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The Bay Area’s newest Country Club and PGA Tour host venue is nestled in the Hayward Hills
surrounded by beautiful vistas and panoramic views of the entire Bay Area. One of three golf
courses in Hayward, TPC Stonebrae’s par-72, 7,188 yard championship layout offers a stunning
test of golf reminiscent of the links-style courses of Scotland with course conditions that meet
the highest standard of professional golf year round.
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ELECTED OFFICIALS

The Mayor and six Council members represent Hayward residents, adopt public policy, and
approve resource allocations consistent with community priorities. The City Council
generally meets the first, third, and fourth Tuesday of each month at 7:00 p.m. in Council
Chambers, 2nd Floor of 777 B Street, Hayward, CA 94541. The public is invited and

encouraged to attend Council meetings.

Barbara Halliday
Mayor
Term Expires 2018

Sara Lamnin
Council Member
Term Expires 2018

Elisa Marquez
Council Member
Term Expires 2020

Al Mendall
Council Member
Term Expires 2020

Marvin Peixoto
Council Member
Term Expires 2018

Mark Salinas
Council Member
Term Expires 2020

Francisco Zermeno
Council Member
Term Expires 2020
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BUDGET AWARD

The Government Finance Officers Association of the United States and Canada
(GFOA) presented the City of Hayward with a Distinguished Budget Presentation
Award for its annual budget for the fiscal year beginning July 1, 2017. This is the
highest budget award presented by GFOA. In order to receive this award, a
governmental unit must publish a budget document that meets program criteria as a

policy document, as an operations guide, as a financial plan, and as a communications
device.

This award is valid for a one-year period.
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Award

PRESENTED TO

City of Hayward
California

For the Fiscal Year Beginning
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COMMUNITY PROFILE

ayward is located in Alameda County, Califor-

nia, on the eastern shore of the San Francisco

Bay, 25 miles southeast of San Francisco, 14
miles south of Oakland, 26 miles north of San Jose,
and 10 miles west of the Livermore Valley.

Encompassing 61 square miles that unfold from the
Berkeley-Oakland Hills onto the Bay shoreline, Hay-
ward is a strategically positioned at the epicenter of a
metropolitan area synonymous with innovation, bold
thinking and entrepreneurship. The city is served

by three major freeways, two Bay Area Rapid Transit
(BART) stations, Amtrak Capitol Corridor trains, local
and commuter buses routes operated by multiple tran-
sit agencies, Union Pacific freight rail and Port of Oak-
land facilities. The city boasts its own thriving executive
airport and enjoys easy access to three international
airports, Oakland, San Francisco and San Jose.

Hayward is the Bay Area’s sixth largest municipality,
and ranks among the most diverse in the entire state of
California. Itis home to a California State University, a
community college, and technical, trade and business
colleges. Itis a leader in water conservation, water
pollution control, and development of renewable en-
ergy. A new main public library building is rising in the
city’'s downtown civic center that is designed to meet
the highest standards of environmental sustainability.

DEMOGRAPHICS

Hayward

Population
: 154,507

City of Hayward is younger than the
United States as a whole by 3.9 years.

Demographic statistics source: 2012-2016
American Community Survey 5-year estimates.

While undergoing transformative change, Hayward
also is planning its future. Hundreds of new apartment
homes have been built, approved or put into the devel-
opment pipeline within the past year. Simultaneously,
the city is drafting a new Downtown Specific Plan to
create a more pedestrian friendly central core and
healthy balance of housing, retail, offices and restau-
rants, and updating its industrial zoning to support an
existing manufacturing base while meeting the needs
of new information, technology and advanced-manu-
facturing companies and startups.
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COMMUNITY PROFILE

White

Hispanic or Latino
(of any race)

Black or African
American

BY ETHNICITY

Native Hawaiian and
Other Pacific Islander

American Indian and
Alaska Native

Other Asian

EDUCATION

EDUCATIONAL ATTAINMENT OF POPULATION OVER 25 YEARS OLD

9 m U.S.
Grad or Professional ro 12.7% u.s
1% B HAYWARD
Bachelors Degree |
19.3%
Associates Degree - 7.8%
7.3%
' i 26.0%
High School diploma - | - )

16.8%
21.3%

Some college, no degree

11%

Less than HS diploma 19.1%



COMMUNITY PROFILE

A CITY THAT EDUCATES: SCHOOLS IN HAYWARD

21 Elementary Schools California State University East Bay
‘ 5 Middle Schools Chabot Community College

3 High Schools Technical & Business Colleges

1 Alternative High School

1 English Language Center Each day: more than 3.0,0.00 students

1 Adult School pursue higher education in Hayward.

EMPLOYMENT, ECONOMY & HOUSING

TOP HAYWARD EMPLOYERS MEDIAN HOUSEHOLD INCOME

$655,000

Alameda County Sheriff's Department

Baxter Bio Pharma B AVERAGE HOUSEHOLD INCOME
Berkeley Farms, LLC

California State University East Bay
Chabot Community College
Fremont Bank Operations Center
Hayward Unified School District
Gillig Corporation

Impax Laboratories, Inc.

[llumina

Plastikon Industries, Inc.

Pentagon Technologies

Siemens Building Tech

St. Rose Hospital Source: 2012-2016 American Community Survey 5-year estimates.

$565,000

Median sale price of new and existing de-
tached, single family homes in Hayward.

Median sale price of new and existing
condominiums in Hayward.

Source: Bay East Association of Realtors (February 2018)

COMMUNITY ENGAGEMENT

6 5’ 7 8 9 Public meeting notices, agenda The City has an active social

and meeting-related documents media presence, using tools

Registered Hayward voters are online. Many audio and DVD such as Twitter, Facebook,

(Alameda Co. Registrar of Voters)

recordings are also available. & YouTube to communicate

with the community.

Home Owners .|

Associations &
neighborhood
interest groups.

Live and archived Council meetings are broadcast by KHRT on
cable channel 15. they are also viewable at www.hayward-ca.gov.




COMMUNITY PROFILE

OTHER HAYWARD AREA AMENITIES

California State University Campus

Community College Campus

A major hospital

State & County offices

More than 3,000 acres of open space and parks encompassing
more than 20 miles of hiking trails

California’s oldest Japanese gardens

Sulphur Creek Nature Center & the Shoreline Interpretive Center
Two public golf courses: Skywest & Mission Hills

A championship golf course: TPC Stonebrae, host of the PGA's
annual “Stonebrae Classic” Web.com Tour tournament

Cultural amenities including the Hayward Arts Council’'s Green
Shutter Gallery, Sun Gallery and the Hayward Area Center for
History & Culture

Two libraries

Two BART stations, an Amtrak station and an extensive network
of freeways, including a transbay bridge

JAPANESE
GARDENS

The Hayward Japanese
gardens are the oldest
of their kind in the state
of California. Designed
by Kimio Kimura, the
gardens use California
native stone and plants.
No stains were used on
thewood constructions.
Nails and fasteners are
recessed, and all wood
was nhotched and aged
in the style of traditional

e A general aviation airport Japanese Gardens.

HISTORICAL NOTES & TRIVIA

o Early settlers of the area included the Ohlone people, for some 3,000 years.

e Hayward was founded in 1852 by William Hayward.

e Although Don Castro named what is now downtown Hayward “San Lorenzo,” many people
referred to the town as "Hayward'’s Place” or "Hayward’'s” because of the famous Hayward Hotel
built by William Hayward.

e Hayward was incorporated in 1876. The City Charter was adopted in 1956.

e In the early decades of the 20th Century, the Hayward Area became known as the "Heart of the
Garden of Eden” because of its temperate climate and fertile soil.

e By 1950, Hayward had grown to a population of 14,000 and was known as the “Apricot City,”
home to Hunt's Cannery.

e The Hayward Post-war Planning Committee, formed in 1944, formulated a comprehensive
12-point plan that led to road improvements, industrial development, bus lines, hospitals, an
airport, libraries, a water system, parks and institutions of higher education.

e Hayward has three sister cities: Funabashi, Japan; Ghazni, Afghanistan; and Yixing, China.

o The City flower is the carnation.

The numbers reflected are mainly based on 2014 estimates by the Nielsen Company. When such estimates were not available, the
data used is from Infogroup, Inc (2013), Bay East Association of Realtors (2016) the US Census Bureau (2016) and the American
Community Survey (5 years estimates from 2012-2016). The American Community Survey (ACS) is a nationwide survey
conducted by the US Census Bureau, and while the survey gathers a wider variety of information than the official census, only a
portion of the population is surveyed at a time, because of this sampling, the data may be less accurate in some cases.
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CITY COUNCIL STRATEGIC INITIATIVE 2017- 2019

H Complete Communities

PURPOSE

The purpose of the Complete Communities strategy is to create and support structures, services and amenities to provide inclusive and equitable

Ve e m—

GOAL 1

» -~
- —— -
- .

Improve quality of life for residents, business
owners, & community members in all Hayward
neighborhoods.

OBJECTIVES

= Increase neighborhood safety & cohesion

= Foster a sense of place & support neighborhood

pride

= Increase collaboration with businesses, non-profits

& neighborhood groups on placemaking projects

= Create resilient & sustainable neighborhoods

= Actively value diversity & promote inclusive

activities

PERFORMANCE MEASURES

Percentage change in concentration & distribution
of neighborhood/business patrticipation (GIS Heat
Mapped)

Percentage change in Homework Support Centers
& Literacy Program participation/improvement

Percentage change in clients served through
Community Agency Funding process

Percentage change of employee engagement
survey question “My workplace prioritizes equitable
& socially just principals & policies”

access with the goal of becoming a thriving and promising place to live, work and play for all.

, -

Provide a mix of housing stock for all Hayward Develop a Regulatory Toolkit for Policy Makers.

residents & community members, including the
expansion of affordable housing opportunities and

resources.
= Centralize and expand housing services = Update, streamline, and modernize zoning & codes
= Facilitate the development of diverse housing types = ldentify and design appropriate in-lieu fees to
that serve the needs of all populations provide community amenities
= Conserve & improve the existing housing stock = Develop and refine other regulatory tools

= Increase supply of affordable, safe & resilient
housing in Hayward

PERFORMANCE MEASURES PERFORMANCE MEASURES

e Annual increase in affordable housing units created e Percentage change of eligible projects that
in conformance with RHNA implement the Complete Communities checklist
 Percentage change in eligible housing units e Percentage change of eligible properties submitting
assisted through Housing Division programs ADU permit applications

e Percentage change of new housing developments

o ) . Percentage change of Investment/tenancy resulting
with inclusionary units

from new allowable land uses

e Percentage change improvement in permit
turnaround times



H CITY COUNCIL STRATEGIC INITIATIVE 2017- 2019

1 Complete Streets

To Build streets that are safe, comfortable, and convenient for travel for everyone, regardless of age or ability, including motorists, pedestrians,
bicyclists, and public transportation riders.
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Prioritize safety for all modes of travel Provide Complete Streets that balance the Maintain sufficient funding to provide for existing
diverse needs of users of the public right-of-way and future transportation facility and service
needs, including the operation and maintenance
of the transportation system

OBJECTIVES OBJECTIVES OBJECTIVES

= Reduce number of fatal and non-fatal traffic = Increase walking, biking, transit usage, = Establish a sustainable funding mechanism
accidents in the City through engineering carpooling and other sustainable modes of and dedicated funding source to build
evaluation of major intersections and corridors transportation by designing and retrofitting complete streets network.

= Reduce speeding and aggressive driving streets to accommodate all modes. = Establish a maintenance plan for complete
behavior through 4 E’s i.e. Education, streets projects

Enforcement, Empowerment and Engineering

= Ensure that roadway construction and retrofit
programs and projects include complete
streets elements

PERFORMANCE MEASURES PERFORMANCE MEASURES PERFORMANCE MEASURES

¢ Reduction in average speed at specific (Al measures report on the number of complete e Percentage of funding provided by grants
locations measured annually streets improvements)

e Completion of Tennyson Road Feasibility e Miles of new or replaced sidewalk
Study

e Miles of new bike lanes
o Completion of Hayward Blvd Traffic Calming
and Safety Concept Plan ¢ Number of new or enhanced crosswalks

e Completion of a Complete Streets Inventory * Number of new curb ramps

Baseline e Number of new or upgraded streetlights

¢ Miles of repaired or repaved roadways



PURPOSE

To develop an attractive, cohesive, thriving Tennyson Corridor through thoughtful engagement of residents, businesses &
community partnerships.

GOAL 1

Work with the community to create a
vision plan for the Tennyson Corridor &
catalyst sites to serve as a foundation

for long-term planning & policies

= Work to understand
community needs & desires
for the Corridor

= Identify funding options for
future Corridor planning,

improvements & infrastructure

= Lead development &
construction of South
Hayward Family Center

e Depth & breadth of community

stakeholder participation in
visioning process

e Percent of stakeholders who
support Council adoption of
the Vision Plan

Increase Pedestrian and
Cyclist Safety

= Enhance bike & pedestrian
ways

= Increase bicycle safety
education

= Collaborate with community
members to improve public
safety

= Improve safety through
Increased lighting

e Percent of community
members who report that they
feel safe walking and/or biking
along Tennyson

e Change in number of
accidents involving
pedestrians or cyclists

e Quantitative and qualitative
performance results of actions
and pilot project

Improve Community
Appearance

= Update, streamline, &
modernize zoning & codes

= Identify & design appropriate
in-lieu fees to provide
community amenities

= Develop & refine other
regulatory tools

e Business participation in pilot
projects

e Number of trees planted and
trashcans installed

o Percent of community
members who report that the
appearance of the Tennyson
Corridor has improved from
two years prior

Foster a Cohesive Sense of
Place

= Identify possible locations & a

cohesive theme for public art
along the Corridor

= Increase City sponsored

events & projects in the
Tennyson Community

= Explore using branding and

signage to identify Corridor

= Explore innovative

placemaking opportunities

Quantitative and qualitative
performance results of pilot
project and actions

Percent of community
members who report that the
Tennyson Corridor is headed
in the right direction

Percent of community
members who report that they
feel the City is paying
attention to their
neighborhood

Increase Community
Resiliency

OBJECTIVES OBJECTIVES OBJECTIVES OBJECTIVES OBJECTIVES

= Increase awareness of &

access to City services
Increase # of residents with
medical & dental service
access

Increase resident emergency
preparedness

Increase access to effective
public transit

Facilitate economic
development & Growth within
Corridor

= Reduce resident utility bills

PERFORMANCE MEASURES PERFORMANCE MEASURES PERFORMANCE MEASURES PERFORMANCE MEASURES PERFORMANCE MEASURES

Change in demand for
services at Firehouse Clinic
Change in participation in
CERT/NERT classes &
programs

Percent reduction in time for
AC Transit buses to navigate
the Corridor

Mobile City Hall
interactions/problems
resolved
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BUDGET GUIDE

The City of Hayward’s budget provides a financial plan that integrates Council goal-setting and
supports the City Council Priorities and Initiatives. It also represents the official organizational
plan by which City policies, priorities and programs are implemented. The budget serves as a
planning and communication tool with residents, businesses and employees about how the
City’s financial resources are allocated to provide services to the community.

The following is a brief outline of the contents of the budget book:

City Council Priorities & Strategic Initiatives: Each year, Council establishes and affirms

their priorities for staff to help guide the development of the upcoming annual budget, and to
provide a platform for assessing work productivity and performance at the end of each year.

Council and City staff have developed performance factors and measures linked to the City’s
overarching policies of Safe-Clean-Green-Thrive.

Budget Guide: The Budget Guide presents a brief description of the budget process and the
key elements of the budget.

Budget Message: City Manager’s transmittal letter to the City Council details the budget,
including budget issues and policies that lead to the development of the budget and the plan to
balance the budget.

Financial Summaries: Summary of financial analyses for all city funds.

General Fund: City’s discretionary General Fund summaries of expenditures and revenues,
detailed summaries of key General Fund revenues, ten-year forecast and reserves.

Enterprise and Other Revenue Funds: Multi-year forecasts and summaries for the city’s key
non-general fund operating funds.

Staffing Summary: Detailed information, both at the summary level and by department.
Departments: Provides department mission statement and overview of department structure
and services, key performance accomplishments, key service objectives/goals, as well as
significant changes that are planned for the upcoming fiscal year. Financial summaries are also
included.

Capital Improvement Program: Overview of major capital projects and the revenues,
expenditures; essentially a summary of the larger FY19-28 Capital Improvement Program Plan.

Supplemental: This section contains the City’s budget and financial policies and a glossary of
budget terminology and referenced acronyms.

Adopted FY 2019 Operating Budget



BUDGET PROCESS & CALENDAR

The City of Hayward’s budget is prepared in conformance with California State law, generally
accepted accounting principles (GAAP), actions of City Council and the professional standards
of the Government Finance Officers Association (GFOA) and the National Advisory Council on
State and Local Budgeting (NACSLB) principles. The standard set by these authorities establish
the budget process and provide for budget control.

Budget Process

The budget process assigns resources to the goals, objectives and community priorities set by City
Council. New programs are added based on Council service and program priorities. Pursuant to
the City Charter, the City Manager prepares and recommends to the City Council an operating
budget and a capital improvement program budget for consideration and adoption.

The budget process begins with the development of Budget Instructions and a Budget Calendar
that include policy directives to City staff. The City Manager develops a balanced budget that
reflects the needs of the organization based on available resources and submits this to the Mayor
and City Council in April.

Citizen participation — The City Council holds several public budget work sessions and public
hearings as well as involvement of various Council Committees and Commissions.

Any changes as approved by City Council through the budget process are incorporated into the
budget before formal adoption. Multi-year forecasts for the General Fund and key revenue funds
are included as part of this process to assist with decision-making — allowing Council to consider
resources as part of long-term policy initiatives beyond the budget year.

FY 2019 Budget Development Calendar

FY 2019 Annual Budget

March 2018
1-9 Initial budget meetings with CM, ACM, Departments & Finance
27 City Council to adopt FY 2019 Master Fee Schedule
April 2018
3 City Council Work Session - Community Agency Funding: CDBG, Social Services, and Arts/Music
17 City Council - Presentation of the Proposed Operating Budget and Update on 5-Year Plan
17 City Council Public Hearing - Community Agency Funding: CDBG, Social Services, and Arts/Music
27 Council Infrastructure Committee review
28 City Council Operating Budget Work Session #1 (Saturday)
May 2018
1 City Council Operating Budget Work Session #1 Continued (if necessary)
8 City Council Budget Work Session #1 FY 2019-2028 CIP Budget
8 City Council Operating Budget Work Session #2
22 City Council Public Hearing & Adoption - Operating and Capital budgets
22 City Council to adopt FY 2019 GANN Appropriations Limit
29 City Council Adopt Operating and Capital Budgets (if not approved on 5/22)

Adopted FY 2019 Operating Budget 2
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July 2018

Honorable Mayor and Members of the City Council:

Through the Great Recession and recovery, the City of Hayward has continued to provide
quality services and has worked to invest in its future. While the City has taken significant steps
towards attaining fiscal sustainability over the last five years, much work remains and we continue
to struggle with a structural budget gap driven by increasing costs of operations and the rising
costs of labor. Achieving progress during the Great Recession and the subsequent period of
slow recovery is a testament to the hard work and dedication of all City employees and the City
Council. Hayward continues to see positive economic improvement in many of its key General
Fund revenues, such as Property Tax and Sales Tax, but we continue to experience an
astronomical rise in employee benefit costs, particularly pension and post-employment healthcare
(OPEB) costs. The phased in lowering of the CalPERS discount rate to 7% and modification to the
mortality and investment risk assumptions only exacerbate the already steep growth in retirement
benefit rates for cities. Unfortunately, CalPERS is likely not done with these types of changes that
will make it harder for cities, including Hayward, to fund ongoing operations and services to the
communities we serve while also continuing to provide our employees with a sustainable
retirement.

The adopted budget includes limited growth in necessary areas and is “balanced” with the
projected use of $3.0 million of the General Fund Reserves. This reflects a significant decrease
from last year’s initial FY 2018 proposed budget, which identified a use of approximately $10
million of General Fund Reserves. The adopted budget reinstates the one-time reductions that
were used in FY 2018 to ultimately balance the budget.

Nevertheless, the structural gap continues to grow in future years absent additional cost cutting
measures and expanded or increased sources of revenue. During the October 14, 2017 Fiscal
Sustainability Worksession, the Council provided clear direction to address the gap and staff has
worked to advance the strategies supported to do so; including placing a measure to increase the
Real Property Transfer Tax on the November 2018 ballot. However, this revenue measure alone
will not solve the entire problem and must be coupled with several of the other strategies discussed
during the October 2017 worksession.

As we struggle to address and resolve the City’s ongoing structural deficit, we must also
strategically address staffing needs throughout the organization to manage increasing workloads
and service requests from our community. Our deferred infrastructure and capital needs, along with
our unfunded liabilities, like CalPERS and OPEB, must also be accommodated in both our short
and long-range financial planning.

A continuing challenge to balance...

While the FY 2019 General Fund budget is balanced with the reluctant use of General Fund
Reserves, achieving even this delicate balance is the result of some difficult choices faced by
Council and employees alike. For example, while the City is committed to paying down its
unfunded liabilities, the FY 2019 budget includes funding the pay as you go portion of $3.4 million
and an additional $2.0 million towards the annually required contribution (ARC) amount for retiree
healthcare (OPEB) contributions, totaling $5.4 million in FY 2019 for OPEB payments. Council has
provided clear intent to fund the full OPEB ARC by phasing it in over the next five fiscal years.

www.hayward-ca.gov
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Additionally, while the budget does not contain expenditure reductions, it maintains current service
levels and includes limited growth in necessary areas. Given these facts, the City is still struggling
to meet the rising costs of doing business and the budget requires a use of $3.0 million in General
Fund Reserves.

While the City certainly faces its financial challenges, the voters of Hayward have been a wonderful
partner in our mission to achieve long-term fiscal sustainability. “Measure A,” passed in June 2009
and re-approved for 20 years by 73.3% of the voters in June 2016 (Measure D), generates
approximately $16.6 million annually in Utility Users Tax (UUT) funds. This has allowed us to
maintain staffing levels in public safety, as well as other critical City services. Absent re-approval,
the City would have had an enormous financial gap that would have required drastic and
immediate measures (including service reductions) to correct.

The community should take pride in all the successful efforts we have made to effectively utilize the
Measure A and D revenue in a way intended by Council and the voters. Even during the darkest
period of the recent Great Recession, we have been able to maintain the same number of sworn
personnel as before the recession, in both Fire and Police. We did that while maintaining other
essential services, albeit with a reduced staff.

Additionally, Measure C, a 0.5% sales tax add-on, was approved for 20 years by 67.4% of the
voters in June 2014. This has generated approximately $13.5 million a year to fund debt service
for the financing and construction of the new Library and Community Learning Center and adjacent
plaza, improvements to fire stations, a new fire training center, and the repaving of many City
streets, as well as providing funding for increased police and maintenance staffing and services.

While the Great Recession severely impacted cities throughout the nation, the State, and more
specifically the East Bay, have seen healthy economic growth over the past year. The nation as
a whole has added nearly 200,000 jobs per month since early 2010 and California job growth
leads the nation. California added 19,393 jobs in February 2018; 2.3% greater than the year
prior. State unemployment is down to 4.4% and the economy is being driven by increases in
construction, healthcare, and consumer spending. East Bay unemployment was 3.2% as of
July 2018 and continues to remain lower than the State.

Nevertheless, despite these encouraging signs, the economy is on the 9" year of its recovery
and seems due for a correction based on normal economic cycles. While no economist can
definitively predict the next recession, many are forecasting a slowdown around FY 2019, albeit
forecasters predict one much less severe than the Great Recession. Additionally, the new
Trump administration produces much uncertainty and anxiety for California as its policies are
often diametrically opposed to the core values and beliefs the State prides itself on. In reality
though, no one truly knows what the current administration will actually do or how future policies
will impact California, not even the President’s own political party; this poses the greatest
anxiety of all. Thus, the City of Hayward needs to prepare itself for the possibility of and work
further towards measures that will achieve long-term fiscal sustainability and to prepare to react
and respond to actions coming out of Washington.

The City of Hayward has long prided itself on being a lean, efficient, and nimble organization,
making the most of the resources entrusted to us. The previous recession forced the
organization to make hard choices about which services were provided to the community, and
how best to provide them. In addition, our employees were a key element in our financial
survival during the Great Recession as they provided significant additional benefit cost sharing
with the City. Through it all, the organization has continued to do more with less, based on a
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strong ethic of commitment to the community we serve; and to do it with creative energy and an
innovative approach.

While the budget reflects the presumed spending plan for FY 2019 in keeping with City Council
priorities, there are many unfunded needs not represented in this budget that will impact future
funding levels — including critical staffing, capital infrastructure, and technology. The budget
does however work towards achieving the goals set forth by the Complete Communities,
Complete Streets, and Tennyson Corridor initiatives adopted in 2017. The City also continues
to work towards the Council’s priorities of making Hayward a Safe, Clean, Green, and Thriving
community and these initiatives will help to ensure that Hayward is not only an outstanding
place to live, work, and play, but also a place that is convenient and accessible to all.

Balancing the budget and staffing resources to meet service demands...

Staffing resources in the General Fund are at 664.1 positions, down from a high in FY 2003 of
773 General Fund positions. Total citywide staffing (inclusive of all operating funds) hit a high of
937 in FY 2003; in FY 2019, 894.3 positions were approved. This loss of resources did not
translate to a reduction in service demands. In fact, the City has enhanced and improved its
quality of services over the years and is now at a breaking point — particularly as service
demands continue to increase. As might be expected, we are a victim of our own success: the
more we do, the more that is expected from us. This is a problem we embrace and to which we
proudly respond. Even with this positive attitude and deep commitment, we are reaching the
breaking point and risk burning out employees.

Nevertheless, we must be mindful that increases to staffing absent additional funding sources
only widen the structural budget gap and exponentially increase unfunded liabilities for
CalPERS (retirement) and OPEB (retiree medical benefits). The adopted budget has extremely
limited staffing growth. The City will continue to be strategic in its staffing decisions as it looks
towards fiscal sustainability.

The quest towards long-term fiscal sustainability...

For the past several years, we have worked towards moving away from the use of the reserves
to balance the budget; and yet, the budget includes the use of some General Fund Reserves.
We continue to make remarkable progress in our elusive quest for fiscal sustainability, but as
previously stated, work remains. During FY 2018, we developed a new ten-year financial model
and identified a number of budget balancing strategies that the Council reviewed and prioritized
during the October 2017 work session. We will continue our work implementing these
strategies and working with all departments to identify operational efficiencies that can be
implemented. While difficult decisions may be necessary, the General Fund Ten-Year Plan
clearly demonstrates that we cannot continue to balance the budget with the use of Reserves.
At our current pace, projections show the City depleting its reserves by FY 2020.

If we cannot resolve our structural gap over the long-term, future budgets must contain
recommendations for service reductions even if the economy holds or continues to improve. It is
better to act now when our actions will have greater impact and will not need to be so severe
before the City risks fiscal insolvency and has to implement more drastic and emergency
measures in the future. No matter how much progress we make in economic recovery,
operating expenses, primarily employee benefit costs, continue to grow faster than revenue and
will continue to do so for the foreseeable future absent substantive action.

In this struggle to resolve our structural deficit and meet the demands of the future, | want to
recognize and be thankful for the leadership and courage of our Mayor and Council. The
decisions you have had to make over the last eight or more years have been extremely difficult,
and you met them each with honesty, fairness, and a keen sense of your responsibilities to the
organization, its employees, and the community you represent. It is largely through the
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partnership with our elected officials, our executives and unrepresented employees, and our
multiple bargaining groups that the City works every year to close the annual operating deficit in
a variety of ways.

| look to a bright future for all of us as we make more progress toward fiscal stability in FY 2019,
as well as continuing to improve the quality of services we deliver to Hayward residents and
businesses. We must always be mindful of the future and the long-term consequences of our
actions today. We will work towards solutions that have meaningful impact together. Hayward
is a wonderful community that understands and truly honors the value of diversity in every facet
of life. Our municipal organization is committed to the value of being a “family” despite our
immediate differences; one that has shown its grit and mettle over the tough years and one that
looks to the future with maturity, strength, and a strong commitment to service. Thank you for
the honor and the privilege of being your City Manager and leading such a fantastic organization
in service to our community.

Sincerely,

Yoot
2

Kelly McAdoo
City Manager
ICMA-CM

Attachment: FY 2019 Budget Overview
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CITYWIDE FINANCIALS

The City’s operating budget is comprised of a number of different funding sources.! The General
Fund is the largest single fund and represents the resources for which the City Council has the
most discretion. The total adopted City expenditure budget for the FY 2019 is $315.3 million,
with a General Fund budget of $165.2 million.

Table 1: City Expenditure Budget Summary — All Funds

Expenditures
FY 2017 FY 2018 FY 2019
in 1,000's Adopted Adopted Adopted $ Change % Change
General Fund 149,029 151,562 162,790 11,228 7.4%
All Other Funds 130,306 135,938 152,474 16,536 12.2%
Total City Budget 279,335 287,500 315,264 27,764 9.7%

The FY 2019 adopted budget reflects General Fund expenditure growth over the FY 2018
adopted budget of 7.4% and an increase to All Other Funds of 12.2% primarily due rising
personnel and benefits costs, and transfer related to funding critical capital needs. Total overall
growth is 9.7% for all funds combined.

CITYWIDE STAFFING

The FY 2019 adopted budget reflects a number of staffing changes over what was approved at
the time of adoption of the FY 2018 Budget resulting in a net increase of 9.6 Full Time
Equivalents (FTE) to the General Fund and 3.9 FTE additions to other revenue funds. Staffing
changes result in a 1.5% increase in overall labor resources.

The Staffing section of the budget document provides more details regarding specific
department and fund staffing changes.

Table 2: Staffing Summary

FY 2016 FY 2017 FY 2018 FY 2019 # %
FTE Summary Adopted Adopted Adopted Adopted Change Change
General Fund 646.7 651.2 654.5 664.1 9.6 1.5%
All Other Funds 217.5 223.6 226.3 230.2 3.9 1.7%
Total City Positions 864.2 874.8 880.8 894.3 13.5 1.5%

' Other funds is comprised of all non-General Fund revenue sources with key funds including the City’s
enterprise funds (Water, Sewer, Airport, etc.), Internal Service Funds (Facilities, Fleet/Equipment,
Technology).
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GENERAL FUND DISCUSSION

The General Fund represents over fifty percent of the City’s total operating costs, and provides
many important services such as police and fire services, street maintenance, code
enforcement, library and learning services, and other community programs for the residents of
Hayward.

The economic crisis that began in 2008 hit the General Fund the hardest of all of the City’s
funds. In 2011, the General Fund forecasted a 30 million deficit — a reflection of the severe loss
of revenue caused by the recession the continued forecast of expenditure growth relating to the
cost of providing services out pacing revenue growth.

In October 2017, the City held a Fiscal Sustainability work session, where the Council was
presented with the updated General Fund Long Range Financial Model (Model), as well as
revenue generating, cost shifting, expenditure control, and change to service provisions options
to assist in closing the City’s long term structural budget gap. Council supported exploration of
options from all categories with the expectation of a reduction to provision of services.

The FY 2019 adopted budget shows a $3 million use of reserves. This structural gap continues
to widen in future fiscal years. While the FY 2019 adopted budget indicates a structural deficit
of $3 million; it should be noted that the adopted budget included four key strategies to help
reduce the FY 2019 deficit: 1) Reduction in planned General Fund allocation to Fleet Capital
Replacement Internal Service Fund (ISF), 2) Deferral of recruitment for vacant non-sworn
positions for a three-month period, 3). Prepayment of CalPERS ARC, and 4) Negotiated Labor-
Related Savings. Based on the FY 2018 year-end projection, the City is expected to close the
year building reserves by the nominal amount of $33,000. While the “surplus” would appear to
be nominal in advancing the City’s goal of long-term fiscal sustainability, it is an improvement
over the projection from the FY 2018 adopted budget. The City continues to explore options to
close the projected structural budget gap and achieved long-term fiscal sustainability.

Table 3: General Fund Long Range Financial Model

General Fund Budget (mil.)

o-=Revenue —+— Expense

$240
$220
$200
$180
$160

$140

$120 =

$100

$80
14 15 16 17 18 19 20 21 22 23 24 25 26 27
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Basic General Fund Long Range Financial Assumptions

Over the last year, the City has worked with Management Partners to develop and enhance its
General Fund Long Range Financial Model (Model). The Model is a dynamic planning tool used
to assist City Council and staff in managing and projecting the City’s current and future fiscal
status. The updated Model provides sophisticated economic forecasting, escalation factors, and
detailed personnel related costs. The City uses the Model to simulate a variety of different fiscal
scenarios to understand the long-term fiscal impacts to the General Fund.

The General Fund section of the budget document contains a detailed General Fund Long
Range Financial forecast. Critical Cost Drivers impacting FY 2019 and beyond include:

» Escalating CalPERS retirement costs, related to the recent change in PERS discount
rate assumption

» Funding Retiree Medical benefits

» Critical resource additions

» Capital costs: vehicle replacement and information technology

General Fund Reserve

The General Fund Reserve is made up of funds intended for emergency needs (such as a
catastrophic natural or financial disaster). It also provides some flexibility to address one-time
priority programs, smooth out economic swings, and buffer the loss of state and federal funds.
Current City Council policy is to maintain a reasonable Reserve level equal to 20% of total
General Fund expenditures.

While FY 2018 assumed a use of $2.4 million of General Fund Reserves when the budget was
adopted, the Model now projects to close the year building reserves by $33,000 (the actual use
of reserves could change depending on actual year-end results). The FY 2019 adopted budget
projects another planned use of the Reserve of $3 million to balance the budget. The estimated
FY 2019 ending General Fund Reserve is approximately $26.7 million, resulting in a projected
Reserve level of 16.4%.

It is Council’s policy to replenish the General Fund Reserve when it dips below the 20%
threshold as one-time funds become available. Council has been wise in past uses of reserves,
and staff has made every effort to maintain those reserve levels as close to Council policy as
possible.

KEY FY 2019 BUDGET CHANGES

The following General Fund analysis provides a comparison of the FY 2019 Adopted Budget to
the immediate previous years. FY 2018 “Projected” is based on what staff currently knows about
how this fiscal year will end; the actual ending balance may be different when the year is closed.
General Fund Revenues

General Fund revenue projections reflect improvements to several key revenues, refined further

from the projections presented in the FY 2018 Adopted Budget. Overall, staff is proposing to
increase FY 2019 revenues over FY 2018 Adopted by about $10.7 million or 7.2%. Each
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revenue category varies in its change over the prior year, with some revenues seeing declines
and others experiencing increases.

Table 4: FY 2019 General Fund Revenues

A B C D E F
FY 2018 FY 2018 FY 2019 Change $ Change %
(in the 1,000's) FY 2017 Actuals Adopted Projected Adopted (D-B) (D/B-1)
Revenue
1 Annual Property Tax - Recurring $ 44,501 S 46,512 S 46,512 | S 50,258 S 3,746 8.1%
2 RPTTF Pass-Thru & Annual S 2,697 S 2,400 S 2,400 | S 3,009 S 609 25.4%
3 Property Tax Total S 47,198 S 48912 $ 48912 | S 53,267 S 4,355 8.9%
4 Sales Tax (incl Prop 172) S 34,839 $ 32,609 S 33,540 | $ 34,817 S 2,208 6.8%
5 Utility Users Tax S 16,777 S 17,663 S 18,663 | S 19,000 S 1,337 7.6%
6 UUT Prior Period Payment S 3,977 S - S - S -
7 Franchise Fees S 9,646 S 9,462 S 10,462 | S 10,921 S 1,459 15.4%
8  Property Transfer Tax S 8350 $ 7,154 S 7,154 | $ 7369 S 215 3.0%
9 Business License Tax S 2,724 S 2,846 S 2,846 | S 2,903 S 57 2.0%
10  Transient Occupancy Tax S 2,560 S 2,036 $ 2,036 | S 2,077 S 41 2.0%
11  Cannabis Tax S 750 $ 750
12 Emergency Facilities Tax S 2,100 S 1,838 S 1,838 S 1,981 $ 143 7.8%
13 Charges for Services S 15,435 S 12,799 S 12,929 | S 13,019 S 220 1.7%
14 Intergovernmental S 6,559 S 6424 S 6,304 | S 6,552 S 128 2.0%
15 Fines and Forfeitures S 2,429 S 2,114 S 2,114 | S 2,187 S 73 3.5%
16 Interest and Rents S 561 S 656 S 680 | $ 308 S (348) -53.0%
17  Other Revenue S 798 S 614 S 590 | $ 635 $ 21 3.4%
18 Total Revenue 3 153,952 $ 145,127 $ 148,069 | S 155,785 $10,658 7.3%
19  Transfers In-Other Funds S 4,037 S 3,960 S 3,960 [ S 3962 S 2 0.1%
20 Total Revenue/Resources $ 157,989 S 149,087 $ 152,029 | $ 159,748 $10,661 7.2%

A summary of key revenue assumptions for FY 2019 follows. Please note that the General Fund
section of the budget document contains further discussion and analysis of key General Fund

revenue categories.

Property Tax — Property Tax is tied directly to assessed valuation and the decline of these
revenues during the Great Recession, coupled with California's tax controls, resulted in a slow
recovery. Hayward has experienced the impacts of an improved economy and active real estate
market. Actions taken by the County Assessor from FY 2013 — FY 2015, driven by improved
market conditions and rising housing stock prices, increased valuation related to the
reassessment of property values (Proposition 8). This is a reversal of significant reductions in
assessed value occurring from FY 2010 — FY 2012 as a result of the Great Recession.

The FY 2019 Adopted Budget increases Property Tax revenue projections totaling 8.9% over
the amount adopted in FY 2018 revenues. The projection for Property Tax revenue is primarily
based on the annual County Assessor’s Office estimate of assessed values, with projections for
the proposed budget based on information provided by the Assessor in March. In addition, the
City uses a property tax consultant to review and confirm estimates. Future annual growth is

projected between 2%—5%.
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Sales Tax — Revenue projections for FY 2019 reflect a 6.8% growth from the amount adopted
in FY 2018.

In recent years, the City has experienced sales tax erosion like many California municipalities;
however, the FY 2019 adopted budget projects an increase in Sales Tax revenue similar to
levels experienced in FY 2017. Due to focused efforts of Economic Development improvements
and a sustained level of receipts, staff assumes a steady economic growth of sales tax revenue
of 3-4% in future years.

Real Property Transfer Tax — FY 2019 Transfer Tax revenues are projected at $7.4 million — of
which $4.8 million are considered recurring baseline revenues pursuant to current Council policy.
This is a 3% increase over FY 2018 adopted revenues. It is difficult to project this volatile revenue;
however, future annual growth is estimated at 2% in future fiscal years.

» RPTT Volatility and Base Annual Revenues: RPTT is volatile revenue — and is entirely
connected to Hayward’s real estate market conditions, both value and rate of sales. Itis
reasonable to assume that Hayward will receive an annual base of revenues due to normal
property turnover. However, given the unpredictability of this revenue, it is also reasonable
to assume that spikes to this revenue are one-time in nature. Meaning, revenues received
in excess of an annual base, currently set at $4.8 million, are considered non-recurring and
are to be used toward one-time expenses such as replenishing the General Fund reserve,
capital improvements, and/or reductions of benefit liabilities. This prudent fiscal approach
helps avoid the mistake of budgeting recurring costs against one-time spikes in revenue —
thereby exacerbating the City’s structural gap.

Franchise Fees — This revenue category is comprised of franchise fees assessed on utilities
doing business within City limits (e.g., refuse, gas, electricity, cable, etc.) and is assessed as a
percentage of gross receipts. Overall franchise fees are experiencing an increase of 15.4% for
FY 2019.

Charges for Services — This revenue category is comprised of a variety of fees for building and
development related activities. Given continued levels of activity, FY 2019 projects a 1.7%
increase over FY 2018. Future years reflect a steady annual growth of 2—3% as a means to
smooth the impacts of a future recession and market slow-down.
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General Fund Expenditures

Overall, the adopted FY 2019 expenditures have increased over the FY 2018 Adopted Budget
by $11.2 million or 7.4%. There are several factors driving the expenditure growth, almost all

due to escalating employee-related costs.

Table 5: FY 2019 Proposed General Fund Expenditures

A B C D E F
FY 2017 FY 2018 FY 2018 FY 2019 Change $ Change %
(in the 1,000's) Actual Adopted Projected Adopted (D-B) (D/B-1)

1 Expenditures

2 Salary $71,003 $74,243 $74,257 $77,845 $3,602 4.85%

3 Overtime $8,161 $5,566 $7,021 $3,320 ($2,246) -40.35%

4 Wages Subtotal $79,164 $79,809 $81,278 $81,165 $1,356 1.70%

5 Medical/Dental/Other Benefits $12,585 $14,585 $14,581 $14,534 ($51) -0.35%

6 Retiree Medical (pay-go) $2,847 $2,794 $2,794 $3,020 $226 8.07%

7 Worker's Compensation $6,284 $5,899 $5,903 $6,599 $700 11.87%

8 Retirement (CalPERS) $23,021 $23,600 $23,600 $28,147 $4,547 19.27%

9 Benefits Subtotal $123,901 $126,687 $128,156 $133,465 $6,778 5.35%
10 Assumed Vacancy Savings (51,931) (54,602) ($3,439) (51,508) 78.09%
11 Interdepartmental (ID) Charges (54,069) (54,602) (54,396) (54,507) $95 -2.05%
12 OPEB Liability Contribution* - $1,000 $1,000 $2,000 $1,000 100.00%
13 Net Staffing Expense $119,832 $121,155 $120,158 $127,519 $6,364 5.25%
14 Supplies & Services $10,294 $9,268 $10,574 $10,084 $816 8.80%
15 Internal Service Fees $14,413 $11,863 $11,863 $15,504 $3,641 30.69%
16 Debt Service* $3,640 $3,283 $3,283 $2,930 ($353) -10.75%
17 Liability Insurance* $4,389 $2,907 $2,907 $2,950 $43 1.48%
18 Economic Dev. Fund (from RPTTF)* $556 $350 $350 $350 S0 0.00%
19 Capita/Projects/Other Funding* $1,769 $2,736 $2,861 $3,454 $718 26.24%
20 Non-Personnel Expenses Subtotal $35,061 $30,407 $31,838 $35,272 $4,865 16.00%
21 UUT Prior Period Payment Offset $4,248 S0 S0 S0 S0
22 Total Expenditures 159,139 151,562 151,996 162,790 $11,228 7.41%

*Transfers Out of General Fund Total

Salary — FY 2019 include the assumed contracted Cost of Living Adjustment (COLA) for all
applicable bargaining groups. During the time of adoption, the City was in negotiations with all of
the applicable bargaining groups. As a result, staff assumed COLA based on FY 2018
contractual rates, with the exception of public safety bargaining groups, which included a 5%
COLA in FY 2019 per the current contract. FY 2019 includes all proposed position changes — a
total increase of 9.6 FTE to the General Fund and 3.9 FTE additions to other revenue funds.

Overtime — FY 2019 Overtime is $3.3 million — which is significant decrease over the FY 2018
Adopted Budget. The FY 2019 Adopted Budget includes the addition of 9 Fire Fighters to allow
for adequate staffing levels, and significantly minimize the use of overtime within the Fire
Department. The majority of the remaining General Fund overtime is appropriated in the Police
Departments to meet mandatory staffing level requirements.

CalPERS Retirement Rates — Retirement rates increase significantly in FY 2019 — with total

costs increasing 19.4%. Over the last several years, the CalPERS Board of Administration has
considered and adopted several rate methodology changes that directly impact the retirement
rates that cities pay (employer contribution rates). Each of these changes is effective in different
fiscal years, with varying phase-in schedules. While these changes significantly increase our

current retirement costs, they are intended to stabilize the CalPERS plans for long-term

sustainability and should have been implemented long ago in the CalPERS system. The FY
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2019 Adopted Budget is the first year of a three-year phase-in in the changes in CalPERS
discount rate from 7.5% to 7.0%.

The cost of the retirement plans is broken into Employee Contribution rates (fixed) and
Employer Contribution rates (variable). Both rates are a percent of payroll. The Employee
Contribution is fixed and is based on the pension plan formula (generally 9% for public safety
plans and 7% or 8% for miscellaneous plans). The Public Employees’ Pension Reform Act of
2013 (PEPRA) introduced new benefit formulas effective January 1, 2013 that affect new
employees to the City that have not previously been part of the CalPERS system. While there is
little immediate financial benefit to the City with this “two-tiered” system, the long-term benefit of
lower retiree costs is anticipated to be significant.

Most employee groups contribute beyond the Employee Contribution portion and pay a portion
of the Employer Contribution: 6% for sworn police and fire personnel, 3% for all non-sworn
personnel. The Employer rates displayed in Table 7 represent the full Employer cost as
assessed by CalPERS, and do not reflect these cost-sharing agreements, as these agreements
do not affect the overall cost of CalPERS, only who pays what share.

Table 6 below reflects the CalPERS Board decision to lower the discount rate from 7.5% to
7.0% in December 2016. Lowering the discount rate, also known as the assumed rate of return,
means employers that contract with CalPERS to administer their pension plans will see
increases in their normal costs and unfunded actuarial liabilities in order to make the plan more
sustainable in the long term. Active members hired after January 1, 2013, under the Public
Employees' Pension Reform Act will also see their contribution rates rise.

The most recent actuarial valuations provided to the City of Hayward by CalPERS in July 2017
reflect the final rates for FY 2019.The new valuations the City received in July 2017 reflect rate
projections that include all of the rate actions taken by the CalPERS Board to date.

Table 6 provides a summary of what the City’s projected CalPERS rates will be based on
CalPERS recent change to the discount rate. Please note that these projections are an estimate
based on a model and are not entirely reflective of what the City’s exact rates will be.
Immediately upon receipt of the CalPERS Actuarial Valuation Report (reportedly late July 2017),
staff will return to the Council with updated projections and further discussion.

Table 6 — CalPERS Rates

(in the $1,000s) FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025

Miscellaneous

Normal Cost %
UAL Payment

8.416%
$7,926

8.809%
$9,165

9.300%
$10,591

10.200%
$11,722

10.200%
$13,187

10.200%
$14,514

10.200%
$15,423

10.200%
$16,209

Employer Contribution Rate %

27.40%

28.60%

31.50%

34.10%

36.30%

38.10%

39.00%

39.60%

Change over Prior Year

Police
Normal Cost %
UAL Payment

1.01%

21.460%
$6,994

1.20%

22.112%
$8,346

2.90%

23.000%
$9,880

2.60%

24.900%
$10,928

2.20%

24.900%
$12,255

1.80%

24.900%
$13,376

0.90%

24.900%
$14,227

0.60%

24.900%
$14,962

Employer Contribution Rate %

50.30%

54.40%

60.20%

64.70%

68.30%

70.90%

72.40%

73.40%

Change over Prior Year

Fire
Normal Cost %
UAL Payment

4.61%

16.872%
$4,985

4.10%

17.721%
$5,939

5.80%

18.600%
$7,024

4.50%

20.400%
$7,854

3.60%

20.400%
$8,929

2.60%

20.400%
$9,811

1.50%

20.400%
$10,432

1.00%

20.400%
$10,969

Employer Contribution Rate %

45.20%

48.90%

54.40%

59.20%

63.20%

66.10%

67.60%

68.60%

Change over Prior Year

2.36%
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Vacancy Savings — Vacancy savings are assumed based on normal attrition and known staffing
vacancies. Projected FY 2019 vacancy savings are $3.4 million in the General Fund and
assume savings primarily attributed to police staffing.

Retiree Medical Unfunded Liabilities — City Council policy is to pre-fund the City’s benefit
liabilities to the greatest extent possible within existing operating resources. FY 2019 Proposed
Budget includes a $2 million contribution toward the City’s Other Post-Employment Benefits
(OPEB) Retiree Medical unfunded liability. The City will continue to phase in the funding of the
total Annual Required Contribution (ARC) for its OPEB liability — reaching this minimum annual
funding level by FY 2022.

Internal Service Fees — The Internal Service Funds (ISF) for FY 2019 adopted shows an
increase of $3.6 million over the FY 2018 Adopted Budget. In FY 2018, City Council approved
the reduction in General Fund allocation to Internal Service Funds in FY 2018 to help close the
structural budget gap. The reduction in General Fund allocation was a one-time approach, and
has been discontinued, with the exception of the planned General Fund allocation to the Fleet
Capital Replacement ISF. The planned increase in General Fund allocation of the Fleet Capital
Replacement ISF is a one-time strategy approved by Council.

The Technology Internal Service Fund presents specific recurring technology costs, which
includes Munis and other program annual software maintenance.

Capital Funding
The Technology Capital Fund requests $1.5 million in FY 2019, and includes:
» Network infrastructure replacement

» Security Assessment and Improvement
» Highspeed Hayward fiber plan implementation

Some of these projects will require funding in future years as well to complete; however, funding
levels will be contingent on future budget processes.

Other Funds

The most significant changes in non-General Fund funds are related to the new Measure C
Fund. The Enterprise & Other Funds section of the budget document provides multi-year
forecasts and analyses for all of the City’s key enterprise and internal service funds.

Measure C — During the June 3, 2014 municipal election, the voters of the City of Hayward
passed a ballot measure (Measure C) to increase the City’s Transaction and Use (Sales) Tax by
half a percent for twenty years. This half cent increase became effective October 1, 2014,
bringing Hayward’s Sales and Use Tax rate to 10.0%. This is a general tax and is considered
discretionary in nature. Staff originally estimated that the new sales tax would generate
approximately $10 million annually in locally controlled revenue that can be allocated by the City
Council and will remain in place for a period of twenty years. In FY 2019, staff projects that the
City will receive $14.2 million in Measure C sales tax revenues.

The City Council, as well as the ballot language, established a number of spending priorities for
these funds. These priorities include a mix of capital projects and funding allocations toward
operating services. The Measure C revenues continue to be used to fund debt service for
construction of the new Library and Community Learning Center, completion of fire station
retrofits and improvements, and rehabilitation and expansion of the City’s existing fire training
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center. Of the $14.2 million in annual revenue, staff estimates annual debt service payments for
the above defined projects will total approximately $5.4 million annually. The remaining funds
are to be allocated among police services, maintenance services, and street repairs.

Staff presented recommendations for the use of the Measure C funds to both the Council
Budget & Finance Committee and the City Council in November and December 2014.
Consistent with those discussions, staff is including assumed revenues and expenditures for
Measure C as part of the FY 2019 budget.

» Revenue: The City began receiving allocations of the Measure C Transaction and Use
(sales) Tax effective January 1, 2015. Staff anticipates receiving approximately $14.2
million in revenues from Measure C for FY 2019. As previously approved by Council,
staff established a new fund within the General Fund to allow for easy tracking of the
revenues and expenses associated with Measure C (Fund 101).

» Expenditures: Given the timing of the design of the Measure C funded capital projects,
FY 2019 estimates expenses of $9 million for staffing (police and maintenance) and
estimated debt service. The FY 2019 Adopted Budget also includes a change in
Measure C staffing. Staff presented a recommended change in Police staffing at the
March Council Budget and Finance Committee. Due to the high levels of Call Taker
vacancies (Measure C Funded), it was the recommendation that to better utilized
Measure C funding, that Call Takers (8.0 FTE) be reallocated to the General Fund, and
Communications Operators (7.0 FTE) be reallocated to Measure C. The Council Budget
and Finance Committee supported the recommendation.

UNFUNDED NEEDS & LIABILITIES

While the FY 2019 Operating Budget reflects the basic operating needs of the City, as well as
the inclusion of funding toward some benéefit liabilities and capital needs, it does not reflect the
full spectrum of need — as many of these needs are by necessity “unfunded.” As can be seen in
the discussion below regarding benefit liabilities, the City is not fully funding these obligations.
However, the City Council spent time in FY 2017 and 2018 reviewing its benefit liabilities and
considering funding plans toward adequately funding the unfunded portions of these liabilities.

Unfunded Capital Needs

The FY 2019 Capital Improvement Program reflects “Identified Capital Needs” totaling
approximately $503 million, for which funding is undetermined. In accord with Council policy, as
one-time funding becomes available, Council will allocate funds toward these unfunded CIP
needs.

Benefit Liabilities & Funding Status

The City actively manages its benefit liabilities and completes actuarial valuations for all benefit
liabilities with the exception of accrued leave payouts (analysis conducted by staff). These
valuations consider the economic, demographic, and historical compositions of the benefit
programs and establish amounts that the City should allocate each year to fund its benefit-
related financial obligations. In today’s economic climate, it is critical that the City continue to
manage its benefit liabilities to ensure long-term fiscal stability and the continuance of these
valuable benefits to City employees. Actuarial valuations identify the Annual Required
Contribution (ARC) an agency should make toward the funding of the benefit. This is essentially

Adopted FY 2019 Operating Budget 16



CITYWIDE BUDGET OVERVIEW

the minimum funding amount that should be responsibly made by any organization. The ARC is
generally comprised of two elements: a portion of funding for current costs (sometimes referred
to as “pay go”) and a portion of funding for future costs (the Unfunded Actuarial Liability or UAL).

As bond rating agencies review the City’s debt, they actively consider the level of the City’s
unfunded benefit liabilities and the economic pressure these place on the City. Failure to meet
the minimum recommended funding levels or to implement a plan to achieve full funding of the
ARC and/or a long-term plan to pay down the future liabilities could have a negative impact on
future bond ratings — with a possible resultant increase in the cost of borrowing should the City
seek to incur new debt or need to refinance existing debt.

Table 7 provides a summary of the City’s benefit liabilities and current levels of funding. Each of
these benefit liabilities is unique in its structure and the degree of funding varies depending on the
benefit.

Table 7: Summary of Benefit Liabilities

Actuarial

Valuation Accrued Valueof Funded | Unfunded Unfunded

(in millions) Date Liability Assets Ratio | Liability (1) Ratio
CalPERS Police Safety Plan 6/30/2016 S 354.59 $ 209.91 59.2%| S 144.68 40.8%
CalPERS Fire Safety Plan 6/30/2016 S 272.37 S 166.80 61.2%| S 105.57 38.8%
CalPERS Miscellaneous Plan 6/30/2016 S 418.59 S 268.64 64.2%| S 149.95 35.8%
Total Cal PERS $1,045.55 $ 645.36 61.5%| S 400.20 38.5%
OPEB - Retiree Medical Police Officers 6/30/2015 S 55.69 $§ 1.36 2.4%| S 54.33 97.6%
OPEB - Retiree Medical Fightfigters 6/30/2015 § 22.47 S 094 42%|S 21.53 95.8%
OPEB - Retiree Medical Miscellaneous 6/30/2015 $ 30.18 $§ 1.38 46%| S 28.80 95.4%
Total OPEB-Retiree Medical $ 10834 S 3.68 3.7%| $ 104.66 96.3%
Workers' Compensation 6/30/2017 § 1664 S 8.63 51.9%| S 8.01 48.1%
Accrued Leave Payouts (1) 6/30/2017 7.89 0 0.0%] $ 7.89 100%
TOTAL $1,178.42 $ 657.67 55.8%| S 520.76 44.2%

Retirement Annual cost (annual cost: $27.1 million) — The City is fully meeting its annual required
contribution (ARC) amounts based on the CalPERS premium rates. Given the new CalPERS
“smoothing” methodology, the long-term intent is to fund the City’s liability over the 30-year
amortization period.

Workers’ Compensation (annual Cost: $5.05 million) — Pursuant to the current actuarial valuation
conducted for the program, a funding status of 70 — 85% is recommended. Table 7 shows that the
City is currently at about a 48.1% funding level. Staff recommended funding at the 80% level and
beginning in FY 2013, implemented a plan to build the fund balance toward achieving this funding
level over the next four years. Workers’ Compensation rates charged against live payroll include a
component of cost (about $1 million/year) toward unfunded liability. Once the 80% funding level is
reached (about $10 million in fund balance reserved for future liability), the Workers’ Compensation
rates will be adjusted downward.

Adopted FY 2019 Operating Budget 17



CITYWIDE BUDGET OVERVIEW

Retiree Medical — OPEB (annual cost: $3.1 million “pay go”) — The estimated actuarial calculation
of the City’s ARC is $12.2 million ($3.1 million “pay go” and $9 million toward future unfunded
liability). The City is not funding the full ARC due to its budget pressures but is fully funding the
annual $3.1 million “pay go” portion for active retirees. Contributions towards the ARC were made
in FY 2014 of $1 million and FY 2015 of $2 million; however, in an effort to reduce the use of
reserves in FY 2016 and FY 2017, additional voluntary contributions were not made. In FY 2018,
the City began contributing towards the ARC with a $1 million contribution. The FY 2019 Proposed
Budget includes a $2 million contribution to the ARC. The City’s General Fund Long Range
Financial Model includes phasing this cost in until the full ARC payment is achieved. Pursuant to
the valuation, if the City fully funded the ARC, the City would pay for current costs and fund the
future liability by the end of the amortization period. The phase-in of costs included in the Model will
allow the City to fully fund the ARC by FY 2022.

Accrued Leave Payouts (annual Cost: varies) — Staff has taken strong action to lower this liability
during the past two years by managing employees to approved vacation caps. This has helped to
prevent large accrued leave payouts to retiring or terminating employees. The total liability has
reduced from the FY 2012 balance of $10.7 million to the FY 2017 balance of $7.89 million — a
significant reduction in liability.
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FINANCIAL SUMMARIES - ALL FUNDS

This section provides an overview of the City of Hayward’s operating funds.

Governmental Fund Types: These fund types are used to account for tax-supported
governmental activities.
» General Fund: The general operating fund of the City, used to account for all financial
resources except those required to be accounted for in another fund.
» Measure C — District Sales Tax Fund: This general operating fund is dedicated to the
resources and expenditures associated with the Measure C ballot measure passed by
Hayward voters in 2014.

Special Revenue Funds: Special Revenue funds are used to account for the proceeds of
specific revenue sources (other than for major capital projects) that are legally restricted. Below
are examples (not an exhaustive list) of restricted revenues include grant funding, enabling
legislation, or earmarking funds for a specific purpose.

Economic Development Fund

Community Development Block Grant Fund

Downtown Business Improvement Fund

Small Business Economic Development Loan Fund

Hayward Promise Neighborhood Grant Fund

Citizen’s Option for Public Safety Fund

Measure B — Paratransit Fund

Recycling Fund

Landscape & Lighting/Maintenance Districts/Community Facilities Districts

VVVVVVVYY

Debt Service Funds: Debt Service funds are used to account for the accumulation of resources
and the payment of general long-term debt.

» General Debt Service (COP)

» Hayward Successor Redevelopment Agency

» Special Assessments

Proprietary Fund Types: These fund types are used to account for a government’s business-type
activities (activities supported, at least in part, by fees or charges).

» Enterprise Funds: Enterprise Funds represent City operations that are financed and
operated like private business enterprises. This type of fund permits user charges to
finance or recover the costs, including depreciation, of providing the services to the general
public on a continuing basis.

- Airport Maintenance and Operation Fund

- Regional Water Inter-Tie Fund

- Stormwater Maintenance and Operation Fund
- Wastewater Maintenance and Operation Fund
- Water Maintenance and Operation Fund

» Internal Service Funds: Internal Service Funds are used to finance and account for goods
and/or services provided by one City department to another, on a cost reimbursement basis.
- Employee Benefits Fund
- Facilities Management Fund
- Fleet Management Fund
- Information Technology Fund
- Risk Management Fund
-  Workers' Compensation Fund
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ALL OPERATING FUNDS - SUMMARY

General Special Enterprise Successor
Measure C Revenue Debt Service Internal Service RDA TOTAL
Revenues
Property Tax 53,267 - - - - - 2,884 56,151
Sales Tax 34,817 14,420 - - - - - 49,236
Util User Tax 19,000 - - - - - - 19,000
Real Property Trnsfr Tax 7,369 - - - - - - 7,369
Transit Occupancy Tax 2,077 - - - - - - 2,077
Cannabis Tax 750 - - - - - - 750
Franchise Fees 10,921 - - - - - - 10,921
Other Taxes 4,778 - 8,062 - - - - 12,840
Charges for Service 13,192 - - - 77,626 27,220 - 118,038
Other Revenue 375 - - - - - - 375
Intergovernmental 6,428 - - - - - 577 7,005
From All Other Sources 2,812 - - 966 - - 50 3,828
155,786 14,420 8,062 966 77,626 27,220 3,511 287,590
Trnsfrs from other funds* 3,962 0 350 8,222 2,852 6,506 0 21,893
Total Revenues 159,748 14,420 8,413 9,188 80,478 33,726 3,511 309,483
Expenditures
Salary
Regular 77,845 1,852 1,140 - 13,426 5,239 277 99,778
Overtime 3,320 - 12.00 - 392 225 - 3,949
Vacancy Savings (3,439) - - - - - - (3,439)
Benefits - 0
Fringe Benefits 21,133 569 227 - 4,203 1,326 45 27,504
Retiree Medical 3,020 61 12 - 229 79 5 3,404
PERS 28,147 584 255 - 3,223 1,187 40 33,436
Chrgs (to)/fr other prog (4,507) - 63 - (275) - (89) (4,808)
Net Staffing Expense 125,519 3,065 1,709 - 21,198 8,056 278 159,825
Maintenance & Ultilities 1,032 60 988 - 2,625 4,079 8 8,792
Supplies & Services 8,515 261 5,138 45 6,124 9,562 105 29,749
Internal Service Fee 15,504 163 141 - 2,417 474 29 18,728
Capital 0 - 282 - - - - 282
Debt Service 0 - - 8,940 3,979 654 3,236 16,809
All Other Uses 537 - 1,886 - 30,800 7,242 - 40,464
25,588 484 8,434 8,985 45,944 22,011 3,378 114,824
Total Expense 151,106 3,549 10,143 8,985 67,142 30,067 3,657 274,649
Transfers to other funds* 11,684 14,687 225 473 11,875 827 843 40,615
Subtotal Expenditures 162,790 18,236 10,368 9,458 79,017 30,894 4,500 315,264
Total Expenditures 162,790 18,236 10,368 9,458 79,017 30,894 4,500 315,264
(Use)/Add to fund bal (3,043) (3,816) (1,955) (270) 1,461 2,832 (989) (5,780)
Note: General Fund column represents fund 100 only.
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Summary of Revenues and Expenditures - All Operating Funds

FY 2019 All Operating Funds
Revenues - By Type
$309.4 Million

(Amounts Stated in Millions)
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ALL OPERATING FUNDS - DEPARTMENT SUMMARY

General Special Enterprise Successor
Measure C Revenue Debt Service Internal Service RDA TOTAL
Revenues
Mayor/City Council - - - - - - - -
City Attorney - - - - - 4,106 - 4,106
City Clerk 23 - - - - - - 23
City Manager 76 - 4,196 - - - 3,511 7,782
Development Services 7,780 - 2,236 - - - - 10,016
Finance 985 - - - - - - 985
Fire 6,992 - - - - - - 6,992
Human Resources 31 - - - - 11,007 - 11,038
Information Technology - - - - - 7,966 - 7,966
Library 85 - - - - - - 85
Maintenance Services 1,594 - 1,064 - - 8,246 - 10,905
Police 3,675 - - - - - - 3,675
PW-Engineering & Transp 416 - - - 3,512 - - 3,928
Utilities & Env Services - - 917 76,966 - - 77,883
Non-dept/Transfers In 138,092 14,420 9,188 2,400 - 164,100
Total Revenues 159,748 14,420 8,413 9,188 80,478 33,726 3,511 309,483
Expenditures
Mayor/City Council 425 - - - - - - 425
City Attorney 1,313 - - - - 4,805 - 6,118
City Clerk 1,109 - - - - - - 1,109
City Manager 4,298 - 5,803 - - 332 4,500 14,932
Development Services 8,817 - 2,639 - - - - 11,456
Finance 4,940 - - - 1,757 - - 6,697
Fire 38,460 - 25 - - - - 38,485
Human Resources 2,110 - - - - 10,457 - 12,568
Information Technology - - - - - 7,048 - 7,048
Library 5,756 - - - - - - 5,756
Maintenance Services 5,169 795 1,256 - 2,759 8,252 - 18,230
Police 75,962 2,686 - - - - - 78,648
PW-Engineering & Transp 2,697 - - - 3,602 - - 6,300
Utilities & Env Services 50 - 646 - 70,899 - - 71,595
Non-dept