community Services Department, the Public Art Fund was created in FY
2014 to support the City’s Public Art Program. The program seeks to increase the public’s daily
exposure to art through the commissioning and acquisition of a diverse range of artworks inte-
grated into the City’s urban environment. The Public Art Program strives to build the City’s rep-
utation as a dynamic public art locale with works of diverse styles, disciplines, and the highest
aesthetic standards. Funding for the Public Art Program is determined by the Municipal Code’s
direction of 1 percent for Art in Private Development. Construction projects in excess of 10,000
square feet that require Architectural Review and have an estimated construction value of more
than $200,000 have the option of commissioning artwork on the development site equal to the
cost of 1 percent of the estimated construction valuation or paying the 1 percent to the Public
Art Fund. In FY 2020, the projected revenue for the Public Art Fund is $0.2 million and includes
a transfer of $170,000 from the General Fund to comply with requirements that limit the
amount of administration costs that can be funded through fees. Additionally, although not
accounted for in this fund, the City requires that for certain City-funded capital projects a 1 per-
cent public art expense is set aside (please refer to the FY 2020 - 2024 Capital Improvement
Plan for further detail).

COMMUNITY DEVELOPMENT FUNDS

Revenue in this category comes from Development Impact Fees for community centers, librar-
ies, parks, public facilities, and transportation. The Development Impact fees collected from new
developments provide funding for the City’s infrastructure related to community centers, librar-
ies, parks, public safety facility, general government facilities, and the Charleston-Arastradero
Corridor. The projected revenue within the Community Development Impact Fee Funds is $0.7
million in FY 2020, primarily reflecting anticipated receipts in the Park Impact and Parkland
Dedication Funds. The FY 2020 - 2024 Capital Improvement Plan includes a transfer of $3.2 mil-
lion from Community Center Impact Fees for Rinconada Park Improvements ($2.0 million) and
renovations to the Junior Museum and Zoo ($670,000). Additionally, the Capital Improvement
Plan includes a transfer of $500,000 from Park Impact fees for park restroom installations
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($350,000) and dog park installation and renovation ($150,000). These funds have been
reserved for this activity.

Annually, the Administrative Services Department issues a report of the activities in these funds
including the remaining balances within them. The 2018 annual report ending June 30, 2018, is
included in CMR 9913 found here: www.cityofpaloalto.org/civicax/filebank/documents/68452.

STREET IMPROVEMENT FUNDS (SIF)

Revenue in this category comes from the state gas tax including estimated receipts from the
S.B.1 transportation funds and from federal and state grants earmarked for street improvements.
These funds are used for transportation and traffic-related capital projects. Based on prelimi-
nary estimates from the State Department of Finance, the projected revenues are estimated to
be $3.0 million for FY 2020. This level of receipts remains relatively constant to the prior year
and includes adjustments to Highway Users Tax Account (HUTA) allocations and the S.B. 1
transportation funding bill, effective July, 1, 2017. In FY 2020, it is anticipated that the City is allo-
cated a total of $1.2 million in revenue from the Road Maintenance and Rehabilitation Account
(RMRA) and $80,000 from State General Fund loan repayments.

In FY 2020, $2.6 million is programmed to be transferred to the Capital Improvement Fund for
various citywide transportation projects that include projects for street maintenance and safe
routes to school. The City achieved its primary goal of reaching a citywide average Pavement
Condition Index (PCI) score of 85 in 2018, three years earlier than the initial goal; however, fund-
ing is maintained through the 2020 - 2024 Capital Improvement Plan in order to work towards
the City’s secondary street maintenance goal of having no streets under a PCl score of 60.

FEDERAL AND STATE REVENUE FUNDS

The Federal and State Revenue Funds consist primarily of Community Development Block
Grant (CDBG) funds. CDBG funds are grants from the U.S. Department of Housing and Urban
Development (HUD). They are used for a wide variety of community projects such as affordable
housing, public services, and related project expenditures. CDBG project expenditures draw
upon program income and prior year allocations that have been unspent.

The FY 2019-20 draft action plan includes agency requests totaling $749,000 and a total bud-
get of $661,000 as presented to, and approved by, the Finance Committee on April 2, 2019.
Staff intends to bring the FY 2019 - 2020 Action Plan for City Council approval in May 2019 in
order to finalize and submit the final application to the Department of Housing and Urban
Development (HUD) by the May 15, 2019 deadline. Any necessary budget adjustments will be
brought forward subsequent to confirmation of final allocations.

The FY 2019-20 draft action plan is included in CMR 10141 and can be found here: www.cityof-
paloalto.org/civicax/filebank/documents/69993.

HOUSING IN-LIEU FUNDS

In-lieu housing revenues come from fees required of commercial, industrial, and residential
developers. These fees are used to provide housing for the City’s Subsidized Housing Program.
For FY 2020, $2.3 million in in-lieu fees are anticipated. These estimates remain constant from
FY 2019 and are based on historical tracking and Planning and Community Environment (PCE)
staff projections.
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Annually, the Administrative Services Department issues a report of the activities in these funds
including the remaining balances within them. The 2018 annual report ending June 30, 2018, is
included in CMR 9913 found here: https:/www.cityofpaloalto.org/civicax/filebank/documents/
68452. As of June, 30, 2018, approximately $13.7 million remained available in these funds.

SPECIAL DISTRICTS FUNDS

Special District Funds reflect the combined financial activity of the following funds: University
Avenue Parking District Fund, California Avenue Parking District Fund, and Residential Parking
Permit Fund. This grouping does not include Assessment District Funds. Revenue in these
funds, generated from parking permits, is used for maintenance, repair, and beautification of
parking facilities and public areas within the University and California Avenue business districts
and Residential Parking Permit (RPP). As of FY 2020, five neighborhoods are active in the RPP
program to mitigate parking congestion in Palo Alto neighborhoods: College Terrace, Down-
town, Evergreen Park/Mayfield, Crescent Park, and SouthGate.

This FY 2020 budget recommends establishing a separate Office of Transportation (OOT), pre-
viously housed in the Planning and Community Environment Department; this is in recognition
of the significant need to develop and implement strategies that address the City Council prior-
ity to address traffic and transportation challenges. In consultation with Municipal Resources
Group (MRG), staff evaluated the current transportation initiatives, staffing, and City Council
and community goals and recommended this separation as well as additional resources that
would be necessary in order to successfully support transportation initiatives. This FY 2020
budget recommends the addition of a net 2.0 position additions to this new established OOT,
which is primarily organized around the reallocation of 14.62 FTE from Planning and Community
Environment. Analysis from the outside consultant recommended the net addition of 4.0 posi-
tions, including a public information officer, however, staff has not recommended the addition of
these additional resources at this time. Included in the net 2.0 positions additions recom-
mended for inclusion is 1.0 FTE Parking Manager to oversee shuttle and parking programs, as
well as 1.0 FTE Senior Engineer to oversee transportation planning and capital improvement
projects. Additional information about the establishment of OOT can be found in the subse-
qguent section for City Departments. The impacts of these staffing changes and additions to the
University Avenue Parking District Fund, California Avenue Parking District Fund, and Residen-
tial Parking Permit Funds are summarized below. A more detailed presentation of the FY 2020
Budget for the University Avenue Parking District Fund and California Avenue Parking District
Fund are available at the end of the Special Revenue Funds Overview section.

This FY 2020 Proposed Budget includes the following significant expense proposals:

« Net zero reallocation of 3.60 FTE positions ($500,000) and non-salary expenses ($4.2
million) for the operational costs of various parking programs from PCE to OOT to fully
transition resources that administer the various parking programs ($0);

« Add 10 FTE Parking manager (Transportation Planning Manager) to oversee parking and
shuttle programs citywide. The total cost of this position is $265,000 and is recommended
to be equally allocated 50% to the OOT General Fund Operating Budget and 50% to parking
funds ($132,500);
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o Add 0.48 part-time Administrative Specialist Il to provide customer support services during
the implementation and transition to the new parking management software system (6-12
months, $34,000 one-time);

o« Increase inrevenues of $721,000 recognizing an operating subsidy transfer from the General
Fund to the RPP Fund to cover an operating deficit in FY 2020 ($721,000 one-time); and

o« Capital improvement investments in FY 2020 through a net transfer of $1.5 million to the
General Capital Improvement Fund. Major projects funded in FY 2020 include: Parking
Management and System Implementation ($1.1 million); University Avenue Parking
Improvements ($343,000); and Downtown Parking Wayfinding ($40,000). Additional
project details can be found in the FY 2020 - 2024 Adopted Capital Improvement Plan.

The ability of the funds to meet future cash flow needs will be significantly impacted by existing
projects in the pipeline and the design and complexity of the elements of the comprehensive
parking strategy, including permit pricing. In the upcoming year staff will work to establish the
new OOT and will continue to develop and implement potential strategies for the organization
and scaling of a comprehensive parking strategy. In order to strategically manage existing proj-
ects and programs in the pipeline and to enact a comprehensive parking strategy, a pause on
new projects and initiatives is recommended in FY 2020 to allow staff to fill critical vacancies
and assess the various programs.

TRAFFIC MITIGATION AND PARKING IN-LIEU FUNDS

Traffic mitigation fee revenue is derived from fees paid by developers of new, non-residential
projects to alleviate additional traffic congestion resulting from new development. Parking in-
lieu fees result from commercial projects in assessment district areas, which contribute a fee for
parking spaces in lieu of providing the required spaces within the project area itself. In FY 2020,
$0.3 million in traffic mitigation and parking in-lieu fees are anticipated. These estimates remain
steady with 2019 revenues and are based on historical tracking and PCE staff projections. The
FY 2020 - 2024 Capital Improvement Plan includes a transfer of $1.3 million in FY 2020 for
improvements to traffic signals to be funded by remaining balances in the funds of $5.0 million.
In addition, it should be noted that changes to the Traffic Impact fees are currently under
review, scheduled to be considered by the City Council on April 22, 2019 (CMR 9531).

PUBLIC BENEFIT FUNDS

Revenue in these funds is a result of a senior housing project on Hamilton Avenue and contribu-
tions and mitigation fees paid for Planned Community Zone approvals. The Hamilton Avenue
funds will continue to be used by Avenidas (formerly Senior Coordinating Council) to provide
services to seniors.

DOWNTOWN BUSINESS IMPROVEMENT DISTRICT (BID)

The Downtown Business Improvement District (BID) was established by an ordinance adopted
in January 2004 to promote the downtown business community through a variety of efforts
including beautification, advocacy, and marketing. The BID continually surveys its member busi-
nesses to determine what its priorities should be. In prior years, the BID has focused on street
cleanliness, creating a safe downtown, and providing events and communication tools that
bring business downtown.
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Annually, the BID advisory board issues an action plan for the upcoming period for City Council
review and approval. Staff anticipates submitting the FY 2019-20 action plan for City Council
approval by June 2019, which will inform the development of FY 2020 budget. Any necessary
budget adjustments as result of the action plan will be incorporated into the annual budget pro-
cess or completed through a budget amendment, as appropriate.

The most recent action plan for FY 2018-19 was included in CMR 9248 and can be found here:
https:/www.cityofpaloalto.org/civicax/filebank/documents/65121.

STANFORD UNIVERSITY MEDICAL CENTER (SUMC)

In 2011, the City of Palo Alto entered into a Development Agreement between the City of Palo
Alto and the Stanford University Medical Center Parties (SUMC). Funds received in Fiscal Year
2012 as part of this agreement were used in Fiscal Years 2013, 2014, and beyond as outlined in
the agreement and approved by the City Council. In Fiscal Year 2018, the City received the final
payment of $11.8 million, for a total amount of $44.3 million over the course of the development
agreement. The funds received per the development agreement are allocated for specific pur-
poses, which include funding for the 2014 City Council approved Infrastructure Plan. As outlined
in the agreement, expenses and revenues for each category must be accounted for separately.

Annually PCE issues a report of activities during the prior period for City Council review to
ensure compliance with the agreement. The annual report for the 2016-2017 period is included
in CMR 8999, found here: www.cityofpaloalto.org/civicax/filebank/documents/65285.

Community Health and Safety: Funds are to be distributed to selected community health pro-
grams that benefit residents of the City. The projected beginning balance in this category is $2.7
million. There are no planned transfers in FY 2020 to the FY 2020 - 2024 Capital Improvement
Plan.

Stanford Hospital Expansion Cost Mitigation: Funds are being held in this category for the pur-
pose of assuring that City costs associated with the project do not exceed revenues to the City.
The projected beginning balance for this category is $2.8 million.

Intermodal Transit: Funds are to enhance the pedestrian and bicycle connection from the Transit
Center to the El Camino/Quarry Road intersection. The projected beginning balance in this cat-
egory is $1.2 million. The FY 2020 - 2024 Capital Improvement Plan includes a $200,000 trans-
fer in FY 2020 for planning, design, and construction costs associated with Quarry Road
pedestrian and bicycle connections.

Quarry Road Improvements: Funds are to improve and enhance the public right-of-way at the
pedestrian and bicycle connection from ElI Camino to Welch Road along Quarry Road. As of FY
2019, there was no longer fund balance in this category. Remaining funding for Quarry Road
Improvements and Transit Center Access will be expended from the Intermodal Transit Fund in
future periods, consistent with the development agreement and recognizing cost increases
incurred as a result of Quarry Road delays and mobilization of two separate projects rather than
one combined project as originally planned.

Infrastructure, Sustainable Neighborhoods and Communities. and Affordable Housing: Funds in
this category are to be used in connection with infrastructure, sustainable neighlborhoods and
communities, and affordable housing. The projected beginning balance in this category is $10.5
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million. There are no planned transfers in FY 2020 to the FY 2020 - 2024 Capital Improvement
Plan.

Climate Change: Funds are to be used for projects and programs for a sustainable community,
including programs identified in the City’s Climate Action Plan. The projected beginning balance
for this category is $2.7 million. The FY 2020 - 2024 Capital Improvement Plan includes a $1.2
million transfer in FY 2020 for the Bicycle and Pedestrian Plan-Implementation Project.

A more detailed presentation of the FY 2020 budget for the Stanford University Medical Center
Fund is available at the end of the Special Revenue Funds Overview section.
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Special Revenue Summary by Fund Type

Traffic Stan.

Federal Mitig. & Univ.
Bus. Housing & State | Special | Parking | Medical
Fund Summary Public Improv. | In-Lieu Rev. District | In-Lieu | Center
(¢e]o]0)) Art Fund| Funds District Funds Funds Funds Funds Fund
Revenues
Clitiieres froi 200 673 — — — — — 276 — 1,149
Services
From Other _ _ _ 2983 43 _ _ — 3420
gencies
Net Sales — — — — — — 1,921 — — 1,921
Operating 170 - - - - — 1,074 - — 1244
Transfers-In
Other Revenue — — — 2,345 — 136 — — — 2,481
Othgr Taxes and . - - . - - 333 - - 333
Fines
AL - - - - - — 2474 - — 2474
Licenses
Property Taxes — — 140 — — — — — — 140
Rental Income — — — 9 — — — — — 9
Retl‘”“ on 11 246 — 297 12 5 80 199 325 1,175
nvestments
Total 381 919 140 2,651 2,995 578 5,883 475 325 14,346
Expenses
Allocated Charges 2 — — 1 — 2 287 — — 292
Contract Services — — — 247 — — 2,455 — — 2,702
General Expense 1 — 148 53 — 578 529 — — 1,309
Operating _ _ _ _ _ _ _
Transfers-Out 364 E sz
Salary & Benefits 208 — — 59 — 81 1,586 — — 1,934
Supplies & _ _ _ _ _ _ _ _
Material 121 121
WU — 3171 — — 25554 — 1,528 1,283 1,400 9,937
Infrastructure
Total 211 3,171 148 360 2,918 661 6,634 1,283 1,400 16,787
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Consolidated Special Revenue Funds

FY 2019 FY 2020

Fund Summary FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020
($000) Actuals Actuals Budget Budget Change $ Change %
REVENUES
Gas Tax 1,304 1,858 2,891 2,984 93 3.22
Federal CDBG 803 363 393 436 43 10.94
Housing In-Lieu 2,234 1,145 2,150 2,150 = =
Traffic Mitigation Fees 376 3,077 276 276 = =
Developer Impact Fees 736 1,296 673 673 - -
Parking Mitigation Fees 3,282 3,643 4,728 4,728 - -
BID Assessment 97 72 140 140 = =
SUMC - 11,745 - - - -
Interest Income 1,626 1,525 1,185 1,175 (10) (0.84)
Other Revenue 717 165 44.00

Transfers In

General Fund 443 426 453 1,172 719 168.72
Technology Fund 12 21 24 24 = =
Utility Admin Fund 48 1 2.13
General Expense 4,306 22,031 8,439 6,358 (2,082) (24.68)
SUMC

Transfers Out

General Fund 461 739 500 492 (8) (1.58)
Capital Improvement Fund 14,865 10,696 26,377 9,937 (16,440) (62.33)
General Benefits (100.00)
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Community Development Block Grant

FY 2019 FY 2020 FY 2020
Adopted Agency Proposed
Community Development Block Grant Fund Budget Requests Budget
SOURCE OF FUNDS
Housing & Urban Development, current year 484,816 - 436,335
Prior Year Excess/Reallocation (1) 49,569 - 88,661

Program Income

Palo Alto Housing Corporation 136,049 - 136,049
I )

USE OF FUNDS

Public Service

Palo Alto Housing Corporation - SRO Resident Support Services 30,933 48,283 29,937
Catholic Charities - Long-Term Care Ombudsman 10,000 10,000 10,000
YWCA/Support Network - Domestic Violence Services 10,000 10,000 5,000
LifeMoves (formerly InnVision) - Opportunity Service Center 44 933 46,575 29,937
Silicon Valley Independent Living - Housing and Emergency Services 5,032 28,826 6,000

Planning and Administration
Project Sentinel/Fair Housing Services 32,012 33,698 31,587

City of Palo Alto - CDBG Administration includes 0.10 FTE & 0.48 Hourly
CDBG Administrative Staff IS 52000 2,880

Housing, Economic Development, Capital Projects, & Public Facilities

Downtown Streets Team/Workforce Development 331,002 336,400 330,695
Community Working Group - Opportunity Center Rehabilitation 54,471 - -
MayView Community Health Center - 150,000 135,000

1. Funds received in excess of revenue estimate for local program income (prior fiscal years)
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University Avenue Parking Permit Fund

FY 2020

FY 2019 Adopted | FY 2019 Adjusted Proposed
Revenues
Permit Sales 2,217,000 2,217,000 2,217,000
Day Passes 675,000 675,000 675,000
Ticket Machine 215,000 215,000 215,000
Transfer from Other Funds for City Share 354,000 354,000 353,250
Investment Income 21,800 21,800 68,200

LT e e

Expenditures
Administration
Positions 1.18 1.18 1.30
Salaries & Benefits 189,541 189,541 254,942
Contract Staffing 182,248 182,248 182,248
Parking Occupancy Services 77,031 77,031 77,031
Miscellaneous Supplies 21,048 21,048 21,048
Ticket Machine (bankcard services, 20,790 20,790 28,100

transmission, maintenance)

Maintenance

Positions 3.87 3.87 3.87
Salaries & Benefits 495,785 495,785 547,542
Supplies 60,090 60,090 60,090
Twinkle/Tree Lights 30,000 30,000 30,000
Landscaping 16,451 16,451 20,090
Maintenance (garage, elevator, fire sprinkler) 72,300 72,300 78,024
Custodial '(janitorial services, power washing, 270,519 270,519 280,346
sweeping)
Steam Cleaning 94,660 94,660 94,660
e N To=e <] I o=0 =0 | e 2]
Police Patrol
Positions 0.50 0.50 0.50
Salaries & Benefits 121,723 121,723 128,598
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University Avenue Parking Permit Fund

FY 2020
FY 2019 Adopted | FY 2019 Adjusted Proposed

Other
Valet Programs (Lots R, CC, CW, & S) 289,972 289,972 289,972

Temporary Valet Programs (during garage

ereETE 150,000 150,000 =
Downtown Streets Team 118,744 118,744 118,744
Transportation Management Authority (TMA) 480,000 480,000 480,000
Utilities/Indirect costs 224,716 224,716 207,986
Transfer to GF (PARS trust) 5,621 5,621 =
Transfer to CIP Fund 2,337,015 2,337,015 1,135,220
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California Avenue Parking Permit Fund

Revenues
Permit Sales
Day Passes

Investment Income

FY 2019 Adopted | FY 2019 Adjusted

275,625 275,625
225,000 225,000
5,200 5,200

FY 2020
Proposed

275,625
225,000
12,000

Expenditures
Administration
Positions

Salaries & Benefits
Miscellaneous Supplies
Contract Staffing

Parking Occupancy Services

Temporary Valet Programs (during garage

construction)

0.80 0.80
119,941 119,941
35,620 35,620
41,400 41,400
17,545 17,545
150,000 150,000

1.10
157,064
35,620
41,400
17,545

Maintenance
Positions

Salaries & Benefits
Supplies

Contracts

Garage maintenance

Sweeping Ted Thompson and Cambridge
garages

Fire sprinkler maintenance
Steam Cleaning
Landscaping

Facilities repair

Street Sweeping

0.43 0.43
66,589 66,589
7,855 7,855
5,255 5,255
4,008 4,008
1,453 1,453
7,060 7,060
9,253 9,253
637 637
82,101 82,101

0.43
73,601
7,855

5,255
4,008

1,453
7,060
10,597
637
82,101

Utilities/Indirect costs
Transfer to GF (PARS trust)
Transfer to CIP Fund

32,690 32,690
1,515 1,515
138,000 138,000

38,849

138,000
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California Avenue Parking Permit Fund

FY 2020
FY 2019 Adopted | FY 2019 Adjusted Proposed

Income from Operations (215,097) (215,097) (108,420)
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Stanford Development Agreement Fund

FY 2019 FY 2020
Estimated Proposed Change
SOURCE OF FUNDS
Unrestricted- Community Health and Safety 2,673,321 2,717,487 44 166
Unres}rictgd- Stanford Hospital Expansion Cost 2745,520 2.791,022 45,501
Mitigation
Unrestricted- Intermodal Transit 1,152,553 1,171,654 19,101
Unrestricted- Quarry Road Improvements - = -
Unrestricted- Neighborhoods and Communities 10,406,116 10,465,814 50,608
and Affordable Housing
Unrestricted- Climate Change 2,655,140 2,684,228 29,088
Revenue
Interest - Community Health and Safety 44 166 44 496 331
Inte;\;'e.s't - §tanford Hospital Expansion Cost 45,501 45,700 (199
itigation
Interest - Intermodal Transit 19,101 19,185 84
Interest - Neighborhoods/Communities/ 59,608 171,367 111,670
Affordable Housing
Interest - Climate Change 29,088 43,952 14,864
USE OF FUNDS
Community Health and Safety: Capital 11,200 _ (11,200)
Improvement Fund
Intermodal Transit: Capital Improvement Fund - 200,000 200,000
Climate Change: Capital Improvement Fund - 1,200,000 1,200,000
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Stanford Development Agreement Fund

FY 2019 FY 2020
Estimated Proposed Change

Ending Fund Balance

Unrestricted- Community Health and Safety 2,717,487 2,761,983 44,496

Unre§t!’icte_d- Stanford Hospital Expansion Cost 2791,022 2.836,722 45,700
Mitigation

Unrestricted- Intermodal Transit 1,171,654 990,839 (180,815)

Unrestricted- Quarry Road Improvements - = -

Unrestricted- Neighborhoods and Communities 10,465,814 10,637,181 171,367
and Affordable Housing

Unrestricted- Climate Change 2,684,228 1,528,180 (1,156,048)
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DEBT SERVICE FUNDS

Overview

CITY OF PALO ALTO DEBT POLICY

The City of Palo Alto recognizes the need for spending a prudent amount every year for ongo-
ing capital replacement and rehabilitation needs. An ongoing capital improvement plan is vital
to ensuring the future viability of services. To achieve this priority, the City funds its regular and
ongoing capital needs primarily on a "pay-as-you-go" basis. However, for special or extraordi-
nary capital improvement projects; refinancing of existing debt; and purchase of major and mul-
tiple pieces of equipment it is appropriate to consider debt financing. The City’s updated Debt
Policy establishes the guidelines to support the decision-making process for issuing debt.

DEBT POLICY GUIDELINES

The City’s Debt Policy provides guidelines for refinancing existing debt; detailing the responsi-
bilities of City staff engaged in issuing debt; delineating the debt instruments or vehicles (e.g.
General Obligation Bonds or Certificates of Participation) the City can utilize; and describing sit-
uations in which tax-exempt and taxable debt can be used. The depth and breadth of the policy
serve to guide current and future staff. Below are highlights of the Debt Policy guidelines for the
use of debt and other financing.

A. Debt may be judiciously used when some or all of the following conditions exist:
« Estimated future revenue is sufficient to ensure the payment of annual debt service.

« Other financing options have been explored and are not viable for the timely or economic
acquisition or completion of a capital project.

« A capital project is mandated by federal or state authorities with no other viable funding
option available.

« The capital project or asset lends itself to debt financing rather than pay-as-you-go funding
based on the expected useful life of the project.

« Debt will not be used to fund ongoing operating expenses of the City except for situations
in which cash flow problems arise and the City may need to issue short-term Tax or Revenue
Anticipation Notes.

« Annual debt service shall not exceed 10 percent of annual operating expenses for the
General Fund unless an exception is approved by City Council. For all other City funds
annual debt service shall not exceed 15 percent of annual operating expenses unless an
exception is approved by City Council.

B. Minimize borrowing costs by:
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« Maximizing the use of existing resources for capital projects and equipment needs.
o« Issuing tax-exempt debt except in instances where IRS regulations require taxable bonds.
o Striving to obtain the highest credit ratings possible.

« Maintaining a competitive bid process on bond sales except for situations in which
negotiated or private placement sales meet City objectives. In negotiated or private
placement sales, City staff will work with its Municipal Advisor (aka Financial Advisor) to
review proposed interest rates and proposed fees.

« Ensuring that the type of debt and debt structure developed ensure advantageous
marketing of each issue.

C. Linking debt to appropriate revenue sources and project users:

« When possible, tie project financing directly to users of a specific facility or use. Examples
include renovation of the Golf Course where user fees can offset debt service or replacing
gas mains where gas rates can be increased to cover debt expense.

« Debt financing in the Enterprise Funds so as to avoid significant spikes in user rates by
smoothing out costs over time.

In addition to capital projects, the City can finance essential equipment and vehicles. These
assets range from public safety vehicles to utility equipment. The underlying asset must have a
minimum useful life of three years. Short-term financings, including loans and capital lease pur-
chase agreements, are executed to meet such needs. It has been the City’s practice to fund
these purchases with existing resources; however, debt financing flexibility for future needs
remains an option.

Also, the Chief Financial Officer or Director of Administrative Services, supported by Treasury
Division, will periodically evaluate its existing debt and execute refinancings when economically
beneficial. A refinancing may include the issuance of bonds to refund existing bonds or the issu-
ance of bonds in order to refund other obligations. A net present value analysis, both in dollar
and percentage terms, will be conducted to determine whether a re-financing is optimal. As a
"rule of thumb,” a minimum 3 percent net present value savings will be used as a basis to begin
re-financing efforts. As with new debt, all refinancings must be approved by City Council.

In September 2016, the state legislature adopted Senate Bill (SB) 1029 (Hertzberg), amending
Government Code section 8855 to place additional reporting obligations on issuers of public
debt, effective January 1, 2017. The amendments require an issuer to certify that they have
adopted a debt policy concerning the use of debt and that the proposed debt issuance is con-
sistent with that Policy. Though the City’s Debt Policy prior to this legislation and practice sub-
stantially complied with the new requirements, minor updates to the Debt Policy were approved
by the City Council in April 2017, to explicitly comply with SB 1029 requirements. This statue
also added additional reporting requirement to the California Debt and Investment Advisory
Commission (CDIAC) such as the submission of annual report for any issue of debt.

LEGAL DEBT LIMIT

Based upon the assessed valuation of $34.4 billion for the fiscal year ending June 30, 2018, the
City is limited to general obligation indebtedness of $1.2 billion per State law. As of June 30,
2018, the amount of debt applicable to the debt limit is $62.4 million, which is well below the
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City’s legal debt limit. The debt limit is applicable to voter-approved general obligation (GO)
bonds that have been approved in prior years to fund capital improvement projects to renovate
and build out the City’s libraries including the Mitchell Park Library and Community Center.

DEBT OBLIGATION DESCRIPTIONS

2002B Downtown Parking Improvement Project Certificates of Participation
(COPs)

On January 16, 2002, the City issued $3.6 million of COPs to finance the construction of certain
improvements to the non-parking area contained in the City’s Bryant/Florence Garage complex.
Due to lower construction costs, $0.9 million in par bonds were paid off early in January 2005.

As of June 30, 2018, these bonds were refinanced with the issuance of the AA+ rated 2018 (Golf
Course Renovation) Green COP bonds. The present value savings of $0.3 million from refinanc-
ing reduced the remaining debt service on the bonds to $0.6 million principal and $52,093
interest with final payment on this bond still occurring in Fiscal Year 2022.

2010A and 2013A General Obligation (GO) Bonds:

On June 30, 2010, the City issued the first series of $55.3 million and on June 26, 2013 the sec-
ond series of $20.6 million of GO bonds to finance costs for constructing a new Mitchell Park
Library and Community Center, as well as substantial improvements to the Main Library and the
Downtown Library. Principal payments are due annually on August 1 and interest payments
semi-annually on February 1 and August 1, from 2 percent to 5 percent, and are payable from
property tax revenues.

As of June 30, 2019, for the above 2010 and 2013 bonds, $44.6 million and $15.9 million principal
and $26.4 million and $8.5 million interest will be the remaining debt service on the bonds with
final payment occurring in Fiscal Year 2041 and Fiscal Year 2042, respectively.

2011 Golf Course Master Lease-Purchase Agreement

On August 2, 2011, the City entered into a master lease-purchase agreement with JP Morgan
Chase Bank, N.A. to finance redemption of the 1998 Golf Course COPs. The lease is secured by a
first priority security interest in twelve Fire Department emergency vehicles. Lease proceeds
were $3.2 million.

This bond will be fully paid off and the lien on the emergency vehicles will be removed as of
June 30, 2019.

2018 Capital Improvement (“Golf Course”) Project and 2002B (“Civic Center
Refinancing and Downtown Parking Improvements Project”) Refinancing
Certificates of Participation (COPs)

On June 5, 2018, the City issued taxable (Green Bonds) COPs of $8.4 million for the renovation
of Palo Alto’s Municipal Golf Course and $0.6 million to refinance the 2002B COPs (see above
for further information). Debt service payments are due semi-annually on May 1 and November
1. The 2018 Capital Improvement Project and 2002B refinancing COPs maturity dates and true
interest costs are November 2047 and 4.14 percent and November 2022 and 3.11 percent,
respectively.
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2019 California Avenue Parking Garage Certificates of Participation (COPs)

On March 21, 2019, the City issued $26.8 million tax-exempt and $10.6 million taxable COPs for

the construction of a six story (four above ground levels and two below ground levels) parking
garage in the California Avenue Business District. The new garage will replace existing parking

stalls at two locations and provide 310 additional parking spaces, totaling 636 parking spaces in
the new garage.

Debt service payments on the $37.4 million COPs are due semi-annually on May 1 and Novem-
ber 1, with the first payment due on November 1, 2019. The COPs mature in FY 2049 and have a
combined true interest cost (TIC) of 3.75 percent with the tax-exempt bonds’ TIC being 3.52
percent and taxable bonds’ TIC being 4.32 percent

1995 Utility Revenue Bonds, Series A

On February 1, 1995 the City issued Utility Revenue Bonds to finance certain extensions and
improvements to the City's Storm Drainage and Surface Water systems. The bonds are special
obligations of the City payable solely from and secured by a pledge of and lien upon the reve-
nues derived by the City from the funds, services, and facilities of all Enterprise Funds except
the Refuse Fund and the Fiber Optics Fund. Principal payments are payable annually on June 1,
and interest payments semi-annually on June 1and December 1. A $2.9 million 6.3 percent term
bond is due June 1, 2020. In lieu of a reserve fund, the Bonds are secured by a Surety Bond
issued by AMBAC Indemnity Corporation.

The pledge of future Net Revenues for the above funds ends upon repayment of the $0.6 mil-
lion principal and $40,313 interest as the remaining debt service on the bonds as of June 30,
2019 with final payment occurring in Fiscal Year 2020.

1999 Utility Revenue and Refunding Bonds, Series A

On June 1, 1999 the City issued Utility Revenue Bonds to refund the 1990 Utility Revenue
Refunding Bonds, Series A and the 1992 Utility Revenue Bonds, Series A, and to finance rehabil-
itation of the Wastewater Treatment System'’s two sludge incinerators. The 1990 Utility Revenue
Refunding Bonds, Series A and the 1992 Utility Revenue Bonds, Series A, were subsequently
retired. The 1999 Bonds are special obligations of the City payable solely from and secured by a
pledge of, and lien upon, certain net revenues derived by the City's Sewer System and its storm
and surface water system, the “Stormwater Management System”. As of June 30, 2001, the 1999
Bonds had been allocated to and were repayable from net revenues of the following Enterprise
Funds: Wastewater Collection (10.2 percent), Wastewater Treatment (64.6 percent) and Storm-
water Management (25.2 percent). Principal payments are payable annually on June 1, and inter-
est payments semi-annually on June 1 and December 1. In lieu of a reserve fund, the bonds are
secured by a Surety Bond issued by AMBAC Indemnity Corporation.

The pledge of future Net Revenues for the above funds ends upon repayment of the $7.5 million
principal and $1.3 million interest as the remaining debt service on the bonds as of June 30,
2019, with final payment occurring in Fiscal Year 2024.

2007 Electric System Clean Renewable Energy Tax Credit Bonds:

On November 1, 2007 the City issued $1.5 million of Electric Utility Clean Renewable Energy Tax
Credit Bonds (CREBS), 2007 Series A, to finance the City's photovoltaic solar panel project. The
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bonds do not bear interest. In lieu of receiving periodic interest payments, bondholders are
allowed federal income tax credit in an amount equal to a credit rate for such CREBS multiplied
by the outstanding principal amount of the CREBS owned by the bondholders. The bonds are
payable solely from, and secured solely by, a pledge of the Net Revenues of the Electric system
and other funds pledged therefore under the Indenture.

The pledge of future Electric Fund Net Revenues ends upon repayment of the $0.3 million as
the remaining debt service on the bonds as of June 30, 2019 with final payment occurring in
Fiscal Year 2022.

2009 Water Revenue Bonds, Series A

On October 6, 2009, the City issued Water Revenue Bonds in the amount of $35.5 million to
finance certain improvements to the City's Water utility system. Principal payments are due
annually on June 1, and interest payments are due semi-annually on June T and December 1,
from 1.8 percent to 6.0 percent. The final debt service payment will be made in 2035. When
these bonds were issued they were designated as 'Direct Payment Build America Bonds' under
the provisions of the American Recovery and Reinvestment Act of 2009 ('Build America
Bonds"). The City expected to receive a cash subsidy payment from the United States Treasury
equal to 35 percent of the interest payable on the 2009 bonds, however, due to the United
States federal government budget (sequestration) cuts in calendar year 2013, the receipts
declined to 32.5 percent in 2013 and were 33.3 percent in calendar year 2018. The lien on the
1995 Bonds on the Net Revenues is senior to the lien on Net Revenues securing the 2009 Bonds
and the 2002 Bonds. The City received subsidy payments amounting to $0.49 million, which
represents 33.3 percent of the two interest payments due on June 1 and December 1 annually.

The pledge of future Net Revenues of the above funds ends upon repayment of the $26.6 mil-
lion principal and $14.4 million interest as the remaining debt service on the bonds as of June
30, 2019 with final payment occurring in Fiscal Year 2035.

2011 Utility Revenue Bonds, Series A

On September 22, 2011 the City issued Utility Revenue Bonds to refinance the 2002 Utility Rev-
enue Bonds, which were issued for certain improvements to the City's Water and Natural Gas
utility system. The refinancing resulted in net present value savings of 16.9 percent and cash
savings over 15 years of $4.0 million. Principal payments are due annually on June 1, and interest
payments are due semi-annually on June 1 and December 1 from 3 percent to 4 percent. The
Revenue Bonds are secured by Net Revenues generated by the Water Services and Gas Ser-
vices Funds.

The pledge of future Net Revenues of the above funds ends upon repayment of the $9.1 million
principal and $1.2 million interest as the remaining debt service on the bonds as of June 30, 2019
with final payment occurring in Fiscal Year 2026.

2007 State Water Resources Loan

In October 2007, the City approved the $9.0 million loan agreement with State Water Resources
Control Board (SWRCB) to finance the City's Mountain View/Moffett Area Reclaimed Water
Pipeline Project. Under the terms of the contract, the City agreed to repay $9.0 million to the
State in exchange for receiving $7.5 million in proceeds to be used to fund the project. The dif-
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ference between the repayment obligation and proceeds amounts to $1.5 million and represents
in-substance interest on the outstanding balance. Loan proceeds are drawn down as the project
progresses and debt service payments commenced on June 30, 2010. Concurrently with the
loan, the City entered into various other agreements including a cost sharing arrangement with
the City of Mountain View. Pursuant to that agreement, the City of Mountain View agreed to
finance a portion of the project with a $5.0 million loan repayable to the City. This loan has been
recorded as 'Due from other government agencies' in the financial statements.

The pledge of future Net Revenues of the above funds ends upon repayment of the $3.8 million
principal and $0.75 million in-substance interest as the remaining debt service on the bonds as
of June 30, 2019 with final payment occurring in Fiscal Year 2029.

2009 State Water Resources Loan

In October 2009, the City approved an $8.5 million loan agreement with the State Water
Resources Control Board (SWRCB) to finance the City's Ultraviolet Disinfection Project. As of
June 30, 2011, the full loan in the amount of $8.5 million was drawn down and became outstand-
ing. Interest in the amount of $96,000 was accrued and added to the outstanding balance.

The pledge of future Net Revenues of the above funds ends upon repayment of the $5.7 million
principal and $1.0 million interest as the remaining debt service on the bonds as of June 30,
2019 with final payment occurring in Fiscal Year 2031.

2017 State Water Resources Loan

In June 2017, the State Water Resources Control Board (SWRCB) and the City executed an
agreement for an award up to $30.0 million at a rate of 1.8 percent, payable over 30 years, with
the first annual installment due May 31, 2020 to finance the replacement of sewage sludge “bio-
solids” incinerators at the City’s Regional Water Quality Control Plant (RWQCP). In September
2017, due to the projected lower project costs, the agreement was amended to reduce the
SWRCB loan amount to $29.7 million. Under the terms of the contract, a portion of the loan
amount, $4.0 million, is a federally funded grant (by the U.S. Environmental Protection Agency)
and has been adjusted to reflect the correct long-term obligation balance of $25.7 million.

The new facility will dewater the bio-solids and allow the material to be loaded onto trucks and
taken to a separate facility for further treatment. The RWQCP provides treatment and disposal
for wastewater for Palo Alto, Mountain View, Los Altos, Los Altos Hills, East Palo Alto Sanitary
District, and Stanford University. Though Palo Alto is the recipient of the loan, the City’s agree-
ment with the partner agencies obliges them to pay their proportionate share of the principal
and interest of this loan. Palo Alto’s share of the loan payment is 38.2 percent with the partner
agencies paying 61.8 percent. As of June 30, 2019, the City is anticipated to incur and draw
down $18.1 million of the project costs from the loan award

Credit Rating Agencies

Credit rating is a critical component of strong municipal management. According to Moody's
Investors Service, reserves are an important factor in the analysis of a municipality’s fiscal health
and, therefore, a jurisdiction’s fiscal policies should include a plan for maintaining reserves. Rat-
ing agencies view sound reserves favorably, thus improving a municipality’s rating and its ability
to obtain low-cost financing for important projects. The City is proud to report that both
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Moody's and Standard and Poor's (S&P) awarded their highest credit ratings, Triple A, to the
City's General Obligation Bonds for library and community center capital improvements in 2010
and 2013 and reaffirmed these ratings a few times, the last one being in July 2018 by Moody’s
and February 2019 by S&P. These ratings demonstrate that Palo Alto's prudent financial man-
agement and fiscal strength are viewed favorably by credit agencies. The four Utility bonds
(1995, 1999, 2009, & 2011) that are rated also received S&P’'s highest credit rating of Triple A.
Moody's has rated these Utility bonds with their second highest (Aal) or third highest (Aa2) rat-
ings.
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Debt Service Fund

Fund Summary FY 2017 FY 2018 FY 2019 FY 2020 FY 2020 FY 2020
($000) Actuals Actuals Adopted Proposed Change $ Change %
Revenues
Property Tax 4,572 4,331 4,427 4,443 16 0.0%
Bond Proceeds 0 595 0 0 0 0
Return on Investments 33 40 0 0 0 0
Subtotal Revenues 4,605 4,966 4,427 4,443 16 0.0%

Operating Transfers In

Parking 2002B COPS Taxable -

234 233 161 530 369 329%
General Fund
Library GO Bonds - Capital 0 0 0 0 0 0
2018 Golf Course 2002B
Refinancing - General Fund © 0 0 © 0 0
Subtotal General Fund Operating 034 033 161 530 369 320%
Transfers
Expenses
Parkir'19 2002B COPS Taxable 160 975 150 0 (150) (100%)
Principal
Parl;ing_ZOOZB COPS Taxable Debt 0 14 0 0 0 0
ervice
Parking 2002B COPS Taxable 74 77 11 0 (11) (100%)
Interest
Library GO Bonds Debt Service (11) 0 0 0 0
Library GO Bonds Principal 1,500 1,570 1,640 1,725 85 5.2%
Library GO Bonds Interest 2,932 2,863 2,787 2,718 (69) (2.4%)
2018 Golf Course 2002B
Refinancing Principal o o o =k E88 100%
2018 Golf Course 2002B
Refinancing Interest 100%
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CITY ATTORNEY

Mission Statement

The Office of the City Attorney’s
mission is to serve Palo Alto and its
policymakers by providing legal
representation of the highest quality.

Purpose

The purpose of the Office of the City
Attorney is to partner with City leaders to
find creative approaches to the opportuni-
ties and challenges that face Palo Alto;
draft contracts, legislation, legal opinions,
and other legal documents; negotiate on
behalf of the City; provide training and
advice on how to manage risk and comply
with the law; enforce the municipal code;
and defend the City when it is sued.
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CITY ATTORNEY
Molly S. Stump

1.00 Senior Management Analyst 1.00 Chief Assistant City Attorney
1.00 Secretary to City Attorney 3.00 Assistant City Attorney
1.00 Claims Investigator 2.00 Deputy City Attorney

1.00 Legal Fellow

FY 2020 POSITION TOTALS
11.00 - Full-time

This organizational chart represents
citywide Full-Time Equivalents (FTEs)
for this department. The Department
Summary tables summarize FTEs by

position allocation.
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Description

The Office of the City Attorney legally represents the City by: providing
legal advice and/or training to the City Council, City Manager, boards,
commissions, and operating departments; investigating and resolving
claims against the City; defending the City in litigation and administrative
actions; initiating and prosecuting litigation on behalf of the City; and
drafting and approving contracts, legislation, and other legal documents.

Accomplishments

« Completed several ordinances to implement the Comprehensive Plan, including the first
Housing Work Plan ordinance to promote housing development, an ordinance to strengthen
environmental compliance and implement California Environmental Quality Act (CEQA)
mitigation measures adopted with the Comprehensive Plan Environmental Impact Report
(EIR), and update the City’s transportation impact fee programs.

« Completed a substantial number of environmental protection ordinances, including:
overhaul of the City’s watershed protection ordinances governing stormwater management,
pretreatment of discharges into the sanitary sewer system, and disposal of fats, oils, and
grease; a foodware ordinance regulating single-use plastic foodware; and an ordinance
requiring source separation of deconstructed construction materials to promote the City’s
Zero Waste goals.

« Supported development of updated utility (water, gas, wastewater, and electric) financial
management policies and rate changes, for Council approval in June 2019.

« Negotiated and finalized key agreements supporting the Highway 101 Pedestrian/Bicycle
Overpass project (e.g. easement, right-of-way, and maintenance agreements) with project
partners (Google, Santa Clara Valley Water District, and Caltrans).

« Provided two 2-hour trainings in construction contract and project management. Updated
Public Work’s construction contract administrative manual to reflect legal and regulatory
changes.

« Advised on procurement and contracting matters for the Palo Alto Airport apron projects
and revised the construction contract for use when a project is federally funded.

« Provided legal support for extensive contract negotiations with Stanford University
regarding fire protection services.

o Provided legal support in negotiating successor memoranda of agreement with several
labor groups.

« Provided legal support for key policy initiatives, including exploration of rail grade
separation options and potential measures to protect and enhance City revenues.
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Negotiated the final agreement with Pets In Need for the operation of the Palo Alto Animal
Shelter.

INnitiatives

Support the Highway 101 Pedestrian/Bicycle Overpass project implementation, such as
construction procurement, contracting, and the application of Caltrans requirements.

Support the planned upgrade of the City’s human resources and finance enterprise
computer systems through advice and assistance with procurement and contracting
processes.

Support further implementation of the Housing Work Plan through a second ordinance
addressing the 2019 initiatives under the Plan.

Support completion of natural gas cost and wastewater cost of service studies, new rate
designs, and programs to support green gas initiatives.

Goals and Objectives

GOAL 1
Advance the public interest by providing high-quality legal representation to the City.

Objectives:

Enhance relationships with clients as trusted advisors and strategic partners.
Provide practical and effective advice that includes creative solutions to difficult problems.

Propose alternative, legally acceptable ways to accomplish public objectives when the City
encounters legal obstacles.

Regularly brief City employees on legal developments that impact their areas of service.

Inform the public about the City’s legal program through the City Attorney’s website.

GOAL 2

Evaluate all claims and litigation promptly, resolving disputes where appropriate and vigorously
defending the City’s interests.

Objectives:

Thoroughly investigate to promptly and appropriately resolve claims.
Increase transparency by reporting claim filings and resolutions to the public.

Advocate effectively in court and before administrative agencies when legal actions are
brought against the City.

GOAL 3

|dentify and reduce exposure to legal risks.

Objectives:

ldentify legal risks and craft strategies to reduce the City’s exposure.
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o Provide relevant training to City officials and staff to reduce legal risk exposure.

o Create user-friendly tools to assist new and existing employees in complying with public
service requirements such as ethics, conflicts of interest, open meeting, and public records
laws.

Key Performance Measures

CLAIMS RESOLUTION

Evaluate all claims and litigation promptly, resolving disputes where appropriate

Goal and vigorously defending the City's interests.
Objective Thoroughly investigate to promptly and appropriately resolve claims.
FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed
Percent of claims resolved within 45 ® 9 ® ® 9
days of filing 97.00% 98.00% 98.00% 98.00% 98.00%
Description ;Ihmz measure tracks the number of claims that are resolved within 45 days of
Thorough investigation to promptly and appropriately resolve claims is a core
Purpose responsibility of the Office of the City Attorney. This measure is important because
p timely processing of claims demonstrates responsiveness to residents' concerns
and safeguards public resources by reducing unnecessary lawsuits.
Status The number of claims resolved within 45 days may go up or down in part due to

the complexity of a claim.

REDUCTION OF LEGAL RISK

Goal Identify and reduce exposure to legal risks.

Objective Provide relevant training to City officials and staff to reduce legal risk exposure.

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed

Percent of surveyed who agree/
strongly agree that the training 99.00% 90.00%
provided is useful and relevant

This measure tracks the usefulness and relevance of the training provided by the

Description Office of the City Attorney to City staff.
Purpose 'IC'ri?;/nlng assists in reducing errors thereby reducing the exposure of liability to the

There was not sufficient data in Fiscal Years 2017 and 2018 for this measure.
Status However, in Fiscal Year 2019, the data reflects that 100% of the attendees agree
that the training provided was useful and relevant.

Workload Measures

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed

Number of claims handled 93 84 88 88 84
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Budget Summary

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %

Dollars by Division

Administration 537,560 553,106 604,877 642,757 37,880 6.3%
Consultation and Advisory 1,435,074 1,619,693 1,884,109 1,904,890 20,781 1.1%
Litigation and Dispute Resolution 1,107,646 1,044,767 685,143 717,728 32,585 4.8%
Official and Administration Duties 77,725 89,885 114,086 119,725 5,639 4.9%
Total 3,158,005 3,307,450 3,288,215 3,385,100 96,885 2.9%

Dollars by Category

Salary & Benefits

Healthcare 127,806 128,784 176,846 155,397 (21,448) (12.1)%
Other Benefits 62,267 81,506 69,176 71,484 2,309 3.3%
Pension 352,259 424,196 476,345 621,851 145,506 30.5%
Retiree Medical 144,937 152,481 115,560 119,026 3,467 3.0%
Salary 1,270,158 1,452,038 1,690,879 1,764,909 74,029 4.4%
Workers' Compensation — — 42,882 60,951 18,069 42.1%
Total Salary & Benefits 1,957,426 2,239,004 2,571,687 2,793,619 221,932 8.6%
Allocated Charges 109,805 123,759 137,246 136,977 (270) 0.2)%
Contract Services 1,066,351 910,987 472,301 372,301 (100,000) (21.2)%
Facilities & Equipment — — 1,000 1,000 — —%
General Expense 12,878 13,709 52,642 52,642 — —%
Operating Transfers-Out — — 24,857 — (24,857) (100.0)%
Rents & Leases 1,907 1,265 2,050 2,130 80 3.9%
Supplies & Material 9,638 18,725 26,432 26,432 — —%
E‘;‘t“:g'?)‘r’::ars by Expense 3,158,005 3,307,450 3,288,215 3,385,100 96,885 2.9%
Revenues

Charges for Services — — 28,052 28,052 — —%
Charges to Other Funds 1,108,575 1,063,627 392,700 704,051 311,352 79.3%
Other Revenue 8,000 16,000 10,789 10,789 = —%
Total Revenues 1,116,575 1,079,627 431,541 742,892 311,352 721%
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Budget Summary

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %

Positions by Division

Administration 1.47 1.47 1.47 1.47 — —%
Consultation and Advisory 7.31 7.31 6.46 6.46 = —%
Litigation and Dispute Resolution 1.86 1.86 1.71 1.71 — —%
Official and Administration Duties 0.36 0.36 0.36 0.36 = —%
Total 11.00 11.00 10.00 10.00 - —%

Staffing

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020
Job Classification Actuals Actuals Budget Budget Change FTE Salary
Assistant City Attorney 1.00 3.00 3.00 3.00 — 518,606
Chief Assistant City Attorney — 1.00 1.00 1.00 — 243,318
City Attorney 1.00 1.00 1.00 1.00 = 298,480
Claims Investigator 1.00 1.00 1.00 1.00 — 101,504
Deputy City Attorney — 1.00 1.00 1.00 — 157,914
Legal Fellow 1.00 1.00 1.00 1.00 — 105,040
Principal Attorney 1.00 — — — — —
Secretary to City Attorney 1.00 1.00 1.00 1.00 — 82,763
Senior Assistant City Attorney 2.00 — — — — —
Senior Deputy City Attorney 1.00 = = = = =
Senior Legal Secretary 1.00 1.00 — — — —
Senior Management Analyst 1.00 1.00 1.00 1.00 — 134,243
ﬁz;ttlg?; AElFe (EE el 11.00 11.00 10.00 10.00 — 1,641,869
Total Positions 11.00 11.00 10.00 10.00 — 1,641,869
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Budget Reconciliation

Net
General Fund

| Positions Expenditures Revenues

Prior Year Budget ; 3,288,215 431,541 2,856,674

One-Time Prior Year Budget Adjustments

Qutside Counsel Resources — (100,000) — (100,000)
Supplemental Pension Trust Fund Contribution — (24,857) — (24,857)
Gerézrzlnlg_]gbility Savings (One-Time FY 2019 . 5747 . 5747
Wo;lgeg SCa(\J/irQS;e)nsanon Savings (One-Time FY . 17,089 _ 17,089
One-Time Prior Year Budget Adjustments - (102,021) - (102,021)
Adjustments to Costs of Ongoing Activities

Salary and Benefits Adjustments — 127,217 — 127,217
Prosg’r[:\s/% gi?;gﬁg;mns to City's Unfunded . 76,646 . 76,646
General Fund Cost Allocation Plan — — 311,352 (811,352)
Rents & Leases — 80 — 80
Information Technology Allocated Charges — (5,847) — (5,847)
Liability Insurance Allocated Charges — (1,314) — (1,314)
Printing & Mailing Services Allocated Charges — 1,144 — 1,144
Workers' Compensation Allocated Charges — 980 - 980
Adjustments to Costs of Ongoing Activities 198,906 311,352 (112,446)

FY 2020 Proposed Budget m 3,385,100 742,893 2,642,207
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Mission Statement

The mission of the Office of the City
Auditor is to promote honest, efficient,
effective, economical, and fully
accountable and transparent City
government.

Purpose

The purpose of the Office of the City Audi-
tor is to conduct internal audits and exam-
inations of any City department, program,
service, activity, or fiscal transaction to
provide the City Council and City manage-
ment with information and evaluations
regarding the effectiveness and efficiency
with which City resources are employed,
the adequacy of the system of internal
controls, and compliance with City policies and procedures and regulatory
requirements. In addition, the City Auditor’s Office ensures that City depart-
ments and officers responsible for accounting and financial management activ-
ities comply with statutory requirements and accounting standards, and
provides other analyses of financial and operating data as directed by the City
Council.
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CITY AUDITOR

2.00 Senior Performance Auditor
2.00 Performance Auditor Il

FY 2020 POSITION TOTALS
5.00 - Full-time

This organizational chart represents
citywide Full-Time Equivalents (FTEs)
for this department. The Department
Summary tables summarize FTEs by

position allocation.
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Description

The Office of the City Auditor (OCA) conducts performance audits and
reviews of City departments, programs, and services. Performance audits
provide the City Council, City management, and public with independent
and objective information regarding the economy, efficiency, and
effectiveness of City programs and activities.

Each fiscal year, the OCA presents an annual audit work plan for City
Council approval. The OCA will continue to report quarterly to the City
Council on the status of audit projects and the recommendations made
as a result of those audits.

The OCA contracts with an independent certified public accountant for
the City’s annual external financial audit. The OCA also conducts and
coordinates revenue monitoring of sales and use tax.

Accomplishments

o« Published the Code Enforcement Audit, which presented seven recommendations to
identify and address barriers to timely and effective enforcement collect and report useful
data, and inform the public on code requirements and enforcement processes.

o« Published the audit of Nonprofit Service Agreements, which presented five
recommendations to improve oversight of the nonprofit service agreements by making
monitoring processes and tools available to City departments.

« Published the Enterprise Resource Planning (ERP) Planning: Information Technology and
Data Governance Audit, which presented two findings and four recommendations to ensure
that implementation and ongoing operations of the City’s new ERP system are successful, in
alignment with City goals and objectives, and that existing data are accurate, consistent,
and complete before being migrated into the new system.

o Issued a confidential and limited distribution memorandum to the City Manager’s Office and
the Information Technology Department that identified significant amounts of unsecured
personally identifiable information and other sensitive information on the City’s shared-
access network drives. The memorandum provided four recommendations to the City
Manager to secure the data and improve information security overall.

« Published the Business Registry Audit, which presented one finding and three
recommendations to improve and maintain data quality of the City’s Business Registry.
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Published a memorandum to provide information on the reliability of the City’s 2018
Business Registry data that Avenu Insights (formerly MuniServices) collected, trends in the
City’s business registrations, and comparisons of Palo Alto’s business registry with other
jurisdictions’ registries or licensing models to identify opportunities to improve data
reliability and usability.

Developed a risk-based, data-driven model to identify and prioritize high-risk City contracts
to audit starting in Fiscal Year 2020.

Published the ERP Planning: Data Standardization Audit, which presented four
recommendations to provide examples for types of standardization prior to transferring
data to the new ERP system.

Published the ERP Separation of Duties Audit, which presented two recommendations to
ensure that any identified separation of duties and access control deficiencies in key work
areas are corrected before implementing the new ERP system.

Compiled the results of the City’s FY 2018 Annual Performance Report and the Citizen
Centric Report.

Compiled the results of the 2018 National Citizen Survey™ into data visualization software
that allows users to view the results of each question or multiple questions based on
selected demographics or geographic areas of Palo Alto.

INnitiatives

Transferable Development Rights: Determine if the City maintains an accurate and complete
record of the transferable development rights (both City-owned and non-City-owned) that
have been certified, transferred, and used to date.

Procurement/Request for Proposals (RFP) Bidding Process: Assess the effectiveness of the
procurement process, with a focus on consistency in application of processes, compliance
with City regulations and policies, and cost estimating practices.

Parking Assessment Districts: Examine the City’s parking assessment districts to assess the
equity of costs and benefits to the City and property owners in the districts.

Contract Risk and Oversight: Audit selected high-risk contracts to determine if the City has
received the goods and/or services it paid for and/or revenues to which it is entitled, that
the contracts are needed and do not result in unnecessary overlaps in services, and that
potential contract extensions are appropriately disclosed in the original contract
documents.

ERP Planning: Data Integrity, Reliability, and Security: Evaluate the integrity, reliability, and
security of data in the current SAP system and make recommendations to ensure that any
identified deficiencies are correct prior to transferring data into the new ERP system.

Mobile Device Inventory and Security: Determine if the City accurately inventories and
securely manages City-owned mobile devices, including laptops, tablets, and cell phones.
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o« Supervisory Control and Data Acquisition (SCADA) System and Security Audit: Evaluate the
effectiveness of processes related to installing, maintaining, and securing SCADA
operations.

Goals and Objectives

GOAL 1

Add value and improve the City’s operations by providing independent, objective analysis and
information regarding the stewardship, performance, and/or cost of City policies, programs, or
operations to assist the City Council and management in making informed decisions.

Objectives:

« [Focus on the City’s highest risks by maintaining an effective, systematic, and documented
process that identifies the most significant strategic, operational, financial, and regulatory
risks to the achievement of the City’s objectives.

o« Provide impactful audit services through timely and value-added communication to key
stakeholders regarding the effectiveness and efficiency with which City resources are
employed, the adequacy of internal controls, and compliance with provisions of laws,
regulations, contracts, grant agreements, and City policies and procedures.

« Maintain an effective follow-up process to monitor and evaluate the adequacy, effectiveness,
and timeliness of actions taken by management to address audit recommendations and
report to the City Council whether City management has implemented the recommendation
or has assumed the risk of not taking action.

GOAL 2

Provide the residents of Palo Alto, City Council, City staff, and other stakeholders with informa-
tion on past performance to strengthen public accountability, improve government efficiency
and effectiveness, and support future decision-making.

Objectives:
« Contract with the City’s external auditor for the completion of the City’s Comprehensive
Annual Financial Report (CAFR) and the Single Audit Report.

GOAL 3
Maintain efficient and effective audit processes.

Objectives:

« Maintain an efficient and effective system of quality control by regularly performing internal
and external assessments and periodically updating the Office of the City Auditor’s policies
and procedures to ensure compliance with professional standards and incorporation of
applicable leading industry practices.

« Maintain an adequately skilled, knowledgeable, and competent staff of audit professionals.

« Communicate the engagement’s objectives, scope, conclusions, and recommendations
accurately, objectively, clearly, concisely, constructively, completely, and in a timely manner.
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Key Performance Measures

NUMBER OF MAJOR WORK PRODUCTS PER AUDIT STAFF

Goal

Objective

Focus on the City's highest risks by maintaining an effective, systematic, and
documented process that identifies the most significant strategic, operational,
financial, and regulatory risks to the achievement of the City's objectives.

Provide impactful audit services through timely and value-added communication
to key stakeholders regarding the effectiveness and efficiency with which City
resources are employed, the adequacy of internal controls, and compliance with
provisions of laws, regulations, contracts, grant agreements, and City policies and
procedures.

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed

Number of major work products per

audit staff

Description

Purpose

Status

This workload measure indicates the number of major work products generated
by each audit staff.

In order to provide timely impactful audit services, the Office of the City Auditor
has a target to complete 1.20 major work products per audit staff on an annual
basis. It is important to remember that performance audits can vary significantly
from one to the next in the amount of time taken to complete them in accordance
with Generally Accepted Government Auditing Standards. Factors such as the
scope of the audit, the condition of the data to be audited, the availability of
appropriate staff, and the possibility of having to expand the scope depending on
what is found during the audit all will contribute to the possibility that an audit may
take more time than originally estimated. That said, the City Auditor's Office will
always strive to perform audits as efficiently and expeditiously as possible, while
still meeting required professional standards.

The number of major work products generated by each audit staff stayed the
same (1.75) from the FY 2019 estimate. FY 2019 included five audits and two
non-audit activities completed by 4.0 staff members, while in FY 2020 we expect
to complete seven major projects carried over from the current year's audit work
plan. Additional work products may be added to next year's work plan, which
could potentially increase the number of major work products per audit staff
above the 1.75 level.
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PERCENT OF AUDIT RECOMMENDATIONS IMPLEMENTED OVER THE LAST
FIVE YEARS.

Add value and improve the City's operations by providing independent, objective

Goal analysis and information regarding the stewardship, performance, and/or cost of
City policies, programs, and/or operations to assist the City Council and
management in making informed decisions.

Maintain an effective follow-up process to monitor and evaluate the adequacy,
effectiveness, and timeliness of actions taken by management to address the

Objective audit recommendations and report to the City Council whether City management
has implemented the recommendation or has assumed the risk of not taking
action.

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed

Percent of open audit
recommendations implemented 50.00% 52.00% 60.00% 57.00% 60.00%
over the last five years

This measures the degree to which departments have implemented audit
recommendations. Recommendations are effective when they are addressed to

Description parties that have authority to act and when the recommended actions are
specific, cost-effective, and measurable.
Purpose Each audit recommendation is provided to specifically enhance and improve the

effectiveness and efficiency of the respective entity being audited.

Departments are responsible to follow up on audit recommendations every six
months from the date of issuance to the Policy and Services Committee with the
goal of encouraging management to implement all audit recommendations in a

Status timely manner. The Office of the City Auditor must sign off on all audit
recommendations before they are considered complete. Due to the number of
audit recommendations, as well as general capacity of departments,
implementation time frames continue to lag.

RATIO OF SALES TAX REVENUE RECOVERIES TO COST

Add value and improve the City's operations by providing independent, objective

Goal analysis and information regarding the stewardship, performance, and/or cost of
City policies, programs, or operations to assist the City Council and management
in making informed decisions.

Focus on the City's highest risks by maintaining an effective, systematic, and
Objective documented process that identifies the most significant strategic, operational,
financial, and regulatory risks to the achievement of the City's objectives.

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed

Ratio of sales tax revenue ) ) . . .
recoveries to cost. 5:1 5:1 3:1 6:1 3:1

This measure is a ratio of sales tax revenue recovered by our in-house staff and

Description our consultant to the total cost (salary and benefits plus contracted cost).

Purpose To determine the effectiveness of cost recovery efforts for sales and use tax
revenues.

Status The Office of the City Auditor updates the amount of revenue generated on a

quarterly basis.
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CITY AUDITOR

Workload Measures

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed

Number of major work products
issued.
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CITY AUDITOR

Budget Summary

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %

Dollars by Division
Audit Services 1,207,797 1,233,315 1,267,289 1,234,735 (32,554) (2.6)%
Total 1,207,797 1,233,315 1,267,289 1,234,735 (32,554) (2.6)%

Dollars by Category

Salary & Benefits
Healthcare 42,244 31,468 38,612 51,724 13,112 34.0%
Other Benefits 31,362 33,253 27,609 24,144 (3,465) (12.6)%
Pension 172,942 173,254 180,734 202,989 22,255 12.3%
Retiree Medical 34,598 36,399 44,844 46,189 1,345 3.0%
Salary 637,696 613,045 643,242 577,387 (65,855) (10.2)%
Workers' Compensation = = 17,129 24,256 7,128 41.6%
Total Salary & Benefits 918,841 887,418 952,171 926,690 (25,481) (2.7)%
Allocated Charges 45,079 60,540 59,355 62,786 3,432 5.8%
Contract Services 221,220 248,993 228,000 228,000 — —%
General Expense 19,895 33,817 15,279 14,279 (1,000) (6.5)%
Operating Transfers-Out — — 9,505 — (9,505) (100.0)%
Supplies & Material 2,762 2,547 2,980 2,980 — —%
I:°ta' DIEJETS 72 D) 1,207,797 1,233,315 1,267,289 1,234,735 (32,554) (2.6)%
ategory
Revenues
Charges to Other Funds 385,751 363,802 897,314 1,012,636 115,322 12.9%
Sales Taxes 380,290 470,263 150,000 150,000 = —%
Total Revenues 766,041 834,065 1,047,314 1,162,636 115,322 11.0%
Positions by Division
Audit Services 5.00 5.00 5.00 4.00 (1.00) (20.00)%
Total 5.00 5.00 5.00 4.00 (1.00) (20.00)%
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CITY AUDITOR

Staffing

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020
Job Classification Actuals Actuals Budget Budget Change FTE Salary

City Auditor 1.00 1.00 1.00 1.00 — 195,042
Performance Auditor | 1.00 1.00 1.00 — (1.00) —
Performance Auditor Il 1.00 1.00 2.00 2.00 — 206,378
Senior Performance Auditor 2.00 2.00 1.00 1.00 — 135,762
lleriis AE RIS (= el 0 5.00 5.00 5.00 4.00 (1.00) 537,181
Positions

Total Positions 5.00 5.00 5.00 4.00 (1.00) 537,181
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CITY AUDITOR

Budget Reconciliation

Net
General Fund

| Positions Expenditures Revenues

Prior Year Budget | 1,267,289 1,047,314 219,975

One-Time Prior Year Budget Adjustments

Supplemental Pension Trust Fund Contribution — (9,505) — (9,505)
Gerézr\ilnbi;bility Savings (One-Time FY 2019 . 2311 . 2311
Wo;lée;rs SCa(\)/mg:)nsahon Savings (One-Time FY . 6,826 . 6.826
One-Time Prior Year Budget Adjustments - (368) - (368)
Adjustments to Costs of Ongoing Activities

Salary and Benefits Adjustments (1.00) (57,628) — (57,628)
Propagﬂ\s/ie:) EOL?JBEE[J;D”S to City's Unfunded . 25,019 . 25,019
General Expense — (1,000) — (1,000)
General Fund Cost Allocation Plan — — 115,322 (115,322)
Information Technology Allocated Charges — (1,846) — (1,846)
Liability Insurance Allocated Charges — (569) — (569)
Printing & Mailing Services Allocated Charges — 3,536 — 3,536
Workers' Compensation Allocated Charges — 302 — 302
Adjustments to Costs of Ongoing Activities (1.00) (32,186) 115,322 (147,508)

Total FY 2020 Proposed Budget m 1,234,735 m 72,099
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CITY CLERK

Mission Statement

The City Clerk’s Office promotes
transparency and public engagement
through coordinating the legislative
process, records management,
elections, and public records requests;
supporting the Mayor and City Council;
and acting as a liaison between the
City Council and the public.

Purpose

The purpose of the City Clerk’s Office is to

provide prompt, high quality public service

by connecting the public with the legisla-

tive process; ensuring the City’s legislative

processes are open and transparent
through friendly customer service, knowledgeable staff, and easily accessible
technology; administering elections; facilitating the preservation of Palo Alto’s
legislative history, including approved action minutes; coordinating public
records requests, claims against the city, applications for boards and commis-
sions, and updates and maintenance of City Ordinances and the Municipal
Code; providing access to legislative meeting information; and coordinating
Statements of Economic Interest as well as campaign and other financial disclo-
sure related filings.
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CITY CLERK

CITY CLERK
Beth Minor
1.00 Assistant 1.00 Deputy 2.00 Administrative
City Clerk City Clerk Associate IlI
FY 2020 POSITION TOTALS

5.00 - Full-time

This organizational chart represents
citywide Full-Time Equivalents (FTEs)
for this department. The Department
Summary tables summarize FTEs by

position allocation.
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CITY CLERK

Description

The City Clerk’s Office provides a wide range of public services including:
supporting the City Council, City staff, and public by providing copies of
agendas and associated reports; posting and publishing legal notices
and scheduling public hearings; transcribing meeting minutes; recording
Ordinances and Resolutions; engaging in records management,
elections, and board and commission recruitments; and processing
public records requests.

Accomplishments

o Ran a successful Council election and two ballot measure elections in November 2018.
o Facilitated voter-approved transition from nine Council Members to seven Council Members.

o« Transitioned from verbatim transcript minutes to synopsis Sense minutes for City Council
and Standing Committee meeting records.

« Updated the Conflict of Interest Code with the assistance of every department.

o« Held the 6th annual Board and Commission recognition event at the Lucie Stern Community
Center.

« Successfully managed the Mayor’s State of the City address at the Mitchell Park Community
Center.

o« Received applications for Board and Commission vacancies resulting in 41 interviews,
totaling 9 hours of interviews in calendar year 2018.

o« Prepared and published 56 City Council meeting agenda packets, and 20 Finance and
Policy and Services Committee agenda packets in calendar year 2018.

e Supported 322 plus hours of Council and Council Standing Committee meetings in calendar
year 2018.

« Scheduled and supported 275 administrative and citation hearings in calendar year 2018.

« Added additional public meeting supplementary information to the Council webpages (City
Manager Comments).

INnitiatives

o Work with students from BEAM (Bridging Education, Ambition and Meaningful Work) to
improve Board and Commission recruitment marketing and outreach.

o Assist with upgrades to the Council Chambers audio/video system.

« Work with departments to create a staff report writing guide.
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CITY CLERK

« Continue streamlining the citywide records destruction process.
o Audit vital records stored off-site.

« Update the citywide email retention policy.

« Update the citywide records management and training program.
o Explore an online records portal.

« Continue to explore various online Board and Commission application solutions.

Goals and Objectives

GOAL1

Lead the agenda management process and records management program promoting transpar-
ency, accountability, and effective service delivery.

Objectives:
« [Ensure that preparation and distribution of the Council’'s agenda packets are timely,
accurate, and available 11 days prior to each Council meeting.

o Transcribe and post Council draft action minutes within one week of meeting date.

« Effectively manage the records destruction process and maintain the Records Retention
Schedule for all City departments.
GOAL 2

Respond to the legislative needs of the City Council, staff, and the community in a timely and
effective manner.

Objectives:

« Utilize technology to enhance access to legislative items, such as agendas, reports,
recordings, Ordinances, Resolutions, and Minutes on the City Council and City Clerk
webpages.

« Encourage online filing of campaign statements in compliance with the Fair Political
Practices Commission (FPPC) and Municipal Code requirements.

o« Encourage staff, City Council, and Board & Commission Members to electronically file
Statement of Economic Interest forms.

GOAL 3
Effectively administer appointments to Boards and Commissions.

Objectives:

o« Improve the Boards and Commissions recruitment process, including expanding application
accessibility, exploring new methods of advertising, and continuing successful interview
processes.

o« Create and maintain community partnerships to enhance the public’s knowledge of and
interest in serving on Boards and Commissions.
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CITY CLERK

Key Performance Measures

PERCENTAGE OF ACTION MINUTES POSTED WITHIN ONE WEEK AFTER THE

COUNCIL MEETING

Goal

Objective

Percentage of action minutes
posted within one week after the

Council meeting

Description

Purpose

Status

Provide timely reporting of City Council action in support of City operations and
transparency to the public.

Transcribe and submit Council action minutes for approval within one week of
each Council meeting.

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed
95.00% 96.42% 98.00% 98.00% 98.00%

After each Council meeting, the City Clerk's Office transcribes the draft actions
that the Council took, and within one week submits these actions to Council for
approval.

This supports transparency and informed decision making, by providing the public
with Council actions in a timely manner.

The City Clerk's Office has maintained a high performance level with 95% to 97%
of action minutes posted online within one week after each Council meeting and
anticipates maintaining the 98% level of performance estimated for FY 2019 into
FY 2020.

PERCENTAGE OF COUNCIL AGENDA PACKET MATERIALS POSTED ON THE
THURSDAY, 11 DAYS PRIOR TO THE MONDAY CITY COUNCIL MEETING

Goal

Objective

Lead the agenda management process and records management program
promoting transparency, accountability, and effective service delivery.

Ensure that the preparation and distribution of the Council's agenda packets are
timely, accurate, and responsive.

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed

Percentage of Council agenda

packet materials posted Thursdays,

11 days prior to the Council
meeting

Description

Purpose

Status

99.00% 98.21% 98.00% 98.00% 98.00%

The City Clerk's Office strives to distribute agenda packets to the City Council and
public on Thursday, 11 days before the Council's Monday meeting in order to
maximize the amount of time to review the packet.

Provide the City Council and public with adequate time to review upcoming issues
that will be discussed by the City Council, ensuring transparency of Council
proceedings.

Through implementing an 11-day goal for posting City Council agenda packets,
the City Clerk's Office coordinates with other City departments to accomplish this
at a level of 98% of packets posted 11 days prior to the Council meeting and
anticipates maintaining a level of 98% for FY 2020.
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CITY CLERK

PERCENTAGE OF PUBLIC RECORDS REQUESTS RESPONDED TO WITHIN
THE TEN DAYS REQUIRED BY LAW

Respond to the legislative needs of the City Council, staff, and the community in a

Goal timely and effective manner.

Objective Provide excellent customer service to the public.

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed

Percentage of public records
requests responded to within the 96.00% 98.46% 99.50% 98.00% 99.00%
ten days required by law

Public Records requests are required to be addressed within ten days of receipt.
Description This could be the actual response or a request for an extension of time to gather
the requested records.

Provide the public with information that is held by the City and is subject to public
Purpose disclosure; ensure that a response is received by the requester within the allotted
ten days.

The City is close to meeting the goal adopted for FY 2019 and anticipates

Status meeting this target in FY 2020.

Workload Measures

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed

Number of City Council Meeting
Action Minutes posted annually

Number of weekly agenda packets
produced annually 37 37 42 39 40

Number of public records requests
received annually 340 455 400 445 450

Number of applications processed
for open Board and Commission 66 65 55 60 60
seats
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CITY CLERK

Budget Summary

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %

Dollars by Division

Administration 142,416 145,167 592,955 561,052 (31,902) (5.4)%
Administrative Citations 30,009 79,118 120,049 85,634 (34,416) (28.7)%
Council Support Services 585,353 660,249 410,415 514,672 104,257 25.4%
Election/Conflict of Interest 124,787 110,879 109,760 120,772 11,012 10.0%
Legislative Records Management 86,787 90,769 57,245 62,687 5,442 9.5%
Public Information 79,175 84,626 — — — —%
Total 1,048,526 1,170,808 1,290,424 1,344,817 54,393 4.2%

Dollars by Category

Salary & Benefits

Healthcare 34,447 37,875 39,983 37,961 (2,022) (6.1)%
Other Benefits 19,078 18,649 21,687 22,401 715 3.3%
Overtime 1,201 2,586 6,870 7,048 179 2.6%
Pension 129,902 139,312 140,685 191,630 50,945 36.2%
Retiree Medical 80,417 84,602 40,532 41,748 1,216 3.0%
Salary 451,658 474,887 521,892 539,752 17,859 3.4%
Workers' Compensation (369) 10,353 16,186 21,804 5,618 34.7%
Total Salary & Benefits 716,334 768,264 787,835 862,344 74,509 9.5%
Allocated Charges 136,466 151,503 167,649 158,994 (8,655) (5.2)%
Contract Services 142,835 195,124 255,320 254,346 974) (0.4)%
General Expense 42,636 46,440 51,591 62,640 11,049 21.4%
Operating Transfers-Out — — 8,510 — (8,510) (100.0)%
Supplies & Material 10,255 9,475 19,519 6,493 (13,026) (66.7)%
g:ta;g%‘r’:,'a’s by Expense 1,048,526 1,170,808 1,290,424 1,344,817 54,393 4.2%
Revenues

Charges for Services 138 6 2,043 2,043 — —%
Charges to Other Funds 324,795 352,022 658,196 671,548 13,353 2.0%
Other Revenue 649 354 3,143 3,143 = —%
Total Revenues 325,582 352,382 663,382 676,734 13,353 2.0%
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CITY CLERK

Budget Summary

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %

Positions by Division

Administration 0.35 0.35 2.85 2.85 = —%
Administrative Citations 1.23 1.23 0.48 — (0.48) (100.00)%
Council Support Services 2.85 2.85 1.30 1.30 — —%
Election/Conflict of Interest 0.65 0.65 0.55 0.55 = —%
Legislative Records Management 0.50 0.50 0.30 0.30 = —%
Public Information 0.65 0.65 = = = —%
Total 6.23 6.23 5.48 5.00 (0.48) (8.76)%

Staffing

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020
Job Classification Actuals Actuals Budget Budget Change FTE Salary

Administrative Associate IlI 2.00 2.00 2.00 2.00 — 152,180
Assistant City Clerk 1.00 1.00 1.00 1.00 — 112,112
City Clerk 1.00 1.00 1.00 1.00 — 152,693
Deputy City Clerk 1.00 1.00 1.00 1.00 — 94,390
Hearing Officer 0.75 0.75 — — — —
Sub-t_otal: Full-Time Equivalent 5.75 5.75 5.00 5.00 _ 511,375
Positions

Temporary/Hourly 0.48 0.48 0.48 — (0.48) —
Total Positions 6.23 6.23 5.48 5.00 (0.48) 511,375
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CITY CLERK

Budget Reconciliation

| Positions Expenditures Revenues Gene'::;tFund

Prior Year Budget 5.48 1,290,424 663,382 627,042
One-Time Prior Year Budget Adjustments

Supplemental Pension Trust Fund Contribution — (8,510) — (8,510)
Gerézr\ilnbi;bility Savings (One-time FY 2019 . 2184 . 0184
Wo;lée;rs SCa(\)/mgs)nsahon Savings (One-time FY . 6,450 . 6.450
One-Time Prior Year Budget Adjustments — 124 — 124
Adjustments to Costs of Ongoing Activities

Salary and Benefits Adjustments — 74,363 — 74,363
Propagﬂ\s/% EOL?JBEE[J;D”S to City's Unfunded . 23,619 . 23,619
Association Membership Fees — 13,049 — 13,049
General Fund Cost Allocation Plan — — 13,3583 (13,353)
Information Technology Allocated Charges — (4,005) — (4,005)
Liability Insurance Allocated Charges — (1,039) — (1,039)
Printing & Mailing Services Allocated Charges — (5,795) — (5,795)
Workers' Compensation Allocated Charges — (832) — (832)
Adjustments to Costs of Ongoing Activities 99,360 13,353 86,007
T N N I
Budget Adjustments

" e Support o Oton 049 esom) - esony
2 Supplies and Materials Alignment — (16,000) — (16,000)
Total Budget Adjustments (0.48) (45,091) - (45,091)

Total FY 2020 Proposed Budget m 1,344,817 676,735 668,082
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CITY CLERK

Budget Adjustments

Net
Budget Adjustments Positions Expenditures Revenues General Fund
1 Shift Administrative Support and Citation Review 048 (29,091) 0 (29,091)

to Office of Transportation

This ongoing action shifts a vacant 0.48 FTE Administrative Specialist from the City Clerk's Office to the newly
established Office of Transportation. This position's duties include initial review of various citations, including Residential
Preferential Parking citations. This preliminary review function is not typically a function of a City Clerks' Office and would
be better positioned in the Office of Transportation. Aligning the workload of citation review in the Office of
Transportation will also ensure clear lines of communication about citations and the process for resolving them. It is
anticipated that this position will also be able to offer additional administrative support beyond preliminary review of
citations to the Office of Transportation. This action results in savings in the City Clerk's Office offset by a corresponding
increase in the Office of Transportation. (Ongoing Savings: $29,000)

Performance Results e o

This action aligns the duties of this position with the correct department and will ensure clear communication and
efficient citation review.

2 Supplies and Materials Alignment 0.00 (16,000) 0 (16,000)

This ongoing action reduces $16,000 in office supplies and materials funding in the Office of the City Clerk to align with
actual expenses from past fiscal years and with anticipated needs for FY 2020. These reductions are anticipated to have
minimal impacts on current day-to-day service levels; however, they are anticipated to reduce flexibility for unanticipated
initiatives that may arise and require a reprioritization of resources. (Ongoing savings: $16,000)

Performance Results 9 e

Reduction in office supplies and materials is anticipated to have minimal impact to daily operations, while reducing
overall costs for the Office to deliver services.
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CITY COUNCIL

Mission Statement

The City Council’s mission is to develop
an overall vision for the community as
a whole.

Purpose

The City Council is responsible for the
scope, direction, and financing of City ser-
vices; establishing policy based on infor-
mation provided by staff, advisory boards
and commissions, and the general public;
and implementing policy through staff
under the Council-Manager form of gov-
ernment.

Description

Under the Council-Manager form of government, the City Council is
responsible for the legislative functions of the City such as establishing
policies and priorities, developing an overall vision, and approving the annual
spending plan for the City. The terms of the Mayor and the Vice-Mayor are
one year, expiring at the first meeting in January. The terms of Council
members are four years, and the General Municipal Election is held in even-
numbered years on the first Tuesday after the first Monday in November.
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CITY COUNCIL

Budget Summary

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %

Dollars by Division
City Council Operations 452,223 475,912 489,510 498,261 8,751 1.8%
Total 452,223 475,912 489,510 498,261 8,751 1.8%

Dollars by Category

Salary & Benefits

Healthcare 119,386 111,678 114,888 136,904 22,016 19.2%
Other Benefits 4,326 8,158 5,640 5,729 88 1.6%
Pension 16,991 21,743 33,459 32,634 (826) (2.5)%
Retiree Medical 83,222 87,553 49,156 50,631 1,475 3.0%
Salary 88,111 108,014 96,000 84,000 (12,000) (12.5)%
Workers' Compensation = = 3,076 5,331 2,255 73.3%
Total Salary & Benefits 312,034 337,148 302,220 315,228 13,008 4.3%
Allocated Charges 15,949 15,871 17,220 17,149 (71) (0.4)%
Contract Services 76,609 80,460 108,000 108,000 — —%
General Expense 45,748 41,020 57,455 54,955 (2,500) (4.4)%
Operating Transfers-Out — — 1,686 — (1,686) (100.0)%
Supplies & Material 1,883 1,414 2,930 2,930 = —%
gtﬂ;‘r’:"a’s by Expense 452,223 475912 489,510 498,261 8,751 1.8%
Revenues

Charges to Other Funds 136,295 138,473 91,738 94,792 3,053 3.3%
Total Revenues 136,295 138,473 91,738 94,792 3,053 3.3%
Positions by Division

City Council Operations 9.00 9.00 7.00 7.00 = —%
Total 9.00 9.00 7.00 7.00 — —%
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CITY COUNCIL

Staffing

FY 2019 FY 2020

FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020
Job Classification Actuals Actuals Budget Budget Change FTE Salary
City Council 9.00 9.00 7.00 7.00 — 84,000
Sub_-t_otal: Full-Time Equivalent 9.00 9.00 7.00 7.00 _ 84,000
Positions
Total Positions 9.00 9.00 7.00 7.00 - 84,000
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CITY COUNCIL

Budget Reconciliation

Net
| Positions Expenditures Revenues General Fund
Prior Year Budget 7.00 489,510 91,738 397,772
One-Time Prior Year Budget Adjustments
Supplemental Pension Trust Fund Savings — (1,686) — (1,686)
General Liability Savings (One-Time FY 2019 . .

Savings) 415 415
Workers' Compensation Savings (One-Time FY . .

2019 Savings) 1,226 1,226
One-Time Prior Year Budget Adjustments - (45) - (45)
Adjustments to Costs of Ongoing Activities
Salary and Benefits Adjustments — 6,838 — 6,838
Proactive Contributions to City's Unfunded

Pension Liability - 3,915 - 3915
General Expense Adjustment — (2,500) — (2,500)
General Fund Cost Allocation Plan — — 3,053 (8,053)
Liability Insurance Allocated Charges — 335 — 335
Information Technology Allocated Charges — (821) — (821)
Workers' Compensation Allocated Charges — 1,029 — 1,029
Adjustments to Costs of Ongoing Activities 8,796 3,053 5,743

Total FY 2020 Proposed Budget 498,261 94,791 403,470
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CITY MANAGER

Mission Statement

The City Manager’s Office provides
leadership and professional
management to the City government
organization and works with the City
Council to develop and implement its
policies to maintain and enhance Palo
Alto’s quality of life.

Purpose

The City Manager’s Office adheres to guid-
ing values that emphasize community,
stewardship, and public service.
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CITY MANAGER

OPERATIONS
1.00 Assistant City Manager
1.00 Deputy City Manager
2.00 Assistant to the City Manager

SUPPORT
1.00 Executive Assistant to the
City Manager
2.00 Administrative Assistant

CITY MANAGER

Ed Shikada

COMMUNICATIONS
1.00 Chief Communications Officer
1.00 Communications Manager

SUSTAINABILITY
0.75 Management Analyst

FY 2020 POSITION TOTALS
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CITY MANAGER

Description

The City Manager’s Office provides strategic leadership and guidance to
the City operations and services for the City of Palo Alto through the
following areas (including incubation of new programs):

FACILITATE CITY COUNCIL LEGISLATIVE ACTIONS

The City Council sets policy direction for the City of Palo Alto and confers that direction
through legislative actions. To support the Council’'s work, the City Manager’s Office (CMO) pre-
pares City Manager Reports, including analysis and recommended Council action, and imple-
ments Council actions. The CMO acts on priorities identified by the City Council during the
annual Council Retreat and Council-initiated policies or programs. The CMO also engages other
governments through participation in regional, statewide, and national organization, and directs
state and federal legislative advocacy efforts on behalf of the City.

MANAGE SPECIAL INTERDEPARTMENTAL PROJECTS

Each year, the City tackles special projects that, due to their scale and scope, require immense
interdepartmental coordination, community outreach, and engagement with neighboring com-
munities and public agencies. The City Manager’s Office takes responsibility for managing these
special projects in order to ensure efficient and effective coordination, implementation, and to
achieve the City’s goals. Some projects may be planned and identified as Council priorities
(Grade Separation) and others may arise as the City responds to unfolding events and commu-
nity concerns.

DIRECT AND COORDINATE DEPARTMENT OPERATIONS

The City Manager’s Office provides strategic leadership and guidance to City’s executive leader-
ship team to ensure the provision of high-quality, cost-effective, and focused services through-
out Palo Alto. The CMO ensures city operations demonstrate transparency and fiduciary
responsibility to the public. In this capacity, the CMO also provides timely, accurate, and results-
oriented financial and operational reports. Through the budget and development of citywide
business plans, the CMO ensures resources are allocated to the Council’s policies and priorities.

SUPPORT A PRODUCTIVE AND HEALTHY WORKFORCE

The City Manager’s Office maintains a highly qualified, engaged, and effective workforce to suc-
cessfully attain the City’s goals and objectives. Towards that end, the CMO cultivates a strong
service culture and provides ongoing, informative communications to City employees regarding
key objectives, challenges, and accomplishments. As vacancies occur within the organization,
the CMO provides support to maintaining service delivery. In addition, the CMO mentors junior
and senior staff, developing a pipeline of qualified managers within the organization.

LEAD IMPLEMENTATION OF SUSTAINABILITY PROGRAM

The pursuit of environmental sustainability and fight against climate change reflect core values
of the City of Palo Alto. The undertakings require leadership from the City Council, collaboration
amongst city agencies as well as participation from the Palo Alto community. The Office of Sus-
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tainability, situated in the City Manager’s Office, provides leadership to City departments and
coordinates collaborative efforts with partners in the community, region, nation, and around the
world. Through the work of the Office, sustainability has become integrated into the work of
each department.

COORDINATE COMMUNICATIONS & COMMUNITY ENGAGEMENT

Palo Alto stands out as a well-informed and engaged community. The City Manager’s Office
builds on this strength by proactively communicating public information, creating and support-
ing community partnerships, and facilitating citizen involvement in order to develop mutual
understanding and support between City government and constituents. The CMO achieves this
by supporting new community engagement efforts, such as Cool Block, while also promoting
best communication practices throughout the City. In addition, commmunications staff respond
to requests from media and the public, broadcast information on a range of platforms, and
assist departments in their communication activities.

FACILITATE BUSINESS ENGAGEMENT & ECONOMIC VITALITY

The City Manager’s Office maintains collaborative relationships with businesses and residents to
facilitate desired economic activity. Local and regional associations serve as leaders and part-
ners in this endeavor; accordingly, the City Manager assigns staff to these organizations. The
CMO acts as an ombudsman for the City, connecting business with appropriate departments,
answering questions, and addressing issues that arise. In addition, the CMO leads Palo Alto’s
participation in Sister Cities, creating meaningful connections with cities around the world and
integrating technology into our everyday operations.

Accomplishments

The City Manager’s Office provides leadership and professional management to the City gov-
ernment organization. The accomplishments demonstrated throughout the budget document,
within the department chapters, are a consequence of the overall guidance provided by the
office. In addition to these many accomplishments, the office completed a series of key projects
and activities through its general administration, public communication and economic develop-
ment duties:

« Supported City Council priority setting and agenda planning while providing leadership and
guidance to the organization.

« Advanced organizational excellence through work plans, support for professional
development and work/life balance, and performance management through the Executive
Leadership Team.

« Supported City departments following departures of several executive leaders by ensuring
operations continued and while working to fill vacancies. The City Manager’s Office
provided this support to the Fire Department, the Department of Public Works, Planning &
Community Environment, Development Services, the Administrative Services Department,
and the Office of Transportation.

« Managed the City’s state and federal legislative program to advance City Council and City
department goals.
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« The City Manager’s Office facilitated the City Council and Finance Committee’s efforts to
achieve fiscal sustainability and complete critical infrastructure projects.

« The City Manager’s Office supported the efforts of departments moving forward on
infrastructure projects. Major project milestones include the ground breaking for the 101
Pedestrian and Bicycle Bridge; certification of the environmental impact report and
awarding of the contract for the California Avenue Garage; approval of the design and
environmental impact report for the Public Safety Building; the ground breaking and
ongoing construction of Fire Station 3; awarding of contract and beginning construction of
Charleston/Arastradero improvements; clean-up of the ITT site.

« Performed analysis and support as the City Council considered increasing the Transient
Occupancy Tax. The Council placed the measure on the November 2018 ballot and it
successfully passed.

« Supported the Upgrade Downtown infrastructure project conducted by the Utilities
Department.

o« Successfully completed negotiations with Stanford University regarding fire safety services,
resulting in a new contract to provide fire services .

« Established newest Sister City relationship with Yangpu, Shanghai, China.

« Hosted several international delegations from cities around the world, including
representatives from Sister Cities in Enschede (The Netherlands), Link " ping (Sweden),
Heidelberg (Germany), and Yangpu, Shanghai (China). Also visited Sister Cities.

« Supported emergency preparedness throughout winter storm season.

« Continued ongoing interdepartmental focus on Caltrain safety, including the installation of
an integrated video system at the four rail crossings, which are designed to reduce access to
the rail corridor.

« Assisted with efforts to resolve key land use issues including Castilleja School, the
Conditional Use Permit at First Baptist Church, the Corner House, and the Palo Alto
Museum.

o« Coordinated with the Planning and Community Environment Department to support the
adoption of the Housing Work Plan and accompanying ordinances intended to help Palo
Alto meet its goal to build 300 new housing units per year.

e Supported the City Council and other departments in approving Wilton Court, which will be
an affordable housing development serving seniors and developmentally disabled adults.

« Coordinated the implementation of the Council-adopted 3-year Sustainability
Implementation Plan. Palo Alto City Council accepted a 2018-2020 Sustainability
Implementation Plan (SIP), which outlines proposed measures in four areas that could
reduce Greenhouse Gas Emissions to about 54 percent below 1990 levels by 2020. Staff
formed inter-departmental SIP Working Groups.

. Participated in the Rocky Mountain Institute’s first Efficiency Standards for Rentals cohort,
resulting the creation of a draft policy blueprint that will be studied further as part of the
2020 Sustainability and Climate Action Plan Update.
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o Facilitated creation and subseguent Council adoption of an Anti-Idling Ordinance, which
requires drivers to shut off their engines after two or three minutes if they are not in active
traffic. Enforcement of the ordinance is centered on community education about the health
and environmental impacts caused by vehicle idling.

« Supported multiple community outreach efforts on a variety of issues aimed at increasing
civic participation, feedback and engagement including Cool Block, town halls, the
Cubberley master planning process, and the North Ventura Coordinated Area Plan.

« The City Manager’s Office, along with the Police Department and Planning and Community
Environment, attended a special meeting of the Crescent Park Neighborhood Association to
discuss traffic impacts and concerns regarding traffic.

« Supported City Council Town Hall on Traffic and Transportation in October 2018.

o« Produced and published multi-platform communications content related to City Council and
organizational goals and programs; further expanded outreach by launching a monthly
newsletter, and provided responsive, informed and timely information to community, public
and media stakeholders.

o« Partnered with local community groups to host the United Nations Association Film Festival
throughout various City locations.

o« Led successful negotiations with Pets In Need (PIN), a local nonprofit animal rescue, in order
to sign and execute an agreement allowing PIN to provide animal care services in Palo Alto.

« Advanced efforts to address impacts of air traffic by advocating for and responding to
initiatives by the Federal Aviation Administration (FAA) and supported the creation of the
Santa Clara Santa Cruz Counties Community Roundtable.

« Continued to support key business districts such as Downtown Palo Alto, California Avenue,
Stanford Shopping Center and the Stanford Research Park.

« Negotiated agreement that Council approved to transfer a half-million gallons per day to
the City of East Palo Alto.

o« Participated in the planning and execution of the 9th Annual Bike Palo Alto event in
partnership with community partners and the Office of Transportation. Bike Palo Alto is a
day of self-guided bike tours and bike education.

« The City recently received an AA+ credit rating related to the California Avenue Certificate
of Participation (COP) bond issuance. In addition, S&P Global Ratings has affirmed the City’s
AAA rating for the City’s General Obligation (GO) bonds. Both ratings are the highest
possible for these respective debt obligations.

« The City successfully sold three series of Certificates of Participation (COPs) totaling
approximately $46 million. The bonds, rated by Standard and Poor’s as AA+, will reimburse
the City’s costs related to the Baylands Golf Links’ reconstruction project, refinance a small
2002 COP bond, and support the construction of the new garage at California Avenue.

« VMware and Palo Alto jointly announced potentially developing a microgrid at the VMware
headqguarters campus that could serve as a charging site for the City’s emergency command
vehicles during major emergencies and power outages.
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« Santa Clara County Healthy City Awards named the City of Palo Alto as the Best Overall,
2018.

« City of Palo Alto policies earned an A grade in the American Lung Association’s annual
State of Tobacco report.

o The International City/County Managers Association recognized Palo Alto with the Voice of
the People award for Excellence in the Natural Environment. The Voice of the People
Awards is the only award given in local government based on community opinion.

o« City of Palo Alto received an "A" for its response to CDP’s (Carbon Disclosure Project) 2018
questionnaire, which placed the City in the Leadership scoring band. A Leadership score
indicates a report which demonstrates best practice standards across adaptation and
mitigation. These cities have set ambitious but realistic goals and made progress towards
achieving those goals.

INnitiatives

« Continue to support the City Council, the priority setting process, and regular, special, and
committee meetings.

« Continue to provide leadership and professional management to the City government
organization.

« Work with Rail Committee, citizens, and stakeholders to achieve agreement on a grade
separation alternative for rail crossings. As a result, the options for grade separation have
been reduced from 36 to 6; further refinement is being pursued.

« Engaging the Santa Clara County Board of Supervisors and Stanford University for a
General Use Permit that mitigates the negative impacts of proposed expansion at Stanford
University.

« Enhance and advance international programs through the partnership with Neighbors
Abroad to create smart city relationships with existing Sister Cities to share knowledge,
experience and best practices related to government services and innovation.

« Continue to support the City Council and departments with federal and state legislative
priorities and goals.

o« Further implement the Cool Block Community Engagement program to develop and
strengthen the citizen/local government relationships and enable authentic partnerships in
building community. The City kicked off the third pilot program of the Cool Block Palo Alto;
the goal of this pilot is to add 25 additional blocks to the program and increase community
engagement in City programs especially sustainability programs.

« Completed usability assessment of current website with internal/external stakeholders in
anticipation of website redesign and platform migration.

« Further advance the City’s digital engagement and online presence through responsiveness
and quality content to both inform and engage the community.
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Provide strategic communications support to departments across the City with a focus on
programs and projects under the Council priorities.

Provide strategic support for outreach efforts specifically related to grade separation,
planning and transportation issues, as well as infrastructure projects including major
downtown construction projects.

Provide support to the Office of Transportation, which has been elevated to become a
department. The City Manger’s Office provides additional support during this transition and
during the search for a Chief Transportation Official. The City Manager’s Office provides
supplemental support for the Charleston/Arastradero project, Ross Road project, and other
capital and planning projects.

Continue partnership with businesses to advance the City’s economic development goals
and meet business owners’ needs regarding concerns such as transportation, parking, and
development.

Embed Sustainability/Climate Action Plan (S/CAP) goals and SIP actions into department
work plans, program goals, objectives and operations, and support interdepartmental SIP
implementation teams.

Created and launched an internal Leadership Cohort to provide leadership development
training, coaching, and mentoring to managers serving the City of Palo Alto. The program’s
first cohort concluded in 2018 and the second cohort continues in 2019.

Goals and Objectives

GOAL 1
Implement the City Council’s policy direction and ensure their goals and objectives are achieved
in a timely manner.

Objectives:

Provide timely, accurate, and results-oriented financial and operational reports.

Lead the development of citywide business plans that support achievement of the Council’s
policies and priorities.

Maintain a highly qualified, engaged, and effective workforce to successfully attain the City’s
goals and objectives.

GOAL 2
Lead the City’'s management team to ensure the provision of high-quality, cost-effective, and
customer-focused services.

Objectives:

Provide data and analytics to support informed decision-making processes.

Improve the efficiency of the City’s infrastructure, facilities, and equipment to support
environmental and fiscal sustainability.

Facilitate a high level of citizen satisfaction with City services.
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GOAL 3

Advocate sound financial planning by developing and implementing Operating and Capital
Improvement Program (CIP) budgets. Maintain an environment that supports a strong local
economy, supporting retailers, employees, and employers.

Objectives:
« Advance structural reforms to ensure the City lives within our means.

« Expand the use of innovation, performance management, and community partnerships to
maintain and/or enhance public services.

« Balance and manage economic growth and sustainability initiatives.
GOAL 4

Promote and sustain citizen participation and engagement in public matters.

Objectives:
« Engage public and private partners to advance community initiatives.

« Expand outreach efforts and communications platforms to broaden listening opportunities
to encourage citizen participation in local government and community matters.

« Ensure timely and responsive resolution to citizens’ inquiries.

« Preserve transparency and enhance communication with the public.
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Key Performance Measures

CITIZEN SATISFACTION

Goal Lead the City's management team to ensure the provision of high-quality, cost-

effective, and customer-focused services.

Objective Facilitate a high level of citizen satisfaction with City services.

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed

Percent of surveyed who rated the
Quality of City Services as "Good" 86.00% 82.00% 87.00% 82.00% 85.00%
or "Excellent"

Percent of surveyed who rated the
Value of Services for the Taxes Paid 61.00% 58.00% 67.00% 58.00% 63.00%
as "Good" or "Excellent"

Percent of surveyed who rated the
Overall Image/Reputation of the 86.00% 83.00% 92.00% 83.00% 88.00%
City as "Good" or "Excellent"

The City participates in the National Citizen Survey (NCS), which is a collaborative
effort between National Research Center, Inc. and the International City/County

Description Management Association. The NCS is an annual survey of approximately 500
jurisdictions in the United States whose residents evaluate local government
services and give their opinion about the quality of life in the community.

Residents' feedback on the quality of services provided by the City allows staff to

RUIECES evaluate performance and identify opportunities for improvement.
Although Palo Alto continues to rank above the benchmark, the City will expand
efforts to understand citizen satisfaction measures and how to continue to meet
Status citizens’ evolving interests and priorities. The downward trend of citizen

satisfaction has occurred in communities throughout the Bay Area. The declines
in Palo Alto are not unique and demonstrate that our community is not immune
from regional trends.
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FACILITATE BUSINESS ENGAGEMENT AND ECONOMIC VITALITY

Advocate sound financial planning by developing and implementing Operating
and Capital Improvement Program (CIP) budgets. Maintain an environment that

el supports a strong local economy, supporting retailers, employees, and
employers.
Objective Balance and manage economic growth and development initiatives.

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed

Percent of surveyed who rated
Vibrant Downtown and Commercial 73.00% 71.00% N/A* 71.00% 73.00%
Areas as "Good" or "Excellent"

Percent of surveyed who rated
Shopping Opportunities as "Good" 82.00% 79.00% N/A* 79.00% 80.00%
or "Excellent"

Percent of surveyed who rated
Employment Opportunities as 74.00% 73.00% N/A* 73.00% 73.00%
"Good" or "Excellent"

Absolute value of sales tax revenue =~ $29,923,000  $31,100,000  $31,246,000 $31,700,000  $34,346,000

Year-over-year percentage increase
in sales tax revenue (0.30)% 3.90% (0.67)% 0.01% 8.20%

The City participates in the National Citizen Survey (NCS), which asks residents to
rate their perception of economic development and business and service
establishments. The NCS is a collaborative effort between the National Research
Center, Inc., and the International City/County Management Association. The
NCS is an annual survey of approximately 500 jurisdictions in the United States
whose residents evaluate local government services and give their opinion about
the quality of life in the community. The City also looks to performance measures
such as sales tax revenue and the year-over-year change as indicators of the
strength of the local economy and its connection to the City and the services
funded by sales tax.

Description

Understanding the community perception of the business environment allows
Purpose staff to work with developers and investors to ensure the right make-up of
business and services are located in Palo Alto.

Although Palo Alto continues to rank above the benchmark, the high cost of
commercial real estate has had an impact on local services. The City continues to
work with business owners to increase parking supply, walkability, and enhance
public spaces with arts and events to increase customers experience.

Status

*This was not a performance measure in the 2019 Budget. Therefore, the City did not have a Target for FY 2019.
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COORDINATE COMMUNICATIONS AND COMMUNITY ENGAGEMENT

Goal Promote and sustain citizen participation and engagement in public matters.

Objective Preserve transparency and enhance communication with the public.

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020
Actuals Actuals Adopted Estimated Proposed

Percent of surveyed engaged in
community issues by attending a 24.00% 25.00% 25.00% 25.00% 25.00%
local public meeting

Percent of surveyed who rated the
City's website as "Good" or 72.00% 65.00% N/A* 65.00% 65.00%
"Excellent"

Number of subscribers to the City N/A** N/A** N/A*

Manager’s online newsletter CAL0ED Gle0e

Number of unique visitors to the

City of Palo Alto website 1092t SesEs

A 774,063 851,469

Percent of surveyed rating the City’s

public info services (non-Police/ N/A**
Public Safety) as “Good” or

“Excellent”

76.00% N/A" 78.00% 78.00%

The City participates in the National Citizen Survey (NCS), which asks residents to
rate their perception of local government media services. The NCS is a
collaborative effort between National Research Center, Inc., and the International
City/County Management Association. The NCS is an annual survey of

Description approximately 500 jurisdictions in the United States whose residents evaluate
local government services and give their opinion about the quality of life in the
community. The City tracks additional performance measures that indicate the
volume of traffic to our communications resources (website) and the volume of
people receiving our newsletter.

Robust levels of community awareness and participation demand communication

I systems that are timely, accurate, meaningful, and readily accessible.
Although Palo Alto continues to rank above the benchmark, the City will be
Status expanding efforts to increase transparency, information sharing and outreach. In

FY 2020, the City anticipates the launch of a redesigned website that will enhance
communication between the City and the community.

*This was not a performance measure in the 2019 Budget. Therefore, the City did not have a Target for FY 2019.
**This is a new performance measure for which prior years’ data is not available.

*** The National Citizen Survey (NCS) began recording this measure in FY 2018; FY 2017 Actuals are not available nor
was there a target in FY 2019.

Workload Measures

FY 2017 FY 2018 FY 2019 FY 2019 FY 2020

Actuals Actuals Adopted Estimated Proposed

Number of City Council and City
Council Committee meetings < o o 70 70

Total Hours of City Council and City

Council Committee meetings 281 22 €29 289 25
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Budget Summary

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %

Dollars by Division

Administration and Clty 1055938 2,777,772 2,998,094 3,541,163 543,069 18.1%
anagement

Economic Development 251,849 163,802 47,033 39,447 (7,586) (16.1)%
Public Communication 193,511 287,076 241,613 257,136 15,523 6.4%
Sustainability 490,988 487,332 1,131,116 635,564  (495,552) (43.8)%
Total 2,802,286 3,715,982 4,417,856 4,473,311 55,455 1.3%

Dollars by Category

Salary & Benefits

Healthcare 115,537 182,623 213,988 220,033 6,045 2.8%
Other Benefits 103,583 127,634 77,148 71,067 (6,081) (7.9)%
Overtime 118 210 — — — —%
Pension 330,387 489,601 593,110 700,537 107,427 18.1%
Retiree Medical 125,300 131,822 126,771 130,574 3,803 3.0%
Salary 1,367,184 1,846,341 1,908,941 1,986,232 77,291 4.0%
Workers' Compensation 6,844 5,188 42,653 69,863 27,210 63.8%
Total Salary & Benefits 2,048,954 2,783,419 2,962,612 3,178,306 215,694 7.3%
Allocated Charges 168,052 175,155 184,127 201,347 17,220 9.4%
Contract Services 497,763 532,169 1,149,935 1,002,935 (147,000) (12.8)%
General Expense 166,443 212,202 78,141 77,641 (500) (0.6)%
Operating Transfers-Out 2,039 2,039 31,999 2,039 (29,960) (93.6)%
Rents & Leases 63 54 154 154 = —%
Supplies & Material 8,973 10,945 10,889 10,889 — —%
E‘;ﬂ;‘:}"'a’s by Expense 2,892,286  3,715982 4,417,856 4,473,311 55,455 1.3%
Revenues

Charges to Other Funds 994,008 1,205,312 1,452,948 1,702,712 249,764 17.2%
From Other Agencies — 42,374 780,000 260,000 (520,000) (66.7)%
Other Revenue 31,576 16,487 — — — —%
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Budget Summary

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020
Actuals Actuals Budget Budget Change $ Change %
Rental Income 403 — — — — —%
Total Revenues 1,025,987 1,264,173 2,232,948 1,962,712 (270,236) (12.1)%

Positions by Division

Ad”,\;:”is"atm" el Clig 710 9.35 9.35 9.10 (0.25) (2.67)%
anagement

Economic Development 1.00 = = = = —%
Public Communication 0.90 0.90 0.90 0.90 = —%
Sustainability 1.00 1.96 1.75 0.75 (1.00) (67.14)%
Total 10.00 12.21 12.00 10.75 (1.25) (10.42)%
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Staffing

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020
Job Classification Actuals Actuals Budget Budget Change FTE Salary
Administrative Assistant 1.00 1.00 1.00 2.00 1.00 178,268
Administrative Associate lll 1.00 1.00 1.00 — (1.00) —
Assistant City Manager 2.00 — — 1.00 1.00 256,838
AssiGstant City Manager/Utilities . 0.95 0.25 . (0.25) .
eneral Manager
Assistant to the City Manager — 2.00 2.00 2.00 — 310,045
Chief Communications Officer 1.00 1.00 1.00 1.00 — 206,170
Chief Sustainability Officer 1.00 1.00 1.00 — (1.00) —
City Manager 1.00 1.00 1.00 1.00 — 356,013
Deputy City Manager — 2.00 2.00 1.00 (1.00) 214,115
Exe,fAL;t:]\;eg. g\rssiStant to the City 1.00 1.00 1.00 1.00 — 102,648
Management Analyst — — 0.75 0.75 — 85,800
Manager Communications 1.00 1.00 1.00 1.00 = 121,451
Manager Economic Development 1.00 — — — — —
ls,z:i'ttig:‘as': IR e i 10.00 11.25 12.00 10.75 (125 1,831,347
Temporary/Hourly = 0.96 = = = =
Total Positions 10.00 12.21 12.00 10.75 (1.25) 1,831,347
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Budget Reconciliation

Net
Positions Expenditures Revenues General Fund

Prior Year Budget 4 4,417,856 2,232,948 2,184,908

Base Adjustments

One-Time Prior Year Budget Adjustments

Federal Transit Administration (FTA) Grant — (780,000) (780,000) —
Gerézrj;:]lé;a)bility Allocated Charges (FY 2019 1x . 5755 . 5755
Wo;lge{s 1())(0g;s;r;3ﬂon Allocated Charges (FY . 16,997 . 16,997
Supplemental Pension Trust Fund Contribution — (29,959) — (29,959)
One-Time Prior Year Budget Adjustments - (787,207) (780,000) (7,207)
Adjustments to Costs of Ongoing Activities
Salaries and Benefits Adjustments — 253,740 — 253,740
Prosgﬂ\s/% SoLriwatgﬁ;Jyons to City's Unfunded . 85495 . 85495
City Manager's Office of Sustainability Transition

(Ongoing elimination of Chief Sustainability (1.00) (127,000) — (127,000)

Officer; add of contract funding)
Federal Transit Administration (FTA) Grant — 260,000 260,000 —
General Fund Cost Allocation Plan — — 249,764 (249,764)
General Expense Adjustment - (1,250) — (1,250)
Infocn;r;]"naartéc;r]S Technology Department Allocated . 13,114 . 13114
Liability Insurance Allocated Charges — 2,827 — 2,827
Printing & Mailing Allocated Charges — (4,476) — (4,476)
Workers' Compensation Allocated Charges - 10,212 — 10,212
Adjustments to Costs of Ongoing Activities (1.00) 492,662 519,242 (17,102)

L N N N )

Budget Adjustments
1 Recruitment and Retention Initiatives — 250,000 — 250,000
2 Contractual Funding for Office of Sustainability — 100,000 — 100,000
3 City Manager's Office Staffing Realignment (0.25) — — —
Total Budget Adjustments (0.25) 350,000 350,000

Total FY 2020 Proposed Budget 10.75 4,473,311 1,962,712 m
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Budget Adjustments

Net
Budget Adjustments Positions Expenditures Revenues General Fund
1 Recruitment and Retention Initiatives 0.00 250,000 0 250,000

This one-time action provides $250,000 in funding for various recruitment/retention initiatives throughout the
organization. This funding supplements an additional reserve of $500,000 in the non-departmental section of this
budget for recruitment and retention initiatives, bringing total funding to $750,000. This $250,000 represents initial
funding that can be used to start recruitment/retention initiatives. The City of Palo Alto faces incredible competition for
attracting and retaining a high-quality workforce; this funding represents an important commitment to addressing that
competition and investing in the City’s human capital. Staff anticipates returning to the full City Council with
recommendations throughout 2019, including a plan for the use of the reserve in non-departmental. A more detailed
discussion of the reserve funding can be found in the non-departmental section of this budget. (Ongoing costs: $0)

Performance Results 6 o

This action will ensure the City is able to recruit and retain a high-quality workforce, increasing the quality of services and
customer satisfaction.

2 Contractual Funding for Office of Sustainability 0.00 100,000 0 100,000

This one-time action adds contractual funding of $100,000 to the Office of Sustainability to fund expenses related to
implementation of the Sustainability/Climate Action Plan (S/CAP). This funding will ensure that sufficient resources are
available to cover a Greenhouse Gas (GHG) emissions reduction calculation and sustainability benefit analysis as well as
a CEQA review of the City's S/CAP. This funding is provided through the reappropriation of the Sustainability
Contingency as discussed elsewhere in this document. The balance of the Sustainability Contingency is included in the
non-departmental section of this document. (Ongoing costs: $0)

Performance Results

This funding will contribute to meeting the City's sustainability goals and addresses the City Council's 2019 priority
of climate change.
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CITY MANAGER

Budget Adjustments

Net
Budget Adjustments Positions Expenditures Revenues General Fund

3 City Manager's Office Staffing Realignment (0.25) 0 0 0

This cost-neutral action will realign staffing in the City Manager's Office to ensure staffing levels commensurate with the
needs of the Office. This action eliminates 1.0 Assistant City Manager/Utilities General Manager (0.25 FTE in the General
Fund, 0.75 FTE in the Utilities Funds), 1.0 Deputy City Manager, and 1.0 Administrative Associate lll, offset by the
addition of 1.0 Assistant City Manager and 1.0 Administrative Assistant. This action will ensure greater capacity in the
City Manager's Office to provide organizational leadership, manage significant initiatives, will provide additional
administrative and analytical support to the office, and results in no additional expenses in the General Fund. (Ongoing
Costs: $0)

Performance Results 6 e

This action will increase the ability of the City Manager's Office to respond to organizational needs.
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ADMINISTRATIVE

SERVICES

Mission Statement

The Administrative Services
Department strives to provide
proactive financial and analytical
support to City departments and
decision-makers and to safeguard and
facilitate the optimal use of City
resources.

Purpose

The purpose of the Administrative Services

Department is to provide excellent cus-

tomer service to decision-makers, the pub-

lic, employees, and City departments;

provide analytical, organizational, and

administrative support for a wide variety
of projects; record, monitor, and protect City assets in a responsible manner;
provide essential financial management and forecasting reports; and prepare
and present financial reporting to various committees and City Council.
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ADMINISTRATIVE SERVICES DIRECTOR/CHIEF FINANCIAL OFFICER

ADMINISTRATION
Administrative Assistant
Senior Management Analyst
Management Analyst

Assistant Director

INVESTMENT & DEBT
Manager of Treasury, Debt
Investment
Senior Management Analyst

PURCHASING & CONTRACTS
Chief Procurement Officer
Contract Administrator
Administrative Associate Il
Buyer
Senior Buyer

RISK MANAGEMENT
Manager of Treasury, Debt &
Investment
Senior Management Analyst

ACCOUNTING
Finance Manager

GENERAL LEDGER
Senior Accountant
Accountant
Lead Account Specialist

ENTERPRISE FUND
Senior Accountant
Accountant
Accountant Specialist

ACCOUNTS PAYABLE
Senior Accountant
Lead Account Specialist
Account Specialist

PAYROLL
Senior Accountant
Accountant
Payroll Analyst

SAP FUNCTIONAL
Principal Business Analyst
Senior Business Analyst

Kiely Nose (Interim)

OFFICE OF MANAGEMENT AND BUDGET
1.00 Director

2.00 Budget Manager

1.00  Administrative Associate IIl

2.00 Senior Management Analyst

1.00 Management Analyst

1.00 Assistant Director

PRINT & MAIL SERVICES
Offset Equipment Operator

REAL ESTATE
1.00 Real Property Manager
1.00 Senior Management Analyst

REVENUE COLLECTIONS
1.00  Manager of Revenue Collections
2.00 Lead Account Specialist
5.50 Account Specialist

2.00

STORES WAREHOUSE
1.00  Warehouse Supervisor
1.00 Lead Storekeeper

3.00 Storekeeper
FY 2020 POSITION TOTALS
58.50 Full-Time
1.46 Hourly

This organizational chart represents
citywide Full-Time Equivalents (FTEs) for
this department. The Department
Summary tables summarize FTEs by
position allocation
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ADMINISTRATIVE SERVICES

Description
The Administrative Services Department (ASD) is responsible for the
following functions:

ADMINISTRATION

Provides financial, analytical, budget, strategic, and administrative support services for the
department and organization.

ACCOUNTING

Performs financial transactions and provides accurate, timely, and reliable financial information
for internal and external customers, including vendor payments, payroll, and financial reporting.

PURCHASING AND CONTRACTS

Facilitates negotiations, purchasing, and contracting needs in a timely, efficient, and customer-
oriented manner.

OFFICE OF MANAGEMENT AND BUDGET (OMB)

Oversees the citywide operating and capital budget preparation, review and analysis, perfor-
mance measures, and budget monitoring. In addition, prepares the long-range financial forecast
and provides independent analytical support to the organization.

PROPERTY MANAGEMENT AND ACQUISITION

Provides asset management, acquires property rights, manages leasing of City properties, pre-
pares real estate agreements, completes easement acquisition/vacation, negotiates real estate
deals, and provides real estate services citywide.

TREASURY AND REVENUE COLLECTIONS

Treasury safeguards and invests the City’s portfolio, forecasts major General Fund tax revenues,
issues and manages debt, and performs Utility Risk Management oversight. Revenue Collec-
tions collects payment revenue and provides customer support for parking permits and pay-
ment transactions. Provides print shop services to departments and warehouse services,
including logistics, for the City’s Electric, Water, Gas, and Wastewater Utilities, as well as for
Public Works and the Regional Water Quality Control Plant.

Accomplishments

« Maintained the City’s AAA credit rating, which results in the lowest possible borrowing
costs; confirmed in the most recent rating by Standard and Poors in February 2019.

« Addressed City Council request to identify a strategy for ongoing contributions for
retirement costs through immediate action and a strategic action work plan. Immediate
action was completed with the additional $4.0 million contribution to the City’s Pension 115
Trust account. For the strategic action plan, OMB has been managing and completing a
services inventory to aid in structural changes in the long-term financial picture.
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« Drafted and supported a work plan to address the City Council 2019 priority ‘Fiscal
Sustainability’, approved by the Finance Committee in March 2019.

o Issued $26.8 million in tax-exempt and $10.6 million in taxable Certificate of Participation
bonds for the construction of the California Avenue Parking Garage, which is a key step in
the completion of the 2014 Council Infrastructure Plan and a critical project in the ability to
deliver the new Public Safety Building.

« Managed the City’s real estate leases resulting in revenue of approximately $4.0 million.

« Began negotiations for real estate transactions including the potential purchase of a 27,829
square foot portion of 3350 Birch Street.

o Enteredinto a new license agreement to renovate and manage/operate the City Hall Café at
250 Hamilton Avenue.

« Explored and identified options for City Council to calculate the long-term unfunded
liabilities for pension. Facilitated the analysis for the change in pension assumptions to a
6.2% discount rate for the normal cost of pension expense. Continued to advance funds to
the Pension Section 115 Trust with approximately $13.5 million in deposits by the end of
Fiscal Year 2019.

« Completed 20 easements and easement vacations.

« Consolidated the utility bill print printers with the citywide contract for copy machines
resulting in increased efficiency for the utility bill print function.

o« Participated in citywide emergency preparation and planning to ensure that financial
tracking and reporting will be part of a coordinated emergency response effort.

« Implemented department-wide, technology-focused, core competency training such as:
SAP module specific training for support resources and SAP reporting training in the Human
Resources and Payroll modules.

« Worked to streamline and automate accounts payable automated clearing house (ACH)
implementation and Treasury wires between software systems.

o« Received an award in the Accounting Division for the Comprehensive Annual Financial
Report (CAFR) for Fiscal Year 2018 from the Government Finance Officer Associations of
United States and Canada (GFOA) for “excellence in financial reporting”.

o« Received California Society of Municipal Finance Officers (CSMFO) and GFOA awards in the
Office of Management and Budget (OMB) for the Fiscal Year 2019 Adopted CIP and
Operating budgets.

« Addressed audit finding in regards to P-card administration through the implementation of
a formal review and submittal authorization for increasing P-card limits.

INnitiatives

« Continue implementation of the ASD strategic plan in four focus areas: 1) High-quality
customer service, 2) Innovation and continuous improvement, 3) Best practices, 4)
Employee excellence, including customer support resources in purchasing, payroll, and
accounting, and implementation of electronic forms.
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« Maintain employee excellence by focusing on employee rating form, training plans, and
specific goals of improving customer service and responsiveness.

e Work to implement citywide procurement process training and education to improve
efficiency and align with industry best practices and ensure the changing workforce is
equipped to handle their procurement needs in an expeditious fashion. Communicate
established purchasing policies, processes, and requirements.

« Implement department-wide, technology-focused, core competency training such as SAP
module specific training for day-to-day business operations in departments and SAP
reporting training in the Human Resources and Payroll modules.

o Collaborate and facilitate the implementation of a new online parking permit management
system in a phased approach, beginning with residential parking permit programs.

« Continue to work to implement or manage the components of the Fiscal Sustainability work
plan.

« Continue financial support for emergency preparation for federal financial reporting after a
disaster in conjunction with the Office of Emergency Services.

« Work to implement the paperless office program, currently in the Purchasing Division, for
the Accounting and Real Estate divisions.

« Support the citywide effort to upgrade the Enterprise Resource Planning (ERP) system.

« Explore and provide options for the acquisition of the Media Center property at 900 San
Antonio Road on behalf of the Cable Joint Powers Agency (JPA) using PEG (Public,
Education, and Government) fee revenue for the Cable JPA and City Council review.

« Support the Cubberley strategic planning efforts and necessary financial analysis with the
community and Palo Alto Unified School District (PAUSD).

« [Establish a new option and lease agreement with the Palo Alto History Museum for the Roth
Building at 300 Homer Avenue.
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Budget Summary

FY 2019 FY 2020
FY 2017 FY 2018 Adopted Proposed FY 2020 FY 2020

Actuals Actuals Budget Budget Change $ Change %

Dollars by Fund

General Fund-Operating 7,378,820 7,680,331 8,028,509 8,514,805 486,297 6.1%
Printing & Mailing Services Fund 1,364,905 1,644,249 1,481,584 1,730,856 249,272 16.8%
Total 8,743,725 9,324,580 9,510,092 10,245,661 735,569 7.7%
Revenues

Charges for Services 4,647 13,890 12,570 187,673 175,103 1,398.0%
Charges to Other Funds 3,742,337 4,090,745 3,335,030 3,186,802 (148,228) (4.4)%
Other Revenue 144,894 145,266 171,400 171,400 — —%
Return on Investments (140) (1,100) 400 2,300 1,900 475.0%
Total Revenues 3,891,737 4,248,801 3,519,400 3,548,175 28,776 0.8%
Positions by Fund

General Fund 41.50 40.06 39.61 40.61 1.00 2.52%
Printing and Mailing Services 2.10 2.10 2.10 2.10 = —%
Total 43.60 42.16 4.7 42.71 1.00 2.40%
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GENERAL FUND

Goals and Objectives

GOAL1

o« Ensure the City of Palo Alto’s short and long-term financial status is healthy and sound.

Objectives:
« Assist with implementation of City Council’'s 2014 Infrastructure Plan by providing updated
financial planning and issuance of debt.

o« Review opportunities for new and/or enhanced revenues.

« Analyze additional options for reducing the City’s pension and retiree healthcare long-term
liabilities.

« Provide long-term recommendations and strategies for City’s real estate assets and risk
reduction such as Cubberley, Ventura, and Middlefield Road lots.

« Manage real estate assets effectively to enhance revenue and reduce cost.

« Recommend a strategically balanced budget, maintaining City Council-approved reserve
levels, for City Council consideration.

« Assist with ongoing labor negotiations with analysis of labor and City proposals.

« Develop plans for addressing any forecast shortfalls in funding for operations and
infrastructure.

« Provide bond financing of major capital projects such as the Wastewater Treatment facility
replacements, Public Safety Building, etc.

GOAL 2

« Provide timely and accurate financial reporting and transactions.

Objectives:
« Ensure that payroll processing, vendor payments, budget, and annual financial reporting are
clear, timely, accurate, and in compliance with governmental finance standards.

« Enhance financial reporting mechanisms to ensure that departmental financial information
is relevant and timely; look for opportunities to improve reporting as part of technology
implementation upgrades.

o« Increase information availability and transparency usi