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RECOMMENDATION

Staff recommends that the City Council adopt the attached Ordinance amending Ordinance No.
13170 C.M.S., which sets forth the Council’s General Purpose Fund (GPF) financial policies to
amend the requirements for authorization to use one-time or excess Real Estate Transfer Tax
(RETT) revenues for purposes other than established through this ordinance, to allow
authorization of such uses by resolution approved by super majority vote of the City Council.

Staff recommends the City Council consider using one-time funds to invest in core service as the
“operational necessity” measure.

OUTCOME

Approval of this Ordinance will allow the adoption of the FY 2014-15 Midcycle Budget, which
propose utilizing one-time revenues for ongoing expenditures, without the need to declare a
fiscal emergency.

ANALYSIS

Policy on One-time Funds

On June 27, 2013, the City Council approved Ordinance 13170 C.M.S., of which Sections D and
E state that one-time revenues and excess RETT may only be used for one-time expenditures,
paying off negative fund balances, setting aside funds for unfunded liabilities, etc. 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. Adherence to this and other financial policies have been
instrumental in improving the City’s financial condition and weather the recent economic
downturn. 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:
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“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/GlossaryofBudgetTerms.pdf

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. 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. Prudent changes to this financial policy
would allow additional budgetary flexibility, while maintaining the core goal. As such, staff
recommends the City Council consider using the one-time funds to invest in core service as the
“operational necessity” measure.

As mentioned above, declaring a fiscal emergency to expend one-time funds may be excessive
and not appropriate in all cases to address the City’s budgetary needs. The declaration of a fiscal
emergency to adopt the current proposed budget would unnecessarily alarm rating agencies and
bond holders. Alternatively, the City Council could determine there is a fiscal necessity to use
one-time revenues on ongoing expenditures. It is recommended this be done through a separate
resolution (separate from the budget adoption resolution) and require a super-majority vote of the
City Council in order to adopt a budget that uses one-time revenues on ongoing expenditures.

SUMMARY
Attached to this report is the proposed ordinance change presented for approval by the City

Council with a first reading on Monday, June 23, 2014 and a second reading anticipated to be
Tuesday, July 1, 2014.

pectfully submitted,

SARAH SCHLENK
Interim Budget Director
City Administrator’s Office

Attachment A: Ordinance Amending Ordinance No. 13170 C.M.S.
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OAKLAND CITY COUNCIL

ORDINANCE NoO. C.M. S.

ORDINANCE AMENDING ORDINANCE NO. 13170 C.M.S. WHICH
SETS FORTH THE COUNCIL’S GENERAL PURPOSE FUND (GPF)
FINANCIAL POLICIES TO AMEND THE REQUIREMENTS FOR
AUTHORIZATION TO USE ONE-TIME OR EXCESS REAL ESTATE
TRANSFER TAX REVENUES FOR PURPOSES OTHER THAN
ESTABLISHED THROUGH THIS ORDINANCE, TO ALLOW
AUTHORIZATION OF SUCH USES BY RESOLUTION APPROVED
BY A SUPER MAJORITY VOTE OF THE CITY COUNCIL.

WHEREAS, on June 17, 2003, the City Council adopted Ordinance No. 12502
C.M.S., which repealed the original reserve policy for the City's undesignated general
fund balance and adopted new operating budget and capital improvement budget
policies, and a higher minimum level of reserves; and

WHEREAS, on June 30, 2009, the City Council adopted Ordinance No. 12946
C.M.S., which revised the amended reserve policy for the City's undesignated general
fund balance to clarify the established reserve requirements; establish criteria for the
use of GPF reserve, use of excess Real Estate Transfer Tax (RETT) revenue, and
use of other one-time revenues, including the requirement to declare a fiscal
emergency to use one-time revenue or excess RETT for purposes other than those
described by the Ordinance; and to minimize drawdowns from the GPF reserve by
previously approved project carryforwards and purchase order encumbrances; and

WHEREAS, on October 2, 2012, the City Council adopted Ordinance No. 13134
C.M.S., which allowed one-time revenues to be used on one-time expenditures; and

WHEREAS, on June 27, 2013, the City Council adopted Ordinance No. 13170
C.M.S., which allowed excess (one-time) Real Estate Transfer Tax revenues to be used
on one-time expenditures; and
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WHEREAS, using certain one-time revenues or excess RETT on ongoing expenditures
from time to time may not rise to the level of declaring a fiscal emergency, however is an
action that should not be taken without thoughtful deliberation and strong Council support;

NOW, THEREFORE, THE COUNCIL OF THE CITY OF OAKLAND DOES ORDAIN AS
FOLLOWS:

Section 1. The City Council finds and determines the foregoing recitals to be true and
correct and hereby adopts and incorporates them into this Ordinance.

Section 2. The Municipal Code is hereby amended to add, delete, or modify sections as
set forth below (section numbers and titles are indicated in bold type, additions are

indicated by underscoring and deletions are indicated by strike-threugh type; portions of
the regulations not cited or not shown in underscoring or strike through are not
changed).

Section 3. Ordinance No. 13170 C.M.S. is hereby amended as follows:
A. General Purpose Fund Reserve Policy

1. Council hereby declares that it shall be the policy of the City of Oakland to provide
in each fiscal year a reserve of undesignated, uncommitted fund balance equal to
seven and one-half (7.5%) of the General Purpose Fund (Fund 1010)
appropriations for such fiscal year (the "General Purpose Fund Reserve Policy").

2. Each year, upon completion of the City's financial audited statements, the City
Administrator shall report the status of the General Purpose Funds Reserve to the
City Council and on the adequacy of the of the 7.5% reserve level. If in any fiscal
year the General Purpose Fund Reserve Policy is not met, the City Administrator
shall present to Council a strategy to meet the General Purpose Funds Reserve
Policy. Each year, the City Administrator shall determine whether the 7.5% reserve
level requires adjustment and recommend any changes to the City Council.

3. The amounts identified as the General Purpose Funds Reserve may be
appropriated by Council only to fund unusual, unanticipated and seemingly
insurmountable events of hardship of the City, and only upon declaration of fiscal
emergency. For the purposes of this Ordinance, "fiscal emergency" may be
declared (1) by the Mayor and approved by the majority of the City Council, or (2)
by a majority vote of the City Council.

4. Prior to appropriating monies from the reserve established by this Ordinance, the
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City Administrator shall prepare and present such analysis to the City Council.
Upon review and approval of the proposed expenditure by the City Council, and
appropriate fiscal emergency declaration necessary for the use of GPF reserve,
the City Administrator will have the authority to allocate from the reserves.

B. Capital Improvements Reserve Fund

1. There is hereby established a fund in the Treasury of the City of Oakland to be
known as the "Capital Improvements Reserve Fund."

2. On an annual basis, an amount equal to $6,000,000 shall be held in the Capital
Improvements Reserve Fund. Revenue received from one time activities,
including the sale of Real Property, shall be deposited into the Capital
Improvements Reserve Fund, unless otherwise provided in Sections C and D and-
E of this ordinance or otherwise directed by a majority vote of the City Council.
Interest earnings on monies on deposit in the Capital Improvements Reserve
Fund shall accrue to said fund and be maintained therein.

3. Monies on deposit in the Capital Improvements Reserve Fund may be
appropriated by Council to funds unexpected emergency or major capital
maintenance or repair costs to City-owned facilities and to fund capital
improvement projects through the Five-Year Capital Improvement Program.

4. Each year, upon completion of the City's financial audited statements, the City
Administrator shall report the status of the Capital Improvements Reserve Fund.
If in any fiscal year the Capital Improvements Reserve Fund threshold of
$6,000,000 is not met, the City Administrator shall present to Council a strategy
to meet said threshold.
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D-C. Use of Excess Real Estate Transfer Tax (RETT) Revenues to Pay for
One Time Expenses. Build up the Reserve, Pay Back Negative Internal
Service Fund Balances, Establish Set-Asides for Other Post-Employment
Benefits (OPEB) and Police and Fire Retirement System (PFRS) Liabilities,
and Fund Capital improvements Projects.

To ensure adequate levels of the General Purpose Fund reserves and to provide
necessary funding for municipal capital improvement projects and one-time
expenses, the City shall require that excess Real Estate Transfer Tax revenues be
defined and used as follows:

1) The excess Real Estate Transfer Tax (RETT) revenue is hereby defined as any
annual amount collected in excess of the "normal baseline" collection threshold
of $40 million.

| 2) The excess Real Estate Transfer Tax collections, as described in this section,
shall be used in the following manner:

a. To pay for one-time expenses; to replenish General Purpose Funds (GPF)
reserves until such reserves reach to 10 percent of current year budgeted
GPF appropriations.

b. After such reserves have been replenished, the order of use of the remaining
excess collection is as follows: 50 percent to repay negative internal services
funds balances; 30 percent set aside for to fund the Police and Fire
Retirement System (PFRS) liability until this obligation is met; 10 percent tote
establish and fund a trust for Other Post- Employment Retirement Benefits
(OPEB); and 10 percent to replenish the Capital Improvements Reserve
Funds until it reaches $10,000,000.

3) Any use of the "excess" RETT revenue for purposes other than those established
above may only be allowed by a super majority vote (6 out of 8) of the City Council

throuqh a separate resolutlon upendeelamtren—ef—a—ﬂseal—emergeney—Fer—the

a. The resolution shall be supported by a statement explaining the necessity
for using excess RETT revenues for purposes other than those established
above and;

b. The resolution authorizing expenditures using excess RETT revenue for
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proposes other than those above shall include a finding of necessity by the City
Council; and

c. The resolution shall also include steps the City will take in order to return to
utilizing one-time RETT revenues as described above.

E. D. Use of One Time Revenues To Repay Negative Fund Balances in
Internal Service and Other Funds; and Provide Criteria for Project
Carryforwards and Encumbrances inthe GPF.

1) From time to time, the City may receive "one time revenues", defined as financial
proceeds that will not likely occur on an ongoing basis, such as sales of property
or proceeds from the refinancing of debt, but not including additional Real Estate
Transfer Tax revenues discussed in Section "BC" above.

2) Fiscal prudence and conservancy requires that one time revenues not be used
for recurring expenses, that outstanding negative balances in various City funds
be paid off, and that municipal capital projects addressing health and safety
issues be adequately funded. Therefore, upon receipt of one time revenues, such
revenues shall be used in the following manner, unless legally restricted to other
purposes: to pay for one-time expenses, to payoff negative fund balances in the
Internal Service Fund, to payoff negatives in all other funds, or shall remain as
fund balance in the appropriate fund.

3) Any use of the "one time revenues" for purposes other than those established
above may only be allowed by a super majority vote (6 out of 8) of the City

Councﬂ through a separate resolutlon upendeela;aﬂenaf—aﬁseal—eme;geney—

a. The resolution shall be supported by a statement explaining the necessity
for using one-time revenues for purposes other than those established
above; and

b. The resolution authorizing expenditures utilizing one-time revenue for
proposes other than those above shall include a finding of necessity by the
City Council; and

c. The resolution shall also include steps the City will take in order to return to
utilizing one-time revenues as described above.
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E. E. Criteria for Project Carryforwards and Encumbrances in the General
Purpose Fund.

Previously approved but unspent project appropriations ("carryforwards"), as well as
funding reserved to pay for purchases or contracts that are entered into in the
current year but are not paid for until the following year ("encumbrances"), draw
down funding from reserves. Fiscal prudence requires that such drawdowns be
limited in the General Purpose Fund (GPF). Therefore:

1) Funding for non-operating projects and purchases shall be restricted within the
General Purpose Fund; capital purchases and projects in particular shall not
be funded from the General Purpose Fund.

2) Incases when non-capital, operating projects and purchases must be funded in
the General Purpose Fund, these shall be included inan annual budget and
supported with new annual revenues.

3) Carryover of unspent project carryforwards and encumbrances in the GPF
from one year into the next, with no new funding, will be allowed only on an
exception basis.

4) Inthe beginning of each fiscal year, before project carryforwards and
encumbrances are carried over from the prior year, and no later than August 1:

+ The Budget Director shall liquidate all unspent project carryforwards and
encumbrances in the GPF and advise affected City departments of said
action.

» The Budget Director shall provide a report of all unspent project
carryforwards and encumbrances to the City Council for review and
direction.

5) Departments may request to retain some or all of the liquidated GPF
carryforwards and encumbrances only if and when such balances are deemed
essential to the delivery of city projects, programs and services, and only if the
liquidation of such balances would be in violation of legislative or legal
requirements, could lead to health or safety issues, and/or would greatly impact
essential City projects, programs and services.

6) A request to retain some or all of the liquidated GPF carryforwards or
encumbrances must be submitted in writing to the Budget Director within five
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(5) working days of receiving an advisory from the Budget Director Office about
said liquidations, and must detail specific reasons necessitating such a request,
including but not limited to those stated in item (3) above.

7) The Budget Director, upon review of a department's request, shall recommend an
action to the City Administrator within five (5) working days of receiving the
department'’s request.

8) The City Administrator, in consultation with the Budget Director, shall make a final
determination of any and all requests for exceptions by departments, by August 20,
and all requesting departments should be so notified by August 30.

Section 4. This ordinance shall be effective immediately if passed by the affirmative
vote of at six (6) or more City Council members; if this ordinance is passed by the
affirmative vote of five (5) City Council members, it will be effective seven (7) days after

final passage.

In Council, Oakland, California, , 2014

PASSED BY THE FOLLOWING VOTE:

Ayes- BROOKS, GALLO, KALB, KAPLAN, MCELHANEY, REID, SCHAAF, AND
PRESIDENT KERNIGHAN

Noes-

Absent-

Abstention-
Attest:

LaTonda Simmons
City Clerk and Clerk of the Council of the
City of Oakland, California

Ordinance Amending
General Purpose Fund (GPF) Financial Polices
June 2014




