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Overview: IBA Review and Analysis of the
Mayor's FY 2018 Proposed Budget

SIGNIFICANT
CONTRIBUTORS
TO THE FY 2018

$81 MILLION DEFICIT

The Mayor released a balanced FY 2018
Proposed Budget to the City Council and
the public on Thursday, April 13%*, ahead of
the April 15® Charter requirement. Last
November, the Mayor projected a $36.9
million deficit for FY 2018 when he re-
leased his FY 2018-2022 Financial Outlook.
The actual funding shortfall for FY 2018
has increased by $44.1 million, from $36.9
million to $81.0 million, after recognizing

$10.4 Million—Contributions to meet re-
serve goals for FY 2018 include $3.1 million
for the Public Liability reserve and $7.3
million to cover increased Public Liability
claims and insurance costs.

$5.0 Million—In April the Mayor proposed
calling a Special Election in November
2017 to ask voters to increase the City’s
Transient Occupancy Tax rate to expand
the Convention Center, provide new re-
sources to pave and repair City streets, and
implement solutions for assisting the
City’s homeless population. Costs could be
significantly higher if the Soccer City citi-
zens’ initiative is also placed on the ballot.

a number of critical

$10.0 Million—In the

funding needs.

The following expendi-
tures identified since
the Outlook contribute
to the increased FY
2018 deficit:

“The actual funding shortfall for FY
2018 has increased by S44.1 million,
from $36.9 million to $81.0 million, af-
ter recognizing a number of critical
funding needs.”

November Outlook the
Mayor discussed the
potential need to fund
a number of critical
expenditures in 12
programmatic  areas.

However, these costs

$8.4 Million—The additional $8.4 million
increase to the City’s Annual Defined Con-
tribution (ADC) pension payment since the
Outlook results in a total General Fund
ADC increase of $45.2 million over the FY
2017 ADC. This significant increase to the
ADC is largely attributable to incorporating
new mortality assumptions into the City’s
annual pension payments. Updated actu-
arial studies show a changing demograph-
ic of retirees living longer. The $8.4 mil-
lion increase since the Outlook is a result
of applying the new assumptions to up-
dated pension membership data during the
completion of the FY 2016 actuarial valua-
tion.

$10.3 Million—Increased personnel costs
related to Public Safety overtime and de-
creased Fire-Rescue vacancy savings.

were not included in Outlook projections.
These new items, now funded in the budg-
et, include but are not limited to Fire-
Rescue staff and operating costs for new
Bayside Station, new Fire-Rescue self-
contained breathing apparatus and APX
portable radios, Earned Sick Leave and
Minimum Wage enforcement, operating
costs for new Park and Recreation facili-
ties, and Police civilian positions. Further
details can be found in the Department
Reviews section of this report.

As noted in our review of the Outlook,
critical items identified as likely to require
funding during the Outlook period
(notably the upcoming fiscal year) should
be included in Outlook projections to have
a clearer picture of the upcoming budget
conditions.

Office of the Independent Budget Analyst
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Overview: IBA Review and Analysis of the
Mayor's FY 2018 Proposed Budget

GENERAL FUND MITIGATION ACTIONS: $81.0 MILLION

Use of Pension Payment
Stablilization Reserve
$16.0

ONE-TIME
RESOURCES

Use of Excess Risk
Management Reserves
$15.5

Chargers Lease
Termination Fee $8.3

HOW THE MAYOR BALANCED
THE FY 2018 PROPOSED
BUDGET

Major mitigation actions and existing re-
sources that were used to balance the
budget include:

$16.0 Million Use of Reserve (One-Time)
—With a significant amount of the deficit
attributable to increases in the annual
pension payment, the Pension Payment
Stabilization Reserve has been fully ap-
plied to the deficit. Per the City’s reserve
policy, the Mayor is required to develop a
replenishment plan for this reserve within
one year. The CFO has indicated that this
plan will be addressed as part of the FY
2019-2023 Financial Outlook which will be
issued in November 2017.

General Fund Department
Budget Reductions $22.3

ONGOING
RESOURCES

\

Other $1.9

Penny for the Arts
Reduction $4.7

Excess Equity $8.3

Capital Outlay Fund use for
DC debt service $4.0

$15.5 Million in Risk Management Re-
serves (One-Time) has been used to ad-
dress required contributions to the General
Fund Reserve, the Public Liability Reserve
and Workers Compensation and Long-
Term Disability operating expenses. This
mitigating action frees up a like amount of
General Funds for other purposes while
maintaining Worker’s Compensation Re-
serves at policy levels.

$4.0 Million from the Capital Outlay Fund
(One-Time) has been used to pay debt
service on DC2 lease revenue bonds on a
one-time basis for FY 2018. The Capital
Outlay Fund generates revenue through
the sale of City-owned land, and expendi-
tures from this fund are limited to capital
project costs or debt service on capital fi-
nancings. This action frees up $4.0 million

Office of the Independent Budget Analyst
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Overview: IBA Review and Analysis of the
Mayor's FY 2018 Proposed Budget

in General Funds for other purposes. $1.2
million remains in this fund which could
be used for capital expenditures or debt
service only.

$4.7 Million has been reduced from the
Penny for the Arts Budget (Ongoing) re-
ducing it from $15.1 to $10.4 million, a de-
crease of 31.3%. This funding has been re-
directed to provide support for General
Fund expenditures related to safety and
maintenance of visitor-related services.
However, this reduction to Arts will impact
funding for numerous arts and cultural
programs. The Mayor has proposed this as
an ongoing reduction. Funding for either
maintaining or increasing this program in
FY 2018 was a top budget priority for a
majority of the Council in the Council’s FY
2018 Budget Priorities Resolution.

$8.3 Million of the $12.6 million Charger’s
lease termination payment (One-Time) is
proposed for funding $3.5 million of the
$5.0 million TOT Special Election costs,
and another $4.8 million is to be used for
QUALCOMM debt service for FY 2018. The
Mayor proposes reserving the remaining
$4.3 million from this one-time payment
for FY 2019 debt service. Alternatively, the
remaining $4.3 million could be used by

the Council for priority one-time revisions
to the budget.

$8.3 Million of Excess Equity (One-Time)
was used to balance the budget. At this
time, excess equity is projected to be $11.0
million at FY 2017 year-end. After using
$8.3 million in the Proposed Budget, $2.7
would remain based on current projec-
tions, which is available to the Council for
priority one-time revisions.

$22.3 Million in Departmental Non-
Personnel and Personnel Expenditure Re-
ductions (Ongoing) were made to City op-
erations, programs and services out of an
approximate $45.0 million submitted. This
includes but is not limited to Library pro-
gramming, park maintenance, code en-
forcement, storm water TMDL studies and
pollutant monitoring, storm water con-
sulting services, tree trimming, Lifeguard
vessel replacement fund, and flood control
channel maintenance. In the department
sections of this report we discuss the ma-
jor reductions made to each department
and review them for potential service im-
pacts.

The Table on page 19 lists position and ex-
penditure reductions by department.

Office of the Independent Budget Analyst
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Overview: IBA Review and Analysis of the
Mayor's FY 2018 Proposed Budget

HOW THE MAYOR'S PROPOSAL LINES UP WITH CITY COUNCIL'S
BUDGET PRIORITIES RESOLUTION

COMPARISON OF COUNCIL FY 2018 BUDGET PRIORITIES RESOLUTION TO MAYOR'S
FY 2018 PROPOSED BUDGET (Y=Yes, N=No, P=Partial Funding)

GENERAL FUND BUDGET PRIORITIES
(FIVE OR MORE COUNCILMEMBER MENTIONS)

FUNDED/
UTILIZED IN
FY 2018
BUDGET

NOTES

Public Safety

Police Officer Recruitment and Retention

The FY 2018 Proposed Budget continues to fund ongoing
support for expanded Police academies and increased
compensation (pursuant to the previously negotiated
POA MOU). Funding is also included for an updated
Police compensation survey in FY 2018. Councilmember
priority requests to survey current officers and engage
an outside firm to develop a recruitment strategy are not
funded. The Police recruitment budget remains
unchanged at $50,000.

Police Department Technology

The FY 2018 Proposed Budget fully funds the Police
Department's new CAD system. However, no funding is
included for AB 953 implementation due to the fact that
data collection requirements have not been finalized by
the State of California.

Operations Resources for the Fire-Rescue
Department

The FY 2018 Proposed Budget fully funds operational
expenses for new facilities and equipment replacement,
and maintains current service levels.

Police Chief Recruitment

N

No funding for a nationwide search for a new Police
Chief in preparation for the planned retirement of the
Chief of Police in calendar year 2018 due to DROP.

Other Majority Operations and Maintenance Expend

iture Items

Penny for the Arts Blueprint (Blueprint) Funding
Increase

N

The FY 2018 Proposed Budget reduces Blueprint funding
from the FY 2017 Council-approved level of 7% of TOT to
4.5% of TOT, a reduction of $4.7 million.

Connect2Careers Program

Approximately $500,000 remains budgeted in the
Economic Development Department budget to support
this program, but this program was not expanded in FY
2018.

Compliance with the Earned Sick Leave and
Minimum Wage Ordinance

The FY 2018 Proposed Budget includes $148,000 in
additional expenditures for Earned Sick Leave and
Minimum Wage Ordinance enforcement. This funding is
expected to close a gap between what was budgeted in
FY 2017, and the projected costs of the program.

Climate Action Plan (CAP)

The Proposed Budget includes multiple projects across
several departments which support the City's CAP.
Resources totally approximately $128 million included in
the Proposed Budget to provide direct and indirect
support for CAP.

Neighborhood Services

Code Enforcement

The Proposed Budget includes the reduction of 2.00
Code Enforcement Officers from the Code Enforcement
Division of the Development Services Department.

Office of the Independent Budget Analyst
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Overview: IBA Review and Analysis of the
Mayor's FY 2018 Proposed Budget

COMPARISON OF COUNCIL FY 2018 BUDGET PRIORITIES RESOLUTION TO MAYOR'S
FY 2018 PROPOSED BUDGET (Y=Yes, N=No, P=Partial Funding)

GENERAL FUND BUDGET PRIORITIES
(FIVE OR MORE COUNCILMEMBER MENTIONS)

FUNDED/
UTILIZED IN
FY 2018
BUDGET

NOTES

Neighborhood Services (continued)

Programs for the Homeless

The FY 2018 Proposed Budget maintains level funding for:

- Homeless Services ($2.3 million is budgeted in Economic
Development for Interim Housing & Services, Connections Housing,
the Serial Inebriate Program (SIP), Transitional Storage Center, and
24/7 Restroom Access)

- Police personnel for SIP, the Homeless Outreach Team (HOT), and
Psychiatric Emergency Response Team (PERT)

The Proposed Budget also includes the addition of:

- $2.8 million in CDBG Reinvestment Initiative program income for
homeless facility rehabilitation and/or acquisition, which may be used
to support the San Diego Misdemeanants At-Risk Track (SMART) pilot
program, and the rehabilitation of the Neil Good Day Center

- 1.00 Program Manager position in the Office of the City Attorney to
support the SMART program

Funding Sources

Use of Chargers' Lease Termination Payment

The Mayor's FY 2018 Proposed Budget includes the following
allocation for the $12.6 million Chargers lease payment:

- $4.8 million for the FY 2018 debt service on Qualcomm Stadium
bonds

- $3.5 million for November 2017 special election costs

- $4.3 million towards the FY 2019 debt service payment for
Qualcomm Stadium

Our Office notes that Council could consider using the $4.3 million
allocated for the FY 2019 debt service payment as a resource for a one-
time expenditure in FY 2018.

Use of City Reserves

$16.0 million from the Pension Payment Stabilization Reserve for the
unanticipated ADC increases

$14.7 million Workers' Compensation (WC) Reserve:

- $7.0 million for General Fund Reserve contribution

- $3.1 million for Public Liability Reserve contribution

- $4.0 million use of WC Reserve for FY 2018 operating costs

$1.4 million use of Long-Term Disability Reserve for FY 2018 operating
costs

$8.3 million for budgeted use of Excess Equity

Commercial Paper Program/Deferred Capital
Bonds

The CFO plans to bring a General Fund Commercial Paper Borrowing
Program to the Council for review and approval in the fall. If Council
approves the Program, new borrowing for General Fund capital
projects could begin in January 2018 or sooner. As commercial paper
notes are issued and rolled over for very short terms (almost always
less than 270 days and often much shorter depending on market
conditions), notes will be issued and interest could become due in FY
2018. The FY 2018 Proposed Budget includes $500,000 which is
comprised of $300,000 for Commercial Paper Borrowing Program start
up costs and approximately $200,000 for interest payments on up to
$60 million commercial paper notes that could be issued in FY 2018.

Office of the Independent Budget Analyst
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Overview: IBA Review and Analysis of the
Mayor's FY 2018 Proposed Budget

PROPOSED BUDGET
SIGNIFICANT EXPENDITURE
INCREASES

The table on page 20 lists significant ex-
penditure and position increases to the FY
2018 Proposed Budget by department. De-
tails on these items are discussed in the
department budget review sections.

PROPOSED BUDGET
REDUCTIONS THAT COULD
IMPACT SERVICE LEVELS

Mayoral press announcements, fact
sheets, and power point presentations on
the Proposed Budget did not address re-
ductions made to the budget including
those to key City services such as Park and
Recreation, Library, Lifeguards, Code En-
forcement, and Storm Water. This section
focuses on selected budget reductions that
could potentially have service or opera-
tional impacts. While the Mayor focused
on recommending reductions that result in
little to no service level impacts, the up-
coming public hearings provide Council an
opportunity to discuss these reductions
further with department heads and under-
stand if there are any potential service or
operational impacts.

These and other reductions proposed to
balance the budget are discussed in greater
detail in the department budget review
sections.

Penny for the Arts

Reduce Funding/S4.7 Million—This reduc-
tion represents an ongoing 31.3% reduc-
tion to the Penny for the Arts Program-
from $15.1 million to $10.4 million. The
budgets and programs of numerous arts
and cultural organizations could be im-
pacted by this reduction (the list of organ-
izations potentially impacted can be found
in the Special Promotional Programs De-
partment Review of this report). Growing
the TOT percent for Arts funding has been
a top Council priority since adoption of the
Blueprint in 2012. For FY 2017 the Council
added $1.2 million to this program as an
ongoing expenditure during final budget
decisions.

Park and Recreation

Reduce Citywide Park Maintenance/6.00 FTE/
$385,000—The budget reduces 6.00 FTE
parks maintenance positions including
four Grounds Maintenance Workers, one
Pesticide Applicator and one Light Equip-
ment Operator. This reduction is expected
to result in less frequent mowing, sweep-
ing, and pesticide application at parks and
athletic fields citywide.

Reduce Habitat Restoration Services/
$186,000—Reducing this contract is ex-
pected to result in less frequent removal of
non-native plants, habitat restoration and
maintenance. This represents a 30% re-
duction to the habit restoration budget.

Reduce Tree Trimming and Pool Mainte-
nance/$268,000—These contractual reduc-

PENNY FOR THE ARTS - BLUEPRINT GOAL: 9.52% OF TOT

FY 2017 ADOPTED | FY 2018 PROPOSED CHANGE
Transient Occupancy Tax Projection (10.5 cents) 216,347,429 231,021,481 14,674,052
Percent of TOT Funding in Budget 7.00% £4.50% -2.50%
Penny for the Arts Blueprint Goal (S, based on goal of 9.52%) 20,596,275 21,993,245 1,396,970
Penny for the Arts Budgeted Funding (S, based on percent of TOT funding) 15,139,850 10,395,967 (4,743,883)
Variance in Budgeted Funding from the Blueprint Goal ($) S (5,456,425)| $ (11,597,278)| $ (6,140,853)

Office of the Independent Budget Analyst
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Overview: IBA Review and Analysis of the
Mayor's FY 2018 Proposed Budget

tions will delay projects identified as not
being safety-related. Specifically it will
limit the Department’s ability to trim trees
over 70 feet as special equipment and in-
house staff are not available. The pool
maintenance reduction will impact
maintenance needs such as re-plastering.

Library

Eliminate Library Programming/$500,000—
Library Programming funding is proposed
for elimination in the budget. Last year the
Library Foundation, the Friends of the Li-
brary, and Board of Library Commissioners
collectively identified as a top priority the
need for a permanent funding source for
programming as a way to increase con-
sistent Library services to all communities.
$500,000 in funding for ongoing Library
programming was added to the FY 2017
budget by the City Council during final
budget revisions. Two new Librarian posi-
tions were also funded in FY 2017 to re-
search, gather community input, and de-
velop and support appropriate program-
ming for each community. These two po-
sitions remain in the budget.

Prior to this funding, all Library programs
were being paid for through grants and
donations (with the exception of the After
-School Homework Program) which can
lead to inequities between the branches. A
Performance Audit issued by the City Au-
ditor in FY 2016 identified the need for a
more equitable distribution of program-
ming across the Library system. This
funding was intended to help address this
issue.

The Library Director has stated there is no
impact to this reduction as new programs
developed this year will continue to be
used in the future.

Eliminate Non-Standard Hourly Person-
nel/20.26 FTE/S710,000—The reduction of
these positions will not impact service
hours but will impact certain daily activi-
ties such as re-shelving of books and as-
sisting library patrons. The reduction has
been balanced throughout the system.

Personnel

Reduce  Associate  Personnel  Analyst/
$71,000—This action eliminates one of
four Associate Personnel Analysts which
could impact hiring schedules and increase
the time it takes to complete classification
and compensation studies. From the FY
2013 budget to the FY 2018 Proposed
Budget, 1300 new FTE positions have been
funded in the budget. The City Council
added a new Associate Personnel Analyst
position in final revisions to the FY 2017
budget to provide additional support with
the increased workload, this action would
eliminate the position.

Budgeted Citywide FTEs
FY 2013 | FY 2018 | Increase
10,119.42 | 11,412.03 | 1,292.61

Purchasing and Contracting

Reduce Senior Management Analyst/
$86,000—The department indicates this
position, which was originally funded for
Living Wage Ordinance support, has been
consolidated with other activities, and
savings from this reduction will be used to
support the Earned Sick Leave and Mini-
mum Wage Ordinance in the Treasurer’s
Office.

Transportation and Storm Water

Reduce Broad Leaf Tree Trimming Services/
$882,000—This action reduces the broad-
leaf tree trimming budget and is projected
to reduce the number of trees trimmed by

Office of the Independent Budget Analyst
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Overview: IBA Review and Analysis of the
Mayor's FY 2018 Proposed Budget

nearly 50%—from 25,000 to 12,000 per
year.

Reduce Storm Water Permit Compliance
Efforts/$885,000—This will reduce funding
for TMDL studies and pollutant monitor-
ing, as well as 80%

Public Works - General Services
Branch - Facilities Division

Reduce Facility Maintenance Vacant Posi-
tions/5.00 FTE/S$278,000—Our Office recog-
nizes the Division’s challenges in hiring
skilled trade professionals. However, we
emphasize the im-

of the City’s storm
water education and
outreach efforts
which are part of
storm water permit
compliance. No im-
pacts are discussed in

“While the FY 2018 Proposed Budget is bal-
anced, we are heading into the new fiscal
year recognizing that, based on what we
know today, we are likely facing a similar

deficit situation for FY 2019.”

portance of ongoing
maintenance and re-
pair because when it
deferred, it raises
risks to public health
and safety, increases
the maintenance and

the budget.

Reduce Master Maintenance Program/
$340,000—This represents a 30% reduc-
tion to this program which assists in iden-
tifying flood control channels that require
maintenance services. No impacts are dis-
cussed in the budget.

Fire-Rescue

Reduce Lifeguard Vessel Replacement Pro-
gram/$437,000 in FY 2018 and $437,000 in
fund balance—This reduction depletes the
Vessel Replacement Program fund balance
and eliminates ongoing contributions. This
fund was established in FY 2016 to plan
ahead for replacing vessels at the end of
their service life.

Development Services

Reduce Code Compliance Officers/2.00 FTE/
$203,000—This reduction is expected to
delay the investigation of “low level” code
violations such as noise disturbances,
portable signs, front yard storage, and
parking in the front yard. The department
has indicated that an “alternative compli-
ance program” will be implemented for
these violations. Given the community de-
mand for these services, these positions
may need to be restored in the future.

capital backlog, and
ultimately increases the cost of repairs.

LOOKING TO FY 2019 AND A

FUTURE DEFICIT

While the FY 2018 Proposed Budget is bal-
anced, we are heading into the new fiscal
year recognizing that, based on what we
know today, we are likely facing a similar
deficit situation for FY 2019. A number of
financial conditions will contribute to FY
2019 being another difficult budget year,
with the City possibly facing a double-
digit deficit that could require more reduc-
tions, operational efficiencies, and/ or new
revenue sources in order to balance the
budget. Discussed below are some of the
factors that could create or exacerbate a FY
2019 deficit.

Factors That Could Impact an FY
2019 Deficit

1. The impact of incorporating new mor-
tality assumptions into the City’s annual
pension payments will continue into the
future. The ADC is projected to increase an
average of $4 million (GF portion $3.0
million) annually through 2025. Payments
are projected to decline beginning in 2026,
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followed by significant decreases in 2029
and beyond. Lower than expected invest-
ment returns or changes to economic as-
sumptions including reductions to the dis-
count rate would negatively impact these
projections. A 0.25% reduction to the dis-
count rate could increase the ADC by
around $14.0 million annually ($10.0 mil-
lion General Fund).

2. One-time resources have been used to
meet FY 2018 General Fund and Public Li-
ability Fund reserve goals and Worker’s
Compensation operating costs. A one-time
installment of $8.8 million has also been
used to address FY 2018 debt service pay-
ments.

3. The following items reflect new ongoing
costs projected for FY 2019:

o Staffing for new park and recreation
facilities—$3.0 M

e Full-year operational funding of Bay-
side Fire Station—S$635,000 above
partial-year funding included in FY
2018

o Staffing for a new branch library com-
ing on line—S$1.5 M

e Possible implementation of a 311 cus-
tomer service center delayed in FY
2018 —up to $3.4M

4. $2.0 million of New Central Library an-
nual operating costs will become the re-
sponsibility of the City in FY 2019. In addi-
tion to the significant donations raised by
the Library community for construction of
the library, sufficient donations were also
raised to cover $2.0 million for the first
five years of operating costs which ends
next fiscal year.

5. The FY 2019 impact of negotiated com-
pensation agreements with all of the City’s
employee organizations is estimated to be
a $16.0 million increase for the General
Fund. POA and DCAA also have negotiation
reopeners in their contracts for FY 2019.

6. On March 16, 2017, the President re-
leased his FY 2018 Budget Blueprint which
included elimination of both the Commu-
nity Development Block Grant (CDBG)
program and the HOME Investment Part-
nerships program. These programs sup-
port the homeless, community and eco-
nomic development projects as well as
affordable housing development and first
time home buyer programs. The City is
estimated to receive $10.4 million in CDBG
funding and $3.9 million for HOME In-
vestment Partnerships in FY 2018. Should
these two programs be eliminated or dra-
matically cut, the City may need to seek
out other resources such as program in-
come affiliated with the Reinvestment Ini-
tiative.

Factors That Could Help Mitigate

a FY 2019 Deficit

1. Sales tax revenue projections—The FY
2018-2022 Financial Outlook projected FY
2019 Sales Tax receipts at $275.9 million.
Since the release of the Five Year Outlook,
sales tax projections have grown, and the
amount of sale tax receipts projected in
the FY 2018 Proposed Budget ($276.9 mil-
lion) already exceeds amounts projected
for the Five Year Outlook. Sales tax reve-
nues may further increase beyond these
amounts, helping to offset the deficit pro-
jected for FY 2019.

2. Voter approval of a proposed TOT tax
increase at a November 2017 Special Elec-
tion would generate new ongoing revenue
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to expand the Convention Center, fund so-
lutions to address the homeless population
and provide additional resources for street
repair and construction. This new revenue
could potentially also be a funding source
for the City’s annual $3.4 million contri-
bution to existing Convention Center oper-
ational costs.

3. New State Gas Tax revenue is projected
to provide the City with roughly $319.0
million over ten years for street repair and
construction, starting in year FY 2018. This
could free up General Funds in the future
for the operating budget after meeting
streets maintenance of effort and funding
requirements.

4. FY 2019 will be the first full year of tax
collections for recreational marijuana, po-
tentially doubling the $2.4 million project-
ed for FY 2018, for a total of $4.8 million
annually beginning if FY 2019. Other fac-
tors that could increase Cannabis Business
Tax revenue include allowing cultivation
and changing the tax rate, both of which
may be implemented by ordinance by the
Council.

5. User fees—As outlined in Council Policy
100-05, a comprehensive update of the
City’s user fees occurs every three years in
order to determine if new fees should be
added, current fee levels adjusted, or ex-
isting fees should be eliminated. The next
comprehensive user fee analysis is sched-
uled to occur in FY 2018 for implementa-
tion in FY 2019. The last comprehensive
user fee analysis occurred in FY 2015 and
resulted in a budgeted increase in revenue
to the General Fund of $881,000 in FY
2016.

While we are concerned about the poten-
tial deficit facing us in FY 2019, the City
has the tools, policies, principles and
oversight in place to avoid a structural
budget deficit. In 2009 the Council and the
Mayor, working with the CFO and IBA,
embarked on a year-long process for de-
veloping and adopting a Structural Budget
Deficit Elimination Plan which included
eleven guiding principles for eliminating
the City’s structural budget deficit and
preventing it from occurring in the future.
With Council adoption of this Plan in 2010,
and Mayors, Councils and City financial
staff adhering to its principles and poli-
cies, the City has since consistently bal-
anced its budget structurally. This plan is
relevant today and adherence to it will be
continuously monitored.

Proposed ZBB Policy and Imple-
mentation Being Considered for
FY 2019

A proposal initiated by Councilmembers
Cate and Sherman to zero-base budget re-
view several departments each year begin-
ning in FY 2019, could be beneficial in
providing Council with a comprehensive
programmatic review of participating de-
partments’ budgets. On October 5, 2016
the Budget and Government Efficiency
Committee voted unanimously for Finan-
cial Management to work with the IBA and
return to Committee to present a Council
Policy on an annual ZBB review process to
be put into place for the Council’s review
of the FY 2019 Proposed Budget. Financial
Management, IBA, and D6 and D7 Council
staff are currently considering options for
implementing an effective and efficient
process.
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CITY COUNCIL AUTHORITY
FOR MAKING REVISIONS TO

THE PROPOSED BUDGET

While the Mayor develops and presents the
Proposed Budget to the City Council and
the public each year, the Council has au-
thority to either approve the budget as
submitted or modify the Mayor’s proposal
in whole or in part. The Council may in-
crease or decrease any item provided the
budget remains structurally balanced. On-
going expenditures should be funded with
ongoing resources, one-time resources
should be used only for one-time items.
The Mayor can approve, veto or modify

based on feedback from the community,
new information, discussions with depart-
ments, consideration of the IBA’s review
and familiarity with their community’s
priorities, provided they are balanced with
appropriate resources.

POTENTIAL RESOURCES
AVAILABLE FOR FINAL
COUNCIL BUDGET DECISIONS

We have provided below several potential
resources for Council to consider as the
process gets closer to final Council budget
decisions. Note that estimates could
change based on new information. Also,

any line item approved

the Mayor may rely on

by the Council. The
Council can override the
Mayor’s veto with a two
-thirds vote of the
members.

some of these resources

“The Council may increase or de- for the May Revise
crease any item provided the budget
remains structurally balanced.”

which will be issued
prior to your final deci-
sions. Some sources are

The Independent Budget Analyst provides
a comprehensive analysis of the Mayor’s
Proposed Budget for the City Council and
the public, reviewing revenues and ex-
penditures, consistency with Council and
community funding priorities, identifying
service level impacts to the community,
application of City budget policies and best
budget practices, and potential impacts on
future years. The City Council as the Budg-
et Review Committee holds a series of
public budget hearings over several weeks
to gather input from the community, and
to review and discuss all aspects of the
budget with the Mayor, the CFO, depart-
ment heads, and the IBA.

While the Mayor considers the Council’s
Budget Priorities Resolution as he prepares
the budget, the Council has the authority
to suggest a set of revisions to the budget

dedicated to specific
purposes such as streets, others may not
be available or confirmed until FY 2018.
Several of these resources could also be
used to replenish the Pension Stabilization
Reserve, fund small capital projects or re-
serve funding to help mitigate a potential
deficit in FY 2019.

Potential for Updated Sales Tax
Revenue—$TBD One-Time and On-
going

The Proposed Budget assumes that actual
taxable sales will increase by 3% in the
fourth quarter of FY 2017, and 2.5%
throughout FY 2018. In the event fourth
quarter receipts come in above projections,
the FY 2017 excess equity available to be
used in FY 2018 as a one-time revenue
source would be increased, and the base on
which FY 2018’s ongoing sales tax projec-
tions are built would be increased as well.
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Further, an increase in the FY 2018 growth
rate to 3.0%, if merited, would increase
projected sales tax revenues by $1.3 mil-
lion. We will be receiving a fourth quarter
update from the City’s sales tax consultant
on May 2, 2017 which will provide addi-
tional information for potential considera-
tion of a sales tax revenue increase for FY
2018. We will update the Council on this
matter when we have completed our re-
view.

Excess Equity—$2.7 M One-Time
Excess equity is currently projected at
$11.0 million. The Mayor has proposed to
utilize $8.3 million in the Proposed Budg-
et, which could leave $2.7 million of one-
time funding available for other purposes
as determined by Council. This figure
could increase or decrease before year-end
and will be updated in the May Revise.

Capital Outlay Fund—$1.2 M One-
Time

The Mayor utilized $4.0 million of the
Capital Outlay Fund to fund a portion of FY
2018 DC2 debt service payments. $1.2 mil-
lion remains in the fund which can be uti-
lized for capital projects or additional debt
service payments. If used for debt service,
this action would free up $1.2 million in
General Funds for other one-time purpos-
es.

Charger’s Lease Termination Pay-
ment—$4.3 M One-Time

$4.3 million from the termination pay-
ment remains after utilizing $8.3 million
in the budget for the TOT Special Election
costs and the FY 2018 debt service pay-
ment for Qualcomm. While the Mayor pro-
poses reserving this for the FY 2019 debt
service payment, this one-time $4.3 mil-
lion could alternatively be considered by
Council for the other one-time priorities.

New State Gas Tax Revenue for
Streets—$TBD Ongoing

Early projections indicate the City could
receive a total of $319 million for street
construction and repair over a 10-year pe-
riod. Council will have input in identifying
street funding priorities. This level of new
State funding for streets could allow for
future capital resources such as lease rev-
enue bonds/commercial paper to be fo-
cused on other critical needs such as side-
walks, parks and fire stations.

Commercial Paper Issuance for
Capital Projects—Up to $60 M Is-
suance Planned for FY 2018

The Proposed Budget includes $500,000 to
cover start-up costs and interest expense
for a General Fund Commercial Paper Bor-
rowing Program expected to be presented
to the Council in the fall. Interest expense
of $200,000 has been budgeted to support
up to $60 million commercial paper bor-
rowing issuance in the second half of FY
2018. The Mayor and Council will work to
identify the priority capital projects to be
funded with the proceeds of commercial
paper borrowing. New funding sources for
streets-particularly State Gas Tax reve-
nues and new TOT funding if approved by
the voters in November- could allow for
other critical capital needs to be the focus
of this debt issuance.

Defund New General Fund Posi-
tions included in FY 2018 Pro-
posed Budget—$5-6 M Ongoing
The costs related to the addition of 60.06
new FTE positions in FY 2018 are estimat-
ed at roughly $5-6 million for FY 2018.
This action would eliminate new positions
for a number of important services and
programs including but not limited to the
Bayside Fire Station which opens in FY
2018, the SMART (misdemeanant at-risk)
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program in the City Attorney’s Office,
Earned Sick Leave and Minimum Wage Or-
dinance support, San Pasqual Valley Fast
Response Squad, additional Fire dispatch-
ers, park operations and maintenance staff
for new facilities coming on line in FY
2018, and additional civilian positions in
Police.

Alternative Budget Reductions—
TBD

We have reviewed the 3.5% reductions
submitted by departments that were not
take to balance the budget proposal. While
the Chief Operating Officer requested that
reduction submissions steer away to the
extent possible, from those that impact
core services, several departments sub-
mitted core service cuts in order to achieve
the 3.5% requirement. In the list of the
3.5% reductions that we reviewed, we
found no other viable, non-core reductions
that we recommend considering. Alterna-
tively, Council could identify other areas of
the budget during the hearings for poten-
tial reduction, and request the Mayor or
our office to research their feasibility and/
or potential impacts prior to final budget
decisions.

Examples of proposed reductions to core
services that were submitted by depart-
ments but not taken include:

o Eliminate Sunday operating hours at 11
libraries—$1.6 M

e Reduce weekly recreation center hours
from 60 to 45 hours at 17 sites—
$338,000

o Eliminate 12 Firefighter positions at

Skyline Temporary Fire Station—S$1.9
M

e Eliminate 62 Police Officer II posi-
tions—S$6.4 M

o Eliminate 8 Police Sergeants—$1.8 M

e Reduce technical service funding for
community plan updates— $306,000

e Reduce General Fund support for street
maintenance —$450,000

e Reduce brush management—$155,000

STATUS OF PERFORMANCE

MEASURES

The FY 2018 Proposed Budget includes up-
dated data for key performance indicators
(KPIs) that were included in the FY 2017
Adopted Budget.! KPIs were updated by
City departments in FY 2017 in order to
better align department measures with the
City’s strategic plan which had been intro-
duced in FY 2015. In our Office’s review of
the FY 2017 Proposed Budget we noted that
a number of departments had removed
KPIs, in some cases replacing them with
measures that had no related data as they
were a completely new measure for the
department. Performance & Analytics De-
partment (P&A) staff worked with Mayoral
departments to provide some additional
data (where possible) for the new
measures, and also added back 14 KPIs
from FY 2016 that Councilmembers and
our Office had considered to be useful
measures to review. All of these KPIs have
been included in the FY 2018 Proposed
Budget. P&A also includes a selection of

1. Performance & Analytics Department staff indicated that some department-requested changes to FY 2017 per-
formance measures are included in the FY 2018 Proposed Budget, including the removal of about 15 KPIs included

in FY 2017.
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KPIs on a public performance dashboard
and are increasing the number of KPIs
published each year, as noted in a P&A
KPI. In FY 2017 the Department set a tar-
get of 19% of KPIs published on the dash-
board and increased that target to 40% for
FY 2018. P&A is estimating they will ex-
ceed their FY 2017 target and that 20% of
KPIs will be on the dashboard in FY 2017.

In our review of the Mayor’s FY 2018 Pro-
posed Budget we have highlighted some
department KPIs that we think may be of
particular interest to the City Council or to
the public, and we include discussions in
changes to KPI metrics where appropriate.
Departments will be including a selection
of their KPIs to the Budget Review Com-
mittee as part of their proposed budget
presentations that begin May 3. Coun-
cilmembers are encouraged to ask ques-
tions about, or comment on, any depart-
ment performance measures at that time,
whether or not the measures are included
in the Proposed Budget. Council can also
request that new measures be added.

OTHER ISSUES RELEVANT TO
FY 2018

Police Officer Recruitment and
Retention

For the past several years, the Police De-
partment has faced significant and persis-
tent challenges related to sworn police
officer recruitment and retention, which
are expected to continue in FY 2018 and
beyond. As of April 24, 2017, the Police
Department had 1,832 filled sworn posi-
tions out of 2,039 budgeted positions. As
shown in the table below, despite the ad-
dition of significant resources to increase
compensation and expand police acade-
mies, the Department’s staffing levels
have not improved over the past five years.

The current staffing level of 1,832 police
officers is unchanged from FY 2013, while
the gap between budgeted and filled posi-
tions has increased over the same period
from 137.5 to 207 vacant positions.

Police Sworn Positions — Budget vs. Actual

Fiscal Year Bud.g.e — Actu-al. a1z Variance
Positions | Positions*

FY 2017 2,039.00 1,832.00 [ (207.00)

FY 2016 2,036.00 1,850.00 | (186.00)

FY 2015 2,013.00 1,832.00 [ (181.00)

FY 2014 1,977.67 1,837.00 | (140.67)

FY 2013 1,969.50 1,832.00 [ (137.50)

*Actual figures are as of July 1of each fiscal year except for FY 2017, for
which current figures as of April 24,2017, are shown.

In the City Council’s budget priority mem-
oranda for FY 2018, the item that received
the greatest number of mentions was sup-
port for police officer recruitment and re-
tention. While the FY 2018 Proposed Budg-
et fully funds expanded academies and
previously negotiated compensation in-
creases, it does not increase funding for
recruitment or marketing. The Depart-
ment’s current recruitment budget of
$50,000 remains unchanged in FY 2018.
Additionally, the FY 2018 Proposed Budget
removes $4.0 million in one-time expend-
itures added in FY 2017 to increase police
officer non-pensionable compensation.

Police recruitment and retention will be
one of the most significant challenges to
the City in FY 2018. The Human Resources
Department has issued a request for pro-
posals for an updated compensation study
for police officers, which is funded in the
FY 2018 Proposed Budget. The results of
the study will inform negotiations related
to the POA’s labor agreement reopener,
which is expected in FY 2019. In the
meantime, other new resources or ap-
proaches may be required to preserve po-
lice officer staffing levels in the coming
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fiscal year.

Plans to Finance the Backlog of
General Fund Capital Projects
Needs

The Five-Year Financial Outlook issued in
November 2016 presented a plan to issue
three $90 million deferred capital bonds at
18-month intervals. The bonds were pro-
jected to be issued in FY 2018, FY 2020,
and FY 2021, for a cumulative total of $270
million. The timing for the issuance of
these bonds has been pushed back more
than once as staff has endeavored to spend
down proceeds from previous bond issues
and also use other sources of cash availa-
ble for General Fund capital project needs.
Staff informs the IBA

borrowing program to finance long-term
capital assets, the commercial paper will
eventually need to be refinanced, or re-
placed, with long-term bonds.

The CFO plans to bring a General Fund
Commercial Paper Borrowing Program to
the Council for review and approval in the
fall. If Council approves the Program, new
borrowing for General Fund capital pro-
jects could begin in January 2018 or soon-
er. As commercial paper notes are issued
and rolled over for very short terms
(almost always less than 270 days and of-
ten much shorter depending on market
conditions), notes will be issued and inter-
est could become due in FY 2018. The FY
2018 Proposed Budget

that the City currently
has approximately $85
million of available
cash/bond proceeds to
spend before it will re-

“The CFO plans to bring a General
Fund Commercial Paper Borrowing
Program to the Council for review and
approval in the fall.”

includes $500,000
which is comprised of
$300,000 for Commer-
cial Paper Borrowing
Program start-up costs

quire additional bor-

rowed funds.

The Five-Year Capital Outlook issued in
January 2017 reiterated the plan to issue
$270 million of long-term bonds for Gen-
eral Fund capital projects over the five-
year period from FY 2018 through FY 2022;
however, it also mentioned the CFO's in-
tention to develop a commercial paper
borrowing program for the General Fund
noting that the timing for issuing long-
term bonds would be revaluated every fis-
cal year during the budget development
process and may be further adjusted.
Commercial paper is a short-term financ-
ing method that would allow the City to
borrow the amount of funds needed for
projects at any given time as opposed to
borrowing a larger amount than immedi-
ately needed using long-term bonds. Un-
less the City opts to pursue a variable rate

and approximately
$200,000 for interest payments on up to
$60 million commercial paper notes that
could be issued in FY 2018.

Street Improvements Funding

In recent bond issuances the Mayor has
proposed and the Council has approved
using a significant amount of the funding
to finance street improvements in order to
maintain an OCI of 70. Most of the FY 2018
Infrastructure Fund ($15.3 million of the
$18.1 million) has also been allocated to
street repairs in the Mayor’s Proposed
Budget. As noted earlier in this report,
street repairs will now also unexpectedly
be the beneficiary of new State Gas Tax
revenue ($319 million over 10 years). Ad-
ditionally, if voters were to approve the
TOT tax increase proposal that is currently
being contemplated for the fall, additional
ongoing revenue would also be dedicated
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for street repairs (projected to be more
than $150 million over the first 10 years).
Given the potential magnitude of new
funds dedicated to street repairs, the IBA
recommends the Council consider using
future commercial paper/bond financing
to address other critical unfunded capital
projects such as sidewalks, parks and fire
stations.

Storm Water Permit Require-
ments and Funding Challenges

The City continues to face significant costs
for storm water permit compliance re-
quirements. Projected expenditures neces-

necessary for storm water permit compli-
ance are high, and the City is not currently
trending towards compliance with permit
deadlines that begin hitting in FY 2020
and FY 2021. As penalties for not fulfilling
storm water permit requirements are
high—up to $10,000 per day per viola-
tion—addressing the storm water funding
gap will become increasingly important in
the near future.

Next Steps in the Process

The Office of the IBA appreciates the time-
ly responses from City departments and
agencies to our

sary to comply with

permit require-

questions over the
past two weeks. We

ments through FY
2040 total $3.1 bil-
lion. Storm Water
capital needs in FY
2018 alone total
$85.6 million; capi-

“Given the potential magnitude of new funds
dedicated to street repairs, the IBA recom-
mends the Council consider using future com-
mercial paper/bond financing to address other
critical unfunded capital projects such as side-
walks, parks and fire stations.”

look forward to
working with the
City Council, the
Mayor, CFO, Finan-
cial Management,

tal costs through FY

City departments,

and our residents to

2022 total $438.8
million. The City lacks a dedicated source
of revenue sufficient to meet these ex-
penditure needs. While the City is moving
forward with its commercial paper pro-
gram, and continues to have access to
lease revenue bonds to support capital
needs, these revenue sources are not
enough to fill the storm water funding
gap, and payments on commercial paper
and lease-revenue debt are ultimately
borne by the City’s General Fund.

Transportation & Storm Water staff have
led commendable and successful efforts to
reduce compliance costs—initial compli-
ance costs through FY 2040 were estimat-
ed at $3.9 billion, but modification to per-
mit requirements have reduced that
amount to $3.1 billion today—but even
with these reductions, the expenditures

ensure that the City’s budget is structural-
ly balanced, is responsible and responsive
to our diverse communities, and maintains
the City’s excellent and efficient services
and programs. Throughout the City Coun-
cil budget process we are available to sup-
port the City Council, Council staff, and
members of the public including answer-
ing questions, discussing our report find-
ings, researching issues and attending
hearings or other meetings in the commu-
nity.

May 3-4, 8-9 (with May 5 and 10 available
for additional budget hearings if the Com-
mittee requires additional time for re-
view): Budget Review Committee hears
“IBA Review of the FY 2018 Proposed
Budget” and holds public hearings on City
departments, functions, and agency budg-
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et proposals

May 15: City Council holds evening hearing
to receive further input from the public

May 18: Budget Review Committee reviews
the Mayor’s May Revise and Year-End
Budget Monitoring Report for considera-
tion in final budget decisions

May 22: City Councilmembers issue final
budget modification priority memoranda,
including recommendations for potential
budget revisions, to the Office of the IBA

June 1: Office of the IBA issues final report
on recommended revisions to the Mayor’s
FY 2018 Proposed Budget including the
May Revise, based on input from City
Council memoranda and feedback, public
comment, and independent analysis

June 5: City Council makes final FY 2018
budget decisions and takes action on any
FY 2018 budget revisions

June 26: City Council introduces and
adopts the FY 2018 Appropriation Ordi-
nance

Office of the Independent Budget Analyst
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GENERAL FUND DEPARTMENT BUDGET REDUCTIONS
INCLUDED IN THE FY 2018 PROPOSED BUDGET

FY 2017 FTE Total Reduction | Reduction as a %

Department Expenditure Budget |Reduced (S) of FY 2017 Budget
City Attorney 49,829,116 6.37 930,708 1.9%
City Auditor 3,882,383 - 110,191 2.8%
City Clerk 5,674,036 - 20,000 0.4%)
City Comptroller 11,451,570 3.00 302,693 2.6%
City Treasurer’ 16,252,880 1.00 155,728 1.0%)]
Citywide Program Expenditures 109,701,751 - 1,150,000 1.0%
Communications 3,872,945 2.50 168,277 4.3%
Debt Management 3,163,539 - 12,717 0.4%
Department of Information Technology 500,000 - 17,500 3.5%
Development Services 7,486,410 3.00 491,718 6.6%
Economic Development 15,007,531 - 525,264 3.5%
Environmental Services 39,878,568 - 1,407,434 3.5%
Financial Management 4,344,165 1.00 152,468 3.5%
Fire-Rescue 236,780,295 - 3,780,331 1.6%
Human Resources 3,884,667 1.00 137,546 3.5%
Infrastructure/Public Works 993,599 - 2,350 0.2%
Internal Operations 418,119 - 34,776 8.3%
Library 51,659,669 20.26 1,449,382 2.8%)
Office of Homeland Security 2,601,122 1.00 188,020 7.0%
Office of the Assistant Chief Operating Officer 1,945,935 - 68,108 3.5%
Office of the Chief Financial Officer 587,064 - 20,547 3.5%
Office of the Chief Operating Officer 1,089,482 - 16,000 1.5%
Office of the Mayor 4,471,120 1.00 187,221 4,.2%
Park & Recreation 108,316,555 7.00 1,487,450 1.4%
Performance & Analytics 2,934,639 - 130,000 4,.L.%
Personnel 8,355,058 1.00 70,943 0.8%
Planning 10,533,102 1.00 54,962 0.5%
Police 438,789,263 - 3,530,000 0.8%
Public Utilities 2,577,246 - 90,204 3.5%
Public Works-Contracts 2,302,721 - 80,595 3.5%)
Public Works-General Services 24,137,017 5.00 845,997 3.5%
Purchasing & Contracting 6,573,616 3.00 230,473 3.5%
Real Estate Assets 8,034,505 2.00 297,119 3.7%
Transportation & Storm Water 131,430,013 - 4,150,051 3.2%
Total Reductions 59.13 | $ 22,296,773

'The City Treasurer Department met the 3.5% reduction goal by proposing reductions from its non-revenue generating programs,
as per the COO's direction. This table reflects the reduction as a percent of the Department's entire budget, including revenue-

generating programs.
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GENERAL FUND SIGNIFICANT BUDGET ADDITIONS
IN THE FY 2018 PROPOSED BUDGET

Department Addition Description FTE | Total Expense
City Attorney SMART Program Manager 1.00 139,126
City Comptroller Addition and Reclassification of Accountants 1.75 180,730
Earned Sick Leave and Minimum Wage
Ordinance 4.00 148,285
City Treasurer Cannabis Business Tax Collection - 250,000
Short-Term Rental Compliance Audit Support 5.00 461,777
Support for a Special Election - 2,326,417
Commercial Paper Debt Service - 500,000
Citywide Program Expenditures Animal Services Contract - 999,968
Public Liability Expenditures - 4,627,665
Transfer to the Infrastructure Fund - 18,052,066
Formation of the Otay Mesa Enhanced
Debt Management Infrastructure District - 145,000
Development Services Nuisance Abatement Fund Support - 250,000
. CDBG Reinvestment Initiative 6.00 583,146
Economic Development
Successor Agency Support 1.00 137,669
Fire-Rescue Overtime - 2,676,305
SPSP-H and Medicare Contributions - 1,215,707
Self-Contained Breathing Apparatus - 1,067,500
Fire-Rescue Bayside Fire Station 7.00 864,694
San Pasqual Valley Fast Response Squad 6.00 789,382
Emergency Command and Data Center Staffing 5.00 367,199
Portable Radio Replacement - 242,000
Sexual Harassment Prevention Training - 40,000
Human Resources - -
Centralization of human resources functions 3.00 376,214
Central Library Security Services = 377,746
Library Library Printing Services - 202,000
Central Library Parking Contract - 113,096
Support for New Facilities and Park
Maintenance 5.31 655,826
Park & Recreation Vernal Pool Habitat Conservation P}an Support 1.00 123,206
Lease Payment for Carmel Mountain Ranch FIT
Athletic Pool - 90,000
Brush Management Contract Increase - 39,412
Regulatory Reform and Process Improvement
Initiatives 2.00 256,571
Evaluating Transit Priority Area Parking
Planning Standards = 250,000
Workforce Housing Density Bonus Program - 250,000
Parks Master Plan - 400,000
Zero-Based Overtime Budget - 2,223,946
Police Position Additions 9.00 899,923
Property Room Move - 150,000
Public Works-General Services Horton Plaza Park Security - 150,000
IAM Training and Supplies - 27,617
Purchasing & Contracting Administrative Appeal Hearing Program 1.00 136,518
Office Improvements and Relocation, 101 Ash
Real Estate Assets Street - 2,100,000
De Anza Mobile Home Park - 600,000
Low Flow Diversion Program Transfer - 2,021,184
. Regional Water Quality Control Board Penalty
Transportation & Storm Water and Supplemental Environmental Projects - 64,0,000
Trench Cut/Excavation Fee Transfer - 500,000
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Expenditure Overview
Mayor’s FY 2018 Proposed Adjustments

General Fund expenditures are increasing by $70.9 million—from the $1.34 billion FY 2017
Adopted Budget to the $1.41 billion FY 2018 Proposed Budget. Personnel expenditures (PE)
are increasing by $73.2 million and non-personnel expenditures (NPE) are decreasing by
$2.3 million. Major changes in personnel expenditures (PE) are presented on the next page.
Additional details are discussed in the Department Review sections of this report.

SUMMARY OF GENERAL FUND EXPENDITURE CHANGES

Total
Description (dollars in millions) FTE PE NPE Changes
FY 2017 Adopted Budget 7,530.69 | § 9115 | § 426.5 | $ 1,338.0
Highlights of Budget Changes
PE Changes (See Next Page for Listing) (10.25) 73.2 - 73.2
Transfer to Infrastructure Fund - Proposition H - - 18.1 18.1
Corporate Master Lease Rent - - 9.1 9.1
Public Liability Operating Expenses - Claims and Insurance - - 4.3 4.3
Help Desk and Voice and Data Networks Costs - - 3.5 3.5
Citywide Elections Increase - - 2.3 2.3
Real Estate Assets - 101 Ash Street Office Relocation Expenses - - 2.1 2.1
Transportation & Storm Water - Low Flow Diversion Payment to Public Utilities - - 2.0 2.0
Fire-Rescue - Self-Contained Breathing Apparatus Equipment - - 11 11
Animal Services Contract - County of San Diego - - 1.0 1.0
Planning Department - Citywide Parks Master Plan; Transit Priority Area Parking
Study and EIR; Workforce Housing Density Bonus Program - - 0.9 0.9
Real Estate Assets - Property Management Services at Former De Anza Mobile
Home Park - - 0.6 0.6
Deferred Capital Debt Service - Commercial Paper - - 0.5 0.5
Public Liability Reserve Transfer Increase - - 0.3 0.3
Economic Development - Reduction of Civic San Diego and Small Business
Enhancement Program Budgets - - (0.3) (0.3)
Fire-Rescue - Reduction of Lifeqguard Vessel Replacement Plan Expenditures - - (0.4) (0.4)
Library Program Reduction - - (0.5) (0.5)
Landscaping Services Reduction - Various Departments - - (0.5) (0.5)
General Fund Reserve Transfer Decrease - - (0.6) (0.6)
Environmental Svcs - Continuation of City's Refuse Disposal Tipping Fee Discount - - (0.6) (0.6)
Fire-Rescue Reduction of 1 Fire Academy and Academy Recruit Level (NPE Only) - - (0.6) (0.6)
Environmental Services - Reduce Transfer to Refuse Disposal Fund for Illegal
Dumping Abatement Services - - (0.8) (0.8)
Transportation & Storm Water - Reduction of Tree Trimming Expenditures - - (0.9) (0.9)
Transportation & Storm Water - Reduction of Storm Water Consulting Services - - (2.3) (2.3)
Transfer of Budget to Successor Agency/Civic SD Fund - - (3.3) (3.3)
Decrease to Energy & Utilities (e.g. Fuel, Electric Services, Water) - - (3.9) (3.9)
Reallocation of Deferred Capital Debt Service Budgeted to the Capital Outlay Fund - - (4.0) (4.0)
FY 2017 One-Time Removals Not Included Elsewhere - - (24.9) (24.9)
Other Adjustments - - (4.6) (4.6)
FY 2018 Proposed Budget 7,520.44 | $ 984.6 | $ 424.2 | $1,408.8
Difference from 2017 to 2018 (1025)| S 732 |S (23)[S 709
Office of the Independent Budget Analyst
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Personnel Expenditures (PE)

Major changes in General Fund PE is shown in the following table. The $73.2 million in-
crease is largely due to $45.2 million for the Actuarially Determined Contribution (ADC)
pension payment, $16.6 million for flexible benefits increases, $4.9 million in safety over-

SUMMARY OF GENERAL FUND PERSONNEL EXPENDITURE (PE) CHANGES

Salaries & | Fringe | Total PE

Description (dollars in millions) FTE Wages | Benefits | Changes
FY 2017 Adopted Budget 7,530.69 | § 5345 |8 376.9 |S 9115
FTE Changes

City Attorney - 1.00 FTE Program Manager for the SMART Program 1.00 0.1 0.0 0.1

City Comptroller - 0.25 FTE Principal Accountant; 1.00 FTE Accountant 3; and
0.50 FTE Accountant 4 1.75 0.1 0.0 0.2

City Treasurer - 4.00 FTE for Earned Sick Leave and Minimum Wage Ordinance
and 5.00 FTE for Revenue Audits 9.00 0.7 0.3 0.9

Economic Development - 6.00 FTE for Reinvestment Initiative; 1.00 FTE for
Successor Agency 7.00 0.5 0.2 0.7

Fire-Rescue - 7.00 FTE for Bayside Fire Station; 6.00 FTE for San Pasqual Fast
Response Squad; 5.00 FTE for fire dispatchers; and 1.00 Transfer of Analyst from

Fire/EMS Transport Fund 19.00 1.2 0.7 1.9
Human Resources - 3.00 Transfers from Public Utilities for Human Resources

Functions Consolidation 3.00 0.2 0.2 0.4
Office of the Chief Operating Officer - 1.00 FTE Transfer from Qualcomm

Stadium Operating Fund 1.00 0.1 0.1 0.2
Park & Recreation - 5.31 FTE for Parks and 1.00 FTE for Vernal Pool Habitat

Conservation Plan 6.31 0.2 0.2 0.4
Planning Department - 2.00 FTE for the Environment and Policy Analysis

Division 2.00 0.2 0.1 0.3
Police - 2.00 FTE Print Examiner Aides; 1.00 FTE for Property Room and Com-

munications Support; 5.00 Civilians and 1.00 Sworn for Operations Support 9.00 0.5 0.4 0.9
Purchasing & Contracting - 1.00 FTE for City's Administrative Appeals Hearing

Program Support 1.00 0.1 0.0 0.1
Departmental Reductions to Standard Hour (Non-Hourly) FTEs (39.80) (2.2) (1.4) (3.6)
Adjustment for Zero-Based Hourly FTE Review (10.25) (0.2) (0.0) (0.2)
Library Reductions to Hourly FTEs (20.26) (0.6) (0.1) (0.7)
Subtotal - FTE Changes (10.25) 1.0 0.7 1.7
Other Changes

Adjustment to Remove Fringe Included in FTE Changes Above - - (0.7) (0.7)
Fire-Rescue Vacancy Savings Decrease (An Increase to Salaries Expenditures) - 3.9 - 3.9
Fire-Rescue Overtime Increase - 2.7 - 2.7
Police Overtime Increase - 2.2 - 2.2
Actuarially Determined Contribution (ADC) Pension Payment Increase - - 45.2 45.2
Flexible Benefits Increase - Includes Effects of Agreements With the City's

Employee Organizations - - 16.6 16.6
Supplemental Pension Savings Plan Increase - - 1.9 1.9
Retiree Health/Other Post-Employment Benefits (OPEB) Increase - - 0.9 0.9
Workers' Compensation Decrease - - (2.4) (2.4)
Long-Term Disability Decrease - - (1.4) (1.4)
Other Adjustments - 2.1 0.4 2.5
FY 2018 Proposed Budget 7,520.44 | $ 546.4 | S 438.2 | $ 984.6
Difference from 2017 to 2018 (1025)|$ m9|S 6138 732

Office of the Independent Budget Analyst
April 2017

22




General Fund Overview: Expenditure

Overtime Comparison: Prior Years' Actuals,
FY 2017 Projection and FY 2018 Proposed Budget

Decrease

FY 2015 FY 2016 FY 2017 FY 2018 | from FY17
Department (dollars in millions) Actual Actual |Projection | Proposed | toFY18
Fire-Rescue S 315 | $ 3.8 (S 336 (S 32818 (0.8)
Police 23.1 25.0 26.0 23.2 (2.8)
Transportation & Storm Water 2.0 3.1 2.6 11 (1.6)
Other Departments 1.8 2.2 2.3 1.3 (1.0)
Total S$ 585|8 621|S 645|S 584 (S (6.1)

Note: Table may not total due to rounding.

time, and $3.9 million in increased Fire-
Rescue Department salaries from the re-
moval of $3.9 million in vacancy savings.

There are 60.06 standard hour (non-
hourly) FTEs added to the budget which
are listed in the table on the previous page.
Additionally, 39.80 standard hour and
30.51 hourly FTEs are reduced in the budg-
et, yielding a net 10.25 FTE reduction. A
list of the reductions (as well as additions)
is included in Attachment A to Volume 1 of
the FY 2018 Proposed Budget.

Salaries and Wages

Salaries and wages are increasing by a net
$11.9 million from the FY 2017 Adopted
Budget. Some of the more significant in-
creases include:

e S$4.1 million increase for 60.06 addi-
tional standard hour (non-hourly)
FTEs in various departments (These
increases are partially offset by the re-
moval of 39.80 standard hour FTEs and
$2.2 million.)

¢ $3.9 million increase in Fire-Rescue

salaries as stated above

e $2.7 million increase in Fire-Rescue
overtime

e $2.2 million increase in Police Depart-
ment overtime

e $852,000 decrease for hourly FTEs,
including $644,000 for 20.26 FTEs in
the Library Department

Overtime and Vacancy Savings

Overtime increases of $4.9 million for Fire
-Rescue and Police constitute 41% of the
net salaries and wages increases. However,
we have some concern as to whether the
FY 2018 Proposed Budget overtime levels
are adequate when comparing to prior
years’ actuals and the most recent FY 2017
projection—shown in the table above.

For Police, an historically offsetting
spending category has been vacancy sav-
ings. The FY 2017 Mid-Year projection
shows vacancy savings for Police is $2.7
million higher than budgeted. It is possible
that there will be excess vacancy savings

1The condition where excess vacancy savings covers over-budget amounts in other salaries and wages (or vice
versa) can be a natural occurrence in a dynamic organization. For example, in a constant staffing model such as
for fire suppression, overtime may be needed when the existing staffing levels are insufficient to meet required
staffing levels. With increases in vacancies there may be times when more overtime is needed than was originally
expected.

Office of the Independent Budget Analyst
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in FY 2018 that will offset potential excess
overtime.!

There are also other departments that
have excess vacancy savings in the FY 2017
Mid-Year projections. However, the scope
of excess vacancy savings is less than in
FY 2016 and FY 2015. In both years, actual
vacancy savings was double what was
budgeted. As a mitigation in FY 2017,
budgeted vacancy savings was increased
by about $9 million.

For the FY 2018 Proposed Budget, vacancy
savings has been decreased by a net $3.7
million, largely due to the Fire-Rescue ad-
justment mentioned earlier. As the City’s
budget continues to be refined over the
years, budgets for the various salaries and
wages categories, including overtime and
vacancy savings, have become more in line
with actual activity.

There may still be some room for adjust-
ment to vacancy savings and the other
salaries and wages categories; and the FY
2018 increases in overtime for Police and
Fire-Rescue help to refine the budget even
more. We will continue to monitor salaries
and wages spending as FY 2017 draws to a
close, and in FY 2018 as well.

Vacation Pay-in-Lieu

Vacation pay-in-lieu is an area we have
discussed in prior reports. Over the past
five completed fiscal years (FY 2012
through FY 2016), vacation pay-in-lieu
expenditures have averaged approximately
$7.3 million and been over-budget. For FY
2016, vacation pay-in-lieu expenditures
totaled $8.0 million, $2.8 million over-
budget.

In FY 2017 the budget increased by $2.1
million for vacation pay-in-lieu with re-
spect to the most recent labor agreement

with the Fire Fighter’s employee organiza-
tion (International Association of Fire
Fighters, Local 145). However, there was
no adjustment with respect to the histori-
cal overages discussed above. The Mid-
Year projection shows vacation pay-in-
lieu again being over-budget (by $2.3 mil-
lion).

Although vacation pay-in-lieu is a difficult
expenditure type to budget and forecast,
we recommend that Financial Manage-
ment examine potential methodologies for
estimating it, so that a more accurate
budget for those expenditures can be es-
tablished.

Compensation Increases: Agreements With

Employee Organizations
The following table shows estimated im-

pacts based on the most recent multi-year
agreements with the City’s employee or-
ganizations, which totals about $15.9 mil-
lion for FY 2018. Increases to employee
compensation due to the labor agreements
include those to flexible benefits; overtime
for Firefighters; and special pays (for Po-
lice Dispatchers in FY 2018). Salaries are
increased in FY 2019 and again in FY 2020.

Multi-Year Agreements with the City's
Employee Organizations
(dollars in millions)

Compensation

Increase/(Decrease) | FY 2018 | FY 2019 | FY 2020
Salaries S - S 16.0 | S 314
Special Pays 0.7 2.3 2.3
Overtime - Firefighters 1.6 1.6 1.6
Flexible Benefits 13.7 12.1 10.1
Uniform Allowance (0.1) (0.2) (0.3)
TOTAL $ 159 | $ 31.8 | $ 45.0

Note: Table may not total due to rounding.

Some additional compensation increases
related to the labor agreements are not
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included in the table on the previous page:

e $2.7 million for Fire-Rescue overtime
for behavioral changes in the use of
annual leave (causing backfilling of
absent Firefighters at the overtime
rate)

e $818,000 for increased overtime costs
related to the Fair Labor Standards Act
(FLSA) requirement that cashed-out
flexible benefits credits be included in
the calculation of overtime

Fringe Benefits
Fringe Benefits are increasing by $61.3
million. The largest increases include:

e $45.2 million for the Actuarially Deter-
mined Contribution (ADC) pension
payment

e $16.6 million for flexible benefits in-
creases (This includes the effects of
agreements with the City’s employee
organizations.)

e $1.9 million for Supplemental Pension
Savings Plan (SPSP) increases—
primarily due to increasing numbers of
employees entering the SPSP-H inter-
im defined contribution plan (for em-
ployees hired after implementation of
Proposition B), with $987,000 related
to SPSP-H contributions for post-
Proposition B Firefighters’ overtime

These increases are partially offset with
the following decreases:

e S$2.4 million in decreased Workers’
Compensation (WC) budget—increased
WC costs are offset with a $4.0 million
reduction that will be covered by WC
fund balance (yielding the net reduc-
tion of $2.4 million )

e $1.4 million in decreased Long-Term

Disability (LTD) budget, as the cost
will be covered by fund balance

The City’s budgeting system provides a
relatively precise allocation of the ADC,
and other fringe benefits, among employ-
ees and their respective departments. For
example, the ADC budget distribution is
based on actual filled positions and is cal-
culated based on percentages of salaries,
from information contained in the pension
system’s actuarial valuation.

Non-Personnel Expenditures (NPE)
NPE changes are highlighted on the table
on the first page of this section. For addi-
tional discussion, see the Department Re-
views Sections of this report, as well as
Volume 1 of the FY 2018 Proposed Budget.
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Revenue Overview

The FY 2018 Proposed Budget for the Gen-
eral Fund includes approximately $1.40
billion in revenues, an increase of $70.6
million or 5.3% over the FY 2017 Adopted
Budget. The four major General Fund rev-
enues: property tax, sales tax, transient
occupancy tax (TOT), and franchise fees,
total $1.00 billion or 71.7% of all General
Fund revenues. In FY 2018, major General
Fund revenues increased $33.6 million or
3.5% over FY 2017.

This section provides a brief overview of
the economic outlook included in the Pro-
posed Budget, a discussion of each of the
City’s four major General Fund revenues,
and the possible fiscal impact of Measure
N, passed by voters on November 8, 2016,
which established a Cannabis Business Tax
on non-medical cannabis businesses in
the City of San Diego.

Economic Outlook

The FY 2018 Proposed Budget includes
major General Fund revenue projections
based on a positive, albeit slowing, eco-
nomic forecast that encompasses a num-
ber of factors including: an increase in the
county’s median home price, low unem-
ployment levels, high levels of consumer

confidence, and ongoing increases in the
Index of Leading Economic Indicators for
San Diego County as of March 2017. Risks
to San Diego’s economy could include un-
certainty associated with expected in-
creases in interest rates, potential federal
policies, and the sustainability of the cur-
rent period of economic expansion. Major
General Fund revenue growth in the FY
2018 Proposed Budget is similar to the
budget projections included in the FY 2018
-2022 Five-Year Financial Outlook
(Outlook), with the exception of franchise
fee revenues.

Overall, our Office believes that the major
General Fund revenue projections included
in the FY 2018 Proposed Budget are appro-
priate based on FY 2017 year-end revenue
projections and the current economic
forecast, with the possible exception of
sales tax. A more detailed discussion of
each of the City’s four major General Fund
revenues follows in the sections below.

Property Tax

Increases in property tax revenue reflect
increases in the assessed value of real
property. As property values continue to

SUMMARY OF GENERAL FUND REVENUES (S in millions)

FY 2017
MID-YEAR CHANGE, CHANGE,
FY 2017 PROJECTED FY 2018 ADOPTED/ PROJECTED/
ADOPTED YEAR-END PROPOSED PROPOSED PROPOSED
Major General Fund Revenues $970.7 $961.3 $1004.2 $33.6 $42.9
Property Tax 502.0 503.3 530.5 28.5 27.2
Sales Tax 272.8 2715 276.9 41 5.4
Transient Occupancy Tax 113.3 112.5 121.0 7.7 8.5
Franchise Fees 82.6 741 75.8 (6.8) 1.7
Property Transfer Tax 9.6 9.8 10.1 0.5 0.3
Other General Fund Revenue 349.7 368.3 386.3 36.5 17.9
Total Revenue $1,330.0 $1,339.4 $1,400.6 $70.6 $61.1
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increase in San Diego, property tax reve-
nue increases as well; conversely, if the
number of properties sold slows so will the
associated growth in revenue.

In the FY 2018 Proposed Budget, property
tax is budgeted at approximately $530.5
million, a $28.5 million or 5.7% increase
over FY 2017. The FY 2018 Proposed Budg-
et notes that the property tax growth rate
for base property tax, as well as the reve-
nue received by the City in-lieu of the mo-
tor vehicle license fee, is 5% over the in-
creased year-end property tax revenue
projection reported in the FY 2017 Mid-
Year Budget Monitoring Report (Mid-Year
Report). Our Office believes these projec-
tions to be appropriate for FY 2018. We
note that the Outlook projected a 5%
property tax growth rate for FY 2018, with
gradually reducing rates of growth
through FY 2022.

Property Transfer Tax

Property transfer tax is revenue that the
City receives from the sale of real proper-
ty, reflecting both sale prices and the
number of properties sold. The FY 2018
Proposed Budget assumes positive growth
in property transfer tax revenue based on
the assumption of continued growth in
property value.

The FY 2018 Proposed Budget includes a
revenue projection of $10.1 million for
property transfer tax, an increase of
$498,000 or 5.2% over the FY 2017 Adopt-
ed Budget, and a $269,000 or 2.7% in-
crease over the year-end projection re-
ported in the Mid-Year Report.

Sales Tax

FY 2017 sales tax receipts are currently
projected at $274.1 million. The FY 2018
Proposed Budget for sales tax revenue is

$276.9 million. This represents an ap-
proximately $2.8 million or 1.0% increase
over currently projected year-end sales tax
receipts, and a $4.1 million or 1.5% in-
crease from the FY 2017 Adopted Budget.

Sales tax revenue is highly sensitive to
economic conditions, including job
growth, consumer spending, and business
investment. The overall economy in the
San Diego region has continued to grow,
and taxable sales have largely tracked that
overall economic growth. While growth in
taxable sales in FY 2016 slowed compared
to prior years, actual sales tax growth
through the first three quarters of FY 2017
has totaled 4.9%, and exceeded the FY
2017 Adopted Budget’s projected growth
rate of 3.5%. The Proposed Budget’s
growth rate of 2.5% is below the growth
experienced to date in FY 2017, but above
the growth rate of 1.1% that was last fore-
cast by MuniServices, the City’s sales tax
consultant. We believe the 2.5% growth
rate included in the Proposed Budget is
appropriately conservative, though adjust-
ments could be merited should actual re-
ceipts in FY 2017’s 4th quarter deviate
from current projections.

Potential Adjustments to FY 2018
Projected Receipts

In calculating FY 2018 sales tax revenue,
the Proposed Budget uses actual receipts
from the first three quarters of FY 2017
adjusted to remove any one-time anoma-
lies, as well as projected receipts for the
fourth quarter that assume 3% growth for
that quarter over FY 2016.

Actual growth to date in FY 2017 sales tax
receipts totals 4.9%. If the final quarter of
the FY 2017 base year on which the FY
2018 budget is built were to use this 4.9%
growth rate instead of the 3.0% growth
rate assumed in the year-end projections,
sales tax projected to be generated in FY
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2018 would increase by $1.2 million to
$278.1 million, and $1.1 million in addi-
tional FY 2017 sales tax revenue would be
added to excess equity at the end of FY
2017.

Also, as noted above, the Proposed Budget
assumes that actual taxable sales will in-
crease by 2.5% throughout FY 2018. If
sales tax receipts continue to come in
above projections, consideration could be
given to increasing the growth rate to 3%,
which would increase projected FY 2018
sales tax revenues by $1.3 million to
$278.2 million, assuming current projec-
tions for FY 2017.

The City’s sales tax consultant is sched-
uled to provide an update on actual fourth
quarter receipts on May 2, 2017. Given the
potential that those actual receipts could
have a significant impact on sales tax re-
ceipts in the Proposed Budget, our Office
will issue a memo to Council on May 2 to
be used during the Budget Review Com-
mittee’s budget hearings if actual fourth
quarter receipts deviate significantly from
their current projections.

Transient Occupancy Tax

TOT is revenue that is generated from a
10.5 cents per dollar levy on taxable rent,
where rent is charged for a stay of less
than one month. The General Fund is allo-
cated 5.5 cents of the 10.5 cent rate per the
San Diego Municipal Code. In FY 2018, the
City’s 10.5 cent allocation is projected to be
approximately $231.0 million, and the 5.5
cent General Fund portion is projected to
be $121.0 million, an increase of $7.7 mil-
lion or 6.8% over the FY 2017 Adopted
Budget. The projected FY 2018 TOT reve-
nue is also an increase of $8.5 million or
7.6% over the Mid-Year Report.

Since the Mid-Year Report was published,

Financial Management has revised the
year-end projection for TOT based on up-
dated receipts. The FY 2018 Proposed
Budget reflects a $12.5 million or 5.7% in-
crease over the revised TOT year-end pro-
jection of $218.6 million. This 5.7%
growth rate is what was projected for TOT
in the Outlook, and our Office believes this
projection to be appropriate for FY 2018.

Franchise Fees

The FY 2018 Proposed Budget projects
General Fund franchise fees to total $75.8
million. This is a decrease of $6.8 million
or 8.1% from the FY 2017 Adopted Budget.

FY 2017 Franchise Fees are currently pro-
jected to be $74.1 million at year-end, $8.5
million below the projections that were
included in the Adopted Budget. Franchise
fees in the FY 2018 Proposed Budget are
$1.7 million, or 2.4% above current FY
2017 year-end projections.

Franchise fee revenue is derived primarily
from three sources: 1) a 3% San Diego Gas
& Electric (SDG&E) surcharge on total
gross sales; 2) a 5% surcharge on cable
television provider subscriptions in the
City; and 3) charges to private refuse haul-
ers based on tonnage of refuse disposed.
Additional smaller franchise fee revenues
are received from other energy, railroad,
and towing franchises in the City.

SDG&E

The largest source in General Fund fran-
chise fee revenue is the surcharge on
SDG&E, which accounts for $44.5 million
or 60% of the General Fund franchise fees
included in the FY 2018 Proposed Budget.
This amount is 6.9% above current year-
end projections for SDG&E.

FY 2017 SDG&E franchise fee revenues
have experienced a significant decline, and
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are expected to come in 15.4% below pro-
jections from the FY 2017 Adopted Budget.
SDG&E revenues have historically been
difficult to accurately forecast, both due to
substantial volatility in the energy market
and because SDG&E, as a publicly traded
company, does not share its financial
forecasts for electricity and natural gas
rates or sale volumes with the City. Fran-
chise fee revenue received from SDG&E
has varied significantly from year-to-
year, with a 21.1% increase in franchise fee
revenue received from FY 2014 to 2015,
and the 12.3% decline expected from FY
2016 receipts to FY 2017. The Proposed
Budget used a 2% growth rate for the 2017
calendar year to make its projections.

Cable

The second largest portion of franchise fee
revenue is from cable television franchise
fees, which total $16.9 million, or 22.2% of
General Fund franchise fees in the Pro-
posed Budget. This amount assumes no
growth or decline in cable revenues from
the year-end projection for FY 2017 re-
ceipts.

Growth in cable television franchise fee
revenue showed year-over-year declines
from FY 2011 to FY 2014. While there was
growth in these revenues in FY 2015, they
declined in FY 2016 and FY 2017. While a
projection of zero growth for FY 2018 is
conservative, actual growth should be
monitored throughout the year to track
whether any additional declines occur.

Refuse Hauling

The third largest portion of franchise fee
revenue is derived from refuse hauler and
landfill disposal fees. The Proposed Budget
includes $12.4 million, or 16.4% of General
Fund Franchise Fees, from this source.
This is a $110,000 increase over the FY
2017 Adopted Budget.

These revenues are based on total refuse
tonnage hauled and disposed of, respec-
tively. Tonnage is directly tied to growth
in the residential housing market and
general economic activity, as homeowners
remodel their homes, purchase new con-
sumer goods, and/or replace older items
that are discarded.

Cannabis Tax

The FY 2018 Proposed Budget includes the
addition of approximately $2.4 million in
new revenue from the City’s Cannabis
Business Tax (CBT), which was approved
by voters as Measure N in November 2016.
The CBT is a gross receipts tax, currently
set at 5% and increasing to 8% on July 1,
2019. The City Council has the authority to
either increase or decrease the CBT by or-
dinance at any time, subject to a maxi-
mum rate of 15%. The CBT applies to all
non-medical cannabis businesses that op-
erate or provide services within the City,
including retail stores, delivery services,
cultivators, and distributors (the CBT ap-
plies preemptively to these business cate-
gories, even if they do not currently oper-
ate in the City).

No non-medical marijuana businesses
currently operate legally in the City. Be-
ginning in January 2018, the State of Cali-
fornia is expected to issue permits for non
-medical marijuana businesses, subject to
local regulation. In January 2017, the City
Council amended the Land Development
Code to create a new use category for Ma-
rijuana Outlets, once they become permit-
ted by the State. Generally speaking, Mari-
juana Outlets will be required to follow
similar guidelines previously established
for the City’s existing Medical Marijuana
Consumer Cooperatives. The Council’s ac-
tion in January allowed qualifying Mariju-
ana Outlets to operate as retail stores with

Office of the Independent Budget Analyst
April 2017

29



General Fund Overview: Revenue

limited deliveries. However, regulations
regarding cultivation and processing are
still due to return to the Council for con-
sideration by October 2017.

Financial Management has indicated that
its revenue projection of $2.4 million is
based on an analysis of sales tax data from
existing Medical Marijuana Consumer Co-
operatives. Using this data, 5% of gross
receipts from 18 storefronts (assuming all
current permitted Medical Marijuana out-
lets were to provide non-medical sales
when they are made legal) would yield
$4.8 million in CBT revenue per year. Ad-
justing for a half-year of collection in FY
2018, the Proposed Budget includes $2.4
million.

Our Office believes the $2.4 million reve-
nue estimate is reasonable but conserva-
tive based on two factors: 1) non-medical
marijuana businesses remitting CBT to the
City may also include cultivation facilities
in addition to storefronts, depending on
future Council action, and 2) demand for
non-medical marijuana may be higher
than it is currently for medical marijuana.
Additionally, we note the City Council has
the authority to change the CBT by ordi-
nance at any time, subject to a maximum
rate of 15%, and may do so before the au-
tomatic rate increase to 8% set for July 1,
2019.

Assuming no change to Financial Manage-
ment’s CBT assumptions for FY 2018, in
FY 2019 the City should expect to see esti-
mated CBT revenue double from $2.4 mil-
lion to $4.8 milli