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SUMMARY 
The Fiscal-Year 2003-04 Second Quarter Revenue & Expenditure (R&E) Report summarizes 
revenues and expenditures for the City's selected funds for the six-month period of July 1, 2003 
through December 31, 2003. It also projects year-end revenues and expenditures for these 
funds, and highlights significant trends. Please note that in an attempt to continuously improve 
the usefulness of the revenue and expenditure reports, staff has added four more funds to the 
quarterly analyses (which, until now, have focused specifically on the General Purpose Fund, or 
fund #1010). The new funds include: 

Fund 1760 -Telecommunications Reserve / Cable Franchise Fund 
Fund 1790 - Contract Compliance Fund 
Fund 4100 - Equipment Fund 
Fund 4400 - Facilities Fund 

The summary tables on the following page reflect the comparison of year-end projected 
revenues and expenditures in the five funds analyzed in this quarterly report, based on financial 
results through December 31, 2003. 

In the General Purpose Fund, revenues received during the second quarter reflect a 45.4 
percent collection against the FY 2003-04 budget estimate, while spending is at 48.6 percent 
of the FY 2003-04 budget. A slight surplus is projected in this fund by year-end, in line with 
the FY 2003-04 Adopted Budget. 

In the Telecommunications Reserve / Cable Franchise Fund, revenues received during the 
second quarter reflect a 55.6 percent collection, while spending is at 45.9 percent. A $0.07 
million borrowing from the fund balance is projected by year-end - a decrease from the 
$0.25 million authorized in the FY 2003-04 Adopted Budget. 

In the Contract Compliance Fund, revenues received during the second quarter reflect a 
113.0 percent collection, while spending is at 45.4 percent. A $0.29 million borrowing from 
the fund balance is projected by year-end - a decrease from the $0.52 million authorized in 
the FY 2003-04 Adopted Budget. 

In the Equipment Fund, revenues received during the second quarter reflect a 35.8 percent 
collection, while spending is at 39.2 percent. A $3.87 million borrowing from the fund balance 
is projected by year-end, similar to the $3.80 million authorized in the FY 2003-04 Adopted 
Budget. 

In the Facilities Fund, revenues received during the second quarter reflect a 54.4 percent 
collection, while spending is at 47.0 percent. A $2.13 million borrowing from the fund balance 
is projected by year-end - a decrease from the $3.07 million authorized in the FY 2003-04 
Adopted Budget. 
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A. GENERAL PURPOSE FUND ( # f O l O )  

FY 2003-04 2nd Quarter Percent 
Adopted Actuals To Date 
Budget 

Revenues $387.11 $180.70 45.4% 
Expenditures $387.04 $193.37 48.6% 
Variance $0.07 

B. TELECOMMUNICATIONS FUND (#1760) 

FY 2003-04 2nd Quarter Percent 
Adopted Actuals To Date 
Budget 

Revenues $0.83 $0.49 55.7% 
Expenditures $1.08 $0.51 45.9% 

Variance ($0.25) 

C. CONTRACT COMPLIANCE FUND (#1790) 

FY 2003-04 2nd Quarter Percent 
Adopted Actuals To Date 
Budget 

Revenues $0.60 $0.70 113.0% 
Expenditures $1.12 $0.52 45.4% 
Variance ($0.52) 

D. EQUIPMENT FUND (#loo) 

FY 2003-04 2nd Quarter Percent 
Adopted Actuals To Date 
Budget 

Revenues $12.16 $6.31 35.8% 
Expenditures $15.96 $8.41 39.2% 
Variance ($3.80) 

E. FACILITIES FUND (00) 

FY 2003-04 
Adopted 
Budget 

Revenues $14.99 
Expenditures $18.06 
Variance ($3.07) 

2nd Quarter Percent 
Actuals To Date 

$8.66 54.4% .. .... 

$8.91 47.0% 
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This report continues the recently started tradition to include the detailed overtime spending 
analysis. The details by agency / department, for the General Purpose Fund and all funds, are 
provided in Attachment F. The discussion of major overtime spending, such as for Police, Fire 
and CEDA, is provided in the corresponding agency / department‘s section of the report. 

FISCAL IMPACT 
This report is for informational purposes and requires no Council action at this time. However, 
the extent to which individual agencies and department do not meet their FY 2003-04 budget 
appropriations, or the anticipated year-end revenue collection deviates from the FY 2003-04 
budget, will impact the availability of resources available through the end of this fiscal year, and 
may require Council action. Staff will continue monitoring City’s revenue collection and 
spending, and return to the Council with recommendations for corrective actions, if necessary. 

DISCUSSION 
Since four more funds have been added to the quarterly Revenue and Expenditure (R&E) 
analyses, the report is now organized by fund, starting with the General Purpose Fund (#1010) 
and ending with the Facilities Fund (#4400). In each section, staff has included the discussion 
of: a) actual collection and projections of revenues by type, along with the factors influencing 
them; and b) actual spending and year-end expenditure projections by agency / department, 
along with the factors influencing them. For the four new funds (i.e. 1760, 1790, 4100 and 
4400), background information on both the revenues and expenditures is provided. 

In addition to the items influencing budgets of various agencies / departments and/or funds, as 
discussed in individual fund sections, a number of factors impact the FY 2003-04 budget 
Citywide, as follows: 

Business Shutdown and Additional Retirement Contribution, While the FY 2003-05 Adopted 
Budget incorporates savings from a Citywide, 12-day “Business Shutdown” involving civilian 
employees”, agreements with Local 21, Local 790, IBEW, Attorney V & Special Counsel, 
and unrepresented employees have since been revised to replace the business shutdown 
with the additional 3.0 percent contribution towards City’s retirement costs by the civilian 
employees. The resulting changes are as follows: 

Additional 3.0 percent Retirement Contribution, The Second Quarter R&E analysis 
assumes that all non-sworn, non-Local 790 employees (i.e. Local 21, IBEW, Attorney 
V & Special Counsel, and unrepresented) will contribute an additional 3.0 percent 
towards their retirement during the entire FY 2003-04. This has been implemented 
through automatic deductions retroactive to July 1, 2003. Local 790 employees are 
assumed to begin their additional 3.0 contribution in January 2004 (see below). 

Business Shutdown Savincls. The revised labor agreement with Local 790 (for FY 
2003-04) holds that: i) savings from the first four business shutdown days (i.e. Aug 19, 
Sept 2, Nov 10 and Nov 26) would be kept by the City, and ii) Local 790 members will 
contribute an additional 3.0 percent of their salary towards City’s increased retirement 
costs, for the six months beginning Jan 3, 2004. 

’* City’s sworn employees are exempted from both the business shutdown and the additional retirement 
contribution, since different agreements have been reached with their unions. 
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The year-end expected savings due to the business shutdown / 3.0 percent retirement 
(combined total) by agency / department are reflected in the "FY 2003-04 Combined Local 
790, Local 21 and Unrep Savings" column on each expenditure summary table, in 
attachments B-1 through B-5. 

Vacancv Factor. In the FY 2003-05 budget, a 4.0 percent vacancy factor is assumed for 
most non-sworn positions in most agencies / departments, across all funds. This reflects an 
assumption that an average of 4.0 percent of all positions are vacant at any given point 
during the fiscal year; in the past, the actual vacancy factor was close to 10.0 percent 
Citywide. All sworn positions are exempted from the vacancy discount, and so are the select 
positions in offices with historically low vacancies or high backfill rates (such as the Mayor, 
City Council, City Auditor, etc.) 

The discussion of the individual funds included in this R&E analysis is presented starting on 
page 6, following an overview of the economy and current political and legal issues below. 

GENERAL ECONOMIC OVERVIEW 

There is no longer any doubt that the US.  economy is on an upward trend. Equity markets 
continue to rally, unemployment insurance claims are falling, gross domestic product grew at a 
blistering 8.2 percent rate in the 3'' quarter of 2003, and is expected to end 2003 in the 4.0 
percent annualized range. A recent consumer confidence survey reports its highest reading 
since November 2000. Financial analysts have abandoned all talk of deflation, and are warning 
instead of the inflationary pressure being brought to bear by the combination of economic 
growth, a weak dollar, and burgeoning federal budget deficits. 

The employment picture is less cheery, but the conventional wisdom is that employment tends 
to lag other factors in the early phase of a recovery. National unemployment did fall slightly to 
5.7 percent in December, although the fall is attributed more to fewer job seekers than to more 
jobs. Oakland's November unemployment figure was 5.6 percent, down from 5.9 percent in 
October. 

In housing, although sales of homes in Oakland dipped in October compared to a year before 
(see table on p. 1 I), FY 2003-04 year-to-date home sales are still up 21 percent from FY 2002- 
03. Home prices have generally fallen compared to the prior year. Refinancing of homes 
continues to boom. fueled bv record low interest rates. Buildina oermit activitv continued at 
budgeted targets through the second quarter, reflecting a scant 6.9 percent inciease from FY 
2002-03. 

CURRENT POLITICAL/LEGAL ~SSUES 

Several political and legal issues may impact the City's financial status in FY 2003-04 and 
beyond. Here is an issue-by-issue status report: 

Proposition 57. Governor Schwarzenegger has placed a $15 billion bond measure (Prop 57) on 
the March ballot. Prop 57 would consolidate the State's existing short-term debt and is also 
intended as a substitute for two bond measures previously put forward by Governor Davis to 
balance the State's FY 2003-04 budget (discussed below). If Prop 57 does not pass, the State 
would still have two other borrowing options: in the short term it could roll over existing debt; in 
the long term, it could hope the Davis-proposed measures survive legal challenges. Beyond 
these borrowing options, the State would seem to be limited to some combination of raising 
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taxes and reducing spending, both of which would probably have a negative impact on 
Oakland's finances. 

Other State Borrowinq. The State's adopted FY 2003-04 budget included two bond measures 
integral to balancing revenues and expenditures. The first, for $2 billion, was for the purpose of 
making payments to a State employee pension fund; the second, for $10.7 billion, was part of a 
complicated solution to the State's operating budget deficit (known as the "Triple Flip"). 

If Prop 57 were rejected in March, the State would most likely try to fall back on either or both of 
the two Davis bond issues. However, both measures combined involve less borrowing - and 
bigger annual repayments - than Schwarzenegger's Prop 57 bond. Hence, even if both 
measures were deemed legal, the State would still have to come up with additional balancing 
measures for FY 2004-05, and possibly even for FY 2003-04. 

Opponents of the Davis bond issues argue that the State Constitution requires State debt 
greater than $300,000 that will be used to pay "routine expenses" to be submitted for voter 
approval. A Sacramento County Superior Court judge has ruled against the State in litigation 
involving the $2 billion bond, and the State has appealed. No preliminary rulings have been 
issued regarding the $10.7 billion bond. 

Proposition 13 Litiqation. Proposition 13's most significant long-term effect was to set a two 
percent maximum annual increase on a property's assessed value, if the property has not 
changed ownership. Recently, an Orange County resident filed suit after watching his property 
valuation remain flat one year, then increase by four percent the next year. This 'recapturing' of 
otherwise lost property tax revenue is apparently a widespread practice by assessors 
throughout the State, including Alameda County. An Orange County Superior Court judge has 
ruled in the plaintiffs favor, but the ruling is under appeal. State Department of Finance officials 
estimated the cost of losing the case at $10 billion statewide, with $4.7 billion coming from 
counties and cities, and $5.3 billion from the State (reimbursing schools for their lost revenue). 

Arguments were made before an appeals court in early January and a decision is expected by 
March. That decision could itself be appealed to the State Supreme Court. 

Internet Taxation Act. Congress is considering an extension of the current moratorium on 
Internet taxes. A bill (S.150) was introduced simply extending the current moratorium but 
taxation opponents have amended it in ways that further restrict governments' ability to tax 
internet-related transactions. It is our understanding that the current version of S.150 would 
restrict California cities in their collection of utility consumption tax and franchise fees on 
telecommunications firms. The City collected $22.9 million from telecommunications firms in FY 
2002-03 on these two taxes. 
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