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INTRODUCTION

Forecasting is an important part of a City’s budgeting process, as it provides an outlook on the
City’s future financial condition by identifying long-term financial needs and potential budget
imbalances. Even though it can be difficult to predict revenues, particularly due to circumstances
that are not controlled by the City, such as international, national, State, and regional economic
fluctuations, it is important to prepare a forecast to assist with financial decision-making.
Expenditures are more predictable, as a majority of General Fund expenditures are related to
personnel, which are primarily determined based on negotiated Memorandum of Understanding
(MOU), health insurance, and retirement benefit cost projections.

This the first time that the City has prepared a Ten-Year General Fund Forecast (Forecast); in prior
years, the forecast was a five-year timeframe. Staff believes that a ten-year forecast is prudent
and assists in providing a long-term road map to guide the financial planning of the City as it
addresses rising pension costs and unfunded liabilities.

The Forecast addresses a majority of the City’s budget, including operating revenues and
expenditures for Administrative Services; City Attorney; City Clerk; City Council; City Manager;
Community Development; Fire; Library; Parks, Recreation and Community Services; Police; and
Public Works Services.

The economic conditions discussed below help inform the development of the Forecast. Of note
is the near-certainty of a recession during the Forecast period. Itis unknown when this may occur,
but many economists suggest it will occur at some point during FY 2020-21. The General Fund is
also the fund of the City that is most affected by positive and negative economic conditions.

Economic OUTLOOK

The economy has been in an upward, or expansion, phase of the business cycle for ten years,
which is the nation’s longest ever expansion cycle, based on figures that date back to the 1850’s.
Notably, since 1945, the average economic expansion has lasted about 5 years. The consensus
amount economists is that a recession is in the near future; however, most economists agree
that there is no immediate (within the next 6 months) recession. Many experts are suggesting
the recession will begin in late 2020 or early 2021. It is unknown which event will be the tipping
point, but economists are watching several factors.
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Over the past year, the U.S. and China have entered a trade dispute in which each country has
imposed a series of tariffs on products commonly traded, and made threats of additional tariffs.
As of now, it is unclear what the ultimate outcome of this standoff will be, as talks have recently
stalled. If a deal is reached and China can stabilize their economy, it will have a positive effect on
fears of a global economic slowdown. If a deal is not reached, and tariffs are raised on Chinese
goods, there is potential for an economic downturn.

Nationally, Personal Consumption Expenditures (PCE) are also on the rise. During March 2019,
PCE rose by an unexpected 0.9 percent, which is the largest monthly increase since August of
2009. With the Gross Domestic Product (GDP) at 3.2 percent, and national unemployment at 3.8
percent, consumer sentiment surveys indicate that a majority of consumers have a positive
outlook for their personal finances. The national economy currently appears to have weathered
the prolonged government shutdown and stock market volatility that caused a slump in the
economy during the first part of 2019.

Cautious optimism seems to be the mood currently. Investors and economists continue to try to
predict not only the timing of the next recession, but the factors that will signal the coming of
the recession. Ultimately, a recession would affect consumer behavior and the performance of
some of the key revenue sources for local government agencies, including in Redwood City.

According to the State of California Legislative Analyst’s Office (LAO), the State’s economic
conditions remain positive and the State budget is in remarkably good shape. The LAO projected
that the State’s reserve balance would be $14.5 billion by the end of FY 2019-20. In addition, the
LAO predicted that the State Legislature will have an additional $14.8 billion in resources
available to allocate in the FY 2019-20 budget process.

Another positive projection for the California budget is the possibility of $1.0 billion or more in
one-time tax revenue collected in the near future, due to several initial public offerings (IPOs)
this year. Uber had an IPO in May 2019, and Airbnb and four other California-based companies
will have IPOs later this year, which are collectively projected to generate up to $1.0 billion in tax
revenue for the State.

However, the State’s budget condition can change quickly. For example, in the dot-com bust of
2001 and ensuing recession, State revenues declined precipitously. A projected budget surplus
of $10.3 billion in FY 2001-02 turned into a budget deficit of $12.4 billion the following fiscal year.

Given the size of the currently projected State budget surplus, it will give the California
Legislature a unique opportunity to prepare for any unforeseen challenges and economic
slowdowns still to come.
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The LAO has developed projections for the near-term trends in the California economy, which
include the following:
o Job growth is expected to slow to 1 percent annually
Wage growth is expected to continue at 5 percent annually
Home price growth is expected to slow and stay flat at 3 percent annually
Stock market (S&P 500 index) is expected to hover around 2800
Personal income tax revenues will grow, caused by significant increases in capital gains

It is anticipated that total wages and salaries will continue to grow at the same above-average
rate that has been experienced recently. This is due, in large part, to record low unemployment,
which creates competition amongst employers for workers, especially in the Bay Area. This
competition typically forces employers to pay higher wages to attract new workers, which has
the commensurate effect of increasing the region’s housing prices and transportation demands.

According to Zillow.com, the median home value in Redwood City is currently $1.6 million. The
benefit to the City of increased sales prices is higher property transfer taxes and property taxes.
The median home rental rate in the City is $4,200 per month, compared to the San Francisco
metro area of $4,500 per month. The downside of high home values and rental rates is that
Redwood City is one of the most expensive places to live in the Bay Area.

According to the 2019 Silicon Valley Index, published by Joint Venture Silicon Valley, in the Silicon
Valley region, the median household income was $118,357 in 2017 (latest available numbers.)
California overall had a median income of $71,805, while the nationwide median household
income was $60,336. The per capita income in Silicon Valley was $102,410, compared to $59,796
for California, and $51,640 nationwide.

Regionally, Silicon Valley continues to be a worldwide economic leader due to significant job
creation, stable employment, high personal incomes, increasing property values, and numerous
commercial and residential development projects. At the same time, these factors have
contributed to quality of life concerns in our region, including: the demand for more affordable
housing options; increasing traffic congestion; escalating infrastructure needs; low income
residents moving away; and diverse views on the pace and nature of change. These factors all
contribute towards the health and well-being of our residents, and in turn, affect the economic
outlook of the City.

The City continues to exhibit signs of a healthy economy. Local economists are not forecasting an
economic downturn during the next fiscal year; however, it is possible that a downturn will occur
at some point during FY 2020-21, and definitely will occur during the Ten-Year Forecast period.
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FORECAST ASSUMPTIONS

The Forecast is based on assumptions compiled from a variety of sources. In addition to the City’s
internal research and forecast development, staff has received information from a variety of
sources, including the California Legislative Analyst’s Office, the City’s sales tax and property tax
consultant, Avenu Insights & Analytics, the National Economic Education Delegation, and the
UCLA Economic Forecast. In addition, staff analyzed historical data, current economic indicators,
state and national economic trends, County of San Mateo data, and local conditions for the City.

Highlights of assumptions informing the Forecast include:

e Property taxes are forecasted to increase almost 7 percent in FY 2019-20 over the FY
2018-19 adopted budget. This is primarily a result of the completion of several
development projects, as well as increasing assessed valuations for commercial property,
particularly in the Downtown area, as well as residential property. Homeowners in the
City have seen the largest increase in median home prices as compared to other regions
in the Bay Area. As previously mentioned, the median home value in the City is $1.6
million. This has particularly benefitted longer-term homeowners. Homeowners who
have owned a home for 15 years or more have experienced steeper appreciation in home
values compared to homeowners in other parts of the County and Bay Area. Property
taxes are expected to increase annually over the Forecast period.

e Sales tax revenues are projected to be $8.4 million higher in FY 2019-20 as compared to
the FY 2018-19 adopted budget. This increase is due primarily to the passage of Measure
RR by the Redwood City voters in November 2018, which is expected to generate around
$8.7 million in additional revenue annually. This measure enacted a one-half cent sales
tax increase for purchases made within Redwood City. Overall, sales tax revenue is
expected to decrease starting in FY 2020-21 due to a projected economic downturn,
coupled with the trend of consumers spending more of their disposable income on non-
taxable items, such as housing and medical care. Modest sales tax increases are projected
in the outer years of the Forecast.

e Other taxes, including Transient Occupancy Tax (TOT), are projected to increase by 15.7
percent in FY 2019-20, when compared to the FY 2018-19 adopted budget. This
significant increase is due to the recent opening of a new hotel in the City, as well as
increased occupancy rates and average room rental rates. New TOT revenue generated
by short-term rentals will be set aside for affordable housing projects and will be not
dedicated to the General Fund.
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e Utility Users’ Tax revenue is projected to be $9.0 million, a decrease of 7.2 percent as
compared to the FY 2018-19 adopted budget. Pursuant to City Council policy, the entirety
of this revenue is transferred to the Capital Projects Fund to be used exclusively for capital
projects. This revenue stream is declining as consumers “cut the cord” on their traditional
cable providers and switch to other services, such as streaming video or online content.
As a result, this revenue is expected to decrease annually over the Forecast period.

e The City’s pension costs are expected to rise significantly over the next decade to pay off
the City’s unfunded liability. In ten years, the City’s annual CalPERS payment is projected
to be approximately $45.5 million, which is $17.7 million more than the estimated FY
2019-20 payment of $27.8 million, representing a 64 percent increase.

NET OPERATING POSITION

The Forecast contemplates an economic downturn occurring within FY 2020-21, and when
combined with rising mandated pension contributions, a budget deficit is projected to begin in FY
2021-22 and increase annually over the Forecast timeframe.

As shown in the chart below, without any adjustments to current operating costs or revenue
sources, the annual budget deficit is projected to be almost $1.0 million in FY 2021-22 and grow
to almost $18.0 million in FY 2028-29. Because of the projected deficit, the City will need to
continue to explore all the strategies that were previously identified in the Financial Sustainability
Plan, including operating cost reductions and revenue enhancements.

Projected General Fund Net Operating Position
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GENERAL FUND RESERVE

On April 5, 1999, the City Council established a General Fund Reserve policy, where the
unappropriated fund balance of the General Fund shall be maintained at a level between 15 and
20 percent of estimated General Fund revenues in any given fiscal year. Starting with the FY 2017-
18 Adopted Budget, the City Council approved a General Fund reserve balance of 15 percent. The
FY 2019-20 Recommended Budget contains a 15 percent General Fund reserve fund balance.

REVENUES

The following pages contain detailed information on the City’s main revenue sources, including
historical data on the actual revenue received, as well as projected revenue over the Forecast
period.
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Property Tax

In 1978, Proposition 13 was approved by the voters in California, which amended the State
Constitution and limited the property tax to 1 percent of the market value of property as of July
1, 1975. The value was allowed to increase with inflation but not more than 2 percent a year.
Properties resold after July 1, 1975 are assessed at the price paid by buyer. New construction is
assessed at the cost of construction (if self-occupied), or market sale value if sold. The tax is
collected by the County Tax Collector and apportioned to the various agencies including cities,
school districts, college districts, hospital districts, etc., on a formula basis adopted by the State
legislature.

Secured taxes are due and payable to the County in two equal installments each fiscal year by
December 10 and April 10. The secured roll consists of taxes that become a lien against the
property. The unsecured roll consists of property that is of a moveable nature such as personal
property or stock in trade where a lien cannot be secured. The County remits the property tax to
cities on a regular basis as they have been collected.

Property Tax is the largest contributor to the City’s revenue stream, representing 40.2 percent of
all revenues. Property tax received and projected to be received is shown below.
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Sales Tax

As part of the Bradley-Burns Uniform Local Sales and Use Tax, the City receives an additional 1
percent tax on all sales originating within the City limits. This tax is collected by the business,
along with the County and State sales tax. The total amount collected is remitted by the retailers
to the State Board of Equalization. Following approval of Measure RR in November 2018, the
total sales tax rate in Redwood City, (including State, County and City) is 9.75 percent. The City
receives 16 percent of the sales tax rate collected in the City.

Funds are received from the State on a monthly basis. Each month an advance is made based on
estimates. An adjustment is made each quarter to reflect the actual taxable sales activity. The
funds may be used for any governmental purpose.

Sales tax is the second largest contributor to the City’s revenue stream, representing 20.5 percent
of all revenues. Sales tax received and projected to be received is shown below.

Sales Tax
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Utility Users’ Tax (UUT)

A UUT of 5 percent was imposed by the City in 1983 to be collected on telecommunications
charges, gas and electric charges, and cable TV charges. In November 2007, voters approved a
change to the utility tax ordinance which reduced the tax rate on telecommunications and cable
TV charges to 4 percent, and updated the telecommunications section to more accurately reflect
current technology and changes in federal and State laws. Assembly Bill 1717 was approved in
September 2014, which provides for UUT to be collected on prepaid phone services.

UUT is a general tax and can be used for any governmental purpose. However, it is the policy of
the City to use the revenues generated from this source for capital improvements. As a result, a
transfer out of the General Fund and into the Capital Projects Fund is recorded annually for the
amount of UUT collected.

UUT revenue is declining as more consumers “cut the cord” of their traditional cable services (on
which UUT is collected) and switch to other services, such as video streaming services or online
content (on which UUT is not collected). This will reduce resources available for capital needs.
UUT received and projected to be received is shown below.

Utility Users' Tax
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Other Taxes

Other taxes of the City are comprised of business license taxes, franchise fees, property transfer
taxes, and transient occupancy tax (TOT). TOT accounts for 62 percent of this category; business
license taxes are 19 percent; franchise fees are 14 percent; and property transfer taxes are 5
percent.

Transient occupancy taxes are collected by each motel/hotel/inn operator in the City and are
remitted monthly. The current TOT rate is 12 percent of the rent charged to each guest. TOT is
expected to increase due to the recent opening of a new hotel in the City, as well as increased
occupancy rates and average room rental rates. New TOT revenue generated by short term is set
aside for affordable housing and is not dedicated to the General Fund.

Businesses in the City are levied an annual base tax of $66, plus an additional tax based on the
number of employees, housing units, square footage, or other factors. The City does not base the

business license tax on gross sales.

Other taxes received and projected to be received are shown below.

Other Taxes
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Licenses and Permits

Licenses and Permits are primarily made up of building permits. Future years are expected to
decrease slightly as a potential slowdown in development, due to a downturn in the economy,
could occur.

Licenses and Permits received and projected to be received are shown below.

Licenses and Permits
(in millions)
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Charges for Services

Charges for Services are fees the City charges customers for services provided, such as fire service
fees charged to the City of San Carlos, and garbage collection franchise fees collected from
customers. Fire services fees account for 48 percent of this category, while garbage collection
fees account for 17 percent, and plan check fees are 13 percent. The balance of this category
consists of planning and cost recovery fees, fire inspection fees, police services, after school
program fees, accounting/financial services fees, and downtown program fees.

Charges for Services received and projected to be received are shown below.

Charges for Services
(in millions)
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Other Revenues

Other Revenues are revenues related to right-of-way rents charged to the Water and Sewer
Funds, as well as reimbursements from other funds for General Fund expenditures related to
salaries and benefits.

Other Revenues received and projected to be received are shown below.

Other Revenues
(in millions)
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EXPENDITURES

Over 70 percent of the General Fund’s expenditures consist of salaries and benefits, which is very
typical of California cities. The City has two pension plans with the California Public Employees’
Retirement System (CalPERS): one for miscellaneous (non-safety) employees and one for safety
employees such as sworn fire and police personnel. As discussed in the Budget Message, the City
has increasing costs related to miscellaneous and safety pension plans during the Forecast period.

As shown in the chart below, the City’s pension costs are expected to rise significantly to pay off
the unfunded liability. In ten years, the City’s annual CalPERS payment from all City funds
(General Fund as well as Sewer and Water Funds) is projected to be approximately $45.5 million,
which is $17.7 million more than it is estimated to be in FY 2019-20 ($27.8 million), or a 64 percent
increase. Costs are expected to continue to grow through FY 2030-31, when annual costs will be
nearly double what they are today. These estimates are at a 50 percent confidence level, meaning
that there is a 50 percent chance they could be higher or lower. Costs will begin to slowly decline
in FY 2033-34, but will remain higher than current levels.

Required Annual CalPERS Contributions
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(in thousands)
2017-18  2018-19  2018-19  2019-20  2020-21 2021-22  2022-23  2023-24  2024-25 2025-26  2026-27 2027-28  2028-29
ACTUAL  ADOPTED  ESTIMATE RECOMM. ESTIMATE  ESTIMATE ESTIMATE ESTIMATE ESTIMATE ESTIMATE ESTIMATE ESTIMATE ESTIMATE

REVENUES
Property Taxes 51,322 52,035 58,792 54,531 56,239 58,224 59,905 61,415 62,965 64,557 66,132 67,747 69,404
Downtown Property Taxes 7313 7,163 8,260 8,800 9,152 9,426 9,662 9855 10,052 10,303 10,613 10931 11,259
Sales Tax 22,086 23,900 24,574 32,302 29,845 28,830 29,810 30,824 31,872 32,828 33,813 34,827 35,872
Other Taxes 13,127 11,970 13,754 13,845 13,879 14,018 14,158 14,300 14,443 14,587 14,733 14,880 15,029
Licenses and Permits 6,265 6,035 6,533 6,567 6,603 6,537 6,472 6,407 6,343 6,248 6,154 6,062 5971
Fines and Forfeitures 811 603 588 604 604 610 610 616 616 622 622 629 629
Interest Earnings/Rentals 594 645 645 645 645 647 648 651 655 658 665 671 678
Revenue from Other Agencies 3,802 3,515 3,185 3,181 3,205 3,237 3,302 3,368 3,469 3,607 3,752 3,902 4,058
Charges for Services 18,752 16,643 17,794 17,399 17,808 18,144 18,507 18,877 19,443 20,027 20,627 21,246 21,884
Other Revenues 7,992 7,781 8,000 7,809 7,899 7,978 8,058 8,138 8,220 8,302 8,385 8,469 8,554
Library 868 585 788 626 626 639 651 664 678 691 705 719 733
Recreation Revenues 2,633 2,034 2,064 2,155 2,156 2,199 2,243 2,287 2,379 2,474 2,573 2,676 2,783
Utility Users Tax 9,682 9,741 9,248 8,972 8,863 8,775 8,687 8,600 8,514 8,429 8,345 8,261 8,179
Total Revenues 145,247 142,650 154,227 157,437 157,524 159,263 162,713 166,003 169,648 173,334 177,118 181,020 185,032
Transfers-In:
Interest from other funds (CIP & ISF) 321 419 419 765 340 340 340 340 340 340 340 340 340
GID 1-64 Maintenance District 391 295 295 601 295 295 295 295 295 295 295 295 295
Total operating revenues and transfers-in 145,959 143,364 154,941 158,803 158,159 159,898 163,348 166,638 170,283 173,969 177,753 181,655 185,667
EXPENDITURES
City Council 377 404 387 389 401 417 434 449 465 481 498 515 533
City Manager 2,440 2,677 3,739 3,182 2,961 3,077 3,192 3,295 3,411 3,530 3,654 3,782 3914
City Attorney 1578 1,702 1,791 1,863 1,926 2,022 2,116 2,202 2,279 2,359 2,442 2,527 2,615
City Clerk 805 1,001 1,041 1,380 1,200 1,350 1,299 1,444 1,345 1,495 1,392 1,547 1,440
Administrative Services 4,913 5,169 6,078 5,789 6,012 6,217 6,420 6,604 6,835 7,075 7,322 7,579 7,844
Police 39,125 42,264 42,026 46,210 48,584 50,551 53,042 55,351 57,288 59,293 61,368 63,516 65,739
Fire 30,880 32,664 33,268 35,697 37,492 39,677 41,748 43,659 45,187 46,769 48,406 50,100 51,854
Community Development 10365 10,254 12,955 11,117 10,775 11,174 11,570 11,930 12,348 12,780 13,227 13,690 14,169
Parks & Recreation 17,186 18,161 18,209 18,766 19,154 19,967 20,775 21,513 22,266 23,045 23,852 24,687 25,551
Library 9,028 8,670 9,182 9,517 9,909 10,360 10,808 11,216 11,608 12,015 12,435 12,870 13,321
Public Works Services 1,631 1,531 1,831 1,589 1,615 1,653 1,690 1,726 1,786 1,849 1,913 1,980 2,050
Total Expenditures 118,328 124,497 130,507 135,499 140,029 146,465 153,095 159,389 164,818 170,690 176,509 182,793 189,030
Section 115 Pension Trust Contribution 550 1,100 1,100 1,100 1,100 1,100 1,100 1,100 1,100 1,100 1,100 1,100 1,100
Section 115 OPEB Trust Contribution 550 300 300 300 300 300 300 300 300 300 300 300 300
15% Reserve Requirement Contribution 3,118 390 2,196 13 260 518 493 547 553 568 585 602
Year-End Balance Appropriation 2,500
Transfers-Out:
Debt Service 867 1,733 1,733 2,875 2,873 2,870 2,869 2,872 2,868 2,867
Docktown 3,868 4,500 4,377 4,617
Traffic Safety 1,531 1,699 1,574 1,736 1,700 1,700 1,700 1,700 1,700 1,700 1,700 1,700 1,700
Lido landscape district 37 33 37 33 33 33 33 33 33 33 33 33
UUT/GF savings to capital projects 9,682 9,741 9,248 8,928 8,863 8,775 8,687 8,600 8,514 8,429 8,345 8,261 8,179
Workers Comp and ISF 3,353 273
Others (Water & Parking) 309 765 199 209 219 230 242 254 267 280 294 309
Total operating expenditures and transfers-out 143,826 143,025 149,302 153,569 154,227 160,843 168,514 174,784 180,142 185955 191,723 197,951 203,517
Net surplus (deficit) 2,133 339 5,639 5,234 3,932 (945)  (5,166)  (8,146)  (9,859) (11,986) (13,970) (16,296) (17,850)
Reserve Balance at 7/1 18,280 21,420 29,255 29879 283837 24478 19,805 12206 2900  (8,519) (21,904) (37,597
Restricted Revenues Unavailable for Reserves (2,112)
Use of Prior Year Operating Balance (4,623) (5,234) (3,932)
Use of/Addition to Reserves 2,133 5,639 5,234 3,932 (945)  (5,166)  (8,146)  (9,859) (11,986) (13,970) (16,296) (17,850)
Required Contribution to Reserves 3,118 2,196 13 260 518 493 547 553 568 585 602

Reserve Balance at 6/30 21,420 29,255 29,879 28837 24478 19805 12,206 2,900  (8,519) (21,904) (37,597) (55,448)




