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REPORT TO COUNCIL

SUBJECT
Action on FY 2017/18 Budget Year-End Report and Related Budget Amendments and the Monthly
Investment Report for June 2018

EXECUTIVE SUMMARY
This report provides the year-end financial condition of the City of Santa Clara on a budgetary basis
for the fiscal year ended June 30, 2018 and recommends approval of the related budget
amendments. Consistent with the Council pillar to enhance transparency, this report was
substantially restructured to provide the Council and the public with the status of, and recommended
increases to, reserves in key funds; detailed descriptions of recommended budget actions
(Attachment 1 and 2); summary of year-end performance for the General Fund as described in the
body of this report and for all other funds (Attachment 3); and a summary of a reconciliation of
carryover capital projects, grant, and donation funds (Attachment 4).  Previously, expenditures
related to grants and donations were not consistently budgeted; therefore causing an understatement
of funds available for department operations.  This report also submits to City Council the Monthly
Investment Report as of June 30, 2018 (Attachment 5).

The General Fund is a major operating fund for the City and includes multiple programs, services,
and activities for the residents of the City. Overall, the General Fund ended the year above the final
budget by $17.7 million after accounting for encumbrances that carryover into FY 2018/19 for
ongoing contracts and purchase orders. The City received $243.6 million in revenue, which is $7.7
million, or 3.3% higher than the final budget.  Additionally, actual expenditures came in $10.0 million,
or 4.2%, lower than the final budget with a net $3.4 million savings in salaries and benefits categories
primarily due to vacancies.
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As part of assigning the $17.7 million in General Fund surplus, this report recommends allocating
$15.3 million to reserves and $2.4 million to several budget amendments to cover unanticipated
expenses incurred in fiscal year 2017/18 which are in alignment with previous Council action. In
addition to the recommended reserve allocation of $15.3 million, staff also recommends transferring
$4.8 million from a retirement liability account to the Pension Trust thereby increasing reserves by
$20.1 million as summarized below.  The table below also shows a total increase of $24.1 million to
the General Fund Budget Stabilization Reserve (BSR).  Of the $24.1 million, $4.2 million was
assumed with the adoption of the FY2018/19 Budget.  With this report, staff recommends further
increasing the BSR by another $4.9 million.  Additionally, with an anticipated increase in the amount
of $15 million to the BSR scheduled for early 2019 the BSR balance will increase to $78.3 million,
well above the required reserve level of 25% of the adopted expenditure budget.

BACKGROUND
Section 1305 of the Charter of the City of Santa Clara, entitled 'Budget - Appropriations,' states that:

…from the effective date of the budget, the several amounts stated therein as proposed
expenditures shall be and become appropriated to the several departments, offices and
agencies for the respective objects and purposes therein named; all appropriations shall lapse
at the end of the fiscal year to the extent that they shall not have been expended or lawfully
encumbered; and at any meeting after the adoption of the budget, the City Council may
amend or supplement the budget by motion adopted by the affirmative votes of at least five
members so as to authorize the transfer of unused balances appropriated for one purpose to
another purpose, or to appropriate available revenue not included in the budget.

Based on two Council-adopted Budget Principles highlighted below, staff has prepared this report
with recommendations for the allocation of one-time FY 2017/18 General Fund year-end fund
balance.

Budget Principles for FY 2018/19, as adopted by the City Council on January 20, 2018 include:
- Use one-time unrestricted revenues (e.g., annual General Fund surplus) for one-time uses

such as increasing reserves, funding capital or Information Technology projects, paying off
debt, and/or paying off unfunded pension or other post-employment benefits liabilities.
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- In accordance with Council policy, continue to maintain the General Fund Budget Stabilization
Reserve balance at or above the policy level of 25% of adopted budget expenditures for the
long term fiscal health of the City.

Each year as part of budget development and budget close-out, staff reviews the reserve fund
balances and the reserve targets for the General Fund Contingency Reserve which is broken down
into the Budget Stabilization Reserve and the Capital Projects Reserve.  Per Council Policy, 25% of
General Fund Operations for the Budget Stabilization is established and the Capital Projects Reserve
is set at a minimum fund balance target of $5.0 million in the long term.  Further, during good
economic times, the Council is well positioned to increase reserve balances beyond its own policy
requirement in preparation for the inevitable downturn.

A report detailing the year-end surplus and the recommended allocation of those additional funding
amounts is brought forward each year after the year-end financial close.  The financial review as of
June 30, 2018 provides a year-to-date financial update to the City Council for fiscal year 2017/18.

Also, in compliance with the Charter of the City of Santa Clara and the adopted Investment Policy,
the Director of Finance is to provide a periodic report to the City Council on the City’s investments. By
practice, this has been reported to the City Council monthly. Due to the transactions required to close
-out the fiscal year, the June 2018 Monthly Investment Report for June 2018 is submitted as part of
this year-end report for your information.

DISCUSSION
This report includes a brief summary of budget to actual revenue and expenditure/expense
performance for the General Fund, Enterprise Funds, and Special Revenue Funds.  In most cases
revenues exceeded estimated levels and expenditures/expenses were within budgeted limits.

Based on the City Charter, the legal appropriation control is designated at the department or office
level within a fund.  In certain Internal Service and Special Revenue Funds, appropriations are
allocated by function rather than departments or offices.  In these funds, the appropriation control is
at the fund level.  Below the appropriation level are expenditure categories and line items.  In many
cases, actual expenditures may exceed the categories or line items within a department; however,
savings from other categories and line items within the same department and fund may offset these
overages (for example, savings due to staff vacancies may be offset by an increase in contractual
services). Attachment 1 - FY 2017-18 Budget Amendments includes a list of appropriations that
exceeded the appropriation control authority and are recommended to be adjusted in order to meet
the legal appropriation control limit or to reconcile specific reserves to policy requirements.

General Fund
The revenue comparison of budget to actuals is shown in Table 1.  As shown in the table, actual
revenue performance was approximately $7.7 million higher than the budgeted estimate of $235.9
million primarily attributable to Property Taxes, Other Taxes, Revenue from Other Agencies, and
Other Fees for Services revenue categories. Higher than budgeted revenues in these categories
were partially offset by lower than estimated Sales Tax and Licenses and Permits revenue
categories.

The increase in the property tax category which includes both secured and unsecured taxes is
primarily due to the secured property tax ending the year approximately $3.6 million higher than the
final budget of $48.9 million. This increase can be primarily attributed to the high property values that
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resulted from property development or real estate transactions that occurred during the year.

Sales Tax revenue ended the year approximately $3.2 million below the budgeted estimate of $59.0
million.  This revenue category is difficult to forecast due to the volatile nature of business to business
and retail sales tax categories. Staff will continue to monitor these revenues and revise future
projections in the upcoming budget as necessary.

The Other Taxes category includes franchise tax, transient occupancy tax, and documentary transfer
tax.  This revenue category increased by $1.9 million higher than budgeted primarily due to increase
in both the transient occupancy tax and documentary transfer tax.  Each generated over $0.8 million
more than the final budget of $20.6 million and $1.2 million, respectively. Both of these taxes are also
difficult to forecast as they are sensitive to the local, regional, and national economies.

Licenses and Permits ended the year $1.6 million below budgeted estimates primarily related to
lower building, electric, plumbing and mechanical permits issued.  Staff will continue to monitor
development activity trends.  It should be noted that a municipal fee study to evaluate cost recovery,
including these permit fees, is planned for early 2019.

Revenue from Other Agencies includes the redistribution of land sale proceeds and ground leases, in
addition to State-mandated reimbursements. This category came in significantly higher than the final
budget, with approximately $4.6 million in actual revenues compared to a budget of $1.2 million.  This
major increase is a result of one-time land sale proceeds due to the City from the sale of former
redevelopment agency property.

The Other Fees for Services category encompasses various fees associated to plan check and
zoning, engineering, fire prevention, as well as community service revenue from recreational
activities.  In FY 2017/18, fire prevention fees came in $2.2 million higher than its budget, while plan
check and sign fees and engineering fees were $0.9 million and $0.5 million higher than anticipated.

Interest earnings ended the year $1.4 million higher than budget due to the rising interest rate
environment as further documented in the monthly investment report for June 2018.

Table 1 - General Fund Revenue and Transfers In
Final Budget vs. Actual
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A comparison of budget to actual expenditures is shown in Tables 2 and 3, with Table 2 showing by
function and Table 3 showing by category.  Overall, departments ended the fiscal year within their
final budget, with the exception of the Fire Department, resulting in $12.1 million in expenditure
savings before adjustments for net increased encumbrance carryovers. After adjustment of $2.1
million for net increased encumbrances, which are funds related to issued contracts and purchase
orders carried over from FY 2017/18 to FY 2018/19, the expenditure savings amount to $10.0 million.
To adjust the Fire Department budget, a recommended budget action is included in Attachment 1 of
this report to account for the payout of unanticipated salary costs to comply with a recent FLSA court
decision.

Table 2 - General Fund Expenditures and Transfers Out
Final Budget vs. Actual by Function
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Table 3 depicts budgeted vs. actual revenues by category. Due to turn-over of staff, departments
generated net salary and benefits savings in the amount of $3.4 million. To ensure service delivery to
our residents, these savings were offset with higher than budgeted as-needed salary and overtime
expenditures.  Additionally, savings were achieved in the materials/services/supplies and Transfers-
Out expenditure categories resulting in overall expenditure savings of $12.1 million in the General
Fund. After accounting for increased encumbrances that carryover into FY 2018/19 for ongoing
contracts and purchase orders, the expenditure savings amounted to $10.0 million. Transfers-Out
savings are due to the fact that the FY2017/18 Adopted Budget was balanced with a surplus and
these funds were not transferred to the Budget Stabilization Fund in that year. With the
recommendation to fund the BSR in the amount of $9 million as outlined in this report this inadvertent
oversight will be corrected.

Table 3 - General Fund Expenditures and Transfers Out
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Final Budget vs. Actual by Category

Through excess revenue of $7.7 million and expenditure savings of $10.0 million, the General Fund
ended with a surplus prior to recommended budget adjustments in the amount of $17.7 million.  Table
4 below summarizes, as detailed in Attachment 2, various recommended budget actions to dispose
$17.7 million in General Fund surplus by funding $2.4 million in required adjustments to align with
previous Council action and $15.3 million in contributions to reserves as well as net-zero
adjustments.

Required adjustments totaling $2.4 million include several adjustments needed as a result of prior
Council action or where additional funding is needed to complete ongoing analysis or projects such
as retroactive pay as required per the August 2018 approved MOU between the City and IAFF Local
1171 and FLSA required payments per a recent court case.  An additional contribution to reserves
totaling $15.3 million is recommended and will provide funding for future capital projects, liability
claims, and to provide for an economic buffer in the event of a potential economic slowdown.  Net-
zero adjustments, offset by revenue reimbursement are recommended for approval to provide
funding for expenditures related to the College Football Championship as currently estimated,
continuation of ongoing Convention Center performance audit, and to true-up a County grant for the
Police Department.  These net-zero or revenue reimbursed adjustments add approximately $607,000
to the total General Fund budget.  Lastly, net-zero expenditure adjustments are included to shift an
Audit Program position and associated funding from the City Clerk’s Office to the Finance
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Department.  When combining required adjustments ($2.4 million), contributions to reserves ($15.3
million) and net-zero adjustments ($607,000) a total of $18.3 million in additional General Fund
budget adjustments are included in this report.

Table 4 - Summary of Net General Fund FY 2018/19 Budget Adjustments

Other Funds
Attachment 3 - Summary of Other Funds Performance summarizes budget to actual performance for
the City’s special revenue funds, internal service funds, and enterprise funds.  As previously
described, the appropriation control level for special revenue and internal service funds are at the
fund level.  However, similar to the General Fund, enterprise funds include appropriations at the
department level and any overages must be corrected.

At the end of FY 2017/18, all special revenue funds ended the year within budgeted levels on an
overall fund level and no appropriation action is required as fund balances are sufficient to cover any
overages.  The expenditure overage in the Convention Center Maintenance Fund resulted from the
timing of the liquidation of a closed out purchase order. An encumbrance carried over from FY
2016/17 that is no longer needed is included in the expenditure figure.  When accounting for the
liquidation of this encumbrance, this expenditure category is positive.

Expenditures exceeded budgeted levels in the Workers’ Compensation and Special Liability
Insurance Funds.  In the Workers’ Compensation Fund, the City experienced higher than projected
medical claims payouts.  Sufficient ending fund balance is available in this fund to offset this overage.
In the Special Liability Insurance Fund, payouts from settlements and jury verdicts occurred during
the year.  Adjustments for FY 2017/18 and FY 2018/19 are included in this fund and detailed in
Attachment 1 and 2.

Several enterprise funds exceeded their budget as of June 30, 2018. Separate actions are
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recommended in Attachment 1 to correct the overages in the Water Utility, Water Recycling, and
Cemetery Funds. These overages are primarily due to higher than anticipated activity levels in each
of these funds offset with revenues.  In the Solid Waste Fund, overages resulted from the timing of
the liquidation of closed out purchase order encumbrances.  When accounting for the liquidation of
encumbrances, this expense category is positive.

It should be noted that several Silicon Valley Power projects exceeded the budgeted appropriation
due to City staff costs not included in the development of the project budget.  Moving forward, the
Finance Department will work with departments to ensure that capital improvement program budgets
incorporate all costs necessary to fully deliver projects.

Retirement Liability Balance
In addition to the budget amendments included in Attachments 1 and 2 as a result of the FY 2017/18
performance, the staff recommends the transfer of approximately $4.8 million from the City’s
retirement liability account to the Pension Stabilization Reserve. Retirement costs were charged to
City departments and funds based on the CalPERS actuarial normal cost and unfunded liability
retirement rates.  The actual CalPERS invoice is paid out of the liability account.  Over the last two
fiscal years, the City has prepaid the unfunded liability portion of the retirement costs to CalPERS
that had generated City savings.  In addition, the unfunded liability portion of the retirement costs that
are due is calculated as a dollar amount rather than a rate.  Because the City’s actual payroll on
which the unfunded liability rate is charged to departments and funds is higher than the payroll
assumed by CalPERS to develop the rate, savings in City Funds occurred.  A transfer from this
account to the Pension Stabilization Reserve is recommended with the following funding breakdown:

Table 5 - Summary of Unfunded Retirement Liability with Recommended Retirement Liability Balance

Transfer to Pension Stabilization Reserve

As summarized in Table 5, the recommended transfer of $4.8 million to the Pension Stabilization
Reserve would increase the total reserve to $20.4 million and the total percent of unfunded liability to
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approximately 4% based on the figures reported in the Consolidated Annual Financial Report GASB
68 Report. While some of the figures vary by funding source, future budget processes will evaluate
additional transfers to keep the percent of the liability aligned by fund, as future funding allows.

Because the funds are in a liability account and not budgeted, no separate Council appropriation
amendments are required.

Capital Project, Grants, and Donations Carryover Reconciliation
Due to the timing of the production of the FY 2018/19 and 2019/20 Adopted Capital Improvement
Program Budget, estimates are used to carryover unspent project funds from FY2017/18 to FY
2018/19.  Attachment 4 - FY 2018/19 Amendments - Summary of CIP Carryover, Grants, and
Donations details a reconciliation of those project carryover amounts based on actual year-end
activity totaling $89.2 million.  The actions included in Attachment 4 are recommended as part of the
FY2018/19 Budget Amendment in this report.  Because capital projects often cross fiscal years,
these funds are necessary to continue the projects without delay.  When projects are closed out,
carryover funds are unallocated and available for future programming through the budget process.  In
addition to the carryover amounts for capital projects, the carryover of unspent
donations/reimbursements ($1.8 million) and grant ($8.4 million) funding is included in Attachment 4.
Many of these funds had not been previously budgeted.  Budgeting the carryover amounts for both
donations and grants received increases transparency of the City’s expenditures.  While the budget
actions in this report recommend the carryover of unspent funds, the upcoming budget will include a
full budgetary reconciliation and appropriation of the City’s grants and donations.

Monthly Investment Report
In compliance with the Charter of the City of Santa Clara and the adopted Investment Policy, the
Director of Finance is to provide periodic report to the City Council on the City’s investments. Due to
the transactions required to close-out the fiscal year, the June 2018 the Monthly Investment Report
for June 2018 is included in this year-end report.

The June 2018 portfolio return totaled 1.64% compared to the benchmark of 1.96% and a return of
1.28% in June 2017.  The average maturity of the City’s portfolio was 2.01 years.  All securities held
by the City of Santa Clara as of June 30, 2018 were in compliance with the City’s Investment Policy
Statement regarding current market strategy and long-term goals and objectives.  All securities held
are rated “A” or higher by two nationally recognized rating agencies.  There is adequate cash flow
and maturity of investments to meet the City’s needs for the next six months.

The City’s investment strategy for June 2018 was to invest funds not required to meet current
obligations, in securities listed in the prevailing Investment Policy Statement, with maturities not to
exceed five years form the date of purchase.  This strategy ensures safety of the City’s funds,
provides liquidity to meet the City’s cash needs, and earns a reasonable portfolio return. In
compliance with the Charter of the City of Santa Clara and the adopted Investment Policy, the
Monthly Investment Report for June 2018 is submitted for your information in Attachment 5.

ENVIRONMENTAL REVIEW
The action being considered does not constitute a “project” within the meaning of the California
Environmental Quality Act (“CEQA”) pursuant to CEQA Guidelines section 15378(b)(4) in that it is a
fiscal activity that does not involve any commitment to any specific project which may result in a
potential significant impact on the environment.
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FISCAL IMPACT
Overall all City funds ended the FY 2017/18 in a positive net position. The General Fund generated a
surplus of $17.7 million with a recommendation to increase reserve levels by $15.3 million.  As the
General Fund faces both revenue and expenditure pressures in future years, only necessary
adjustments in the amount of $2.4 million are included in the budget amendments detailed in
Attachments 1 and 2.  A summary of year-end performance for all other funds is detailed in
Attachment 3 and summary of a reconciliation of carryover capital projects, grant, and donation funds
is itemized in Attachment 4.  Additionally, staff recommends allocating $4.8 million from a retirement
liability account to the City’s pension trust reserve.

COORDINATION
This report was coordinated with the City Attorney’s Office.

PUBLIC CONTACT
Public contact was made by posting the Council agenda on the City’s official-notice bulletin board
outside City Hall Council Chambers.  A complete agenda packet is available on the City’s website
and in the City Clerk’s Office at least 72 hours prior to a Regular Meeting and 24 hours prior to a
Special Meeting.  A hard copy of any agenda report may be requested by contacting the City
Clerk’s Office at (408) 615-2220, email clerk@santaclaraca.gov or at the public information desk at
any City of Santa Clara public library.

ALTERNATIVES
1. Note and file the FY 2017/18 Budget Year-End Report and Approve the Related Budget

Amendments (Five Affirmative Council Votes Required for Revenue actions only).
2. Authorize the Transfer of $4,807,217 to the City’s Pension Trust Fund.
3. Note and file the Monthly Investment Report for June 2018 as presented.
4. Do not note and file the FY 2017/18 Budget Year-End Report and do not approve the Related

Budget Amendments (Five Affirmative Council Votes Required for Revenue actions only).
5. Do not authorize the Transfer of $4,807,217 to the City’s Pension Trust Fund.
6. Do not note and file the Monthly Investment Report for June 2018 as presented.
7. Other action the Council deems appropriate.

RECOMMENDATION
Alternatives 1, 2, and 3:
1. Note and file the FY 2017/18 Budget Year-End Report and Approve the Related Budget

Amendments (Five Affirmative Council Votes Required for Revenue actions only),
2. Authorize the Transfer of $4,807,217 to the City’s Pension Trust Fund; and,
3. Note and file the Monthly Investment Report for June 2018 as presented.

Reviewed by: Angela Kraetsch, Director of Finance
Approved by: Deanna J. Santana, City Manager

ATTACHMENTS
1. FY 2017/18 Budget Amendments
2. FY 2018/19 Budget Amendments
3. Summary of Other Funds Performance
4. FY 2018/19 Budget Amendments - Summary of CIP Carryover, Grants, and Donations
5. Monthly Investment Report for June 2018
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