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May 22,2014
RE: Proposed Amended Midcycle Policy Budget for Fiscal Year 2014-15

Honorable City Council and Residents of Oakland:

We are pleased to transmit to you the City of Oakland’s Proposed FY 2014-15 Midcycle Policy
Budget (Budget) for the period of July 1, 2014 through June 30, 2015 the City Council’s
consideration. This balanced budget is based on the FY 2013-15 Adopted Biennial Policy Budget, as
well as the FY 2013-14 Mid-Year Budget Balancing Resolution (Legistar File #13-0314, Resolution
# 84897 C.M.S.). Staff recommends that the revenue and expenditure be increased by $29.14 million
in the General Purpose Fund (GPF), including a GPF Reserve at 8.53%, which is 1.03% higher than
the 7.5% Council mandated level. The additional reserve totals $2,730,728 in this proposal, of which
$1,163,075 is above and beyond the 7.5% reserve mandate. Staff also recommends that revenues and
expenditures be increased by over $58 million, for all-funds. The total FY 2014-15 Amended Policy
Budget is $1.14 billion for all funds and $489.09 million for the General Purpose Fund. The FY
2014-15 Midcycle Policy Budget is summarized below:

Summary of FY 2014-15 Amended Policy Budget (in Millions)

General Purpose Fund All-Funds
Adopted Amendment | Total Adopted | Amendment | Total
Revenue $459.87 $29.22 $489.09 | $1,090.12 | $58.33 $1,148.45
Expenditure | $459.87 $29.22 $489.09 | $1,090.12 | $58.33 $1,148.45

The City’s economy continues to grow, which is resulting in a steady growth of GPF revenues.
While revenues are approaching pre-recession levels, the growth is not enough to restore pre-
recession service levels due to rising costs. There is also pressure on the budget to fund long-term
deferred maintenance and capital equipment, and unfunded liabilities.

This balanced budget continues to invest in public safety, stabilize our workforce, economic growth,
job creation and training, education, equipment and technology, and quality of life, which aligns with
the service delivery priorities identified by City Council during FY 2013-15 budget deliberations.
The following key additions are highlighted below:

Public Safety i SPECIAL MEETING OF
¢ Funding for the 171% Police Academy THE OAKLAND CITY COUNCIL

e Funding for recruitment of the 172" Police Academy

¢ Continue the funding for Shotspotter (after grant funding expires), and fund expanded
Shotspotter coverage areas

¢ Increase funding for the Ceasefire program
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Allocate funding for Police overtime based on current and historical spending
Increase availability for the Helicopter program to 40 hours/week (Non-GPF source and will
be handled as a stand-alone item to the City Council)

e Continue funding for the Negotiated Settlement Agreement (Compliance Monitor) at a net
reduced amount (approximately $450,000 overall savings) based on discontinued need to
fund the Compliance Director

e Add four staff positions to support the Citizen’s Police Review Board

Invest in and Stabilize Our Workforce

» Steadily increase the workforce back to 4010.16 full-time equivalent (FTE) from 3,680.69
FTEs in FY 2012-13 when the Redevelopment Agency was dissolved

e Funding to restore 6.0 FTE Information Technology staff positions ($1 million)

e Funding for sewer capital improvements and increased staff levels for sewer replacement /
maintenance with funding derived from the Sewer Service Enterprise Fund (3100) ( net
increase of almost $12 million)

¢ Increase funding for the Animal Shelter, including the addition of 4.0 FTE part-time Animal
Control Attendants, approved by the City Council as part of the FY 2013-14 Mid-Year
Budget Balancing (equates to adding eight part-time staff), plus $400,000 for additional staff
(e.g. Veterinarian, Supervisor and support staff)

¢ $3 million for pending litigations and settlements

¢ Funding a citywide employee training coordinator ($130,000)

¢ Increasing the GPF reserve by $2.73 million for unforeseeable events, economic uncertainties
and paying down the unfunded liabilities. This addition brings the “economic uncertainty”
reserve to over $5.12 million above and beyond the 7.5% mandated amount, or 8.53%

Economic Growth, Job Creation and Training, Education
e Continue bridge funding for the West Oakland Job Resource Center ($250,000)

e Expand the youth internship programs to a year-around program ($114,000)

e Sustain Head Start Program by providing gap funding between the grant award amount and
actual costs ($753,000)

Investment in Technology and Equipment

e Funding for software and hardware upgrades, equipment throughout the City and a payment
card security system audit ($3.9 million)

¢ Funding for City’s website (Digital Front Door) ($75,000 in GPF and $50,000 in other funds)

e Funding for replacement of 269 vehicles throughout the City including Police, Fire, Public
Works, Library, Parks and Recreations, Planning and Building, Housing, and Information
Technology Departments (additional lease payments will be incorporated into internal service
rates for all funds in FY 2015-17)

e Funding for a fire alarm in the Police Administration Building for the academy classrooms
totaling approximately almost $280,000 (Non-GPF funding source and will be handled as a
stand-alone item to Council)

Quality of Life
e Increase support to the Cultural Art Grants Program from part-time to full-time ($73,000)

¢ Funding to continue the Walking Tours Program ($63,000)
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While the City continues to experience steady economic growth and increase in revenues, we still
face substantial financial challenges where our revenues are outpaced by our expenditures due to a
variety of factors. This includes, but is not limited to: rising health care costs, rapidly growing costs
of employee pensions and frequent CalPERS pension formula changes, years of deferred equipment
purchases and facility maintenance that can no longer be delayed, the sun setting of local tax
measures and the expiration of public safety grants worth millions of dollars.

The City is also committed to securing the City’s long-term financial health by taking direct actions
to address unfunded liabilities. These actions include: increasing the General Purpose Fund reserve
beyond 7.5%, the funding of Police/Fire CalPERS pensions at 77.3% and at 79.6% for the civilian
employees; proposing to create a California Employer's Retiree Benefit Trust to set-aside funding
specifically to for unfunded Other Post-Employment Benefits obligations; negotiating two-tier
pension reform to significantly reduce long-term costs; and implementing the State’s third-tier
reform after that. Even with these measures, we cannot ignore the fact that rising pension costs are
continuing to reduce funding for other GPF priorities.

While the Administration, with assistance from departments, have made tremendous effort to provide
balanced measures to sustain service delivery and continue the investment in our City’s
infrastructure, workforce, economic growth, and improvement of quality of life, there are still unmet
service needs. These needs include; increasing the police workforce, improving road conditions;
replacement of City vehicles; and deferred building maintenance.

In order to address these critical issues, we continue to make progress towards stabilizing the City’s
long-term financial condition through the implementation of financial management controls. As a
result of these cost controls, $7.3 million in cost savings are projected to be carried forward to FY
2014-15 based on the FY 2013-14 Third Quarter Revenue and Expenditure report. In the immediate
term, staff recommends the City Council consider modifying the financial policy to account for one-
time revenue relative to the total revenue in the GPF. In this balanced budget proposal, it should be
noted that $19.9 million in one-time revenue is being used to balance the budget, of which just over
$5.12 million was included in the Adopted FY 2014-15 Policy Budget.

We look forward to formally presenting this Proposed Midcycle Budget to the City Council on June
2, 2014 and incorporate input from all stakeholders to finalize the budget.

Respectfully submitted,
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Jean Quan Fred Blackwell
Mayor Interim City Administrator




AGENDA REPORT

CITY OF OAKLAND
TO: FRED BLACKWELL FROM: Sarah T. Schlenk
CITY ADMINISTRATOR Interim Budget Director

SUBJECT: Proposed Midcycle Amendments DATE: May 22, 2014
to the FY 2013-15 Biennial Budget

City Administrator ' Date -)%
Approval &‘_' t/ il / ¢
7 7

COUNCIL DISTRICT: City-Wide

RECOMMENDATION

Staff recommends that the City Council adopt the attached Resolution amending the City of
Oakland’s Fiscal Year 2013-15 Biennial Budget, which was adopted pursuant to Resolution No.
84466 C.M.S. on June 27, 2013 and amended by Resolution No. 84897 C.M.S. on March 18,
2014; to make adjustment detailed in Exhibit 1 and 2: (1) increase the Fiscal Year 2014-15
revenue projection in the General Purpose Fund (GPF) by $29,213,358 for an adjusted budget of
$489,085,824; (2) appropriate additional Fiscal Year 2014-15 GPF expenditures in an amount
not to exceed $29,213,358 for an adjusted budget of $489,085,824; (3) increase the Fiscal Year
2014-15 GPF reserve in an amount of $1,567,653 per the City reserve policy of 7.5% of GPF
expenditures plus an additional $1,163,075 for a total of $2,730,728; (4) increase Fiscal Year
2014-15 appropriations in other (non-GPF) funds revenue by $29,141,642 and expenditures in an
amount not to exceed of $29,141,642.

OUTCOME

Staff requests that the City Council adopt the resolution in order to approve a balanced Midcycle
Policy Budget by June 30, 2014. The approval of this item will increase GPF revenues and
expenditures by $29,213,358 to a total of $489,085,824. The Proposed Midcycle Policy Budget
adheres to the Council’s GPF 7.5% reserve policy by appropriating $1,567,653 to the reserve and
appropriates an additional $1,163,075 for a total of $2,730,728. The approval also authorizes
non-GPF revenues of $29,141,642 and expenditures of $29,141,642.

EXECUTIVE SUMMARY

The required Council action is to adopt a balanced budget for FY 2014-15 by recognizing new
resources in the amount of $29,213,358 in the GPF, including the use of $16.26 million in
projected FY 2013-14 one-time fund balance (this amount includes an additional $500,000 above
the $15.76 million projection listed in the Third Quarter Revenue and Expenditure report) and

Item:
City Council
June 2, 2014
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authorize additional expenditures in an amount of $29,213,358 (See Exhibit 1 to the resolution
for details). Per the City’s reserve fund policy of 7.5% of GPF expenditures, an additional
$1,567,653 is to be appropriated to the GPF reserve, plus an additional $1,163,075 is proposed
for unforeseeable events, economic uncertainty, and unfunded liabilities. The current policy
states that one-time revenue is to be added to the reserve until it reaches 10%. This proposed
appropriation would equate to 8.53%.

Additionally, there are proposed changes to other (non-GPF) funds as outlined in Exhibit 2
totaling $29,141,642 in revenues and $29,141,642 in expenditures. In order to address the City’s
numerous on-going expenditures, the need to use one-time funding for ongoing operational
expenditures is $19.90 million, of which just over $5.00 million was allocated as part of the
adopted FY 2013-15 Biennial Budget. This will require a modification to the City’s financial
policy and is discussed further in this report. Table 1 below provides a summary by category of
changes to projected GPF revenues compared to the original FY 2014-15 Adopted Policy
Budget.

Table 1: Revised FY 2014-15 GPF Revenue Projections

Type Proposed Budget | Revised Ongoing | Revised One- Total
Time
GPF $459,872.,466 $1,933,595 $27,279,763 $489,085,824

Chart 1: General Purpose Fund by Service Areas

FY 2014-15

TOTAL GENERAL FUND EXPENDITURES by Service Areas (in millions)

5489.09 million
Parks & Recreation

Police
$190.88
39.03

[tem:
Special City Council
June 2, 2014
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BACKGROUND

As most economic indicators show, the Bay Area economy as a whole has experienced steady
growth. While the City has benefitted from this shared prosperity, recent revenue gains have
been mainly driven by one-time revenue sources, particularly in the Real Estate Transfer Tax
(RETT) category, which is volatile. As compared with the adopted FY 2013-15 Policy Budget,
ongoing revenues (property tax, hotel transient tax, sales tax, etc.) in FY 2014-15 are projected to
increase by approximately 3.8%, while one-time revenues are projected to exceed the adopted
budget by approximately 60%. On the expenditure side, there are many competing needs for
services including, but is not limited to: deferred infrastructure maintenance; equipment
replacement; and technology upgrades. When also taking into account medical and pension rates,
which will be discussed later in the report, the City’s expenditures are growing at a rate that
outpaces the City’s revenue growth. This trend is being experienced by others cities and the
State.

On June 27, 2013, the City Council adopted the FY 2013-15 Policy Budget (Resolution 84466
C.M.S.), which authorized expenditures of $455,294,399 in FY 2013-14 and $459,872,466 in FY
2014-15. In a subsequent action, the City Council approved the Mid-Year Budget Balancing
Report (Legistar File #: 13-0314), which appropriated expenditures of $7,747,810 and
recognized $18,122,435 in revenues for FY 2013-14. For FY 2014-15, the Mid-Year Budget
Balancing report provided a budget outlook, which forecasted an additional $11,717,908 in new
revenues and $33,017,698 in expenditures.

As part of the development of the adopted FY 2013-15 Policy Budget, the following principles
were observed:

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

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

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

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

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

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

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

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

While these same principles served as the foundation for the development of the Proposed
Midcycle Policy Budget, there are a number of operational realities that are putting pressure on
the City’s budget, which include:

Item:
Special City Council
June 2, 2014



Fred Blackwell, City Administrator
Subject: FY 2014-15 Midcycle Policy Budget
Date: May 22,2014 Page 4

e Revenues are growing, but significant gains are being experienced in one-time revenue
categories, while modest gains are occurring in on-going revenue categories;

e With limited resources available, this Proposed Midcycle Policy Budget had to balance
varying priorities; and,

¢ Rising pension, health care and unfunded liability costs are taking up a larger share of the
GPF.

As part of a Proposed Midcycle Policy Budget cost containment strategy, departments were
instructed to:
¢ Develop proposals that do not result in layoffs;
e Consider eliminating, freezing or downgrading vacant positions;
o Consider shifting eligible expenditures to other non-GPF funds, but only into funds with
a healthy fund balance;
Describe and quantify the service impact for each proposed change; and,
Consider revenue enhancements that are based on cost recovery over the FY 2013-15
Adopted Policy Budget and verified by showing historical data, current trends, grant
award letters, etc.

ANALYSIS

Subsequent to the adoption of the FY 2013-15 Policy Budget, staff completed the close of FY
2012-13 and the City Council approved a number of appropriations, which required amendment
to the adopted budget. In addition, while the need to fund certain items was identified as part of
the development of the FY 2013-15 Policy Budget (e.g. full funding of current and future labor
MOUs), staff has identified a number of recent funding priorities (e.g. radio equipment
replacement costs, service and safety Ballot Measure, etc.).

The attached Proposed FY 2014-15 Midcycle Policy Budget addresses additional items that
require funding totaling nearly $20.8 million (Technical adjustments, Kids First! reconciliation,
etc.) as well as recommends funding for other priority items (171% Police Academy, Shotspotter,
continued bridge funding for the West Oakland Resource Center, etc.) totaling $11.9 million.
These proposed expense increases are offset by various expenditure reductions totaling $3.5
million for a total $29.2 million in adjustments.

Staff has identified numerous items that call for a GPF resource allocation to meet the immediate
operation needs of the City and other priority funding items (detailed in Exhibit 1). For the
Proposed FY 2014-15 Midcycle Policy Budget, a total of $29,213,358 of resources has been
identified, of which $1,933,595 is one-time and $27,279,763 is ongoing. Funding for ongoing
appropriations funded with one-time resources will need to be identified in future budget cycles.

After further analysis, staff also recommends that the FY 2013-14 RETT revenue carry forward,
as identified in the FY 2013-14 Third Quarter Revenue and Expenditure Report, be increased by
$500,000. This amount is proposed to be allocated to the GPF reserve for a total appropriation
of $1,163,075 above the current 7.5% reserve requirement for the funding of unforeseeable
events, economic uncertainty, and unfunded liabilities. It should be noted that the Council also

Item:
Special City Council
June 2, 2014
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allocated an additional $3.96M as part of the FY 2013-15 Biennial Policy Budget. The current
policy states that one-time revenue is to be added to the Reserve until it reaches 10% and this
proposed appropriation would equate to 8.53%.

Revenues

GPF revenues are a combination of sixteen major revenue categories. Each category is forecasted
separately and can be projected upward or downward based upon current financial information.
Based on revised revenue projected, FY 2014-15 budgeted revenues are projected to increase
from $459,872,466 to $489,085,824, a net increase of $29,213,358 (see exhibit 3 to the
resolution for details). Of the projected $489,285,824, one-time revenues are projected at
$44,756,807 including $13 million of RETT revenues in excess of $40 million and the use of
$26.50 million from fund balance. Of the $26.50 million fund balance, $10 million was in the
adopted FY 2013-15 Policy Budget; the remaining $16.50 million is the projected operational
surplus from FY 2013-15 stated in the Third Quarter Revenue and Expenditure report. Chart 2
below shows City’s GPF revenue sources by category and Chart 3 shows all funds revenue
sources by category.

Chart 2: Projected FY 2014-15 GPF Revenue Sources by Category
Projected GPF FY 2014-15 Revenues by Category

Grants / Subsidies / Interest

Licenses & Permits il Property Tax

$1,936,000 7860,000 $148,846,000

Miscellaneous Revenue
54,349,000

Parking Tax
$8,178,000

Transient Occupancy Tax
$14,883,000

Business License Tax
$60,616,000
Fines & Penalties
$23,269,000

Transfers from Fund Balance
$26,497,000

Real Estate Transfer Tax

Service Charges $52,000,000
$46,292,000
Utility Consumption Tax
550,000,000 Sales Tax
$50,360,000
Item:
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Chart 3: Projected FY 2014-15 All Funds Revenue Sources by Category
Projected All Funds FY 2014-15 Revenues by Category

Grants / Subsidies / Interest Business License Tax
Income $60,616,000 Service Charges
$53,805,000 $67,745,000

Real Estate Transfer Tax

$53,000,000 Transfers from Fund Balance

$100,846,000

Utility Consumption Tax
$50,000,000

Miscellaneous Revenue
$45,063,000

Fines & Penalties
$27,989,000

Transient Occupancy Tax
$17,846,000

Inter Fund Transfers

511,810,900 $148,563,000

Gas Tax
55,921,000

Internal Services Funds
$159,273,000 Property Tax
$149,034,000

Per Ordinance 13170 C.M.S., all receipts of RETT in excess of $40 million are considered to be

one-time revenues (see section below titled “Policy on One-time Funds” for additional

information). This policy was instituted by the City Council as a prudent fiscal rule to insulate
the City’s budget from the high volatility of RETT revenue receipts. See Table 2 below for

historical RETT receipts for the past 10 years.
Table 2: Historical RETT Receipts
Historical RETT Receipts

$100,000,000
$80,000,000 /_ \
$60,000,000 7 = Real Estate
$40,000,000 Transfer
$20,000,000 Tax
= = L = == Current
5268333833588 3532373F RETT Policy
8583388858838 29 zsa¢< Threshold*
Etttttttttu’:ttgﬂ
N <
- -
T &

* Per Ordinance 13170 C.M.S,, all receipts of RETT in excess of $40 million are considered to be one-time
revenues
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The proposed budget includes the use of $16.50 million in projected FY 2013-14 year-end one-
time fund balance in excess of the reserve requirement and $3.96 million set-aside in the FY
2013-15 Adopted Policy Budget. This is in addition to the $10 million in fund balance that the
FY 2013-15 Adopted Policy Budget already appropriated for FY 2014-15. The total proposed
use of fund balance for FY 2014-15 is $26.50 million. The use of these funds would also be
subject to the provisions of Ordinance 13170 C.M.S. for one-time revenues.

The proposed revenue adjustments from the adopted FY 2013-15 Policy Budget are largely due
to the increase of projected RETT and the increased appropriation of fund balance. Categories of
revenue other than RETT and the use of fund balance are projected to be slightly below the FY
2013-15 Adopted Budget projections. However, these categories are still expected to experience
real year-to-year growth averaging roughly 3.5%.

Generally, as noted earlier in this report, the growth rate of GPF revenues has been robust, but
insufficient in meeting expenditure growth. In addition, much of the growth in revenues has

been from one-time or volatile revenue sources.

Policy on One-time Funds

The City Council approved Ordinance 13170 C.M.S. (GPF financial policy permitting the use of
excess RETT to pay for one-time expenses), Section E states that one-time revenues (other than
one-time RETT, which is treated separately) may only be used for one-time expenditures and
paying off negative fund balances. According to the City Council policy, any other use of these
funds requires the declaration of a fiscal emergency in order to expend these funds whether there
are other factors that determine a fiscal emergency or not. In order to avoid long-term structural
imbalances, this policy serves as a sound fiscal management practice.

Oakland has made significant fiscal progress over the past 18-24 months due to increases in
some revenue categories and cost containment strategies; however, existing fiscal challenges will
persist that require close attention to further stabilize future budgets. With limited general fund
dollars and the increasing costs of public safety services, fewer and fewer dollars are available
for other programs/services. Measure Y (Violence Prevention and Public Safety Act of 2004) is
set to expire on December 30, 2014, which will eliminate millions of dollars that are currently
spent on police, fire services, and crime prevention programs, if not re-authorized by voters.

While it is not considered a best practice to use one-time funding for on-going expenditures, the
Administration believes that the declaration of a fiscal emergency to expend these funds may be
excessive and not appropriate in all cases to address its budgetary needs. In FY 2014-15, it is
projected that $19.90 million in one-time funds will be used to balance the budget without
cutting staff and services. There are other approaches that can preserve the Council’s original
goal of fiscal prudence without the extraordinary need to make declarations as required by the
existing policy. Adherence to this and other financial policies have been instrumental in
improving the City’s financial condition and weather the recent economic downturn. Prudent
changes to this financial policy would allow additional budgetary flexibility, while maintaining

Item:
Special City Council
June 2, 2014
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the core goal. This existing policy is rooted in the common acknowledgement of the State’s
Department of Finance’s (DOF) definition of “one-time costs,” which is defined below:

“A proposed or actual expenditure that is non-recurring (usually only in one
annual budget) and not permanently included in baseline expenditures.
Departments make baseline adjustments to remove prior year one-time costs and
appropriately reduce their expenditure authority in subsequent years’ budgets.”

More information is available at: http://www.dof.ca.gov/fisa/bag/documents/GlossaryofBudget Terms.pdf

On May 13, 2014, Governor Brown released the May FY 2014-15 revised budget, which called
for the establishment of a State Rainy Day Fund to be placed on the November 2014 ballot. The
proposal would require that 1.5% of State General Fund funds be deposited into the Rainy Day
Fund annually. In addition, any Capital Gains Tax in excess of 8% of General Fund tax revenues
would also be deposited into the Rainy Day Fund. This limits the State’s exposure to volatility in
capital gains tax receipts. More information is available at:

http://www.ebudget.ca.gov/FullBudgetSummary.pdf

Following a similar model with Oakland’s specific data, the RETT revenue over $40 million per
year is currently defined as one-time revenue. As real estate prices sustainably increase over
time, the current $40 million figure listed above may no longer be an appropriate threshold to
measure “one-time” revenues. Staff recommends that the City Council consider adopting the
State’s model by using a percentage of RETT revenue in comparison to GPF tax revenue. As an
example, RETT for the last 10 years averaged approximately 14.6%; in the last 15 years the
average is approximately 14.4% of the GPF tax revenue (see Attachment A). This policy
revision would eliminate the current $40 million threshold for calculating excess RETT that can
only be used to fund one-time expenses. Based on previous year RETT actuals, staff
recommends a percentage that is between 12% and 14%. If this new methodology were applied
to the revised FY 2013-14 projected GPF revenue figure listed in the Third Quarter Revenue and
Expenditure report ($471.56 million), 12% would equate to $56.59 million, while 14% would
equate to $66.02 million.

Expenditures

Staff has identified numerous items that require an allocation of resources to meet the immediate
operational needs of the City, and other priority funding items (detailed in Exhibit 1). For the
proposed FY 2014-15 Midcycle Policy Budget, a total of $29,213,358 in funding is required, of
which $27,279,763 is one-time and $1,933,595 is ongoing. Per the City Charter, the entire
$29,213,358 in funding must be appropriated even though certain funds are to provide resources
for items, which have been authorized by the City Council in prior legislative actions. Below are
detailed descriptions of the expenditure items listed in Exhibit 1. The funding amounts provided
below are sorted into five expenditures categories, along with the projected funding levels:

e Technical Adjustments ($6,461,322): Technical corrections to the budget baseline and
savings assumed that are unable to be implemented; and,

[tem:
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e City Council Approved / Required ($13,573,444): Items approved by the City Council
since July 1, 2013 and require funding in FY 2014-15 or are required by legislation (e.g.
Kids First! set-aside and COPS grant match, etc.);

e City Council Priorities ($6,481,520): Recommended funding of expenditures that are
consistent with a recent resource allocation by the City Council and are identified as
Council priorities (e.g. Police academy);

e Other Expenditure /Adjustments ($6,040,097): Other priorities that have immediate
service impacts if continued as unfunded (e.g. Information Technology Department (ITD)
staff augmentation).

e Cost Savings / Budget Neutral (-$3,353,025): Proposed expenditure reductions to offset
other costs or changes that do not impact the overall budget either by using an offsetting
revenue or expenditure;

A summary of the proposed expenditures by area of investment is presented below.
Public Safety Investments

The Proposed Midcycle Policy Budget provides significant additional funding for public safety.
It includes funding for the 171* police academy, during FY 2014-15, and pre-academy resources
for the 172™ police academy during FY 2015-16, which will be funded from savings from
previous academies. Due to pre-academy requirements such as background checks, this advance
funding is required if the 172" is to be held during the first six months of FY 2015-16. The
additional police academies are designed to enable the department to reach its targeted sworn
officer count of 707 officers (including 10 officers from a recent COPS grant).

Additionally, the proposed budget provides funding to maintain the Shotspotter system and
expand the systems coverage to areas around Lake Merritt, Downtown, and Maxwell Park. The
Proposed Midcycle Policy Budget also provides funding for the “Ceasefire” Violence Disruption
program, which has proven integral to the City’s recent successes in reducing violent crime. In
addition, funding for the helicopter program and minor capital improvement as well as minor
technology items from non-general purpose fund sources and will be requested on June 10, 2014
to the Public Safety Committee through a standalone item. Finally, the proposed budget
provides resources to fund a civilian fire marshal to assist the Oakland Fire Department in
improving fire safety, fire prevention and inspection functions.

Stabilize Workforce

The City’s workforce and departments have sustained dramatic cut backs over the past several
budget cycles. The cuts were due in large part to the recent Great Recession, which severely
decreased available resources. The Proposed Mid-Cycle Policy Budget stabilizes the City
workforce by investing in resources that improve internal training capacity and appropriates
funds to support collective bargaining agreements agreed to in summer 2013. The Proposed Mid-
Cycle Policy Budget makes numerous technical adjustments to funding sources to better align
budget expenditures with departmental operations.

Item:
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The Proposed Midcycle Policy Budget makes a particularly strong investment in the operations
of the Oakland Animal Shelter by providing continued funding for positions and O&M approved
during the Mid-Year Budget to improve shelter operations, plus an additional $400,000 for
additional staff positions is proposed, while a more permanent structural model for the shelter
can be developed.

Off-street Parking Facilities and Fund 1750 (Multi-Purpose Reserve)

At the May 20, 2014 City Council meeting, the City Council approved the execution of a
contract with City of Oakland Parking Partners for the management of City off-street parking
facilities and other financial technical adjustments. As part of that action, the City Council
further instructed staff to include in the Proposed Midcycle Budget the proposed Program
Analyst III position which will assist with the management of this new contract. This position is
listed in Exhibit 2 for City Council consideration. In order to comply with State mandates and
bond covenants, staff will also transfer restricted bond revenues tied to the former redevelopment
garages out of Fund 1750 to the appropriate restricted bond fund to ensure that restricted bond
funds are not spent on ineligible costs.

Headstart

Due to the Federal budget sequestration and increased operational costs, the adopted FY 2013-15
Policy Budget included a $1.5 million subsidy from the GPF for the Head Start program for FY
2013-14. The subsidy prevented the loss of 102 half day classroom slots for new families. The
closure of the San Antonio Community Development Center would have accounted for 68 of
these slots and 34 fewer slots would have been available at the Eastmont Town Center. This
reduction would have added to the 396 families already on waiting list Head Start slots Congress
recently approved a Federal Budget that is expected to restore cuts to the Head Start Program. As
a result, the City is expects to receive approximately $900,000 from the Federal Government for
the Head Start program related to the end of sequestration, plus over $200,000 for a cost of living
adjustment. However, due to increased operational costs and the lack of sufficient grant funding
to account for this increase, a $752,634 subsidy is anticipated to be needed in FY 2014-15 in
order to maintain current service levels. This is in addition to GPF overhead waivers traditionally
granted to Head Start.

Negotiated Settlement Agreement (NSA) and Legal Mandates

In December 2013, City Council passed Resolution 84759 C.M.S. to authorize the extension of
the Police Performance Solutions, LLC contract from January 20, 2014 to January 20, 2015 to
perform the independent monitoring services and technical assistance required by the court as
part of the NSA. Staff projects that the services will be needed through June 2015 and as such, an
anticipated amount of $500,000 is required. Based on the February 12, 2014 Federal Court
Order, the Court required an additional $150,000 to support the Monitor’s new duties plus
incidental cost of $15,000, for a total of $650,000. In the Proposed Midcycle Policy Budget,
these costs are proposed to be offset by savings achieved from the elimination of the Compliance
Director position. The total net amount required for NSA is $553,000.
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Kids First Allocation Reconciliation

As approved by voters in 1996 (Measure K) and replaced in 2009 by Measure D, the City is
required to allocate 3% of annual GPF unrestricted revenues to support direct services to youths
under the age of 21 (Kid’s First!). If revenues exceed projections at the end of a fiscal year, the
City is required to evaluate the additional contribution to account for this higher revenue. The
Proposed Midcycle Policy Budget contains expenditures required for a one-time reconciliation to
the Kid’s First! Fund in the amount of $1,978,537 for FY 2012-13 based on the year-end audit
and an additional 3% of the projected revenue growth in an amount of $543,673 for FY 2014-15.
If revenues exceed projections at the end of a fiscal year, the City is required to reconcile the
additional contribution to account for this higher revenue.

Election Costs

Staff anticipates that there may be a need for additional resources associated with the November
2014 elections with the amount to be determined after the conclusion of the elections. During
the Mid-Year Budget Balancing action, $500K was allocated towards election costs. The
additional resources are due to: a larger than anticipated number of candidates running for City
elective office in the November 2014 election, a larger than anticipated number of ballot
measures, which may be considered by the voters at that same election, and increased costs for
translation into other languages.

Job Training and Economic Development (West Oakland Resource Center)

The Midcycle Policy Budget continues the investment in job training and economic development
for the City. The West Oakland Job Resource Center, which provides Oakland residents with
needed construction and logistics jobs training, will require an additional GPF subsidy of
$250,000 in FY 2014-15 in order to meet operational costs. In FY 2015-16, the center should be
fully funded as originally proposed through Army Base billboard revenues.

Also funded is a Program Analyst Il position, which will provide support to expand the Youth
Internship Program to year around, partnering with the Oakland Unified School District. This
position will focus on fundraising activities, increasing employer participation through outreach
activities, and will be supported by the part-time Workforce Investment Act funded position,
which provides seasonal program support for the Youth Internship Program. In addition, $50,000
is proposed to be allocated for the East Bay Alliance Membership Fee. The East Bay Alliance
seeks to establish the East Bay as a world-recognized region to grow business and attract capital
in a way that creates quality jobs. This membership fee is reflective of the City’s commitment as
a leader of the east bay economy and to promote economic opportunity for our residents.

Accela / Planning and Building Department
With the implementation of Accela, a Computerized Land-Use Management System, the need

for full-time systems implementation services are no longer required and are proposed in the
Midcycle Budget to be transferred to the General Purpose Fund. In addition, a number of FTE
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