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RECOMMENDATION

Staff recommends that the City Council adopt an ordinance, amending the City of Oakland
financial policies, to establish a new rainy day policy and consolidating all fiscal policies into the
City of Oakland Consolidated Fiscal Policy; by

Creating a Vital Services Stabilization Fund, defining excess Real Estate Transfer Tax (“RETT”)
as a percentage of General Purpose Fund tax revenues, specifying how a portion of that excess
RETT & unallocated General Purpose Fund Balance will be allocated to funding debt, unfunded
long-term obligations, and the Vital Services Stabilization Fund, and consolidating prior fiscal
policies and practices into a single volume.

EXECUTIVE SUMMARY

The first purpose of this report and accompanying ordinance is to implement the motion
approved by the City Council on July 29, 2014 establishing a Rainy Day Policy (Aftachment A).
The second purpose is to consolidate this policy and other city fiscal policies into a single
volume, which is more understandable, and internally consistent. The policies incorporated into
this Consolidated Fiscal Policy (Exhibit I) are noted below alongside any changes made to those
policies:
e Balanced Budget Policy (Reso No. 77922) — Minor clarifications
e Financial & Reserve Policy (Ord No. 13242) — Rename the General Purpose Fund
Emergency Reserve
Transparency & Public Participation Policy (Reso No 84385) — Change milestone dates
e Long Term Financial Planning Policy (Reso No 84264) — Merge with Transparency Policy
Historical Fiscal Accountability Policy (Reso No 80777) — No changes aside from minor
language edits
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OUTCOME

Approval of this ordinance will allow for the creation of a Vital Services Stabilization Fund and
other changes to the City’s financial policies as directed by the City Council at its special
meeting on July 29, 2014. Approval of the ordinance will also result in the consolidation of the
City’s fiscal policies into a single volume to facilitate greater transparency.

BACKGROUND/LEGISLATIVE HISTORY

Over the years, the City has made continuous amendments to its financial policies to facilitate
various policy goals and objectives, including increased transparency, enhanced public
participation, adoption of best practices, and budgetary flexibility.

At the City Council meeting of July 29, 2014, the Council passed a motion (Attachment A)
directing staff to draft an ordinance establishing a rainy day policy for funding debt and
unfunded long-term obligations, and creating Vital Services Stabilization Fund. The motion also
directed staff to bring back recommendations for maintaining and/or investing the Vital Services
Stabilization Fund, and present other relevant financial policies to the City Council for their
review. Initial funding for the Vital Services Stabilization Fund was provided for in the FY
2014-15 Midcycle Budget adopted on July 1, 2014, totaling just over $2 million. Additionally,
the motion included a revision to the definition of what constitutes as excess Real Estate Transfer
Tax revenue. Previously any amount over a $40 million flat amount of RETT was considered
“excess” and therefore treated as one-time revenue. At staff’s recommendation, Council directed
the language to be updated to define excess RETT as any amount over 14 percent of General
Purpose Fund tax revenues.

A Vital Services Stabilization Fund or similar rainy day policy has been adopted by other
California jurisdictions, many in response to the great recession. Locally, San Francisco,
Concord, and Sunnyvale all have similar policies. The model of using a volatile revenue source
as a funding stream for a reserve and to pay down unfunded long-term obligations was modeled
on the State of California’s Proposition 2 — Rainy Day Budget Stabilization Fund Act.

ANALYSIS

In completing the directed action by the City Council, staff took stock of the large number of
financial policies that have been adopted over many years, and in different forms of legislation.
Accordingly, staff has provided an ordinance that accomplishes the direction of the City Council
via its July 29, 2014 motion (Aftachment A), and consolidates the fiscal policy sub-set of the
City’s financial policies, into a single volume (Exhibit I). Staff recommends the consolidation of
these fiscal policies into a single, current and consistent ordinance, to improve the transparency
with the public and the financial community. Additionally, future staff and policy makers will be
able to more directly understand the City’s fiscal policies.
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Amending the Definition of Excess Real Estate Transfer Tax (RETT)

The accompanying Consolidated Fiscal Policy (Exhibit 1) amends the definition of excess RETT
to: the amount exceeding fourteen percent (14%) of that year's General Purpose Fund tax
revenues as directed by the City Council’s motion. This language is contained in Section 1, Part
C, of the Consolidated Fiscal Policy.

Adoption of a Rainy Day Policy

The proposed Consolidated Fiscal Policy (Exhibit 1) establishes a Rainy Day Policy with the
features detailed in the City Council’s motion (Aftachment A). 1t directs that, twelve and one-
half percent (12.5%) of excess RETT shall be allocated through the budget process to the Vital
Services Stabilization Fund and that twelve and one-half percent (12.5%) of excess RETT shall
be allocated through the budget process to accelerate debt retirement and/or pay down other
unfunded long-term obligations (often referred to as unfunded liabilities). This language is
contained in Section 1, Part C, of the Consolidated Fiscal Policy.

The Consolidated Fiscal Policy directs that twenty-five percent (25%) of any unallocated
General Purpose Fund balance, as projected by the 3™ Quarter Revenue and Expenditure
forecast, and not budgeted for other purposes, shall be allocated in the following budget to the
Vital Services Stabilization Fund and that an additional twenty-five percent (25%) of any
unallocated General Purpose Fund balance, determined in the same way, shall be allocated to
fund accelerated debt retirement and/or other unfunded long-term obligations. This language is
contained in Section 1, Part E, and is consistent with the Council’s motion.

The Consolidated Fiscal Policy includes a provision to true-up all allocations described above to
occur in the following year’s budget, based on actual data from the final audit, of the year in
which the allocations were made. This process aligns with the City’s current practice of truing-
up the Kid’s First! Allocation to the Kid’s First! Oakland Fund for Children and Youth as
required by the City Charter.

The Consolidated Fiscal Policy directs the City Administrator to present his or her analysis and
recommendations to the Council regarding paying for accelerated debt retirement and/or paying
down other unfunded long-term obligations based on the best long-term financial interest of the
City. It also directs that the “unfunded long-term obligations” be clearly defined, as part of the
budget process. This language is contained in Section 1, Part F .
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Section 2, Part B of the Consolidated Fiscal Policy establishes a Vital Services Stabilization
Fund and defines its characteristics including the following provisions:

e Deposits to the Vital Services Stabilization Fund may be reduced and/or suspended once
it has accumulated a balance that exceeds 15% of General Purpose Fund revenues.

e The City may appropriate from this fund when General Purpose Fund revenues are
projected to fall below previous year’s revenues, or anytime service reductions (such as
layoffs or furloughs) are contemplated.

e And finally, not more than 60 percent may be appropriated at any one time. It provides
that deviations from the policy may be made by Resolution requiring a minimum of 6
votes with accompanying statements and plans for replenishment.

Investment of the Vital Services Stabilization Reserve Fund and Other Information

Staff recommends that the Vital Services Stabilization Fund be invested alongside the full City
cash pool. This will align the operations of this Fund with other city financial operations. The
City’s current debt and investment policies are included as Attachment B and Attachment C,
respectively to this report. They are not included in the Consolidated Fiscal Policy (Exhibit I) as
they are financial (related to management of funds) rather than fiscal (related to appropriations,
budgets, revenues and expenditures) in nature. The inclusion of the debt and investment policies
(as Attachments B and C) in this report are purely information, per the request of the Finance &
Management Committee at its July 22, 2014 Meeting, as these policies are related to the City’s
fiscal policies.

Inclusion of Other Items Relevant to the Financial Policies and Requested by the
Committee

Staff has also included, as an attachment to this report, the negative funds repayment schedule
that was adopted as a part of the budget process (Attachment D) as requested by the Finance &
Management Committee at its July 22nd Meeting. The negative funds repayment schedule is
related to the Consolidated Fiscal Policy (Exhibit 1) as both relate to the repayment of negative
funds.

Staff has research and included information regarding the Alameda County Surplus Property
Development Trust Fund also known as the Emerald Fund (4ftachment E). 1t should be noted
that the investment policy of the County’s Emerald Fund does not differ substantially from the
City’s Investment Policy; however the amount of principal in the County’s Emerald Fund is
substantial and resulted from the development and sale of large amounts of property in the Tri-
Valley area. The inclusion of this item was requested by the Finance & Management Committee
at its July 22™ Meeting.
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Minor Additional Changes to Fiscal Policies other than Consolidation, Harmonization,
Clarifying, Typographic, or Stylistic Edits.

In additional to consolidating the City’s current fiscal policies, the Consolidate Fiscal Policy
(Exhibit I) makes several minor changes in order to align them to current practice, and facilitate
a more logical sequence of procedures. In Section 1, Part B, the reporting requirement for year-
end revenues and expenditures has been clarified to reflect current practice. In Section 2, Part A,
the previous and long standing 7.5% General Purpose Fund reserve is renamed the “General
Purpose Fund Emergency Reserve Policy” to better clarify its function and distinguish it from
the Vital Services Stabilization Fund. In Section 3, Budget Process, Fiscal Planning,
Transparency, and Public Participation, which incorporates the City’s Transparency and Public
Participation Policy, several minor changes to dates were made in order to promote a more
efficient flow of the budget process.

PUBLIC OUTREACH/INTEREST

There was not direct public outreach conducted in the completion of this report.

COORDINATION

The Finance Department, Controller’s Bureau, the City Attorney’s Office, Service Employees
International Union Local 1020, and the International Federation of Professional and Technical
Engineers Local 21 were consulted in the creation of this report and accompanying ordinance.

COST SUMMARY/IMPLICATIONS

There are no direct costs associated with the adoption of this ordinance. However, this ordinance
alters the policies and procedures that underly the City’s budget development and fiscal
operations, and thus may affect future budgetary decisions.
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SUSTAINABLE OPPORTUNITIES

Economic: No direct economic opportunities have been identified.
Environmental: No direct environmental opportunities have been identified.

Social Equity: No direct social equity opportunities have been identified.

W

KIRAN BAW
Budget Director, City Administrator’s Office

Reviewed by:
Sarah Schlenk, Agency Administrative Manager
City Administrator’s Office

Prepared by:
Brad Johnson, Assistant to the City Administrator
City Administrator’s Office

Attachments:
A. City Council Motion Approved July 29, 2014
B. City Investment Policies
C. City Debt & Swap Policies
D. City Negative Funds Repayment Plan
E. Alameda County Emerald Fund

Ordinance amending the City of Oakland financial policies, to establish a new rainy day policy
and consolidating all fiscal policies into the City of Oakland Consolidated Fiscal Policy

Exhibits:
1. Consolidated Fiscal Policy
2. 77922 C.M.S. (Balanced Budget)
3. 13242 C.M.S. (Financial & Reserve Policy with Recent Amendments)
4. 13170 C.M.S. (Historic Financial & Reserve Policy)
5. 13008 C.M.S. (Historic Financial & Reserve Policy)
6. 12946 C.M.S. (Historic Financial & Reserve Policy)
7. 12502 C.M.S. (Historic Financial & Reserve Policy)
8. 84385 C.M.S. (Transparency and Public Participation Policy)
9. 84264 C.M.S. (Long Term Financial Planning Policy)
10. 80777 C.M.S. (Historic Fiscal Accountability Policy)
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MOTION

Direct staff to draft an Ordinance amending Ordinance No. 13170 and establishing a Rainy Day Policy for
Funding Debt and Unfunded Liabilities, as well as funding a newly established Vital Services Stabilization
Reserve, with the following features:

1. Amend the definition of Excess RETT to the amount exceeding fourteen percent (14%) of that year's
general tax revenues.

2. Add the creation of a new Rainy Day Policy with the following features:

a. When projected Real Estate Transfer Tax (RETT) exceeds fourteen percent (14%) of projected total
general tax revenues, twenty-five percent of that Excess RETT shall be allocated through the budget

process: half to a newly established Vital Services Stabilization Reserve and half to pay down debt or
unfunded liabilities.

b. Fifty percent (50%) of any unallocated General Fund balance, as projected by the 3" Quarter Revenue
and Expenditure Report shall be allocated in the following budget as follows: half to the Vital Services
Stabilization Reserve and half to pay down debt or unfunded liabilities.

c. With regard to allocating funds to pay down debt or unfunded liabilities, which shall be clearly
defined, as part of the budget process, staff shall present its analysis and recommendations to the
Council that it believes are in the best long-term financial interest of the city.

d. Funding the Vital Services Stabilization Reserve may be reduced once it has accumulated a balance
that exceeds 15% of general fund revenues.

e. Inyears when the city projects that total General Purpose Fund revenues for the upcoming fiscal year
will be less than the current year's revenues, or anytime service reductions (such as layoffs or
furloughs) are contemplated, use of this fund must be considered to mitigate such cuts, and the
adopted budget may appropriate funds from the Vital Services Stabilization Reserve to preserve city

operations; however, the budget may not appropriate more than sixty percent of the reserve balance
in any year.

f. Any deviations from this policy, including the need to address unusual and temporary increases in
baseline expenditures, must be made by Resolution requiring a minimum of 6 votes. The Resolution

must include (1) a statement explaining the necessity for the deviation and (2) a plan for replenishing
the reserve.

3. Bring back recommendations for maintaining and/or investing the Vital Services Stabilization Reserve,

other relevant policies such as repayment of negative fund balances, and alternatives for paragraph 2b
above.

Item# 4: Rainy Day Fund & Excess RETT Policy
Finance & Management Committee
July 22, 2014
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FINANCIAL SUMMARIES

TEN-YEAR REPAYMENT PLAN FOR FUNDS WITH NEGATIVE
BALANCES

Certain funds with negative balances, such as the Kaiser Convention Center Fund and the Purchasing Fund were put

on 10-year repayment schedules during FY 2005-07. The plan involves the GPF amortizing the negative balance in

these funds and making annual transfers over a 10-year period.

TEN-YEAR NEGATIVE FUND REPAYMENT SCHEDULES

SELF-INSURANCE FUND (1100) FINANCIAL PROJECTION

Beginning Amount of Transfer
Fund Deficit Total Total Change in Year- End GPF Non-GPF Change in Increase
§ (21,016,159)| Revenues  Expenditures Fund Balance Fund Balance Portion Portion Transfer in Subsidy
2013-14 22,979,358 21,303,405 1675953  (19,340,206) 19,454,567 3,524,791 1,964,731 9%
201415 22,979,358 22,011,308 968050 [(18,372,156) 19,454,567 3,524,791 0 0%
2015-16 24,128,326 22,671,647 1,456,679  (16,915478) 20,509,077 3,619,249 1,148,968 5%
2016-17 25334,742 23351,797 1982946  (14932532) 21534531 3,800,211 1,206,416 5%
2017-18 26,601,479 24,052,351 2549129 (12383403) 22,611257 3990222 1,266,737 5%
2018-19 27,931,553 24,773,921 3,157,632 (9,225,771) 23,741,820 4,189,733 1,330,074 5%
2019-20 28,592,396 25517,139 3,075,257 (6,150,514) 24,303,536 4,288,859 660,842 2%
2020-21 29,357,910 26,282,653 3,075,257 (3,075257) 24,954223 4,403,686 765,514 3%
EZUZLZZ | 30,146,390 27,071,132 3,075,257 0 25,624,431 4,521,958 788,480 3%
KAISER CONVENTION CENTER FUND (1730) FINANCIAL PROJECTION
Beginning
Fund Deficit Total Total Change in Year- End Amount of Change in Increase
$ (2,907,559)| Revenues Expenditures Fund Balance Fund Balance Subsidy Subsidy in Subsidy
2013-14 579,589 - 579,589 (2,327,970) 579,589 257,438 80%
2014-15 579,589 579,589 (1,748,381) 579,589 - 0%
2015-16 - 583,937 583,937 (1164,444) 583,937 4,348 1%
2016-17 583,937 583,937 (580,507) 583,937 - 0%
|2017-18 | 583,937 583,937 3430 583,937 .
EQUIPMENT FUND (4100) FINANCIAL PROJECTION
Beginning
Cash Deficit ISF non-ISF Total Total Change in Fund Balance Year- End Impact Rate
5 (4,265,613)| Revenues Revenue Revenue Expenditures Non GPF GPF TOTAL Fund Balance on GPF Inc.
2013-14 19,486,990 136,330 19,623,320 18,134,533 729,506 759,281 1,488,787 (2,776,826) 9,826,147 17%
2014-15 19,782,728 136,330 19,919,058 18,304,134 807,462 807,462 1,614,924 (1,161,902) 9839829 2%
2015-16 20,376,210 136,330 20,512,540 19,036,299 568,397 484,190 1,476,240 314338 10,188,105 3%
2016-17 20,987,496 136330  21,123826 19,797,751 540,745 460,635 1,326,075 1640413 10493748 3%
2017-18 21,826,996 136,330 21,963,326 20,589,661 608,476 518,332 1,373,665 3,014,078 10,913498 4%
(2018-19 | 22,700,076 136,330 22,836,406 21,413,248 733,362 624,715 1,423,158 4437236 11,350,038 4%




FINANCIAL SUMMARIES

TEN-YEAR NEGATIVE FUND REPAYMENT SCHEDULES (conT'D)

FACILITIES FUND (4400) FINANCIAL PROJECTION

Beginning
Cash Deficit ISF non-ISF Total Total Change in Fund Balance Year- End Impact Rate
$ (21,482,887) Revenues Revenue Revenue Expenditures Non GPF GPF TOTAL Fund Balance on GPF Inc.
2013-14 25872472 658,345 26,530,817 25363491 490,277 677,049 1,167,326  (20,315,561) 15,013075 15%
2014-15 27,289,929 658,345 27948274 25,871,465 249,217 1,827,592 2076809 (18,238,752) 15835345 5%
2015-16 28,927,325 658,345 29,585,670 26,647,609 352,567 2,585,493 2938061  (15300691) 16,310,197 6%
2016-17 30,662,964 658,345 31,321,309 27,447,037 464,913 3,409,359 3874272 (11426419) 17,778,114 6%
2017-18 32,809,372 658,345 33,467,717 28,270,448 623,672 4,573,596 5,197,268 (6,229,151) 19911488 7%
[2013—19 I 35,106,028 658,345 35,764,373 29,118,562 797,497 5848314 6,645,811 416,660 22300867 7%
PURCHASING FUND (4550) FINANCIAL PROJECTION
Beginning
Cash Deficit ISF non-ISF Total Total Change in Year- End Impact Rate
$ (300,431) Revenues Revenue Revenue Expenditures Fund Balance Fund Balance on GPF Inc.
2013-14 750,403 77,562 777,965 777,965 - (300,431) 254,624 -3%
2014-15 715,504 62,461 777,965 777,965 - (300,431) 74480 -5%
2015-16 787,054 - 787,054 785,745 1,310 (299,121) 81,928 10%
2016-17 865,760 - 865,760 793,602 72,158 (226,964) 90,121 10%
2017-18 952,336 - 952,336 801,538 150,798 (76,166) 99,133 10%
|2018-19 | 1,057,093 - 1,057,093 809,553 247539 171,373 110,038 11%




ATTACHMENT C

To

Vital Services Stabilization Reserve Fund And Other
Amendments to the City’s Financial Policies

City Debt Policies

Finance and Management Committee
October 28, 2014




C

[INCLUDING EXHIBIT A] .
FILED .
. CLER®
OFFICE og Tr{: ﬁl‘})"
APP D ASTO FORM AND LEGALITY
AMINAY 30 PH be 12 BT ooty
= CITY ATTORNEY
OAKLAND %ITY COUNCIL
RESOLUTION NO. C.M.S.

RESOLUTION ADOPTING THE CITY OF OAKLAND INVESTMENT POLICY FOR
FISCAL YEAR 2013-2014

WHEREAS, the City of Oakland may annually render to the City’s legislative body a
statement of its investment policy; and

WHEREAS, as.part of best practice and sound financial management the City will
continue to submit its annual investment policy to the City’s legislative body; and

WHEREAS, last year, the City revised and adopted an Investment Policy for fiscal year
2012-2013; and

presented herewith, to be in effect until a subsequent policy is adopted; now, therefore be it

RESOLVED, that the proposed City of Oakland Investment Policy for fiscal year 2013-

|
WHEREAS, a proposed City of Oakland Investment Policy for fiscal year 2013-14 is
2014, in substantially the form attached hereto as Exhibit A, is adopted.

PASSED BY THE FOLLOWING VOTE:

AYES - BROOKS, GALLO, GIBSON MCELHANEY, KALB, KAPLAN, REID, SCHAAF and PRESIDENT

In Council, Oakland, California, JUN 1 8 2013 5013
‘ KERNIGHAN — -

NOES- g
ABSENT- 15—

ABSTENTION- 9/

LATONDA SIMMONS

City Clerk and Clerk of the Council of the
City of Oakland, California
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1.0 POLICY

The purpose of this Investment Policy (“Policy”) is to establish overall guidelines for the management
and investment of the City of Oakland and Oakland Redevelopment Successor Agency’s public funds
pursuant to Council Resolution Nos. 75855 C.M.S and 00-38 C.M.S and in accordance with
Government Codes Section 53607. This Investment Policy is now amended and adopted as of June 18,
2013 and will serve as the City of Oakland’s and Oakland Redevelopment Successor Agency’s
Investment Policy for Fiscal Year 2013-14 and until it’s further revised. As of October 18, 2012, the
Investment Policy has been certified by California Municipal Treasures Association.

2.0 SCOPE

The Investment Policy applies to the operating funds of the City of Oakland, Oakland Redevelopment
Successor Agency and the Port of Oakland (the “City Operating Pool”), which includes the General
Fund, Special Revenue Funds, Debt Service Funds and all other funds comprised in City Operating
Pool. This investment policy applies to Successor Portfolio and or Successor Fund..

2.1 Proceeds of notes, bonds issues or similar financings including, but not limited to, reserve
funds, project funds, debt service funds and capital trust funds derived from such financing,
are not governed by this Investment Policy, but rather shall be invested pursuant to their
respective bond indentures or the State of California Government Code 53600, as
applicable.

2.2 Retirement/Pension Funds and Deferred Compensation Funds are also not governed by this
Investment Policy, but rather by the policies and Federal or State statutes explicitly
applicable to such funds.

3.0 PRUDENCE

All investments and evaluation of such investments shall be made with the Prudent Investor Standard
as set forth by California Government Code, Section 53600.3 and 27000.3, is defined as;

Prudent Investor Standard: Acting with care, skill, prudence and diligence under the
circumstances then prevailing, which persons of prudence, discretion and intelligence exercise
in the professional management of their business affairs, not for speculation, but for investment,
considering the probable safety of their capital as well as the probable income to be derived.

4.0 OBJECTIVES

The primary objectives, in order of priority, of the City and Successor Portfolio are:

4.1 Preservation of Capital (Safety)
The first and primary goal of the Portfolio is the preservation of capital. Investment shall be
undertaken in a manner to avoid losses due to market value risk, issuer default and broker
default. To attain this objective; investments are diversified.

4.2 Liguidity
The Portfolio will be structured in a manner that will provide cash as needed to meet
anticipated disbursements. Cash flow modeling ensures that investments mature as needed
for disbursements.







