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2012-2013 ANNUAL REPORT

The Annual Report is established by the City Charter as the City Manager's vehicle for
summarizing and analyzing the financial performance of the City for the preceding fiscal
year. The mandated elements of the report include the following:

e A description of revenues received and expenditures incurred in the prior
fiscal year, and an explanation concerning material differences between
these amounts and the amounts budgeted.

e The amount of the financial reserves of the City.
e All other information that, in the opinion of the City Manager, is
necessary to provide an accurate and complete picture of the fiscal status

and condition of the City.

The financial information used in this report represents final, unaudited 2012-2013 year-
end closing figures as of June 30, 2013,
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SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Debra Figone
CITY COUNCIL
SUBJECT: 2012-2013 ANNUAL REPORT DATE: September 30, 2013
RECOMMENDATION

It is recommended that the City Council:

1. Accept the 2012-2013 City Manager’s Annual Report of the Finances of the City of San José
in compliance with City Charter Section 701 (F).

2. Adopt Appropriation Ordinance and Funding Sources Resolution amendments in various
operating and capital funds to implement the 2012-2013 Annual Report recommendations,
including appropriate technical adjustments, as detailed in Section IV (Recommended Budget
Adjustments and Clean-Up Actions).

3. Approve the release of the Successor Agency to the Redevelopment Agency PERS
Levy/Water District Levy General Fund Contingency Plan that was included in the 2013-
2014 Adopted Budget.

OUTCOME

In accordance with Section 701 (F) of the San José City Charter, the 2012-2013 Annual Report
describes the financial status of the City at the end of the 2012-2013 fiscal year. As specified in
the City Charter, the focus of the City Manager’s Annual Report is a comparison of actual
revenue collections and expenditures to projections and appropriations included in the City’s
budget. This will provide the City Council with the information necessary to review the financial
performance of all City funds. In addition, this report provides a comparison of the actual 2012-
2013 Ending Fund Balance for each fund to the estimate used in the development of the 2013-
2014 Adopted Budget as well as information on the status of the year-end reserve levels for each
of the City’s budgeted funds.

Approval of the recommended budget actions will implement required fund balance
reconciliations as well as necessary rebudget and clean-up adjustments based on the final 2012-
2013 financial performance (unaudited). The document also includes actions that are necessary
to revise the 2013-2014 budget to align budgeted revenue and expenditures with the most current
information, correct technical problems, recognize new or adjust existing grant, reimbursement
or fee activity revenues and expenditures, fund a limited number of urgent fiscal/program needs
in the General Fund, and reflect changes in project and program allocations based on revised cost
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OUTCOME

estimates as well as establish a limited number of new projects and programs in special and
capital funds.

The release of the Successor Agency to the Redevelopment Agency (SARA) PERS Levy/Water
District Levy General Fund Contingency Plan that was included in the 2013-2014 Adopted
Budget is also recommended. This General Fund Contingency Plan, which totals $13.0 million
in 2013-2014 and $2.7 million ongoing, was developed to address the potential loss of SARA
property tax increment funding that the County of Santa Clara has withheld to fund the County
employees’ retirement plan (PERS Levy) and Water District Levy. Although a tentative ruling
by the Superior Court, Sacramento County, was in SARA’s favor, the County has appealed and
continues to withhold this tax increment. However, with 2013-2014 projected tax increment
growth levels, it is anticipated that the Contingency Plan will not be necessary even if withheld
tax increment is not received this year. It will, though, be necessary to increase the Successor
Agency City Legal Obligations Subsidy by $2.2 million (from $850,000 to $3.1 million) to
reflect revised projected cash flow needs resulting from the County’s withholding of tax
mcrement revenues and structural deficits in 2013-2014. It is recommended that the Successor
Agency Legal Obligations Reserve be adjusted downward by $2.0 million (from $10.0 million to
$8.0 million) to offset the majority of this recommended action. The release of this General
Fund Contingency Plan will enable projects included in the 2013-2014 Adopted Budget to move
forward.

EXECUTIVE SUMMARY

- The Administration proactively managed the City’s over 110 budgeted funds in 2012-2013.
Budget actions were brought forward during the year to ensure that revenues and expenditures
remained in alignment with actual performance. Through this careful management, the various
City funds generally ended the year with revenues close to the budgeted estimates and
expenditures below the budgeted allocations.

The 2012-2013 fiscal year marked a turning point for the City. After a decade of General Fund
shortfalls and many painful budget actions to bring the annual budgets into balance, the 2012-
2013 Adopted Budget allocated a small General Fund surplus. In 2012-2013, the City avoided
additional service cuts and was able to continue services funded on a one-time basis in 2011-
2012, open four libraries and one community center constructed with General Obligation Bonds,
address the most immediate and critical of the City’s unmet and deferred infrastructure needs,
address a small number of essential operational needs, and fund a limited number of programs
and initiatives identified in the Mayor’s March and June Budget Messages. The City’s budget
has started to stabilize and continued prudent fiscal management is necessary to keep the City on
course. Implementation of the remaining elements of the Fiscal Reform Plan, including
retirement reform and revenue measures, continue to be important and will allow the City to
rebuild services to levels that are more acceptable to our community.
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EXECUTIVE SUMMARY

In the General Fund, both the revenues and expenditures ended the year very close to budgeted
expectations. At the end of 2012-2013, there was $2.2 million (0.1% of the 2012-2013 Modified
Budget total sources and uses) in additional General Fund 2012-2013 Ending Fund Balance
above the level assumed in the development of the 2013-2014 Adopted Budget. These funds, as
well as additional resources generated from the proposed budget adjustments, are recommended
to be allocated in the 2012-2013 Annual Report as shown below.

, Proposed 2013-2014 General Fund Adjustments ($000s)
Additional 2012-2013 Ending Fund Balance $ 2175

Clean-Up Actions
Development Fee Programs Reconciliation - (3,991)
Rebudgets/Clean-Up Adjustments 6,662
Sub-total Clean-Up Actions $ 2,671
Fund Balance Available After Clean-up Actions $ 4,846
Recommended Budget Adjustments
Required Technical/Rebalancing Actions : 3,248
Grants/Reimbursements/Fee Activities ($2.0 million in net-zero adjustments) 0
Urgent Fiscal/Program Needs (8,094)
Sub-total Recommended Budget Adjustments $ (4,846)
"Remaining Balance After Clean-ups/Recommended Adjustments $ 0

When bringing forward recommendations for the use of the additional 2012-2013 Ending Fund
Balance, clean-up actions associated with the close-out of the 2012-2013 fiscal year are
essentially non-discretionary and are the highest priority. These clean-up actions result in a net
increase to the available fund balance of $2.7 million and are broken down into two categories:
changes to the Development Fee Programs reserves to reconcile actual 2012-2013 performance (-
$4.0 million); and adjustments to rebudget amounts that were carried over to 2013-2014 to
complete projects and technical adjustments to other revenue and expenditure line items ($6.7
million). After accounting for those clean-up actions, the additional General Fund 2012-2013
Ending Fund Balance was within $4.8 million (0.2%) of the 2012-2013 Modified Budget
(sources and uses). This additional fund balance was generated from slightly higher revenues
($2.6 million) and net expenditure savings ($2.6 million), slightly offset by lower than estimated
liquidation of prior year encumbrances ($273,000). The remaining General Fund balance of $4.8
million, combined with additional net funding generated from various 2013-2014 required
technical and rebalancing actions ($3.3 million) recommended in this document, provide funding
to address a small number of recommended urgent fiscal/program needs totaling $8.1 million.
The largest adjustment is a recommended increase of $6.5 million to the General Liability Claims
appropriation based on an analysis of current and potential claims payments.

While the recommended General Fund budget actions address urgent current year needs,
insufficient ending fund balance remains to allocate resources per the Operating Budget and
Capital Improvement Program City Council Policy (1-18). Under this policy, any additional fund
balance after the necessary clean-up adjustments are typically to be allocated 50% to
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unmet/deferred infrastructure and maintenance needs and 50% to offset any projected deficit for
the following year. When reviewing the results of the last five Annual Reports, ending fund
balance was available to be distributed to these uses in two of the five years (2007-2008, and
2010-2011). In the other three years (2008-2009, 2009-2010, and 2011-2012), there was no
remaining fund balance to distribute after addressing current year needs that were identified after
the adoption of the budget. While no remaining 2012-2013 fund balance is available for the
distribution per the City Council policy, it is important to note that the 2013-2014 Adopted
Budget includes a 2014-2015 Future Deficit Reserve of $13.7 million that addresses the
preliminary projected deficit in that year as calculated in the February 2013 Five-Year Forecast.

As we move forward, the Administration will continue to monitor and report on the City’s
financial performance through Bi-Monthly Financial Reports and the Mid-Year Budget Review.
The financial results of 2012-2013 will also be factored into the development of the 2015-2019
General Fund Five-Year Forecast that will be released in February 2014.

BACKGROUND

Each year the City issues the Annual Report at the end of September, three months after the close
of the fiscal year, as required by the City Charter. Following is a description of the various
sections of the Annual Report document.

e Transmittal Memorandum — This section provides an overall summary of the 2012-2013
Annual Report.

e Section I: Financial Performance Summary (All Funds) — This section provides a
comparison of the 2012-2013 budget to actual revenues received and expenditures incurred
by fund as well as a discussion of revenue and/or expenditure variances of 5% or greater to
the budget. This section also provides a comparison of the year-end actual 2012-2013
Ending Fund Balance by fund to the 2012-2013 Ending Fund Balance/2013-2014 Beginning
Fund Balance estimate used in the development of the 2013-2014 Adopted Budget. In
addition, a listing of the Earmarked and Contingency Reserves that were available at the end
0f2012-2013 by fund is included.

e Section II: General Fund Financial Performance — This section provides a summary of
the General Fund performance in 2012-2013, including the following: Results of Operations
in the General Fund; Revenue Performance; and Expenditure Performance.

e Section IIl: Selected Special/Capital Funds Financial Performance — This section
provides financial information on the 2012-2013 year-end performance for selected special
and capital funds that represent major City operations. It includes a discussion of variances
between actual and budgeted revenues and expenditures as well as a comparison between the
actual ending fund balance and the fund balance estimated for 2012-2013 in the development
of the 2013-2014 Adopted Budget.
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Section IV: Recommended Budget Adjustments and Clean-Up Actions — This section
provides a description of the recommended budget adjustments and clean-up actions for City
Council consideration. The proposed actions generally fall into three categories: (1)
adjustments to the 2013-2014 Beginning Fund Balance amounts in various funds, including
the General Fund, based on the final reconciliation of 2012-2013; (2) upward and downward
adjustments to the rebudget figures to ensure the appropriate amount of unexpended funds are
carried over to 2013-2014 to complete projects; and (3) actions based on more recent
information that are necessary to revise the 2013-2014 budget to align budgeted revenue and
expenditures with the most current information, correct technical problems, recognize new or
adjust grant, reimbursement or fee activity revenues and expenditures, fund a limited number
of urgent fiscal/program needs in the General Fund, and reflect changes in project and
program allocations based on revised cost estimates as well as establish a limited number of
new projects and programs in special and capital funds.

Section V: Financial Statements — This section provides the financial results (unaudited),
prepared by the Finance Department, for all budgeted fund groups for 2012-2013. It should
be noted that audited financial results will be released later in the fall as part of the 2013
Comprehensive Annual Financial Report (CAFR) for Fiscal Year Ended June 30, 2013.
Final fund balance reconciliations to the CAFR will be conducted for all funds and, while
very few adjustments are typically necessary, any final adjustments will be brought forward
for City Council consideration as part of the 2013-2014 Mid-Year Budget Review. .

Section VI. Appendix — This section includes the “2012-2013 Fire Department Vacancy
and Absence Rates and Their Impact on Overtime” Information Memorandum. This report is
prepared annually by the Fire Department in response to the City Auditor’s April 2001
“Audit of the City of San Jose Fire Department’s Overtime Expenditures”. Through 2011-
2012, this report was presented to the Public Safety, Finance, and Strategic Support
Committee (PSFSS). At the PSFSS Committee meeting on March 21, 2013, the
Administration’s recommendation to incorporate the Fire Department’s annual vacancy and
absence rates and their impact on overtime into the Annual Report was approved.

ANALYSIS

This Analysis section includes the following:

an overview of the economic environment;

a discussion of the 2012-2013 financial performance of all City funds;

a discussion of the 2012-2013 General Fund financial performance;

a discussion of the components of the 2012-2013 General Fund ending fund balance;

an analysis of the impact of the General Fund performance on the 2013-2014 Adopted
Budget; : |

a discussion of the budget performance of selected special and capital funds; and

a discussion of the recommended release of the Successor Agency to the Redevelopment
Agency PERS Levy/Water District Levy General Fund Contingency Plan that was included in
the 2013-2014 Adopted Budget.
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| Economic Environment

When the 2012-2013 Adopted Budget was developed, it was assumed that the economic recovery
would continue in 2012-2013. Economic indicators and actual revenue performance support this
assumption, with continued improvement durlng 2012-2013. Employment indicators, residential

and industrial permit activity,
median single-family home Monthly Employment - San Jose MSA
prices and days on market ’
have all improved.

The June 2013 employment
level in the San José —
Sunnyvale - Santa Clara
Metropolitan Statistical Area
(MSA) of 942,900 was 2.8%
above the June 2012 level of
917,100. This employment

Number of Jobs (not seasonally

820,000

June=11 H----r-mshee e Sy b
JUNE-12 Homermebered e

level is now above the pre- % %
recession peak of 930,500 3 3

experienced in December
2007.

The unemployment rate in the San José metropolitan area continued to improve in 2012-2013,

dropping from 8.8% in June 2012 to

June-13 Jo-dooeo LY

6.9% in June 2013. These rates remain Unemployment Rate (Unadjusted)
well below the double digit levels that June May June
had been experienced in recent years. 2012 2013 2013
The June 2013 unemployment rate in this ;
region is less than the unadjusted rate for ggalt\i/lsiz;%xj)kljlfgi 8.8% 6.3% 6.9%
the State (8.9%) and the nation (7.8%)). »

State of California | 10.7% 8.1% 8.9%
Construction activity was strong in 2012- | {jpited States 8.4% 739, 7.8,
2013, with total valuation of $956

* San Benito and Santa Clara Counties

million, a 7% increase from the prior  gouce; California Employment Development

year and a decade-plus high.  The
strongest performance was in the industrial permit activity, with construction valuation of $247.1
million, which was up 82% from the prior year valuation level. This growth was due to the
issuance of building permits for three parking garages for Cisco Systems. The 2,702 residential
permits issued through June was below the prior year level of 2,973 by 9.1%, due largely to a
high number of permits issued in June 2012 (886 units) for a development in North San José
compared to 265 permits issued in June 2013. The total valuation of commercial permits issued
of $211.2 million was 12.8% below the prior year valuation of $242.1 million. Overall, this
permit activity drives the revenue collection in several construction tax categories and is an
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Economic Environment

]

indicator of future activity for several other categories, such as the storm and sanitary sewer

system fees.

The housing market also
continued to show
improvement in 2012-2013.
The median price for single
family homes increased in
value, with a median home
price in June 2013 of
$732,500, wp 24.5% from
the June 2012 price of
$588,444. 1In addition, the
amount of time it takes to
sell a home (single-family
and multi-family dwelling
units) has dropped in the
past year from 52 days in
June 2012 to 22 days in
June 2013. The June 2013
figure represents the
shortest duration of time
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homes have stayed on the market since September 2005 when it took only 21 days to sell a home.
The number of home sales (single-family and multi-family dwelling units), however, has
decreased slightly over the past year (2.2%) from 8,273 sales in 2011-2012 to 8,091 sales in

2012-2013.

With the continued improvement in the economy, the City’s economically sensitive revenues
have shown strong growth from the low points in recent years. The following chart shows the
performance in some of these revenues, comparing the 2012-2013 actual collections with the
peak as well as the recent low points.
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Economic Environment

Comparative Performance of Economically Sensitive Major Revenues
($ in millions)

Recent Recent % Change in 201213

Peak Low Point 2012-2013 | from Peak/Low Point

Revenue Source Year Actual $ Year Actual $ Actual $ Peak Low Pt.
Property Tax 200809 { $215.70 | 2010-11 | $197.18 $205.02 (5.0%) 4.0%
Sales Tax 2000-01 | $169.22 | 2009-10 | $127.24 $163.75 (3.2%) 28.7%
| Transient Occupancy Tax 2000-01 $27.30 | 2003-04 $14.13 $25.25 (7.5%) 78.7%
Development Fee Programs* 2012-13 $45.55 | 2009-10 $26.02 $45.55 0% 75.1%
Airport Passenger Facility Charges 2005-06 $22.27 | 2011-12 $16.79 $17.29 (22.4%) 3.0%
Construction and Conveyance Tax 2005-06 $49.00 | 2008-09 $20.47 $34.41 (29.8%) 68.1%
Construction Excise Tax 2000-01 $20.74 | 2009-10 $8.12 $17.84 (14.0%) | 119.7%
Building and Structure Const. Tax 2000-01 $17.45 | 2009-10 $6.13 $13.78 (21.0%) | 124.8%

*

Development Fee Programs include Building, Fire, Planning, and Public Works

l 2012-2013 Budget Performance (All Funds)

As shown in Section I of this document, City revenues (excluding Beginning Fund Balance)
totaled $2.29 billion in 2012-2013, which was 1.2% ($28.6 million) below the budgeted estimate
of $2.32 billion. In several funds, grants and expenditure-related reimbursements were not
received in 2012-2013 and are now expected to be received in 2013-2014.

In 2012-2013, expenditures (excluding Reserves and Ending Fund Balance) totaled $2.36 billion,
which was $453.0 million (16.1%) below the modified budget of $2.81 billion. Unexpended
capital funds accounted for 64.2% of the expenditure variance ($291.1 million) with $376.8
million of the $667.9 million modified budget expended. The majority of the unexpended capital
funds were rebudgeted to 2013-2014 in the 2013-2014 Adopted Budget and additional funds are
recommended to be rebudgeted in this document.

At the end of 2012-2013, the Earmarked and Contingency Reserves for all City funds totaled
$626.0 million, which represented 16.9% of the total modified budget for the City of $3.71
billion (including Contributions, Loans and Transfers). In the General Fund, Reserves totaled
$158.0 million. All of these General Fund Reserves were rebudgeted to 2013-2014 or assumed
as savings in the development of the 2013-2014 Adopted Budget.

The financial performance in 2012-2013 is used as the starting point for 2013-2014. The
collective 2012-2013 Ending Fund Balances for all City funds totaled $1.38 billion, which was
$130.8 million above the 2012-2013 Ending Fund Balance estimates of $1.25 billion used in the
development of the 2013-2014 Adopted Budget. After adjusting for additional rebudgets of
$33.2 million recommended in this document, the adjusted 2012-2013 Ending Fund Balance
variance for all funds drops to $97.6 million. The adjusted fund balance variance totaled $4.8
million in the General Fund, $47.7 million in the special funds, and $45.1 million in the capital
funds.
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| 2012-2013 General Fund Budget Performance j

The City’s General Fund ended the 2012-2013 fiscal year within budgeted levels. As shown in
the chart below, the General Fund Ending Fund Balance of $215.2 million was $2.2 million
(0.1% of the 2012-2013 Modified Budget total sources and uses) above the fund balance estimate
assumed when the 2013-2014 Adopted Budget was developed. The following table summarizes
the General Fund performance in 2012-2013, comparing the actual results to the modified budget
and the estimates used to develop the 2013-2014 Adopted Budget.

Table 1
General Fund Year-End Status
For the Year Ended June 30, 2013

($000s)
2012-2013
20122013 2012-2013 Budgetary Actual to Actual to
Revised Year-end Basis Budget Estimate
Sources Budget Estimate Actual Variance Variance
Beginning Fund Balance* 168,300 168,300 168,300
_ Carmryover Encumbrances 16,697 16,697 16,697
Liquidation of Carry-
over Encumbrances - 4,000 3,727 3,727 (273)
Revenue™ =~ 952,504 952,504 943,838 (8,666) (8,666)
Totals 1,137,501 1,141,501 1,132,562 (4,939) (8,939)
Uses »
Expenditures® 950,385 899,331 888,219 (62,166) (11,112)
Transfers - 29,164 29,164 29,162 2) )
Reserves 157,952 - - (157,952) -
Totals 1,137,501 928,495 917,381 (220,120) (11,114)
Ending Fund Balance - 213,006 215,181 215,181 2,175

*

The General Fund incorporates the Police Department Seized Asset Fund.

In 2012-2013, General Fund revenues of $943.8 million ended the year $8.7 million (0.9%)
below both the modified budget and the estimate used to develop the 2013-2014 Adopted Budget
of $952.5 million. Other funding sources included the liquidation of prior year carryover
encumbrances totaling $3.7 million, which fell slightly below the estimate of $4.0 million used to
develop the 2013-2014 Adopted Budget. General Fund expenditures and transfers of $917.4
million were $62.2 million (6.3%) below the modified budget of $979.5 million and $11.1
million (1.2%) below the estimate used to develop the 2013-2014 Adopted Budget. In addition,
reserves of $158.0 million remained unexpended at year-end.

When comparing the actual revenue and expenditure performance to the estimates used to
develop the 2013-2014 Adopted Budget, a portion of these variances is related to various grants
and reimbursements that were not received in 2012-2013 but are expected to be received in 2013-
2014. A total of $3.7 million of grant and reimbursement revenues and expenditures were
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2012-2013 General Fund Budget Performance

rebudgeted to 2013-2014 in the 2013-2014 Adopted Budget. This resulted in lower actual
revenues and expenditures in 2012-2013, with no net impact to the General Fund. After
factoring out the lower revenues and expenditures associated with these grants and
reimbursements, the revenue variance to the estimate was a shortfall of $5.0 million (0.5%) and
the expenditures variance totaled $7.4 million (0.8%).

In this Annual Report document, budget actions are recommended to distribute the additional
fund balance of $2.2 million. Per City Council Policy 1-18, when determining the proposed
distribution of these funds, the first priority is to complete clean-up actions associated with the
final reconciliation of 2012-2013. Recommended clean-up actions will result in a net increase to
the available fund balance of $2.7 million, reflecting an upward adjustment of $6.7 million to
reconcile reimbursement-related expenditures and to adjust rebudget amounts that were carried
over to 2013-2014 to complete projects, partially offset by a downward adjustment of $4.0
million to reconcile the actual performance of the Development Fee Programs for 2012-2013.
After accounting for these clean-up adjustments, the remaining unallocated fund balance in the
General Fund is $4.8 million, representing only 0.2% of the total 2012-2013 Modified Budget
(sources and uses). This additional fund balance was generated from slightly higher revenues
($2.6 million) and net expenditure savings ($2.6 million), slightly offset by lower than estimated
liquidation of prior year encumbrances ($273,000).

The additional General Fund balance of $4.8 million, combined with additional net funding
generated from various technical and rebalancing actions ($3.3 million), provide funding to
address a small number of recommended urgent fiscal/program needs totaling $8.1 million. The
largest adjustment includes a recommended increase of $6.5 million to the General Liability
Claims appropriation based on an analysis of potential claims payments.

To identify revenue and expenditure trends, the actual 2012-2013 revenues and expenditures are
compared to the prior year. Table 2 below compares the City’s financial performance in 2012-
2013 with the financial performance of the prior year. '
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Table 2
General Fund
Comparison of Year-End Actuals With Prior Year

($000s)
2011-2012 2012-2013

Actuals Actuals Change % Change
Source of Funds
Beginning Fund Balance 158,470 188,723 30,253 19.1%
Revenues ) 907,640 943,839 36,199 4.0%
Total Source of Funds 1,066,110 1,132,562 - 66,452 6.2%
Use of Funds
Personal Services 572,695 569,877 (2,818) -0.5%
Non-Personal/Equipment/Other 89,908 100,128 10,220 11.4%
City-Wide Expenses 195,197 210,613 15,416 7.9%
Capital Projects 9,789 7,601 (2,188) -22.4%
Transfers 30,222 29,162 (1,060) -3.5%
Reserves - - - N/A
Total Use of Funds 897,811 917,381 19,570 2.2%

As shown in Table 2, 2012-2013 General Fund revenues of $943.8 million represent an increase
of 4.0% from the 2011-2012 collection level. The categories that experienced the largest
increases included: Sales Tax, Other Revenue, Revenue from Local Agencies, Departmental
Charges, Business Taxes, and Property Tax categories. The largest declines from the prior year
were experienced in the Fines, Forfeitures and Penalties, and Transfers and Reimbursements
categories.

General Fund expenditures of $917.4 million in 2012-2013 were 2.2% above ($19.6 million)
prior year expenditure levels of $897.8 million. This increase is primarily due to higher City-
Wide Expenses ($15.4 million) and Non-Personal/Equipment/Other ($10.2 million), offset by
lower Personal Services ($2.8 million) and Capital Contributions ($2.2 million).

A detailed discussion of the General Fund revenue and expenditure performance is provided in
Section I of this document.
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\ 2012-2013 General Fund Ending Fund Balance

The current budgeting practice of the City is to use the projected level of fund balance expected
to remain in the General Fund at the end of any fiscal year as a funding source for the following
year. The Ending Fund Balance estimate always contains two components; the portion of the
fund balance that needs to be rebudgeted for completing projects or retaining reserves; and the
portion which is undesignated and available as a general funding source in the coming year. In
the 2013-2014 Adopted Budget, a total fund balance estimate of $213.0 million was included as
a funding source. As discussed earlier, the 2012-2013 General Fund Ending Fund Balance of
$215.2 million was $2.2 million above this estimate.

The components of the 2012-2013 General Fund Ending Fund Balance include funding sources,
expenditure/transfer savings, and unexpended reserves as described below:

2012-2013 General Fund
Ending Fund Balance Components

$ Amount

Fund Balance Component ($ in 000s)
Funding Sources ($ 4,939)
Expenditure/Transfer Savings 62,168
Unexpended Reserves 157,952
TOTAL $ 215,181

The total Sources of Funds ended the year $4.9 million below the revised budget as a result of
lower revenues (-$8.7 million) that were partially offset by the liquidation of carryover
encumbrances ($3.7 million). As discussed above, the negative revenue variance can be
attributed, in part, to various grants and reimbursements (and associated expenditures for a net-
zero impact on the General Fund) totaling $3.7 million that were not expected to be received in
2012-2013 and the revenues and associated expenditures were rebudgeted to 2013-2014 as part
of the Adopted Budget. However, the variance is primarily due to the reimbursement from the
Successor Agency that was budgeted to be received in 2012-2013 at $10.5 million but is now
expected to be received in 2013-2014 (revised reimbursement amount of $10.3 million), partially
offset by higher Development Fee Program revenues which generated a $3.2 million surplus.
Additional rebudget and clean-up actions are also recommended in the Annual Report, resulting
in an adjusted revenue surplus of $2.6 million (0.3%) of the revised budget.

For the Uses of Funds, expenditure and transfer savings totaled $62.2 million while unexpended
reserves totaled $158.0 million; this represented the largest component of the 2012-2013 Ending
Fund Balance. Of the $62.2 million in expenditure/transfer savings, almost 90% of these savings
($54.8 million) was assumed as savings in the development of the 2013-2014 budget or
rebudgeted to 2013-2014 to complete projects. Based on actual 2012-2013 expenditures,
additional rebudget and clean-up adjustments totaling $4.8 million are recommended in this
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document. After accounting for these adjustments, net expenditure/transfer savings totaled $2.6
million at year-end, or 0.3% of the revised budget for these expenditures.

General Fund Reserves, totaling $158.0 million at the end of 2012-2013, include three
categories: Earmarked Reserves ($99.64 million) established to address specific needs per City
Council direction; the Ending Fund Balance Reserve ($29.0 million) established during 2012-
2013 from excess revenues and expenditure savings that are programmed for use in the 2013-
2014 Adopted Budget, and the Contingency Reserve ($29.31 million) set at a minimum of 3% of
expenditures per City Council policy. The entire $158.0 million in Reserves was approved for
rebudget or assumed as-a source of funding in the development of the 2013-2014 Adopted
Budget. Following is additional information regarding the three reserve categories.

e Earmarked Reserves ($99.6 million) — At the end of 2012-2013, the most significant
reserves included the following: Development Fee Program Reserves ($34.0 million); 2013-
2014 Future Deficit Reserve ($29.4 million); Workers’ Compensation/General Liability
Catastrophic Reserve ($15.0 million); Successor Agency City Legal Obligations Reserve
($7.5 million); Salaries and Benefits Reserve ($5.0 million); Police Department Overtime
Reserve ($4.0 million); and Retirement Pre-Payment Reserve ($1.0 million). = All of the
Earmarked Reserves were approved for rebudget or were assumed as a funding source in the
2013-2014 Adopted Budget.

o Ending Fund Balance Reserve ($29.0 million) — Annually, as part of the General Fund
Forecast and during the development of the Proposed Budget for the following year, a certain
amount of current year unrestricted ending fund balance is estimated to be available at the
end of the year as a funding source for the following year’s budget. This ending fund balance
is expected to be generated from additional revenues above budgeted levels, expenditure
savings, and the liquidation of carryover encumbrances during the year. To ensure the 2012-
2013 ending fund balance estimate of $29.0 million was available for use as assumed in the
development of the 2013-2014 Adopted Budget, funding was proactively set aside in this
reserve as part of the 2012-2013 Mid-Year Budget Review ($12.0 million) and as part of the
2012-2013 year-end clean-up actions ($17.0 million). The reserve for 2012-2013 was
generated by additional revenue of $24.6 million combined with expenditure/reserve savings
of $4.4 million.

e Contingency Reserve (§29.3 million) — The City Council has established a budget policy of
maintaining a minimum 3% Contingency Reserve in the General Fund. This Reserve is in
place as a last resort for unexpected critical needs. At the end of 2012-2013, the General
Fund Contingency Reserve balance was $29.3 million. As part of the 2013-2014 Adopted
Budget, the entire Contingency Reserve was rebudgeted to 2013-2014. No additional
funding is necessary to be added to the Contingency Reserve as part of the 2012-2013 Annual
Report in order to meet the minimum 3% Contingency Reserve level. It is important to note,
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however, that if this Contingency Reserve is ever needed, it is only sufficient enough to cover
General Fund payroll expenditures for approximately two and a half weeks in the event of an
emergency. This level of reserve is a very low amount for a city the size of San José.

Impacts on the 2013-2014 General Fund Budget

As discussed above, it was assumed that $213.0 million would remain at the end of 2012-2013
and would be carried over to 2013-2014 as Beginning Fund Balance as part of the adoption of the
2013-2014 General Fund Operating Budget. These funds, which were expected to be generated
from unexpended reserves, unexpended funds that were rebudgeted to 2013-2014, expenditure
savings and the liquidation of carryover encumbrances, were programmed for use in the 2013-
2014 Adopted Budget. As previously discussed, the actual General Fund Ending Fund Balance
was above the estimate used in the 2013-2014 Adopted Budget by $2.2 million, primarily due to
additional expenditure savings.

The following chart details the recommended uses of the $2.2 million additional fund balance as
well as other budget adjustments that are recommended as part of this report. Recommended
clean-up actions to close out the 2012-2013 fiscal year result in net additional fund balance of
$2.7 million, bringing the total net available fund balance to $4.8 million. This additional fund
balance, combined with funding of $3.3 million generated from recommended required

technical/rebalancing actions, is proposed to be allocated to address current year fiscal needs of
$8.1 million.

While the urgent current year needs of the General Fund are addressed with these recommended
actions, insufficient funds remain to allocate resources to the 2013-2014 Future Deficit Reserve
or unmet/deferred infrastructure maintenance needs per City Council Policy I-18.
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PROPOSED 2013-2014 GENERAL FUND ADJUSTMENTS ($000s)

Clean-Up Actions
Development Fee Programs Reconciliation (3,991)
Rebudgets/Clean-Up Adjustments 6,662

Sub-total Clean-Up Actions 2,671
d Bal ailable Aft

Recommended Budget Adjustments
Required Technical/Rebalancing Actions

- General Sales Tax 2,400
- Salaries and Benefits Reserve (Health and Dental Savings) 2,287
- Voluntary Furlough/Reduced Work Week Program ($150,000 fram Depts to Reserve) 32
- Retiree Healthcare Contributions Reconciliation ($3.9m from Depts to Reserve) 0
- Salary Pragram ($3.5m from Reserve to Depts) 0
- City Hall Debt Refunding ($8.5m to Development Fee Prog./Transfers-Hayes Debt) 0
- Retirement Contributions Reconciliation (820)
- Airpart Maintenance and Operation Fund Overhead Reimbursements (420)
- Business Incentives (Maxim, Business Cooperation Program, Adminisiration) (218)
- City Council District Special Events ' (13)
Sub-total Required Technical/Rebalancing Actions $ 3,248
Grants/Reimbursements/Fee Activities ($2.0 million in net-zero adjustments) $ 0
Urgent Fiscal/Program Needs

- General Liability Claims (6,500)
- Successor Agency City Legal Obligations Subsidy (2,244)
- San Jose Police Officers’ Assaciation Employee Compensation Planning Reserve (1,100)
- Police Department Community Service Officer Vehicles (14 vehicles) (250)
- Successor Agency City Legal Obligations Reserve 2,000
- Police Department Overtime ($1.5m Personal Services Reallocation) 0
Sub-total Urgent Fiscal/Program Needs $ (8,099

Total Recommended Budget Adjustments $  (4,846)
* Remaining Balance After Recommended Adjustments -0

Following is a summary of the recommended actions. These adjustments are described in more
detail in Section IV of this report.
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Clean-Up Actions ($2.67 Million)

Development Fee Programs Reconciliation ($-3.99 million) — Consistent with the budget
policy enacted several years ago, year-end reconciliations of the revenues and expenditures in
the Development Fee Programs are conducted to determine if revenues exceeded or fell
below costs. To meet the commitment to the development community that all development
fees will be used solely to support development fee activities, any excess revenues and
interest earnings above actual costs are placed in Development Fee Program Reserves. Based
on 2012-2013 results, $3.99 million is recommended to be added to the Development
Program Fee Reserves (Building, Fire, Planning, and Public Works), preserving any net
savings between revenues and expenditures in these programs.

Rebudgets/Clean-Up Adjustments ($6.66 million) — A series of adjustments are
recommended to complete existing projects in 2013-2014 and to reflect any necessary
technical budget adjustments. The Annual Report is the point in the budget process where
action is required to rebudget unexpended funds from the prior year that were not anticipated
when the Adopted Budget was approved, but are required to complete a project in the current
year. Also recommended are actions that actually reduce previous rebudgets to reflect
instances where expenditures for which rebudgets were approved actually occurred in
2012-2013, therefore, the funds are not available for rebudget to 2013-2014. Other technical
adjustments include reconciliation of restricted program funding (e.g. Wellness Program,
Public, Education, and Government Access activities) and the repayment of previous
contributions for Leland sports fields to the Council District 10 C&C Tax Fund.

Recommended Budget Adjustments (-$4.85 million)

A number of General Fund budget additions are recommended to address current year funding
needs that have emerged since the 2013-2014 budget was approved. These adjustments total
$4.85 million and can be classified under three categories: 1) Required Technical/Rebalancing
Actions that generate an additional $3.3 million in net General Fund resources; 2)
Grants/Reimbursement/Fee Activities that include a series of net-zero adjustments totaling $2.0
million; and 3) Urgent Fiscal/Program Needs with a net cost of $8.1 million.

A summary of these adjustments include:

Required Technical/Rebalancing Actions ($3.25 million)

- This action increases the estimate for General Sales Tax by $2.4 million increasing the
estimate from $162.1 million to $164.5 million. When the 2013-2014 Adopted Budget
revenue projection was developed, actual 2012-2013 data was available for the first two
quarters, and it was assumed that 3% growth would be realized in the last two quarters of
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2012-2013. Actual increases in the last two quarters of 2012-2013 were 7% and 4%,

respectively. From this higher revenue base, a 3% growth assumption has been applied

which is slightly lower than the 4% growth factor used in the 2013-2014 Adopted Budget,

but is consistent with the most recent forecast provided by MuniServices. It is anticipated -
that a portion of the growth in 2013-2014 (approximately $400,000) will be generated

from the Business Cooperation Program, which is expected to generate additional use tax

for the City. The City’s Business Cooperation program is a rebate program designed to

have local businesses take a proactive approach in allocating use tax to San José on select

purchases. With the recommended change to the underlying 2013-2014 growth

assumption from the actual 2012-2013 receipts as well as adjustments associated with the

true-up payment from 2012-2013, the recommended 2013-2014 modified budget estimate

of $164.5 million reflects an increase of 3.7% from the 2012-2013 year-end figure of
$158.6 million. ($2.4 million)

- This action decreases the Salaries and Benefits Reserve to reflect health ($2,248,000)
and dental ($39,000) savings based on the actual health and dental rates that are projected
to be implemented on January 1, 2014. Based on actual contracted costs negotiated
between the Human Resources Department and the City's health and dental providers,
only a 1% increase to the City's health contribution rates and no increase to the dental
contribution rates are required in 2013-2014. Sufficient departmental vacancy savings are
anticipated to be available to cover the 1% increase in City contributions. These actual
rate increases compare to budgeted increases of 11% for health and 2% for dental,
previously projected by the benefits actuarial consultant and programmed as part of the
2013-2014 Adopted Budget. ($2.29 million) :

- Adjustments to various departments’ personal services appropriations reflect
implementation of the Voluntary Furlough/Reduced Work Week Program in 2013-
2014. Savings in the General Fund ($182,000) will be generated from employees taking
unpaid time off (up to 45 hours) without the loss of accrued benefits (vacation, sick leave,
and seniority) or reducing their weekly scheduled hours by as much as eight hours per
week during the year. Savings of $150,000 was assumed in the development of the 2013-
2014 Adopted Budget and was temporarily funded from the General Fund Salaries and
Benefits Earmarked Reserve. The actions reflected in this report remove the actual
savings from the departmental budgets and appropriately restore the funding to the
Salaries and Benefits Earmarked Reserve. The remaining savings are recommended to
offset other budget actions as described elsewhere in this report. ($32,000)

- A Retiree Healthcare Contributions Reconciliation was completed for both the
Federated System and the Police and Fire Retirement Plan in order to ensure that all City
funds contain the correct contribution amounts for 2013-2014. In June 2013, agreements
were reached with all employee groups representing employees in the Federated City
Employees’ Retirement System (including Unit 99) to extend, by 18 months, the phase-in
to fully fund the annual required contribution for retiree healthcare benefits. As directed
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by the City Council on June 18, 2013, one-time savings of $7.0 million in all funds ($3.9
million in the General Fund) is recommended to be allocated to Retiree Healthcare
Solutions Earmarked Reserves across many funds in the City, as appropriate. These funds
have been set aside to be used as needed for future retiree healthcare costs. This action
will bring fotal retirement costs to $211.4 million in the General Fund and $271.2 million
in all funds in 2013-2014. ($0)

- The 2013-2014 Salary Program includes net-zero adjustments to various departments
and funds to reflect a 2% salary increase that was negotiated and agreed to by the City
five bargaining units (Municipal Employees’ Federation (MEF), Confidential Employees’
Organization (CEO), Association of Maintenance Supervisory Personnel (AMSP), City
Association of Management Personnel (CAMP), and Association of Legal Professional of
San -José (ALP)), effective June 23, 2013. In addition, a 2% salary increase is included
for those employees in Unit 99. As part of the development of the 2013-2014 Adopted
Budget, Employee Compensation Planning Earmarked Reserves were established in
anficipation of modest salary adjustments in 2013-2014. These actions reflected in this
report increase funding to the various affected departmental budgets and reduce
Employee Compensation Planning Earmarked Reserves across all affected Funds
accordingly. It should be noted that the Salary Program adjustments contained in this
report total $3.5 million in the General Fund ($3.3 million will remain unallocated in the
Employee Compensation Planning Earmarked Reserve) and $5.2 million across all funds.

(30)

- Due to the spring 2013 City Hall Debt Refunding of the bonds issued to construct City
Hall and the accompanying parking garage, the City realized a significant savings in
2012-2013 ($8.4 million) and anticipates additional savings in 2013-2014 ($3.5 million)
for a total of $11.9 million. Actions recommended in this report include reducing the
Transfer to the City Hall Debt Service Fund from the General Fund ($8.5 million),
Special Funds ($2.3 million), and Capital Funds ($1.1 million). Excluding the savings
owed to the Development Fee Programs, $7.7 million in net one-time savings from the
General Fund is recommended to be transferred to the Community Facilities Revenue
Fund to pay down principal on the Hayes Mansion Phase III debt, consistent with City
Council approval of the 2013-2014 Adopted Budget. This transaction will allow the City
to pay down the Hayes Mansion debt related to the 2008D bonds two years earlier, realize
average annual savings of $345,000 through 2025, and achieve a total savings over the
remaining life of the 2008D bonds of $4.0 million. ($0)

- Due to the change in methodology for paying the City’s annual required contribution to a
minimum amount or the amount generated by a rate (2011-2012), a Retirement
Contributions Reconciliation was completed for both the Federated System and the
Police and Fire Retirement Plan in order to ensure that all City funds contain the correct
contribution amounts for 2013-2014. This reconciliation is completed annually,
consistent with City Council direction as part of the approval of the 2012-2013 Mayor’s
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June Budget Message. Based on the final City contribution amounts as determined by the
two retirement boards in March and June of 2013 and budget actions approved after the
release of the Proposed Budget, the retirement contribution reconciliation results in a net
cost of $825,000 in the General Fund ($820,000 excluding Development Fee Programs)
that is recommended to be funded in this document. This action will bring total
retirement costs to $211.4 million in the General Fund and $271.2 million in all funds in
2013-2014, representing growth of 13.5% in the General Fund and 12.4% in all funds
when compared to 2012-2013 levels. (-$820,000)

- This action decreases the estimate for Transfers and Reimbursements by $420,000 to
reflect a decrease in Airport Maintenance and Operations Fund Overhead
Reimbursements. The Municipally-Funded Air Service Incentive Program, a provision
in the Airline-Airport Lease and Operating Agreements approved by the City Council in
March 2007, requires that should the percentage growth in annual enplanements at the
Airport exceed the forecasted growth in annual enplanements nationwide, the City shall
reduce the amount of its indirect overhead expenses in the following fiscal year by a
corresponding percentage. In 2012-2013, the percentage growth in annual enplanements
-at the Airport was 2.7%, which exceeded the Federal Aviation Administration’s
projection of 0.0% for national enplanement growth for 2012-2013. Therefore, this
action recommends a reduction in the 2013-2014 overhead expenses to the Airport by
2.7% (from the adopted overhead rate of 18.25% to 15.55%). (-$420,000)

- This action funds Business Incentives for Maxim Integrated Products, a Business
Cooperation Program, and administrative costs related to the Business Cooperation
Program. A Utility User Tax rebate of up to $600,000 over five years to Maxim
Integrated Products was previously approved by the City Council on January 25, 2011.
The business incentive rebates 50% of Utility User Tax paid to the City over $10, back to
the business. The incentive was created to incentivize Maxim Integrated Products to
relocate their headquarters to San José, CA from Sunnyvale, CA. Municipal Revenue
Advisors (MRA) provides technical assistance to participating Business Cooperation
companies in identify eligible purchases and the appropriate procedures for allocating tax
to the City of San José. As part of the Business Cooperation Program, businesses can
receive a rebate of up to 30% of the local portion of the use tax deliberately allocated to
San Jos¢é in the acquisition of equipment and/or construction materials in San José. After
the rebate to the participating companies, 20% of the net revenues will be remitted to
MRA as contract fees for their services. This initial funding provides a rebate related to
the construction of the new Samsung headquarters for the construction contractors
participating in the Business Cooperation Program. In 2013-2014, it is anticipated that
approximately $400,000 in additional use tax revenues will be collected by the City from
construction contractor participation. Of this amount, 30% ($120,000) will be a rebate to
selected construction contractors working on the Samsung construction project.

(-$218,000)

- el e AR R
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This action increases the Council District #2, #8, and #9 appropriations for City Council
District Special Events. This action reflects sponsorship funding received in 2012-2013
for reimbursement of costs for various special events co-sponsored with the respective
Council Districts. (-$13,000)

e Grants/Reimbursements/Fee Activities ($0)

A series of net-zero adjustments totaling $2.0 million are recommended to reflect new or
updated revenues and expenditures for Grants, Reimbursements and/or Fee Activities
for the following Departments: Parks, Recreation and Neighborhood Services ($1.2
million), Police ($389,000), Public Works ($210,000), Office of Economic Development
(8$105,000), Finance ($50,000), Mayor and City Council ($45,000), Planning, Building,
and Code Enforcement ($29,000), and Environmental Services (-$93,000).

e Urgent Fiscal/Program Needs (-$8.10 million)

This action increases the General Liability Claims appropriation in 2013-2014 by $6.5
million (from $7.9 million to $14.4 million). As part of the 2013-2014 Adopted Budget,
expenditure savings of $5.9 million were anticipated and rebudgeted as only $2.0 millicn
in ongoing funding for potential claim awards and litigation settlements is budgeted
annually. However, only $4.2 million was available at the conclusion of 2012-2013.
Despite there being insufficient savings to cover the rebudget, not only is a downward
adjustment to the appropriation not recommended as would be the usual budget practice,
but an increase of $6.5 million is needed as well to provide sufficient funding for a recent
$4.95 million settlement agreement and $1.0 million judgment against the City. The
remaining funding increase of $550,000 combined with the remaining appropriation
balance of $7.9 million is needed to ensure sufficient funding for other judgments that
have been rendered and other potential claims and litigation settlements against the City
that may occur this year. (-$6.50 million)

This action increases the Swuccessor Agency City Legal Obligations Subsidy by $2.2
million (from $850,000 to $3.1 million) to reflect revised projected cash flow and
structural deficits in 2013-2014, Per a tentative ruling in the Superior Court, Sacramento
County, the 2013-2014 Adopted Operating Budget assumed the successful distribution of
over $15 million in tax increment that is currently being withheld from the Successor
Agency to the Redevelopment Agency (SARA) by the County of Santa Clara to fund the
County employees’ retirement plan (the PERS Levy) and the Water District levy.
However, the County has appealed this decision and the County continues to withhold
this tax increment. The current withholding of the tax increment funding, however, is
partially offset by an increase in projected tax increment growth levels per the 2013-2014
property assessment roll as determined by the County Assessors Office. As a result of the
combined impact of these actions, it is anticipated that additional funding of $2.2 million
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is needed by SARA in 2013-2014 to ensure sufficient cash flow for City contractually
obligated payments. Additional funding of $2.2 million will ensure completion of the
October 2013 Educational Revenue Augmentation Fund payment as well as the estimated
direct administrative costs as outlined in the 2013-2014 Adopted Budget funding level
($850,000). Per the approved Long-Term Reimbursement Agreement between the City
and SARA, a City Advance for this bonded obligation is eligible to be reimbursed should
sufficient cash balances remain at the end of 2013-2014 with SARA. Revenues and
expenditures will continue to be monitored closely and any adjustments or potential intra-
year reimbursements brought forward for consideration as appropriate.

The 2013-2014 Adopted Budget included a contingency plan of $13.0 million should
SARA not prevail in the litigation with the County. Therefore, due to the continued
litigation, it is recommended that the Successor Agency Legal Obligations Reserve, a
proposal included on the contingency plan, be adjusted downward by $2.0 million (from
$10.0 million to $8.0 million) to offset the majority of this recommended action as
described elsewhere in this report. The remaining balance of $244,000 is recommended
to be funded by other actions as described in this report. It should be noted that the
release of the remaining SARA PERS Levy/Water District Levy General Fund
Contingency Plan is recommended elsewhere in this document. (-$2.24 million)

- This action increases the San José Police Officers’ Association Employee
Compensation Planning Reserve in the amount of $1.1 million from $10.0 million to
$11.1 million to ensure that sufficient funds are set aside if a negotiated settlement were
to occur. Based on the City's most recent offer in negotiations, included in this reserve is
funding equivalent to a 3.0% ongoing general wage increase in 2013-2014 as part of a
one-year agreement (total one-year funding of $6.5 million) or a 2.5% ongoing general
wage increase in both 2013-2014 and 2014-2015 as well as a one-time 4.0% non-
pensionable retention bonus paid in two installments as part of a two-year agreement
(total two year funding of $15.5 million). (-$1.1 million)

- This action provides funding of $250,000 for Police Department Community Service
Officer Vehicles and will allow for the purchase of 14 additional vehicles for the 21 new
Community Service Officers (CSOs) that were added to the Department as part of the
2013-2014 Adopted Budget. The Adopted Budget included funding for seven vehicles
based on a patrol deployment model that would have been similar to sworn officers.
However, after further analysis, it has been determined that for more effective coverage
and service to the community for cases such as stolen vehicles, traffic complaints, and
non-injury and minor injury vehicle accidents, the CSOs will now be deployed on a
Monday through Friday, eight-hour day schedule that will require each position to have
its own vehicle. Because the vehicle purchases and build-up take several months to
complete, it is recommended to set aside this additional funding now to ensure the
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vehicles are available when the CSOs complete their training later this fiscal year.
(-$250,000) .

- This action decreases the Successor Agency Legal Obligations Reserve by $2 million
(from $10.0 million to $8.0 million). This reserve was established and is intended to
provide the equivalent principal value of loans made between the City and former
Redevelopment Agency as part of the SERAF Loan ($5.0 million from the Sewage
Treatment Plant Connection Fee Fund, $3.0 million from the Subdivision Park Trust
Fund, and $2.0 million from the Ice Centre Revenue Fund) currently due and payable by
June 30, 2015. The Adopted Budget, however, also included a contingency plan of $13.0
million should the Successor Agency to the Redevelopment Agency (SARA) not prevail
in litigation with the County of Santa Clara regarding the distribution of property tax
increment to SARA and among other items, this reserve was on the plan. Although
SARA did prevail at the trial court level, the County has appealed the decision and
continues to withhold the funding until a final decision is rendered, causing a current year
cash flow shortage for completion of City contractually obligated payments. Due to
higher than estimated tax increment growth in 2013-2014, however, the tax increment
shortage has been mitigated somewhat, but a $2.2 million increase to the General Fund
Successor Agency City Legal Obligations Subsidy is still required as discussed in this
report. The use of a portion of the SARA Reserve is therefore recommended to offset
$2.0 million of the subsidy increase needed. The remaining balance of $244,000 is
recommended to be funded by other actions described in this report. It is anticipated that
to the extent possible the Administration will seek to reinstate the $2 million to the
SARA Reserve at a later date. ($2.0 million)

- This action increases the Police Department's Overtime funding in 2013-2014 by $2.2
million (from $15.9 million to $18.1 million) which is approximately equivalent to the
overtime expenditures in 2012-2013. This funding will primarily help expand targeted
enforcement of high crime activity through suppression cars, specifically related to gang
enforcement, prostitution, graffiti, and high profile investigations. As approved as part of
the 2013-2014 Adopted Budget, $4.0 million in overtime funding was added to the base
overtime budget level of $12.0 million, and additional funding is needed as the Police
Department works through filling sworn and non-sworn vacancies. This action
reallocates $1.5 million in anticipated 2013-2014 vacancy savings from the salary and
benefits line items to the overtime line item in the Police Department Personal Services
appropriation. Additional overtime funding of $750,000 is also included as a rebudget
action recommended elsewhere in this document. ($0)
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Airport Operating Funds

The Airport served 8.49 million passengers in 2012-2013, which was an overall increase of 2.8%
from 2011-2012. Moreover, the percentage growth in annual enplanements at the Airport in
2012-2013 was 2.7%, which exceeded the Federal Aviation Administration’s 2012-2013
projection of 0% for national enplanement growth. This increase in passenger enplanements
triggered the activation of the Municipally-Funded Air Service Incentive Program, a provision in
the Airline-Airport Lease and Operating Agreements that was approved by the City Council in
March 2007, Under this provision, if the percentage growth in annual enplanements at the
Airport exceeds the forecasted growth in annual enplanements nationwide, the City shall reduce
the amount of its indirect overhead expenses in the following fiscal year by a corresponding
percentage. Budget actions are recommended in this document to reduce the 2013-2014
overhead expenses to the Airport Maintenance and Operation Fund by $420,000 to reflect a
reduction of the overhead rate of 2.7% (from the adopted overhead rate of 18.25% to 15.55%).
Passenger growth in 2013-2014 is anticipated to increase by 1.5%. Airport activity categories
demonstrated growth as compared to last year in parking exits, pounds of mail/freight/cargo,
traffic operations, gallons of aviation fuel sold, taxicab operations, and landed weights,
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Overall, revenue performance was above the budgeted estimate by $5.0 million (4.3%). Airline
Rates and Charges (combined total of landing fees and terminal rents) and all other operating
categories, excluding transfers, ended the year at $119.5 million, which was slightly above the
budgeted estimates of $114.4 million. Airline terminal rental revenue exceeded budgeted
estimates by $1.1 million (2.9%) reflecting the addition of All Nippon Airways terminal lease
and higher than anticipated rental of common use ticket counters and gates. Airfield and landing
fee revenues were $431,000 (2.8%) more than expectations due to increased flights. Parking and
Roadways revenue was above the budgeted estimate by $2.4 million (6.0%), which includes the
Rental Car Privilege Fees of $536,000 (4.3%) above the budgeted estimate.
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2012-2013 Selected Special/Capital Funds Budget Performance

“Airport Operating Funds (Cont’d.)

The Airport’s two operating funds, Airport Customer Facility and Transportation Fee Fund (Fund
519) and Airport Maintenance and Operation Fund (Fund 523) had a combined year-end
expenditure savings of $11.9 million (13.2%) compared to the budgeted levels of $90.3 million
most of which were anticipated and incorporated into the development of the 2013-2014

- Adopted Budget and airline rates and charges. The $1.0 million in personal services savings was
the result of position vacancies experienced during the year. The non-personal/equipment
expenditure savings of $5.2 million resulted from adhering to strict cost controls, prioritizing
needs, deferring purchases, use of alternate products or sources, as well as conservative
budgeting for the operation and utilities of terminal facilities and the rental car garage.

These savings resulted in a lower than anticipated transfer from the Airport Revenue Fund to the
Airport Maintenance and Operation Fund and incrementally higher year-end fund balance in the
Airport Revenue Fund. The additional fund balance in the Airport Revenue Fund will contribute
toward managing the 2013-2014 Adopted Budget and development of the 2014-2015 budget.

City Hall Debt Service Fund/ Community Facilities Revenue Fund

The refunding of Civic Center bonds completed in spring 2013 resulted in debt service savings in
2012-2013 and additional savings in 2013-2014. The combined savings in the City Hall Debt
Service Fund total $11.9 million, of which $8.5 million is in th¢ General Fund. This additional
fund balance, along with reduced City Hall debt service payments in 2013-2014, will result in a
decrease to the transfer from the General Fund ($8.5 million), Special Funds ($2.3 million) and
Capital Funds ($1.1 million) in 2013-2014. As described in Section IV — Recommended Budget
Adjustments and Clean-Up Actions section of this document, budget actions are recommended in
each of the impacted funds to reflect the reduction in the transfer to the City Hall Debt Service
Fund.

In accordance with City Council approval of the 2013-2014 Adopted Budget, General Fund
savings from the refunding will be directed toward paying down a portion of the outstanding
Hayes Mansion debt. After subtracting out the savings owed to the development fee programs,
the remaining General Fund savings of $7.7 million are recommended to be transferred to the
Community Facilities Revenue Fund to pay down a portion of the $54.0 million in outstanding
principal. This transaction will allow the City to pay down the Hayes debt related to the 2008D
bonds two years earlier, realize average annual savings of $345,000 through 2025, and achieve a
total savings over the remaining life of the 2008D bonds of $4.0 million.
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Convention and Cultural Affairs Fund

The Convention and Cultural Affairs Fund accounts for Team San José’s (TSJ) operation of the
City’s Convention Facilities. In 2012-2013, revenues totaling $31.3 million consisted primarily
of operating revenues from Team San José’s operation of the City’s convention facilities ($22.9
million) and transfers from the Transient Occupancy Tax (TOT) Fund ($7.2 million). Total
revenues fell short of the budget estimate by $10.5 million (25.2%) primarily due to a delay in
the need to issue commercial paper related to the Convention Center Expansion/Renovation
project ($10.0 million), which will instead be issued in 2013-2014, combined with a technical
accounting adjustment of prior years’ accounts receivables related to this fund ($924,000).
Expenditures of $33.6 million were primarily attributed to costs associated with operating the
Convention Center and cultural facilities ($26.8 million); fixtures; furnishings and equipment
(FF&E) to outfit the expanded and remodeled Convention Center ($1.8 million); and a variety of
miscellaneous capital repairs and replacements ($1.4 million). Total expenditures were $12.8
million (27.6%) below the modified budget primarily due to commercial paper proceeds ($10.0
million) that were previously rebudgeted into 2013-2014.

Actions included in this report recommend allocating $140,000 to the Center for Performing Arts
Improvements project to pay for the abatement of unexpected asbestos encountered during the
upgrade of the fire protection system. An additional $140,000 is recommended for
Miscellaneous Capital Improvements to fund integration of the heating and cooling system
software across several cultural facilities, and the purchase of replacement trash cans. Combined
with the original budget of $250,000 and a recommended rebudget of $263,000, the budget
available for Miscellaneous Capital Improvements in 2013-2014 will total $653,000.

Transient Occupancy Tax Fund

In 2012-2013, revenues generated from Transient Occupancy Tax (TOT) receipts totaled $15.2
million in this fund, the highest amount collected since the $16.4 million peak in 2000-2001.
Total TOT revenues ended the year 11.0% above 2011-2012 collections of $13.7 million and
0.2% above the 2012-2013 modified budget. The strong performance in 2012-2013 is reflected
in the average occupancy rate for the City’s 14 largest hotels climbing from 61.6% to 66.6% and
a $10 increase in the average room rate for the same set of hotels (from $129 to $139).

Capital Fund Major Revenues

A number of taxes and fees levied on construction and property resale (conveyance) activity
provide a large source of revenue to the City’s Capital program. As reported in Monthly
Financial Reports, 2012-2013 collections in nearly all major capital revenue categories were
expected to exceed budgeted estimates. The chart below provides a comparison of estimated
revenues to actual revenues for these types of revenues, and a discussion regarding the three
largest revenue sources follows.
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Capital Fund Major Revenues (Cont’d.)

Construction-Related Capital Program Revenues Comparison

($ in Thousands)

2012-2013 2012-2013 %

Estimate® Actuals Variance
Construction and Conveyance Tax $30,000 $34,405 14.7%
Building and Structure Construction Tax $13,000 $13,777 6.0%
Construction Excise Tax $17,000 $17,838 5.0%
Municipal Water System Fees -$161 $210 30.4%
Residential Construction Tax $200 $321 60.5%
Sanitary Sewer Connection Fee $650 $811 24.8%
Storm Drainage Connection Fee $200 $260 30.0%

* Revenue estimate used in the development of the 2013-2014 Adopted Capital Budgef.

e Construction and Conveyance Tax

Real estate activity (primarily housing re-sales) determines the collection level of one of the
major capital revenue sources, the Construction & Conveyance (C&C) Tax. Approximately
99% of C&C Tax is derived from a tax imposed upon each transfer of real property, with the
remaining 1% generated from a construction tax levied on most types of construction. C&C
Tax revenues, which are a significant source of funds for the Parks and Community Facilities
Development, Library, Fire, Service Yards, and Communications capital programs, totaled
$34.4 million in 2012-2013. This collection level was 15% ($4.4 million) above the budget
estimate of $30.0 million, and represents a 35% ($9.0 million) increase from 2012-2013

collections of $25.4 million.

The following graph displays the collection history of Construction and Conveyance Tax

receipts.
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Capital Fund Major Revenues (Cont’d.)

Construction and Conveyance Tax Revenues
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After experiencing sharp declines since the peak collection of $49 million in 2005-2006, the
recovering real estate market is experiencing solid growth, resulting in the 2012-2013 C&C
Tax revenues reaching the highest collection level since 2006-2007. Rising prices primarily
drove the increased revenue, with the median price for San José single family homes jumping
from $588,444 to $732,500 between June 2012 and June 2013, an increase of 24.5%. In
addition, the amount of time it takes to sell a home (both single family and multi-family
dwelling units) dropped by 57.3%, from 52 days in June 2012 to 22 days in June 2013. This
increased activity was slightly offset by a 2.2% decrease in the number of property transfers
for all types of residences between 2011-2012 and 2012-2013.

Based on the stronger than anticipated revenue collections in 2012-2013, the 2013-2014
Adopted Budget C&C Tax revenue estimate of $30.0 million now allows for a 13% decrease
from actual 2012-2013 collections. Revenue receipts will be carefully monitored over the
coming months to determine if this higher collection level is sustainable and to identify any
necessary budget adjustments to this revenue category.
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Capital Fund Major Revenues (Cont’d.)

Building and Structure Construction Tax and the Construction Excise Tax

The Building and Structure Construction Tax and the Construction Excise Tax are the
primary sources of funding for the Traffic Capital Program. Year-end collections in the
Building and Structure Construction Tax category totaled $13.8 million in 2012-2013. This
collection level was 6% ($770,000) above the budget estimate of $13.0 million, and
represents a 10% ($1.2 million) increase from 2011-2012 collections of $12.6 million.
Construction Excise Tax receipts for 2012-2013 totaled $17.8 million, up 5% ($700,000)
over the budget estimate of $17.0 million, but experienced a small decrease of 1% ($191,000)
from 2011-2012 collections of $18.0 million.

The graph below displays the collection history of both the Building and Structure and
Construction Excise Tax receipts. These revenue sources have recovered from their 2009-
2010 low, yet still remain below the 2000-2001 high (not shown) of a combined $38.2
million. The improved collections in both Building and Structure Construction Tax and
Construction Excise Tax revenue are primarily attributable to new multi-family residential
construction in the North San José. Growing industrial activity was also a factor in growth of
Building and Structure Construction Tax receipts.

Construction Tax Revenues
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Compared to the stronger than anticipated revenue collections in 2012-2013, the 2013-2014
Adopted Budget estimate for the Building and Structure Construction Tax allows for a 20%
decrease from actual 2012-2013 collections, and the estimate for the Construction Excise Tax
now allows for a 21% decrease. Given the volatile nature of these taxes, the sustainability of
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Capital Fund Major Revenues (Cont’d.)

the 2012-2013 collection level will be monitored as the year progresses to determine if any
upward adjustments are warranted.

Airport Capital Funds

In 2012-2013, the Airport Capital Program incurred expenditures and encumbrances of $48.4
million. Over half is attributed to transfers to other funds for debt service and close-out of minor
commercial paper debt funds ($26.6 million). Major capital project spending included Taxiway
W Improvements ($8.8 million); Terminal Area Development, Phase I ($5.3 million); Pavement
Maintenance ($1.5 million); and Clean-Up of Existing Fuel Farm ($1.0 million).

Library, Parks and Community Facilities, and Public Safety General Obligation Bond
Funds

In 2012-2013, a total of $19.7 million was expended or encumbered in the Library ($3.0 million),
Parks and Community Facilities ($14.3 million), and Public Safety ($2.4 million) General
Obligation Bond Funds.

In the Library Program, the projects with the largest expenditures and encumbrances in 2012-
2013 included Southeast Branch Library ($1.5 million) and Branch Efficiency Projects ($1.1
million). The Southeast Branch, the last remaining branch library to enter into a construction
contract, is scheduled to begin construction in 2013-2014.

In the Parks and Community Facilities Program, there was only one project with significant
2012-2013 expenditure and encumbrances—Soccer Complex ($12.3 million). The City
continues to pursue potential locations for the Softball Complex, the final Parks and Recreation
Bond project.

In the Public Safety Program, the Fire Station 21 — White Road project had expenditures and
encumbrances of $1.1 million as the project readies for a construction contract award in 2013-
2014. Fire Station 37 — Willow Glen is the final Public Safety Bond Project.

Traffic Capital Funds

In 2012-2013, a total of $62.5 million was spent or encumbered for traffic capital projects. The
projects with the largest expenditures and encumbrances included Pavement Maintenance
projects funded with Federal, State, and City sources ($23.1 million); Alameda — A Plan for the
Beautiful Way ($4.2 million), Montague Expressway North San José — County Settlement
Agreement ($4.0 million), Route 101/Mabury Road Design ($1.8 million), American Disability
Act Sidewalk Accessibility Program ($1.7 million), San Carlos Multimodal Streetscape
Improvements Phase [ ($1.7 million), and the Autumn Street Extension ($1.7 million).
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San José/Santa Clara Treatment Plant, Sanitary Sewer, Storm Sewer and Water Utility
Capital Funds

Taken together, projects within the Environmental and Utility Services capital programs
comprised a significant portion of the City’s 2012-2013 capital-related expenditures and
encumbrances at $94.6 million: $42.9 million related to the San José/Santa Clara Regional
Wastewater Facility, $39.2 million related to the Sanitary Sewer System, $9.2 million related to
the Storm Sewer System, and $3.3 million related to the Water Utility System. The projects with
the largest expenditures and encumbrances were within the Treatment Plant and the Sanitary
Sewer System, and included the Revised South Bay Action Plan — SBWR Extension ($5.0
million), Condition Assessment Sewer Repairs ($4.0 million), Plant Infrastructure Improvements
($3.6 million), Sanitary Sewer Condition Assessment Phase IT ($3.6 million), Spreckles Sanitary
Sewer Force Main Supplement ($3.4 million), and the Monterey-Riverside Sanitary Sewer, Phase
V ($2.8 million).

Special and Capital Funds Budget Adjustments

Several budget adjustments for both special and capital funds are included in this document,
including recognition of grants, net-zero transfers/reallocations, and new allocations for a small
number of high priority projects and programs, the most notable of which concerns the Branch
Library Bond Projects Fund (Library Bond Fund).

An internal reconciliation of the Library Bond Fund revealed approximately $4.0 million of
expenditures that were originally paid from other funds and reimbursed from the Library Bond
Fund. However, since it was determined that these expenses could not be submitted to the bond
trustee for reimbursement, this had the effect of creating a negative balance of $4.0 million in the
Library Bond Fund. To begin addressing the situation, recent capital expenditures of
approximately $621,000 that were paid from the Library Construction and Conveyance (C&C)
Tax Fund have been deemed to be reimbursable from bond proceeds. Actions included in this
report, therefore, transfer $621,000 to and from the Library C&C Fund and the Library Bond
Fund to appropriately align expenditures and to allow for bond reimbursement for these
expenses, thereby lowering the outstanding amount of non-reimbursable expenditures to $3.4
million.

This remaining negative balance will be eliminated within a period no longer than five years by
shifting the budgeting for bond-eligible projects from the Library C&C Fund to the Library Bond
Fund. Due to higher than anticipated C&C revenues received in 2012-2013, a recommendation
is included in the Library C&C Fund to establish an Ineligible Branch Libraries Bond Projects
Reserve in the amount of $625,000 for future transfer to the Library Bond Fund. The 2015-2019
Capital Improvement Program will include a recommendation to transfer funds from the Library
C&C Fund to the Library Bond Fund. This transfer will fund the construction of capital projects
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Special and Capital Funds Budget Adjustments (Cont’d.)

in the Library Bond Fund that are eligible for reimbursement from bond proceeds. Over the next
several years, these transfers will allow for the construction of a variety of bond-eligible
improvements at the City’s branch libraries, while simultaneously allowing a phased pay down of
the outstanding $3.4 million in Library Bond Fund capital expenditures that have been
determined as ineligible to be reimbursed from bond proceeds. It should be noted that
transferring C&C funding to the Library Bond Fund limits the ability of the Library Capital
Program to fund non-construction activities such as books and materials.

Other notable capital adjustments include the allocation of $288,000 in the City-wide Parks C&C
Fund to replace stolen copper wire at 65 parks and recreation facilities, adding to the $202,000
spent on copper wire replacement at these facilities in 2012-2013, and the allocation of $620,000
in the Fire C&C to the Reserve: Facilities Improvements to ensure that funding is available for
any critical fire station needs such as mold abatement, roof replacement, and exterior
waterproofing that may arise in the future. Lastly, the rebudget of unexpended funds for projects
and programs extending into 2013-2014 is recommended in this document. Details of these
adjustments can be found in Section IV of this document.

Release of the Successor Agency to the Redevelopment Agency PERS Levy/Water District
Levy General Fund Contingency Plan

The release of the Successor Agency to the Redevelopment Agency (SARA) PERS Levy/Water
District Levy General Fund Contingency Plan that was included in the 2013-2014 Adopted

Budget is recommended. This General Fund Contingency Plan, which totals $13.0 million in
2013-2014 and $2.7 million ongoing, was developed to address the potential loss of SARA

property tax increment that the County of Santa Clara has withheld to fund the County
employces’ retirement plan (PERS Levy) and Water District Levy. Per a tentative ruling in the

Superior Court, Sacramento County, the 2013-2014 Adopted Operating Budget assumed the

successful distribution of over $15 million in tax increment that is currently being withheld from

SARA by the County of Santa Clara. However, the County has appcaled this decision and the

County continues to withhold this tax increment. With 2013-2014 projected tax increment .
growth levels per the 2013-2014 property assessment roll as determined by the County Assessors

Office, it is anficipated that the Contingency Plan will not be necessary even if the County

continues to withhold this tax increment. It will, however, be necessary to increase the Successor

Agency City Legal Obligations Subsidy by $2.2 million (from $850,000 to $3.1 million) to

reflect revised projected cash flow and structural deficits in 2013-2014, Tt is recommended that

the Successor Agency Legal Obligations Reserve be adjusted downward by $2.0 million (from

$10.0 million to $8.0 million) to offset the majority of this recommended action.
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Successor Agency to the Redevelopment Agency PERS Levy/Water District Levy General
Fund Contingency Plan

The release of the SARA PERS Levy/Water District Levy General Fund Contingency Plan will
enable projects included in the 2013-2014 Adopted Budget to move forward. Below is the list of
items on the Contingency Plan that will now be released for funding. It should be noted that the
$20 million General Fund Contingency Plan associated with the Supplemental Retiree Benefit

Reserve (SRBR) elimination and the lowest cost healthcare plan changes remains in effect.

Successor Agency to the Redevelopment Agency

PERS Levy/Water District Levy General Fund Contingency Plan

.. Proposal =T 20132014
2014-2015 Community Action and Pride Granis Reserve (100,000)
2014-2015 Homeless Response Team Reserve (1,500,000)
Anti-Graffiti Program (75,000) (75,000)
City Attorney's Office Legal Support Staffing (350,000)
Office of the City Clerk Staffing (250,000)
City Hall Bamboo Courtyard Renovation (Water Intrusion) (250,000)
Computer Server Replacements/Network Upgrades (250,000)
Economic Development/Incentive Fund (250,000)
Evergreen Community Aquatics Program (25,000)
Medical Marijuana Program (1,257,000)
Neighborhood Business Districts (45,000)
Office of Employee Relations Fiscal Reform Staffing (208,000)
Operating/Capital Budget System Replacement Reserve (2,850,000)
Police Administration Building Unmet/Deferred Infrastructur.e _ (1,350,000)
and Maintenance (chiller, HVAC, waterproofing, firing range lighting)
Police Co.mmunication Bujlding !Jnmet/Deferred Infrastructure (3,600,000)
and Maintenance (electrical, chiller, waterproofing)
Preventative Maintenance Program (300,000)
Radar Speed Display Signs (100,000)
gisatlelrfnstate Services Document Imaging and Records Retention (200,000)
San Jose BEST and Safe Summer Initiative Programs 500,000 (500,000)
Successor Agency Legal Obligations (2,500,000)
Street Tree Maintenance (160,000)
Total (12,285,000) (2,710,000}
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NEXT STEPS

The results of the 2012-2013 Annual Report will provide an updated starting point for
monitoring 2013-2014 financial performance. The revenue and expenditure trends will be
factored into the analysis of the General Fund and the numerous special and capital funds.
Information on the City’s budget for 2013-2014 will be provided in Bi-Monthly Financial
Reports- and the 2013-2014 Mid-Year Budget Review. These reports will also provide
information on the current economic environment and its impact on the City’s revenue
collections. :

The 2012-2013 Annual Report results will also be factored into the 2014-2015 budget
development process. As a reminder, in an effort to better position the City for 2014-2015, the
2013-2014 Adopted Budget includes a 2014-2015 Future Deficit Reserve of $13.7 million to
address the preliminary projected deficit in that year as calculated in the February 2013 Five-
Year Forecast. This reserve will provide a strong starting point for the 2014-2015 budget
process.

The General Fund Five-Year Forecast is scheduled to be released in late February 2014. The

2014-2015 Proposed Capital and Operating Budgets are scheduled to be released in late April
2013 and May 1, 2014, respectively.

PUBLIC OUTREACH/INTEREST

v Criterion 1: Requires Council action on the use of public funds equal to $1 million or
greater.

D Criterion 2: Adoption of a new or revised policy that may have implications for public
health, safety, quality of life, or financial/economic vitality of the City.

D Criterion 3: Consideration of proposed changes to sérvice delivery, programs, staffing
that may have impacts to community services and have been identified by staff, Council or
a Community group that requires special outreach.

This document is posted on the City’s website for the October 8, 2013 Council agenda.

COORDINATION

The Budget Office coordinated with the Finance Department on the reconciliation of the City’s
funds and coordinated with all City Departments and City Council appointees, as applicable, on
recommended budget adjustments that are brought forward in this document.
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CONCLUSION

Through careful fiscal management, the revenues for the various City funds ended the year close
to the estimated levels and expenditures were below the budgeted allocations. When the 2012-
2013 Adopted Budget was developed, it was assumed that the economic recovery would continue
in 2012-2013.  Economic indicators and actual revenue performance supported this general
assumption’ with continued improvement during 2012-2013. A number of revenue categories,
such as Sales Tax, Transient Occupancy Tax, Construction and Conveyance Tax, and the
development-related fees and taxes, experienced solid growth. Other revenue categories, such as
Property Tax, have shown only modest improvement in 2012-2013.

In the Gener al Fund, the additional fund balance at the end of 2012—2013 after considering clean-
up adjustments totaled $4.8 million. This funding, combined with additional net funding from
various technical and rebalancing actions ($3.3 million), provide funding to address urgent
fiscal/program needs totaling $8.1 million.

In this report, the Administration is recommending the release of the Successor Agency to the
Redevelopment Agency PERS Levy/Water District Levy General Fund Contingency Plan that
was included in the 2013-2014 Adopted Budget. With the 2013-2014 projected property tax
increment growth levels, it is anticipated that the Contingency Plan will not be necessary even if
the property tax increment that the County of Santa Clara has withheld to fund the County
employees’ retirement plan (PERS Levy) and Water District Levy is not received this year.

The Administration will continue to monitor and report on the City’s financial performance
through Bi-Monthly Financial Reports and the Mid-Year Budget Review. The financial results
of 2012-2013 as well as the actual performance in 2013-2014 will be factored into the
development of the 2014-2015 budget. The 2015-2019 General Fund Five-Year Forecast will be
released in February 2014 for budget planning purposes. '

Debra Figone
City Manager
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CERTIFICATION OF FUNDS

I hereby certify that there-will be available for appropriation in the designated funds and in the
amounts as listed below in fiscal year 2013-2014 monies in excess of those heretofore
appropriated therefrom:

General Fund $ 17,000,918
Airport Customer Facility and Transportation Fee 821,776
Airport Fiscal Agent Fund ' 647,060
Airport Passenger Facility Charge Fund 591,271
Airport Renewal & Replacement 1,152,020
Airport Revenue Bond Improvement Fund 3,641,002
Airport Revenue Fund 5,055,018
Airport Surplus Revenue - 458,236
Building & Structures Construction Tax 1,697,606
Branch Library Bond Project Fund 735,554
Business Improvement District 88,467
Cash Reserve Fund 2
Civic Center Construction 46,707
Community Development Block Grant 2,290,893
Community Facilities Revenue 8,575,920
Community Facilities District Fund #1 83,877
Community Facilities District Fund #2 and #3 - 21,594
Community Facilities District Fund #8 4,969
Community Facilities District Fund #11 16,486
Community Facilities District Fund #12 94,071
Community Facilities District Fund #14 229,837
Construction & Conveyance Tax — Central Fund 1,318,453
Construction & Conveyance Tax — Communications 157,299
Construction & Conveyance Tax — Fire 627,109
Construction & Conveyance Tax — Library 2,348,637
Construction & Conveyance Tax — Council District 1 458,856
Construction & Conveyance Tax — Council District 2 352,539
Construction & Conveyance Tax — Council District 3 165,629

Construction & Conveyance Tax — Council District 5 460,506
Construction & Conveyance Tax — Council District 6 1,598,987
Construction & Conveyance Tax — Council District 7 1,899,989
Construction & Conveyance Tax — Council District 8 226,635
Construction & Conveyance Tax — Council District 9 287,916
Construction & Conveyance Tax — Council District 10 905,983

Construction & Conveyance Tax — City-Wide 4,325,586
Construction & Conveyance Tax — Parks Yards 1,264,518
Construction & Conveyance Tax — Service Yards 537,658
Construction Excise Tax 12,723,542

Convention and Cultural Affairs 1,682,288
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Convention Center Facilities District Revenue 2,013,910
Downtown Property and Business Improvement District 51,879
Economic Development Administration Loan 11,187
Economic Development Enhancement 162
Emma Prusch Memorial Park 41,933
Federal Drug Forfeiture 243,651
General Purpose Parking 1,682,499
Gift Trust 947,759
Home Investment Partnership Program Trust 422,224
Housing Trust : 524,929
Ice Centre Revenue 152,200
Integrated Waste Management 2,422,541
Lake Cunningham 151,068
Library Parcel Tax 083,316
Life Insurance 20,759
Low and Moderate Income Housing Asset 6,745,216
Maintenance Assessment District Fund #1 95,520
Maintenance Assessment District Fund #2 21,734
Maintenance Assessment District Fund #8 47,421
Maintenance Assessment District Fund #9 59,153
Maintenance Assessment District Fund #11 12,788
Maintenance Assessment District Fund #13 20,074
Maintenance Assessment District Fund #15 217,293
Maintenance Assessment District Fund #19 28,089
Maintenance Assessment District Fund #20 58,022
Maintenance Assessment District Fund #21 30,337
Maintenance Assessment District Fund #22 24,761
Major Collectors and Arterials 166,070
Multi-Source Housing 94,553
Muni Water Major Facilities Fee 254,456
Municipal Golf Course 120,225
Neighborhood Security Bond 766,365
Parks and Recreation Bond Projects 961,467
Public Works Program Support 346,533
San Jose Arena Capital Reserve 761
San Jose Diridon Development Authority 417,173
Sanitary Sewer Connection Fee 1,449,255
Sewer Service & Use Charge 3,697,198
Sewer Service & Use Charge Capital 11,848,507
SJ-SC Treatment Plant Capital 8,897,142

SJ-SC Treatment Plant Operating 2,519,177
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CERTIFICATION OF FUNDS
State Drug Forfeiture
Stores

Storm Drainage Fee

Storm Sewer Capital

Storm Sewer Operating

Subdivision Park Trust
Supplemental Law Enforcement Services
Transient Occupancy Tax
Underground Utility

Vehicle Maintenance and Operations
Water Utility Capital

Water Utility

Workforce Investment Act

113,086
176,420
103,440
3,689,875
1,024,973
19,507,447
175,091
795,916
1,496,298
1,244,119
311,378
1,462,146
4,050,577

@\ f@ N M(%wa

Jennifer A. Maguiré
Budget Director
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| DEFINITIONS

<]

Actuals vs. Budget/Estimate — This document includes analyses of department

appropriations and funds based on variances between the 2012-2013 actual
revenues/expenditures and either the 2012-2013 Modified Budget or 2012-2013 estimates.

"Actuals" represent unaudited year-end close figures as of June 30, 2013.

"Budget" reflects the original 2012-2013 Adopted Budget plus Council-approved
modifications to the Appropriation Ordinance and Funding Sources Resolution. This
number represents the year-end budget.

"Estimates" are revenue/expenditure projections based on information available prior
to June 30, 2013. These estimates were used in projecting the year-end fund balance,
and consequently, the 2013-2014 Adopted Budget beginning fund balance.

Budgetary Basis vs. GAAP — The figures used throughout the text of this report are

presented in accordance with the budget. The Financial Statements section of this report,
however, has been prepared using reports which, in many cases, have been adjusted to report
transactions in accordance with generally accepted accounting principles (GAAP). Major
differences between the budgetary basis and GAAP basis include:

Year-end encumbrances are recognized as the equivalent of expenditures for
budgetary purposes. Encumbrances are not recognized as expenditures on a GAAP
basis until recorded as actual expenditures. As a result, the expenditures and
encumbrances have been combined in the text for a budgetary basis presentation,
while the Financial Statements section presents expenditures. and encumbrances -
separately.

In Governmental Funds, an amount for the current year's compensated absences is not
recognized on a budgetary basis since annual expenditures related to vacation, sick
leave, and compensatory time are budgeted as part of departmental personal services.

Certain loan transactions and debt service payments are not recognized as
expenditures on a GAAP basis since these payments represent a reduction of an
existing debt obligation. For budgetary purposes, however, these payments represent
a "use of funds" and are budgeted as such.

Under the GAAP basis, grant resources that are restricted to capital acquisition or
construction in an enterprise fund are identified as contributions of capital and are not
recorded as revenue. For budgetary purposes, grant fundmg, such as this, is
recognized as a source of funds.

Glossary of Terms — Definitions of frequently used budgetary and accounting terms are

presented on the next page.
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|GLOSSARY OF TERMS

IAppropriation

The legal authorization granted by
the City Council to the
Administration to make
expenditures and incur obligations
for purposes specified in the
Appropriation Ordinance.

IBase Budget:

Ongoing expense level necessary to
- maintain service levels previously

authorized by the City Council.

|Capital Budget

A financial plan of capital projects
and the means of financing them for
a given period of time.

ICapital Funds

These funds account for resources
designated to acquire, rehabilitate,
or construct general fixed assets
and major improvements.

Capital Improvement

Program (Five-Year)

A plan, separate from the annual
budget, which identifies all capital
projects to be undertaken during a
five-year period, along with cost
estimates, method of financing, and
a recommended schedule for
completion.

ICarryover

Unspent funds, either encumbered,
reserved, or unobligated, brought
forward from prior fiscal years.

IContingency Reserve

An appropriation of funds to cover
unforeseen events that occur during
the Dbudget year, such as
emergencies,
programs, shortfalls in revenue, or
other eventualities.

newly-required -

|Contractual Services

Operating expenditures for services
provided by outside organizations
and businesses, including
maintenance contracts,
management services, etc.

|Debt Service. :
The amount required to pay interest
on and to retire the principal of
outstanding debt.

: |Encumbrance

Financial obligations such as
purchase orders, contracts, or
commitments which are chargeable
to an appropriation and for which a
portion of the appropriation is
reserved.

[Fiscal Year

A 12-month accounting period to
which the annual budget applies;
for San José, it is the period from
July 1 through June 30.

lFund

An  independent fiscal and
accounting entity used to account
for all financial transactions related
to the specific purpose for which
the fund was created by ordinance.

|Fu11d Balance

The difference between total
revenue  sources and  total
expenditures in a fund. The fund
balance is calculated at the end of
the fiscal year.

|General Fund

The primary operating fund used to
account for all the revenues and
expenditures of the City which are
not related to special or capital
funds.

Non-Personal/Equipment
Expenses

Operating costs which are not
related to personnel, such  as
supplies,  training,  contractual
services, utilities, and vehicles.

!Operating Budget

A financial plan for the provision of
direct services and  support
functions.

|Personal Services
Salary and fringe benefit costs of
City employees.

IRebudget

Unspent and unencumbered prior
year funds reauthorized for the
same purpose as previously
approved, usually as a result of
delayed program implementation.

|Reserve

Funds budgeted for a particular
purpose but not authorized for
immediate obligation.

ISpecial Funds

These funds account for revenues
derived from specific taxes or other
earmarked revenue sources and are
usually required by statute, charter
provision, local ordinance, or
federal grant regulation to finance
particular functions of the City.

|Transfers

Transfers between funds to account
for reimbursements for services,
overhead expenses, or other

payments.
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' FUND DESCRIPTIONS

Airport Capital Funds Building and Structute Construction Tax

Fund

These Enterprise Funds account for the
Airport’s  capital  expenditures  and
tevenues and consist of the following
funds: Airport Capital Improvement;
Airport Revenue Bond Improvement;
Airport Renewal and Replacement; and
the Airport Passenger Facility Charge
Funds.

Airport Operating Funds

These Enterprise Funds account for the
operation of the Aitport and consist of
the following funds: Airport Revenue;
Airport Maintenance = and Operation;
Airport  Surplus  Revenue;  Airport
Customer Facility and Transportation Fee;
and the Airport Fiscal Agent Funds.

Benefit Funds

These Internal Service Funds account for
the provision and financing of benefits to
City employees, retitees, and their
dependents. It consists of the Dental
Insurance Fund, Life Insurance Fund,
Unemployment Insurance Fund, and
Benefit Fund.

Branch Libraries Bond Projects Fund

This Special Revenue Fund accounts for
General Obligation Bond proceeds
approved by voters on the November
2000 ballot (Measure O). The use of this
fund is restricted to the acquisition of
property and the expansion and
construction of branch libraries.

This Capital Fund accounts for the tax on
residential, commercial, and industtial
development. The use of these funds,
along with grant revenues, is restricted to
traffic capital improvements on major
arterials and collectors, including bridges,
culverts, lighting, and traffic control
systems.

Business Improvement District Fund

This Special Revenue Fund accounts for
assessments involving Business
Improvement District activities.

Cash Reserve Fund

In the City’s Comprehensive Annual
Financial Report, this fund is grouped
with the City’s General Fund.  This
accounts for the payment of authorized
expenditures for any fiscal year in
anticipation of and before the collection
of taxes and other revenues, and for
payment of authorized expenses for any
fiscal year that must be paid prior to the
receipt of tax payments and other
revenues,

City Hall Debt Service Fund

This Special Revenue Fund accounts for
the debt service payments for City Hall,
the City Hall off-site parking garage, and
City Hall furniture, fixtures, and
equipment. This fund receives transfers
from the General Fund, special funds, and
capital funds in amounts sufficient to
cover the debt service payments.

Civic Center Construction Fund

This Capital Fund accounts for the
revenues and construction costs related to

the construction of City Hall.




' FUND DESCRIPTIONS

Community Development Block Grant Construction Excise Tax Fund
Fund

This Special Revenue Fund accounts for
federal grant monies received from the
U.S. Department of Housing and Urban
Development under Title II Housing and
Community Development Act of 1974
and Rental Rehabilitation Program funds.

Community Facilities and Maintenance
Districts Funds

These Special Revenue Funds account for
the maintenance and administration of
assessment districts throughout the City.

Community Facilities Revenue Fund

This Special Revenue Fund accounts for
the rental revenues recetved from Hayes
Mansion operations and provides for the
accumulation and transfer of base rental
income to the appropriate debt service
funds for repayment of facilities-related
debts.

Construction and Conveyance Tax Funds

These Capital Funds account for
Construction and Conveyance  tax
receipts. The Construction Tax is a flat
rate assessed to residential, commercial,
and  industrial  development. The
Conveyance Tax is a fee imposed at a rate
of $3.30 for each $1,000 of the value of
property conveyed.  Construction and
Conveyance Tax Funds are dedicated to
the Patks and Community Facilities
Development, Communications, Public
Safety (for Fire capital purposes), Library,
and Service Yards Capital Programs.

This Capital Fund accounts for the tax on
the construction of residential,
commercial, and  mobile home
developments (also refetred to as the
-Commetcial, Residential, Mobile Home
Park Building Tax). This general purpose
tax is based on building valuation, with
the majority of the revenues in the fund
historically being used for traffic
improvemments.

Convention and Cultural Affairs Fund

This Special Revenue Fund accounts for
the costs of managing and operating the
San José McEnery Convention Center,
California  Theatre, Center for the
Performing  Arts (CPA), California
Theatre, Civic Auditorium, Montgomery
Theatre, Parkside Hall, South Hall and
their related facilities and grounds.

Convention Center Facilities District
Project Fund

This Special Revenue Fund accounts for
the bond proceeds and construction costs
related to the expansion and renovation of
the San José McEnery Convention Center.

Convention Center TFacilities District
Revenue Fund

This Special Revenue Fund accounts for
Special Tax revenues collected by the City
on behalf of the Convention Center
Facilities District No. 2008-1.
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Downtown  Property and Business Edward  Bymme = Memorial  Justice
Improvement District Fund Assistance Grant Trust Fund

This Special Revenue Fund accounts for
revenue collected and expenses related to
maintaining and operating any public
improvements, which are payable from
annual assessments apportioned among
the several lots of parcels or property
within the Downtown area.

Economic Development Administration
Loan Fund

This Special Revenue Fund accounts for
federal funds and loan repayments
associated with the economic
development administration program,
which provides loans to small businesses
for business expansion, remodeling,
working capital, equipment, or other
specified uses with the goal of generating
additional employment opportunities as a
result of such- assistance to businesses
within the City of San José. This fund is
recommended to be closed as part of this
report.

This Special Revenue Fund accounts for
the City’s portion of funding from the
U.S. Department of Justice through the
County of Santa Clara as a fiscal agent.
Funds are restricted to law enforcement,
prevention and education programs, and
planning, evaluation, and technology
mprovements for front line law
enforcement.  The Justice Assistance
Grant process replaces the Local Law
Enforcement Block Grant (LLEBG)
process.

Emergency Reserve Fund

This Special Revenue Fund accounts for
reseives established from local revenues
to meet public emergencies.

Emma Prusch Memorial Park Fund

This Capital Fund accounts for the
development and improvement of the
Emma Prusch Memorial Park.

Economic Development Enhancement
~ Fund

Federal Drug Forfeiture Fund

This Special Revenue Fund accounts for
grants and interest income to assist San
José small businesses by providing loan
guarantees to lenders for transactions that
do not meet traditional banking standards
and provides direct loans to eligible and
qualified borrowers to close the gap in
financing when the lender does not
provide the total amount of funds
requested.

This Special Revenue Fund accounts for
federal drug forfeiture monies received
pursuant to the drug abuse pievention and
control provisions of Title 21, Chapter 13
of the United States Code. Federal
guidelines for this fund stipulate that
seizure monies be used for the financing
of programs or costs required for the
ditect or inditect enhancement of
narcotics-related enforcement activities.
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Fiber Optics Development Fund

This Special Revenue Fund accounts for
the repayment of a loan from the Sewage
Treatment Plant Connection Fee Fund for
the installation of a fiber optic conduit
system owned by the City.

Gas Tax Maintenance and Construction
Fund

This Special Revenue Fund accounts for
the City’s portion of the State collected
Gas Tax. Revenues atre restricted for
acquisition, construction, improvement,
and maintenance of public streets subject
to provisions of the Streets and Highways
Code of the State of California and to
provide for traffic capital improvements.

General Purpose Parking Fund

This Entetptise Fund accounts for the
operation of City parking lot facilities and
patking meters as well as financing of the
Patking Program capital improvements.

Gift Trust Fund

This Special Revenue Fund accounts for
revenues and expenditures related to gifts,
donations, and bequests to the City.

Home Investment Partnership Program
Trust Fund

This Special Revenue Fund accounts for
all monies allocated to the City by the U.S.
Department of Housing and Utrban
Development for affordable housing
projects  pursuant to the HOME
Investment Partnership Act.

Housing Trust Fund

This Special Revenue Fund accounts for
funding to assist non-profit service
providers and organizations by providing
one-time grants for housing-related
projects.

" Ice Centre Revenue Fund

This Special Revenue Fund accounts for
the trental trevenues received from Ice
Centre operations and provides for the
accumulation and transfer of base income
to the appropriate debt service funds for
repayment of facilities-related debis.

Integrated Waste Management Fund

This Special Revenue Fund accounts for
activities related to the Integrated Waste
Management Program, which includes
garbage collection, recycling services, and
related billing operations.  The fund
collects revenues from the City’s Recycle
Plus program. These funds are expended
for programs related to the City’s efforts
to comply with State law requiring cities
to reduce waste sent to landfills along with
other integrated waste management
services.

Interim City Facilities Improvement Fund

This  Capital Fund accounts for
expenditures related to programming,
relocation services, technology, furniture
and equipment, and improvements to
existing facilities to complete the City’s
interim space plan.
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Lake Cunningham Fund

This Capital Fund accounts for the
parking fees and lease payment revenues
used for the purchase of equipment,
maintenance, and operations at Lake
Cunningham Park.

Library Parcel Tax Fund

This Special Revenue Fund accounts for
annual patcel tax revenues used for
enhancing the City’s library services and
facilities.

Low and Moderate Income Housing
Asset Fund  (Affordable  Housing
Investment Fund)

This Special Revenue Fund accounts for
housing assets and functions related to the
Low and Moderate Income Housing
Program retained by the City. This fund
was established on February 1, 2012 with
the dissolution of the former
Redevelopment Agency through
recognition of loan repayments and other
sources to provide funding for the
administrative  costs associated with
managing the Successor Housing Agency
assets and the continuation of affordable
housing programs in the future. This
fund was previously named Affordable
Housing Investment Fund, but the name

was changed, on October 16, 2012, to the .

Low and Moderate Income Housing
Asset Fund.

Major Collectots and Atterial Fund

This Capital Fund accounts for the
collection of monies owed by developers
for previously completed street
Improvements.

Major Facilities Fund

This Capital Fund accounts for fees
associated with the connection of
municipal water activities for many water
facilities constructed in the North San
José, Evergteen, Alviso, Edenvale, and
Coyote Valley areas.  These fees are
assessed for the future construction of
large water mains, reservoirs, and other
large projects.

Multi-Source Housing Fund

This Special Revenue Fund accounts for
grants, inclusionary fees, and rental
dispute mediation fees to support the
rental rights and referrals program, to
expand the supply of affordable housing
for low and very-low income residents by
providing both financial and technical
assistance to non-profit orgamzations in
the production and operation of
affordable housing, and to presetve the
existing supply of affordable housing by
providing rehabilitation grants and loans
to low and moderate  income
homeownets.

Municipal Golf Course Fund

This Special Revenue Fund accounts for
the construction, management, and
operation of various City golf courses,
including the San José Municipal Golf
Coutse, Los ILagos Golf Course, and
Rancho del Pueblo Golf Course.

Neighborhood Security Act Bond Fund

This Capital Fund accounts for General
Obligation Bond proceeds authorized by
voters on the March 2002 ballot (Measure
O). This fund is dedicated for the
acquisiion  of real property and
construction and rehabilitation of public
safety-related facilities.



'FUND DESCRIPTIONS

North San José Traffic Impact Fee Fund Residential Construction Tax Contribution

Fund

This Capital Fund accounts for fees
imposed to offset the impacts on traffic
from new industrial and residential
development within the boundaties of and

subject to the North San José Area

Development Policy.

Patks and Recreation Bond Projects Fund

This Capital Fund accounts for General
Obligation Bond proceeds approved by
voters on the November 2000 ballot
(Measure P). The use of this fund 1s
restricted to acquisiion of propetty,
upgrades, and construction of
neighborhood parks, community centers,
trails, regional parks, and sports
complexes.

Public Works Program Support Fund

This Internal Service Fund accounts for
Public Works administrative  costs,
compensated absences, unfunded
activities, and non-personal costs. An
annual cost allocation plan is utilized to
equitably allocate these costs to capital
programs on the basis of service levels
received as compensated time-off 1is
earned rather than charging the costs
when the time-off is taken. Vatious
capital projects are charged a rate for each
hour Public Works™ staff spends on the
project and corresponding revenue is
received by this fund.
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This Capital Fund accounts for taxes

imposed upon the construction of single-
family dwelling units or any mobile home
lots in the City. The tax is used to
reimbutse developers who have
constructed that portion of an arterial
street that is wider than what is normally
required n connection with residential
development. The funds are also used to
construct median island landscaping and
other street improvements.

San José Arena Capital Reserve Fund

This Capital Fund provides funding for
repairs and replacements of capital items
at the San José Arena, including fixtures,
machinery, and equipment. The fund
teceives revenues from San José Arena
Management, the ownership group of the
San José Sharks, and a General Fund
contribution  supported by revenue
generated from the Arena. The amount
of funding and the eligible capital repair
items are specified by agteement between
the City of San José and the San José
Arena Management.

San José Arena Enhancement Fund

This Special Revenue Fund accounts for
the payback of an $8.25 million loan
under the 2007 Amended and Restated
San José Arena Management Agreement
for capital improvements at the San José
Arena (SAP Center). ’
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San José Municipal Stadium Capital Fund Sewage Treatment Plant Connection Fee
Fund
This Special Revenue Fund accounts for

revenues received pursuant to an This
agreement with the Baseball Acquisition
Company for the use, operation, and

management of the Municipal Stadium.

Enterprise Fund accounts for
revenues from new residential,
commercial and industrial connections to
the WPCP. These revenues pay the City’s

shate of acquisition, construction,
San José-Santa Clara Treatment Plant reconstruction or enlargement of the
Capital Fund WPCP.

This Capital Fund accounts for the Sewer Service and Use Charge Fund
construction of improvements to the

tegional San José/Santa Clata Water This Enterprise Fund accounts for Sewer

Pollution Control Plant (WPCP), and the
purchase  of  equipment  through
contributions from the City of Santa Clara
and other tributary agencies and transfers

from the Sewer Service and Use Charge
Fund.

Service and Use Charge fees collected
from San José property ownets to be used
for financing, construction, and operation
of the City’s sewage collection system and
the City’s share of the WPCP.

Sewer Service and Use Charge Capital
San José-Santa Clara Treatment Plant Improvement Fund

I_ncome Fund

This Enterprise Fund accounts for
revenues and expenditures not related to
the day-to-day operation and maintenance
of the WPCP. It contains the City’s share
of revenue from activities such as land
rentals, legal settlements, and purchase of
land located at the WPCP.

San José-Santa Clara Treatment Plant
Operating Fund

This Enterprise Fund accounts for the
revenues and expenditures required for
© day-to-day operation and maitenance of

-the WPCP.
Sanitary Sewer Connection Fee Fund

This Capital Fund accounts for
connection fees charged to developers
for access to the City’s sanitary sewer
system. Funds are restricted to the
construction and reconstruction of the
sewer system.
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This Capital Fund accounts for the
reconstruction of the sanitary sewer
systém and is funded primauly by annual
transfers from the Sewer Service and Use
Charge Fund.

State Drug Forfeiture Fund

This Special Revenue Fund accounts for
State drug forfeiture monies received
whenever the Police Department is
involved in asset seizures from convicted
drug law violators. City Council
guidelines for this fund stipulate that
seizure monies be used for the financing
of programs or costs requited for the
direct or inditect enhancement of
natcotics-telated enforcement activities.
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Stores Fund

This Internal Setvice Fund accounts for
the putchase and issuance of materials and
supplies consumed by City departments
for theit general operations. Due to the
transition to a vendor direct service
delivery model this fund is recommended
to be closed as part of this report.

Storm Drainage Fee Fund

This Capital Fund accounts for fees
collected from developers as a result of
connections to the storm drainage sewer
system, which may be used for expansion
ot capacity improvements of the storm
drainage system or land acquisition for the
system.

Storm Sewer Capital Fund

This Capital Fund accounts for the

construction and reconstruction of the

storm drainage system, and is funded
ptimarily by transfers from the Storm
Sewer Operating Fund.

Storm Sewer Operating Fund

‘This Special Revenue Fund accounts for
revenues collected from owners of
properties that benefit from the storm
drainage system. Funds may be used for
maintenance and operation of the storm
drainage Expenditutes ate
focused on non-point source pollition
reduction as well as maintenance and
operation of the storm drainage system.

system.
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Subdivision Park Trust Fund

This Capital Fund accounts for payments
of fees in lieu of dedication of land for
park and recreation purposes in residential
subdivisions. Monies in the fund,
mcluding accrued interest, may be
expended solely for ‘the acquisition or
development of improvements on

‘patkland to setve the subdivision for

which the fees were paid.

Supplemental Law Enforcement Services
Fund

This Spectal Revenue Fund accounts for
revenues received from ‘the State of
California (AB 3229) to be used for front
line municipal police services.

Transient Occupancy Tax Fund

This Special Revenue Fund accounts for
receipts generated through the assessment
of a percentage of the rental price for
transient occupancy lodging charged when
the period of occupancy is less than 30
days. The tax rate is currently 10%, 6% of
which is placed in this fund and 4% of
which 1s deposited in the General Fund.
The uses of revenues from this soutce are
specified by City Ordinance and include
grants and rental subsidies for fine arts
and cultural programs, and subsidies for
the San José Convention and Visitors
Bureau and Convention and Cultural
Facilities.

Vehicle Maintenance and Operatiohs
Fund

This Internal Services Fund accounts for
the  operation, maintenance, and
replacement of City wvehicles and
equipment.
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Water Utility Capital Fund

This Capital Fund accounts for the
acquisition, construction, and installation

of water system capital improvements for"

the Municipal Water System. This system
provides water setvice to North San José,
Evergreen, Alviso, Edenvale, and Coyote
Valley areas and is primarily funded
through user charges.

Water Utility Fund

This Enterprise Fund accounts for the
operation of five water system districts:
North San José, Evergteen, Coyote Valley,
Edenvale, and Alviso. The water system
provides services to the general public on
a continuing basis and is financed through
user charges.
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Wotkforce Investment Act Fund

This Special Revenue Fund accounts for
the administration of a federal program
that provides primary employment and
training setvices to dislocated and low-

" income residents.
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1. BUDGET PERFORMANCE SUMMARY -

This section of the Annual Report summarizes 2012-2013 financial performance in the General
Fund, Special Funds, and Capital Funds, with the following tables provided for reference.

Comparison of Budget to Actual Revenues and Expenditures — This table, organized by
General Fund, Special Funds, and Capital Funds, displays the 2012-2013 Budgeted and Actual
revenues as well as the 2012-2013 Budgeted and Actual expenditures, with the dollar and
percent variance for each City fund. The revenue figures exclude the Beginning Fund Balance
and Reserves and the expenditure figures exclude the Reserves and Ending Fund Balance.

As shown in the Comparison of Budget to Actual Revenues and Expenditures table, actual 2012-
2013 revenues across all funds totaled $2.29 billion, which was 1.2% ($28.6 million) below the
budgeted estimate of $2.32 billion. In 2012-2013, expenditures totaled $2.36 billion, which was
16.1% ($453.0 million) below the modified budget of $2.81 billion. Approximately 64.2% of
the expenditure variance ($291.1 million) was in the capital funds, which expended $376.8
million of a $667.9 million modified budget. The majority of the unexpended capital funds were
rebudgeted to 2013-2014 as part of the 2013-2014 Adopted Budget and additional funds are
recommended to be rebudgeted in this report. The Discussion of Significant Variances by Fund
section that follows includes a description of revenue or expenditure variances to the modified
budget of greater than both 5.0% and $25,000 by fund.

Comparison of Estimated to Actual 2012-2013 Ending Fund Balance — This table, organized
by General Fund, Special Funds, and Capital Funds, displays the 2012-2013 Modified Budget for
each fund, followed by the estimated 2012-2013 Ending Fund Balance that was used in the
development of the 2013-2014 Adopted Budget, the Actual 2012-2013 Ending Fund Balance, the
variance between the Estimated and Actual Ending Fund Balance, the value of additional
rebudgets recommended in this report, and the revised 2012-2013 Ending Fund Balance variance
should the recommended rebudgets be approved. The table then displays the percentage of the
Modified Budget that the revised Ending Fund Balance represents. It is important to note that
the dollar amount for the Modified Budget is not adjusted for transfers, loans, and contributions
between funds, and therefore, overstates the total funding that was available between the
combined funds.

The financial performance in 2012-2013 is used as the starting point for 2013-2014. The
collective 2012-2013 Ending Fund Balances for all City funds totaled $1.38 billion, which was
$130.8 million above the 2012-2013 Ending Fund Balance estimates of $1.25 billion used in the
development of the 2013-2014 Adopted Budget. After adjusting for additional rebudgets of
$33.2 million recommended in this report, the adjusted 2012-2013 Ending Fund Balance
variance for all funds drops to $97.6 million of the 2012-2013 Modified Budget. The adjusted
fund balance variance totaled $4.8 million in the General Fund, $47.7 million in the special
funds, and $45.1 million in the capital funds.
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1. BUDGET PERFORMANCE SUMMARY -

For most funds, the Actual 2012-2013 Ending Fund Balance was above the estimate used in the
development of the 2013-2014 Adopted Budget. In these instances, the additional fund balance
is programmed as part of the 2012-2013 Annual Report actions. For the few funds where the
2012-2013 actual Ending Fund Balance was below the estimate used in the development of the
2013-2014 Adopted Budget, actions are recommended in this report to bring the fund into
balance with the lower starting point. In some instances, the variance is the result of the timing
of revenues and/or expenditures and the reconciling actions will adjust for those timing
differences.

Summary of 2012-2013 Year-End Reserves by Fund — This table, organized by General Fund,
Special Funds, and Capital Funds, displays the 2012-2013 Contingency and Earmarked Reserves
balances for each fund.

At the end of 2012-2013, the Contingency and Earmarked Reserves for all City funds totaled
$626.0 million, which represented 16.9% of the total 2012-2013 Modified Budget of $3.7 billion
(including interfund transfers, loans, and contributions). In the General Fund, Reserves totaled

$158.0 million. All of these General Fund Reserves were rebudgeted or assumed as savings in
the development of the 2013-2014 Adopted Budget.

[-2
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COMPARISON OF BUDGET TO ACTUAL REVENUES AND EXPENDITURES BY FUND

2012-2013
Budget

2012-2013
Actual

Revenue

Yo

2012-2013
Budget

2012-2013
Actual

Expenditure

Yo

e e Revenues Revenues Variance Variance Expenditures Expenditures Variance Variance
General Fund 952,504,477 943,838,563 (8,665,914) -0.9%1 979,549,306 917,381,233 (62,168,073) -6.3%
Special Funds )

Airport Customer Facility and Transportation Fee 15,235,957 16,715,325 1,479,368 9.7% 16,272,881 16,017,622 (255,259) -1.6%
Fund
Airport Fiscal Agent Fund 136,224,851 135,807,223 (417,628) -0.3% 139,717,125 138,447,656 (1,269,469) -0.9%
Airport Maintenance and Operation Fund 77,199,028 67,554,252 (9,644,776) -12.5% 74,062,283 62,426,312 -(11,635,971) -15.7%
Adirport Revenue Fund 114,931,270 119,882,233 4,950,963 4.3% 135,794,511 125,567,860 (10,226,651) -7.5%
Airport Surplus Revenue Fund 12,250,091 12,250,090 m 0.0% 6,724,091 6,676,135 (47,956) -0.7%
Benefit Funds 69,553,300 67,191,379 (2,361,921) -3.4% 71,405,182 68,114,513 (3,290,669) -4.6%
| Business Improvement District Fund 3,559,328 3,185,184 (374,144) -10.5% 3,559,334 3,086,722 (472,612) -13.3%
Cash Reserve Fund 18 14 @ -22.2% 0 0 0 N/A
City Hall Debt Service Fund 21,663,556 21,662,840 (716) 0.0% 22,221,715 13,846,866 (8,374,849) -37.7%
Community Development Block Grant Fund 8,793,001 9,248,838 455,837 5.2% 13,487,213 10,384,435 (3,102,778) -23.0%
Community Facilties Revenue Fund 9,167,543 9,391,585 224,042 2.4% 9,877,043 8,745,340 (1,131,703) -11.5%
Convention and Cultural Affairs Fund 41,791,426 31,275,276 (10,516,150) -252% 46,373,492 33,581,926 (12,791,566) -27.6%
Convention Center Facilities District Revenue 9,550,400 9,895,344 344,944 3.6% 8,330,316 6,675,079 (1,655,237) -19.9%
Fund
Downtown Property and Business Improvement 2,481,228 2,509,675 28,447 1.1% 2,523,397 2,437,539 (85,858) -3.4%
District Fund
Economic Development Administration Loan 6,500 10,468 3,968 61.0% 60,000 13,231 (46,769) -77.9%
Fund
Economic Development Enhancement Fund 1,450 1,612 162 11.2% 654,403 654,403 0 0.0%
Edward Byrne Memorial Justice Assistance Grant 211,313 211,397 84 0.0% 551,679 377,216 (174,463) -31.6%
Trust Fund
Emergency Reserve Fund 16,000 8,345 (7,655). -47.8% 16,000 8,345 (7,655) -47.8%
Federal Drug Forfeiture Fund 376,201 728,156 351,955 93.6% 152,966 17,050 (135,916) -88.9%
Fiber Optics Development Fund 2,250,013 2,213,751 (36,262) -1.6% 2,279,000 2,242,744 (36,256) -1.6%
Gas Tax Maintenance and Construction Funds 15,380,289 15,106,897 (273,392) -1.8% 15,380,289 15,106,897 (273,392) -1.8%
General Purpose Parking Fund 11,583,604 12,145,282 561,678 4.8% 16,053,975 13,221,452 (2,832,523) -17.6%
Gift Trust Fund 529,101 1,320,985 791,884 149.7% 4,014,744 736,860 (3,277,884) -81.6%
Home Investment Partnership Program Fund 6,794,509 4,222 835 (2,571,674) -37.8% 6,968,809 4,097,573 (2,871,236) -41.2%
Housing Trust Fund 1,569,747 1,917,024 347,277 22.1% 1,963,720 1,825,811 (137,909) -7.0%
Ice Centre Revenue Fund 2,945,454 2,945,326 (128) 0.0% 2,623,210 2,470,881 (152,329) -5.8%
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" Fund Revenues Revenues Variance Variance Expenditures Expenditures Variance Variance
_ |Special Funds

Integrated Waste Management Fund 124,979,447 122,533,642 (2,445,805) -2.0% 130,392,314 126,368,818 (4,023,496) -3.1%
Library Parcel Tax Fund 7,517,000 7,714,134 197,134 2.6% 8,175,418 6,036,735 (2,138,683) -26.2%
Low and Moderate Income Housing Asset Fund 14,802,000 20,153,656 5,351,656 36.2% 39,190,229 35,641,960 (3,548,269) -9.1%
Multi-Source Housing Fund 36,544,853 31,440,579 (5,104,274) -14.0% 22,804,090 16,817,759 (5,986,331) -26.3%
Municipal Golf Course Fund 2,374,500 2,366,427 (8,073) -0.3% 2,387,000 2,282,203 (104,797) -4.4%
Public Works Program Support Fund 12,822,031 13,518,875 696,844 5.4% 13,323,586 13,144,666 (178,920) -1.3%
San Jose Arena Enhancement Fund 2,594,427 2,594,871 444 0.0% 2,597,012 2,596,827 (185) 0.0%
San Jose Diridon Development Authority Fund 223,475 294,237 70,762 31.7% 396,666 53,900 (342,766) -86.4%
San Jose Municipal Stadium Capital Fund 31,065 31,064 €)) 0.0% 31,065 31,064 8 0.0%
San Jose/Santa Clara Treatment Plant Operating 208,549,125 214,918,011 6,368,886 3.1% 215,793,440 208,595,198 (7,198,242) -3.3%
Funds

Special Assessment Maintenance District Funds 5,032,829 5,000,405 (32,424) -0.6% 6,573,373 5,095,382 (1,477,991) -22.5%
State Drug Forfeiture Fund 6,000 117,146 111,146 = 1852.4% 734,145 674,705 (59,440) -8.1%
Stores Fund 16,000 180,313 164,313 1027.0% 298,152 286,043 (12,109) -4.1%
Storm Sewer Operating Fund 32,111,500 32,504,256 392,756 1.2% 31,464,482 28,567,304 (2,897,178) -9.2%
Supplemental Law Enforcement Services Fund 1,686,406 1,689,580 3,174 0.2% 3,364,037 2,752,197 (611,840) -18.2%
Transient Occupancy Tax 15,157,254 15,188,197 30,943 0.2% 16,607,960 14,873,915 (1,734,045) -10.4%
Vehicle Maintenance and Operations Fund 19,673,509 19,304,824 (368,685) -1.9% 21,246,086 19,775,663 (1,470,423) -6.9%
Workforce Investment Act Fund 16,593,580 12,995,375 (3,598,205) -21.7% 16,373,928 12,939,026 (3,434,902) -21.0%
‘Water Utility Fund 29,241,000 31,865,824 2,624,824 9.0% 30,832,997 30,590,917 (242,080) -0.8%
Sub-Total Special Funds 1,094,021,179  1,081,812,752 (12,208.427) -1.1%) 1,163,653,358  1,063,904,750 (99,748.608) -8.6%
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Capital Funds
Airport Capital Funds 30,085,977 28,370,920 (1,715,057) -5.7% 74,842,350 48,432,318 (26,410,032) -35.3%
Branch Libraries Bond Projects Fund 7,989,000 2,521,166 (5,467,834) -68.4% 5,657,625 2,975,612  (2,682,013) -47.4%
Building and Structure Construction Tax Fund 24,216,000 16,969,015 (7,246,985) -29.9% 33,670,757 18,902,818 (14,767,939) -43.9%
Civic Center Construction Fund 510,465 511,471 1,006 0.2% 795,000 677,061 (117,939) -14.8%
Construction and Conveyance Tax Fund 52,059,500 48,847,517 (3,211,983) -6.2% 89,285,557 49,249,904 (40,035,653) -44.8%
Construction Excise Tax Fund 68,346,607 55,291,995 (13,054,612) -19.1% 72,452,396 43,527,210 (28,925,186) -39.9%
Convention Center Facilities District Project 0 262,440 262,440 N/A 88,120,996 86,461,123 (1,659,873) -1.9%
Fund
Emma Prusch Park Fund 80,000 79,728 272) -0.3% 93,000 50,795 (42,205) -45.4%
Lake Cunningham Fund 692,000 785,665 93,665 13.5% 696,481 450,597 (245,384) -35.3%
Major Collectors and Arterials Fund 2,000 61,224 59,224 2961.2% 268,000 109,156 (158,844) -59.3%
Major Facilities Fund 12,000 325,606 313,606 2613.4% 15,000 (5,850) (20,850) -139.0%
Neighborhood Security Act Bond Fund 4,055,000 723,799 (3,331,201) -82.2% 6,923,790 2,420,433 (4,503,357) -65.0%
Parks and Recreation Bond Projects Fund 113,000 757,873 644,873 570.7% 16,992,784 - 14,264,226 (2,728,558) -16.1%
Residential Construction Tax Contribution Fund 105,000 325,253 220,253 209.8% 859,000 597,692 (261,308) -30.4%
SJ/SC Treatment Plant Capital Fund 39,703,000 41,826,236 2,123,236 5.3% 96,793,941 42,928,202 (53,865,739) -55.6%
Sanitary Sewer Connection Fee Fund 1,801,000 1,478,561 (322,439) -17.9% 8,335,283 3,313,309 (5,021,974) -60.2%
Sewer Service and Use Charge Capital 25,167,577 25,312,432 144,855 0.6% 98,044,490 35,935,925 (62,108,565) -63.3%
Improvement Fund
Storm Drainage Fee Fund 147,000 266,579 119,579 81.3% 153,500 110,139 (43,361) -28.2%
Storm Sewer Capital Fund 6,070,872 5,634,885 (435,987) -7.2% 18,459,716 9,051,014 (9,408,702) 51.0%
Subdivision Park Trust Fund 4,513,000 27,622,459 23,109,459 512.1% 47,738,717 13,678,498 (34,060,219) -71.3%
Underground Utility Fund 755,000 663,534 (91,466) -12.1% 1,951,000 363,236 (1,587,764) -81.4%
Water Utility Capital Fund 2,781,000 2,827,908 46,908 1.7% 5,746,144 3,299,529 (2,446,615) -42.6%
Sub-Total Capital Funds 269,204,998 261,466,267 (1,738,731) -2.9% 667,895,527 376,792,947 (291,102,580) -43.6%
TOTAL ALL FUNDS 2,315,730,654 2,287,117.581 (28,613.073) -1.2%f 2,811,098,191 2,358,078.930 (453,019.,261) -16.1%
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"DISCUSSION OF SIGNIFICANT VARIANCES BY FUND
(Revenue and/or Expenditure Variances of 5% or greater)

GENERAL FUND

General Fund — Total revenues of $943.8 million were below the 2012-2013 Modified Budget
level by $8.7 million, or 0.9%. This negative variance was partially due to lower collections
from various grants and reimbursements that were not received in 2012-2013, but were
rebudgeted to 2013-2014 in the 2013-2014 Adopted Budget ($3.7 million). After adjusting for
grant and reimbursement-related revenues not received in 2012-2013 but rebudgeted to 2013-
2014, reven