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FILE NO. 111009 RESOLUTION NO.

[Adopting a Fixed Two-Year Budget for Port, Airport, and the P,ubiic Utilities Commission]

Resolution adopting a fixed two-year budgétary cyCIe for the Airport, the Port, ahd the

Public Utilities Commission, defining terms, and setting deadlines.

WHEREAS, In November 2009, the voters of San Francisco approved Propositioh A a ,
Charter amendment proViding for a two-year budget cycle;. and, | |

WHEREAS, In Ordinance No. 21-10, the Board of Supervisors designated the Port,
the Airport, and the Public Utilities Commission for early implementation of the two-year
budget requirement; énd, | | _

WHEREAS, The Porf Cdmmission, the Airport Commission, and the Public Utilities
Commission adopted t\NOdear budgets for their‘respective’d_epartments for the fiscal years
ending June 30, 2011 and June 30, 2012 and the ﬁscal years ehding Jl_Jne’SO,‘ 2012 and June
30, 2013; and, | .

\NHEREAS, Section 9.101 of the Charter of the City and County of San Francisco
éuthorizes the Mayor and Board of Supervisors by resolution to determine in an even-
numbered fiscal year that the upcoming budgetary cycle shall be a fixed budgetary cycle for
some or all City Departments; and, |

WHEREAS, In a fiked budgetary cycle, the Board of Supervisors does not adopt a new
budget for fhe second fiscél‘year of the cycle, but may adjust the second-year budget if
certain conditions are met; and, '

WHEREAS, Section 9.101 of the Charter of the City and County of San Franciéco
requires that the resolution declaring that an upcoming budgetary cyole’shéll be fixed also |
include a definition of the term “significant increases or decreases in revenues or

expenditures” and set déadlines for the Controller to submit a report identifying such

Mayor Lee, P_residenf Chiu, Supervisor Farrell, Chu

Controller : ] /
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increases or decreeses and- for the Mayor to submit to the Board a proposed ame'ndrnent to
the biennial budget; now, therefore be it |

RESOLVED, That the upcoming budgetary cycle for the Port Commlssron the Airport
Commrssron and the Public Utilities Commission shaII be a fixed budgetary cycle in which the
biennial budget will remain in effect for the two fiscal years ending June 30, 2013 and
June 30, 2014; and,

RESOLVED, That significant increases or decreases in revenues or expenditures shall

|l be defined as a greater than five percent difference between the projected and the adopted

budget for operating or capital expenditures or revenues for the second year of the
department’s biennial budget; and |

FURTHER RESOLVED, That no later than March 1 2013, the Controller will submlt to
the Mayor and the Board of Supervisors a report stating whether the Controller projects that
the Port Commission, the Airport Commission, or the Public Utilities Commission will

experience significant increases or decreases in revenues or expenditures, as defined in this

! Resolution,_during the second year of the_budgeta_ry cycle, and will npdete that report as

additional information becomes available; and, 7
FURTHER RESOLVED, That no later than June 1, 2013, the Mayor will submit to the

Board of Supervisors a proposed budget amendrnent responding to the Controller’s report.

Mayor Lee, President Chiu, Supervisor Farrell, Chu
Controller
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BUDGET AND FINANCE COMMITTEE MEETIN G ‘ OCTOBER 26,2011

Items 9, 10, 11,12 Departments:
Files 11-1000, 11-1099, 11-1001, 11 1009 Controller, Office of Public Finance

Legislative Objectives

e File 11-0999: The proposed ordinance would amend Section 10.60 and add Section 10.61 to the
City’s Administrative Code to adopt a binding financial policy that Selected Nonrecurring
" Revenues may only be expended on Nonrecurring Expenditures.

e File 11-1000: The proposed ordinance would add Section 10.62 to the Administrative Code to
adopt a binding financial policy regarding the City’s use of Certificates of Participation and
Commercial Paper.

e File 11-1001: The proposed ordinance would amend Sections 3.3, 3.4, 3.5, 3.6, 3.20, 22A.6, and
88.4 and repeal Sections 88.8 and 88.10 of the Administrative Code to: (1) update budget
procedures to. accommodate two-year budget cycles and five year financial planning requirements;
and (2) eliminate outdated and duplicative reporting requirements.

e File 11-1009: The proposed resolution would adopt a fixed two-year Budget cycle for the Airport,
Port, and Public Utilities Commission, defining terms, and setting deadlines.

Key Points

| e« On November 3, 2009,; Proposition'A was approved by San Francisco’s voters, amending the
City’s Charter regarding budget and financial policies. Under Proposition A, the Controller may
recommend additional financial policies or amendments no later than October 1 of each year.

e Under Charter Section 9.120, Files 11-0999 and 11-1000 are considered binding financial policies
which cannot be amended by the Board of Supervisors and which would each require approval by
two-thirds’ vote of the Board of Supervisors. )

o File 11-0999 would restrict Selected Nonrecurring Revenues to be exclusively expended on
~ Nonrecurring Expenditures, in both the Mayor’s proposed budget and in the Board of Supervisors
reappropriation or “addback” process. While this proposed ordinance provides limited, precise
definitions of Selected Nonrecurring Revenues, it provides an open-ended definition of
Nonrecurring Expenditures, granting the Controller’s Office sole interpretation of whether
proposed future expenditures would qualify as Nonrecurring Expenditures. The Board of
Supervisors could only override a classification of Nonrecurring Expenditure by a two-thirds vote.

e File 11-1000 adds a Certificate of Participation (COPs) Policy and Commercial Paper Policy to the
Administrative Code. These two policies would restrict the types of expenditures on which the
City could expend revenue from COPs payable or secured by the City’s General Fund (General
Fund COPs) and Commercial Paper, and would cap the debt service payable on General Fund
COPs and Lease Revenue Bonds to 3.25 percent of General Fund discretionary revenue. The 3.25
percent cap is consistent with the City’s Ten Year Capital Plan, previously adopted by the Board
of Supervisors. ‘

e File 11-1001 would amend the Administrative Code to (1) coordinate and streamhne the City’s
long-term financial planning procedures; (2) eliminate the required Three Year Budget Financial
Plan (Joint Report) and instead incorporate the Joint Report in the new Five Year Financial Plan;
(3) remove several redundant departmental reporting requirements; and (4) eliminate outdated
Administrative Code language.

SAN FRANCISCO BOARD OF SUPERVISORS ) - BUDGET AND LEGISLATIVE ANALYST
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BUDGET.AND FINANCE COMMITTEE MEETING . : OCTOBER 26,2011 '

File 11-1009 would switch the budget cycles of the Airport, Port, and Public Utilities Commission
from rolling two-year budgets, with annual review, to fixed two-year budgets, with review every
two years by the Board of Supervisors, unless there was a change in revenues or expenses greater
than five percent in the second year, which would trigger automatic but limited review.

Under the two proposed Binding Financial Policy ordinances (Files 11-0999 and 11-1000), the
Board of Supervisors could not adopt a budget that the Controller determined to be inconsistent
with any of the provisions of these proposed ordinances.

This réport is based on Amendments of the Whole submitted by the Controller to the Budget and

Legislative Analyst.
_Fiscal Impacts

File 11-0999 would require that Select Nonrecurring Revenues could only be expended on
Nonrecurring Expenditures. In the FY 2011-12 budget, as’ finally approved by the Board of
Supervisors, the proposed ordinance would have resulted in $43 million in General Fund revenues
being designated as Select Nonrecurring Revenues that could only have been expended on
Nonrecurring Expenditures.

" File 11-1000 would restrict the annual debt service on General Fund COPs and Lease Revenue
Bonds to 3.25 percent of General Fund discretionary revenues, and would effectively restrict the
~ issuance of any General Fund COPs in Fiscal Years 2012-13,2013-14, and 2014-15.

The Controller estimates that Files 11-1001 and 11-1009 could result in various staffing
efficiencies but are not anticipated to result in any direct cost savings. ‘

Recomm‘endations

As is noted above, the Controller’s definition of Nonrecurring Expenses is open-ended. Therefore,
request the Controller to amend File 11-0999 to define Nonrecurring Expenses as the six expenses
listed in the proposed ordinance as (1) discretionary funding of reserves; (2) acquisition of capital
- equipment; (3) capital projects included in the City’s capital plans; (4) development of affordable
housing; (5) discretionary prepayment of pension, debt, or other long term obligations; or (6)
substitution for budgeted reserves when new revenues disallow previously budgeted withdrawals
from the Rainy Day Reserve or Budget Stabilization Reserve by striking “expenditures or other
uses that do not create liability for or expectation of substantial ongoing costs, including, but not
limited to” from Page 7, Lines 8 and 9 of the proposed ordinance. Mr. Rosenfield advises that the
Controller disagrees with this recommendation, because it is possible that the Controller will
identify additional Nonrecurring Expenditures besides the six included in the proposed ordinance.

File 11-1009, which proposes changing from the existing rolling two-year budgets for the Port,
Airport and PUC, under which the Board of Supervisors reviews such budgets every year, o a
fixed two-year budget with reviews by the Board of Supervisors every two years is a policy
decision for the Board of Supervisors.

The trigger threshold for reviewing the second year of a fixed two-year budget (File 1 1-1009) has
been proposed if budget costs or revenues are projected to change more than five percent in the
second year. Approval of that five percent trigger threshold amount is a policy matter for the
Board of Supervisors.

Approval of the three proposed ordinances (Files 11-0999, as amended, and Files 11-1000 and 11-
1001) and one proposed resolution (File 11-1009, as amended), are policy matters for the Board of
Supervisors. -~

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING l‘ OCTOBER 26,2011

MANDATE STATEMENT AND BACKGROUND

‘Mandate Statement

Based on San Francisco voters approval of Proposition A on November 3, 2009, City Charter
Section 9.120(a) provides that the Controller shall propose, and the City shall adopt, long-range
financial policies that are consistent with generally recognized principles of public finance,
including at a minimum: (1) creation and maintenance of adequate reserves; (2) use of volatile
revenues; (3)issuance of debt; and (4) institution of extraordinary financial and budgetary
measures to facilitate the City’s recovery from earthquakes or other physical calamities. City
. Charter Section 9.120(a) also provides that the City may not adopt a budget that the Controller
determines is inconsistent with one or more of these financial policies.

In accordance with City Charter Section 9.120(b), the Controller is required to recommend an -
initial set of financial policies to the Mayor no later than March 1, 2010, and may recommend
additional financial policies or amendments to existing policies no later than October 1 of any
subsequent year. Within 60 days of such recommendations, the Mayor and the Board of
Supervisors shall consider the Controller’s recommended policies. .Approval of individual
financial policies requires approval of both the Mayor and two-thirds approval of the Board of
Supervisors, as ordinances to be codified in the City’s Administrative Code. Charter Section
9.120(c) also provides that by a two-thirds’ vote, the Board of Supervisors; by resolution, may
suspend, for any reason, in whole or in part, any ordinance containing these financial policies for

a succeeding fiscal year.

, Background

On March 1, 2010, the Controller recommended the creation of a General Reserve and a Budget
Stabilization Reserve, in accordance with Section 9.120 of the City Charter. On April 20, 2010
the Board of Supervisors approved an ordinance amending the City’s Administrative Code to
create a General Reserve and a Budget Stabilization Reserve and providing rules for deposits to
and withdrawals from those Reserves (File 10-0248).

On September 13, 2011, the Controller submitted to the Mayor and the Board of Supervisors two
proposed binding financial policy ordinances (Files 11-0999 and 11-1000), an additional
proposed ordinance amending the City’s Administrative Code (File 11-1001), and a proposed
_resolution amending the City’s two-year budgeting process (File 11-1009). As stated in a
September 13, 2011 memorandum from the Controller to the Mayor and the Board of
Supervisors, the three proposed ordinances and one proposed resolution are parts of the
Controller’s “continuing work to implement the budget improvement measures approved by
voters in November 2009” (Proposition A Budget Process). The Controller added that the subject
three proposed ordinances and one proposed resolution “are intended to improve the City’s
ability to continue to balance budgets and provide for the long term financial stability of our
City.” This report is based on Amendments of the Whole submitted by the Controller to the
Budget and Legislative Analyst. '

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST |
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BUDGET AND FINANCE COMMITTEE MEETING OCTOBER 26, 201 1‘

DETAILS OF PROPOSED LEGISLATION

Approval of the three proposed ordinances, Files 11-0999, 11-1000, and 11-1001, require a two-
thirds vote of the Board of Supervisors. The one proposed resolution, File 11-1009, requires a
simple majority vote of the Board of Supervisors. :

Under Charter Section 9.120, Files 11-0999 and 11-1000 can be either approved or disapproved

by the Board of Supervisors, but these two proposed ordinances are not subject to amendment by

the Board of Supervisors. However, according to Mr. Ben Rosenfield, City Controller, the

Controller’s Office is open to suggested changes from the Board of Supervisors, which the
" Controller's Office would consider. :

In accordance with the Proposition A Budget Process, approved by the Voters in November of
2009, the proposed legislation described below includes various budget improvement measures,
including a Nonrecurring Revenue Policy (File 11-0999), a new debt policy (File 11-1000), and
updates to the Administrative Code to create biennial schedules for select Citywide planning
documents and departmental budget reviews (Files 11-1001 and 11-1009), as further explained
on pages 4 through 9 of this report.

File 11-0999

Neither the City’s Charter nor Administrative Code currently restricts the uses of nonrecurring
revenues and therefore nonrecurring revenues can be expended for recurring expenditures as well
as nonrecurring expenditures. The proposed ordinance would amend Section 10.60 and add
Section 10.61 of the City’s Administrative Code, to adopt a Binding Financial Policy in
accordance with Charter Section 9.120, to require that Selected Nonrecurring Revenues may
only be expended on Nonrecurring ‘Expenditures. The proposed ordinance defines Selected
Nonrecurring Revenue as: :

1.A prior year-end unassigned General Fund balance in excess of the average of the
preceding five years;

2.The General Fund share of revenues from prepayments provided under long-term leases,
concessions, or contracts after accounting for any Charter-mandated revenue transfers,
. set-asides, or deposits to reserves; : ‘

3 Other wise unrestricted revenues from legal judgments and settlements; or

4.0ther wise unrestricted revenues from the sale of land or other fixed assets.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING : ' 7 ~ OCTOBER 26,2011

The proposed ordinance defines Nonrecurring Expenses as expenditures or other uses that do
not create a fiscal liability or an expectation of substantial ongoing costs, whrch would include,
but not be limited to: :

1.Discr etionary fundirrg of reserves;
~ 2.Ac quisition of capital equipment;
3.Capita 1 projects included in the City’s capital plans;
4.De V.elopment of affordable housing;
5.Discr etionary prepayment of pension, debt, or other long term oblrgations; or

6.Subst " itution for budgeted reserves when new revenues disallow previously budgeted
withdrawals from the Rainy Day Reserve or Budget Stabilization Reserve.

In accordance with the proposed ordinance, additional types of expenses could be classified as
Nonrecurring Expenses by the Controller, and such classifications would not be subject to further
Board of Supervrsors approval

Under the proposed ordinance (File 11-0999), as part of the Controller’s Opinion on Revenue
Estimates required under Charter Section 9.102, the Controller would (a) identify all Selected
Nonrecurring Revenues that are included in the Mayor’s annual June 1 General Fund budget
submission to the Board of Supervisors and (b) certify whether the Selected Nonrecurring
Revenues are proposed to pay for Nonrecurring Expenditures. According to the Controller, this
certification would be provided to the Board of Supervisors in early June of each year.

The proposed ordinance would not impact recurring revenues, which could continue to be
expended on both nonrecurring expenditures and recurring expenditures, subject to Board of
Supervisors appropriation approval. Furthermore, in accordance with the proposed ordinance, the
proposed restrictions, as requested by the Controller on uses of Selected Nonrecurring Revenues,
can be temporarily suspended, for any reason, by a two-thirds vote of the Board of Supervisors.

File 11-1000

The proposed ordinance would add Section 10.62 to the City’s Administrative Code to adopt a
Binding Financial Policy in accordance with Charter Section 9.120, regarding the City’s use of
Cert1ﬁcates of Part101pat1on (COPs) and Commercial Paper.

! According to Mr. Leo Levenson, Director of Budget, Analysis, and Reconciliation for the Controller’s Office, if
the City budgets Rainy Day Reserve or Budget Stabilization Reserve revenues, but is unable to access those
Reserves due to unforeseen receipt of Nonrecurring Revenues, expenditure of the unforeseen Nonrecurring Revenue
on those uses for which the Rainy Day Reserve or Budget Stabilization Reserve had been intended would be
‘considered a Nonrecurring Expense under the proposed ordinance (File 11-0999).

SAN FRANCISCO BOARD OF SUPERVISORS, o ) BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMI: . cE MEETING : OCTOBER 26,2011

Certificates of Participation (COPs)

Under the proposed ordinance, use of COPs payable or secured by the City’s General Fund
would be restricted to: " '

1.The acquisition or improvement of existing facilities or construction of new facilities that
result in immediate or future savings in expenditures currently made or to be made by the
City’s General Fund; ’

2.The leveraging of grant and other monies to reduce operating costs of the City;
3.The construction, improvement, or acquisition of facilities to address legal mandates; or

4The construction, improvement, or acquisition of facilities for critical public health and
safety needs.‘2

The proposed ordinance would require the Director of Public Finance to identify specific .
fevenue sources within the General Fund to be used to repay the debt service costs, including the
principal, on COPs payable or secured by the City’s General Fund (General Fund COPs).
According to Director of Public Finance, Ms. Nadia Sesay, such General Fund revenue sources

“could include new taxes or fees that could pay for the debt service of the proposed General Fund
COPs. For example, if the City was proposing to issue General Fund COPs to help construct a
City office building that would have private subtenants, the lease revenues from those subtenants
would be a new General Fund revenue source. Under the proposed ordinance, the Director of
Public Finance would also be required to ensure that the General Fund COPs repayment
schedules were appropriate and otherwise prudent. ’

The proposed ordinance also restricts the total amount of General Fund COPs that the City can
issue. Under the proposed ordinance, the annual debt service cost of any General Fund COPs,
plus the annual debt service cost of any General Fund Lease Revenue Bonds, cannot exceed 3.25
percent of General Fund discretionary revenues.> The 3.25 percent cap is consistent with the
‘City’s Ten Year Capital Plan, previously adopted by the Board of Supervisors. '

As shown in the Attachment, provided by the Office of Public Finance, General Fund

discretionary revenues. total $2,074,070,000 in the FY 2011-12 budget year, 3.25 percent of

which would be $67,407,275. The Attachment also shows that the annual debt service for the
City’s authorized and issued General ‘Fund COPs and Lease Revenue Bonds is equal to
$60,092,560 or 2.90 percent of General Fund discretionary revenues. The City hasauthorized,
but has not issued, an additional $4,067,575 in General Fund COPs and Lease Revenue Bonds, -
or 0.20 percent of General Fund Discretionary Revenues. Combined, the City has authorized

2 According to Mr. Rosenfield, whether a project would address the City’s “critical public health and safety needs”

- would be determined by the Board of Supervisors, as is the case under current, non-codified practices. i
3 «General Fund discretionary revenues” is defined in the proposed amended ordinance (File 11-1000) according to
the definition provided in City Charter Sections 8A.105 and 16.109, meaning “revenues received by the City which
are unrestricted and may be used at the option of the Mayor and the Board of Supervisors for any lawful City

purpose.”

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
9,10,11&12-6 -



BUDGET AND FINANCE COMMITTEE MEETING OCTOBER 26,2011

3.10 percent of the General Fund discretionary revenués, or 0.15 percent less than the 3.25
percent cap proposed under File 11-1000.

As is also shown in the Attachment, the City’s authorized General Fund COPs and General Fund
Lease Revenue Bonds would be equivalent to the proposed cap of 3.25 percent of General Fund
discretionary revenues for each of the forthcoming three fiscal years: FY 2012-13, 2013-14, and
2014-15, such that no additional General Fund COPs or Lease Revenue Bonds could be
authorized for those three fiscal years '

Commercial Paper

Under the proposed ordinance, the Director of Public Finance may, subject to Board of
Supervisors approval, issue tax-exempt and taxable Commercial Paper to provide interim funds
to finance the acquisition, construction, and rehabilitation of capital improvements and capital
equipment. The proposed ordinance requires the Director of Public Finance to provide the Board
of Supervisors with a written report 12 months following the initial issuance of Commercial
Paper and annually thereafter, until no commercial paper remain outstanding. These written
reports would describe (1) any Commercial Paper issued since commencement of the
Commercial Paper Program, (2) the status of projects financed with Commercial Paper, and (3)
the long term plans to redeem such Commercial Paper to be replaced by General Obligation
(GO) bonds, COPs, or other long term obligations.

Exceptions to the General Fund COPs and Commercial Paper Policy

The proposed ordinance permits the Board of Supervisors, by a two-thirds vote, to suspend the
proposed new General Fund COPs and Commercial Paper requirements for a current or
upcoming budget year, or for an individual transaction. In addition, the proposed ordinance only -
applies to COPs or Commercial Paper secured with the City’s General Fund, and does not apply
to other City departments, including the Airport, Mayor’s Office of Housing, the Municipal
Transportation Authority, the Port Commission, or the Public Utilities Commission.

File 11-1001

The proposed ordinance would amend Sections 3.3, 3.4, 3.5, 3.6, 3.20, 22A.6, and 88.4, and
repeal Sections 88.8 and 88.10 of the City’s Administrative Code to: (1) update budget
procedures to accommodate two-year budget cycles and five year financial planmng
requirements; and (2) eliminate outdated and duplicative reporting requirements.

According to Mr. Rosenfield, the proposed changes would (1) coordinate and streamline the
City’s long-term financial planning processes; (2) eliminate the current Three Year Budget
Projection (the Controller, Mayor and Budget and Legislative Analyst’s Joint Report) and
incorporate the Joint Report with the new Five Year Financial Plan; (3) remove several .
“redundant departmental reporting requirements and (4) eliminate outdated Administrative Code
language. The changes are summarized in Table 1, below.

SAN FRANCISCO BOARD OF SUPERVISORS ) BUDGET AND LEGISLATIVE ANALYST
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Table 1. Summary of Administrative Code Amendments Under File 11-1001

Administrative
Code Section

Proposed Amendment

Section 3.3

Delete an outdated sentence from Section 3.3(d) and add new language to Section 3.3(h) to allow
departments to enter into the second year of a fixed two-year budgetary cycle.

Section 3.4

Delete outdated budget requirements pertaining to Area Plans designated by the Planning
Department. ’

Section 3.5

Add new language that exempts a department, board, commission or agency (department) from
developing a strategic plan if that department cooperated with the preparation of the City’s most
recent Five Year Financial Plan. , ‘ ‘

Section 3.6

Replace Three-Year Budget Projection in whole with a new Section 3.6 Five-Year F inancial Plan,
requiring a new Plan every other year, with Plan updates in alternate years:

o In odd-numbered years, the Mayor would submit to the Board of Supervisors a new Five-
Year Financial Plan, as required under City Charter Section 9.119, including an estimated
summary budget or baseline projection for the General Fund jointly prepared by the
Mayor, the Budget and Legislative Analyst, and the Controller, subject to review,
amendment, and adoption by the Board of Supervisors; and

e In even-numbered years, the Mayor, the Budget and Legislative Analyst, and the
Controller would submit an updated estimated summary budget for the remaining four
years of the five-year financial plan, with any revisions to the five-year financial plan
subject to review, amendment, and adoption by the Board of Supervisors.

Section 3.7

Remove section “Replacing Grant-Funded Positions” in whole, as technical improvements to the
City’s Budgeting System have made these changes transparent and reporting therefore unnecessary.

Section 3.20

Change the schedule of the Ten Year Capital Expenditure Plan from every year to every odd-
numbered year, to allow the Mayor and Board of Supervisors to update the plan as necessary to
reflect the City’s priorities, resources and requirements.

Section 22A.6

Amend to rename the “ICT Capital and Operating Plan” the “Information and Communication
Technology Operating Plan,” and change the schedule of the Plan from every year to every odd-

| numbered year, to allow the Mayor and Board of Supervisors to update the plan as necessary and

appropriate.

" |. Section 88.9

Remove outdated section “Pilot Projects” in whole, as it was concluded in 2004,

Section 88.10

Remove outdated section “Board of Supervisors’ Oversight and Legislation” in whole, as it pertains
to the outdated Section 88.10 “Pilot Projects” proposed for removal.

SAN FRANCISCO BOARD OF SUPERVISORS_ . BUDGET AND LEGISLATIVE ANALYST
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File 11-1009

The proposed resolution would adopt a fixed two-year budgetary cycle for the Airport, the Port,
and the Public Utilities Commission (PUC), defining terms, and setting deadlines. Proposition A
specified that the normal procedure for two-year budgeting would be a rolling two-year budget
that would be adopted by the Board of Supervisors annually. The City implemented such rolling
two-year budgets for the Airport, Port, and PUC during the FY 2010-11 budget cycle, such that
the Board of Supervisors approved both the FY 2010-11 and the FY 2011-12 budgets for these
Enterprise Departments. Similarly, in July of 2011, the Board of Supervisors approved both the
FY 2011-12 and the FY 2012- 13 budgets for the Airport, Port, and PUC.

City Charter Section 9.101(g) allows the City to switch from a rolling two-year budget cycle tb a
fixed two-year budget cycle, for some or all departments, subject to a two-thirds approval by the
Board of Supervisors.

Under the proposed resolution, in May of 2012 the Mayor would submit two-year budgets for the
Airport, Port, and PUC to the Board of Supervisors for fiscal years FY 2012-13 and 2013-14.
Following appropriation approval by the Board of Supervisors in May of 2012, the budget would
be fixed for two years, and the next two-year budget review for the Airport, Port, and PUC by
the Board of Supervisors would occur in May of 2014. . :

According to the proposed resolution, if revenues or expenses in the second budget year change
by more than five percent for the Airport, Port or PUC, the Controller would notify the Mayor
and the Board of Supervisors prior to March 1 of the first year of the two-year budget cycle. In
such an event, the Board of Superv1sors would not conduct a full budget review, but instead
would be requested to consider any revisions to that specific department’s budget due to the
revenue or expense change, similar to a supplemental appropriation request.

FISCAL IMPACTS

File 11-0999

The proposed ordinance would codify and therefore restrict the expenditure of Selected
Nonrecurring Revenues only for Nonrecurring Expenditures, resulting in a limitation on the
Board of Supervisors options for reappropriating savings achieved by the Board of Supervisors
in the Board’s annual budget review. According to Mr. Rosenfield, the proposed restriction
would have resulted in a restriction on the Board of Supervisors reappropriation of revenues at
least two times in the previous ten years: in the FY 2007-08 budget, when $16 million would
have been met the definition of Select Nonrecurring Revenue, and in the FY 2011-12 budget,
when $43 million would have met the definition of Select Nonrecurring Revenue.

In his September 13, 2011 memorandum to the Mayor and the Board of Supervisors, Mr.
Rosenfield proposed the Non-Recurring Revenues Policy based on best practices issued by the
Government Financial Officers Association in order to prevent “key services from being
dlsrupted if nonrecurring revenues used to fund a program do not recur in subsequent ﬁscal
years.”

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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File 11-1000

The proposed ordinance would codify and therefore restrict the types of uses for which the City
could debt finance Certificates of Participation payable or secured by the City’s General Fund
(General Fund COPs) and Commercial Paper. Furthermore, under the proposed ordinance, the
annual debt service cost of any General Fund COPs, plus the annual debt service cost of any
General Fund Lease Revenue Bonds, could not exceed 3.25 percent of General Fund
discretionary revenues, or the equivalent of $67,407,275 in FY 2011-12. According to Ms.
Sesay, the City’s annual debt service costs of COPs plus the annual debt service cost of General
Fund Lease Revenue Bonds has not previously exceeded 3.25 percent of General Fund
discretionary revenues, although as shown in the Attachment, the City is projected to be at the
3.25 percent limit in Fiscal Years 2012-13, 2013-14, and 2014-15. Therefore, if the proposed
ordinance is approved, the City could not authorize any additional General Fund COPs, or any
General Fund Lease Revenue Bonds, until FY 2015-16.

' File 11-1001

According to Mr. Rosenfield, the proposed ordinance would improve efficiency in the use of
City staff in various departments for analysis and reporting of budget projections to the Mayor
and Board of Supervisors by consolidating the Three Year Budget Projection into the Five Year
Financial Plan, and changing the schedule of the Five Year Financial Plan from every year to
every two years on the odd numbered years, with updates provided on the alternate even
numbered years. In addition, (a) the Ten Year Capital Plan and the Information and
-Communication Technology Operating Plan would be updated every other year, instead of every
year, and (b) departments that participate in the preparation of the Five Year Financial Plans no
longer would be required to prepare strategic plans, resulting in further City staff efficiencies.
However, approval of the proposed ordinance is not anticipated to result in any direct cost
savings to the City. ' :

File 11-1009

By adopting fixed two-year budgets in even-number years, the proposed resolution would allow
for a savings of staff hours in odd-numbered years from the Airport, Port, and PUC, as well as

_ the Mayor, Controller, Board of Supervisors, and Budget and Legislative Analyst that would
otherwise be involved in the annual budget review of the Airport, Port, and PUC budgets.
However, approval of the proposed resolution is not anticipated to result in any direct cost
savings for these City departments.

POLICY CONSIDERATIONS

File 11-0999 Would Restrict the Board of Supervisors Discretion during the
Reappropriation or “Add-Back” Process of the Annual Budget Review

File 11-0999 would restrict the Board of Supervisors reappropriation of savings achieved by the
Board during the annual budget review process for “add-backs” and restorations: Under the
proposed ordinance, any savings that are identified by the Controller to be Selected Nonrecurring
Revenues during the Board’s annual budget review process could only be reappropriated to

SAN FRANCISCO BOARD OF SUPERVISORS ‘ BUDGET AND LEGISLATIVE ANALYST
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Nonrecurrmg Expendltures such as capital expenditures or one-time purchases of equlpment ’
and could not be reappropnated for Recurring Expenditures.

File 11-0999 Prowdes the Controller With an Open-Ended Definition of
Nonrecurring Expendltures

The proposed ordinance (File 11-0999) provides a limited, precise definition of Selected
Nonrecurring Revenues. However, the proposed ordinance provides an open-ended definition of
Nonrecurring Expenditures, leaving the Controller room to interpret proposed future
expenditures that would qualify as Nonrecurring Expenditures. In addition, the proposed
ordinance does not provide the Board of Supervisors with an opportunity to dispute the
Controller’s interpretation of what is, and what is not, a Nonrecurring Expenditure. The only-
recourse available to the Board of Supervisors, in the event that the Board of Supervisors wished
to object to the Controller’s classification of certain Nonrecurring Expenditures, would be to
make a one-time suspension of the provisions of File 11 0999 by a two-thirds vote of the Board
of Supervisors.

In order to remove the open-ended definition of Nonrecurring Expenditures from the proposed
ordinance (File 11-0999), the Budget and Legislative Analyst recommends that the Board of
Supervisors request the Controller to amend File 11-0999 to exclusively define Nonrecurring
Expenses as the six expenses — (1) discretionary funding of reserves; (2) acquisition of capital
equipment; (3) capital projects included in the City’s capital plans; (4) development of affordable
housing; (5) discretionary prepayment of pension, debt, or other long term obligations; or (6)
substitution for budgeted reserves when new revenues disallow previously budgeted withdrawals
from the Rainy Day Reserve or Budget Stabilization Reserve — by striking “expenditures or other
uses that do not create liability for or expectation of substantial ongoing costs, 1nclud1ng, but not
limited to” from Page 7, Lines 8 and 9 of the proposed ordinance.

Changes in Two-Year Budgets and the Five Percent Proposed in File 11 1009
_Are Policy Considerations for the Board of Supervisors

File 11-1009 would switch the budget cycles of the Airport, Port, and Public Utilities
Commission from the current rolling two-year budgets, with annual reviews by the Board of
Supervisors, to fixed two-year budgets, with review every two years by the Board of
Supervisors, unless there was a change in revenues or expenses greater than five percent in the
second year, which would trigger automatic but significantly more limited budget reviews by the
- Board of Supervisors. According to Mr. Rosenfield, this more limited budget review of the
second year, were it to be triggered, would take the form of a supplemental appropriation, rather
than a full annual budget review. These proposed changes from (a) annual review of the
Airport’s, Port’s, and PUC’s two-year budgets to a biennial review of those budgets, and (b) the
specified five percent trigger for limited review of the second year of the two-year budget are
policy considerations for the Board of Supervisors.

‘SAN FRANCISCb BOARD OF SUPERVISORS v BUDGET AND LEGISLATIVE ANALYST
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| -Under File 11-1001, the Five-Year Financial Plan Would
Replace and Include the Three-Year Budget Projection (the Joint Report)

The proposed ordinance (File 11-1001) would replace Administrative Code Section 3.6 Three
Year Budget Projection with a new Section 3.6 Five Year Financial Plan. The Controller and
Mayor issued the first Five Year Financial Plan in June of 2011. According to Mr. Rosenfield,
the proposed Administrative Code changes would incorporate the Three Year Budget Projection,
including an estimated summary budget or baseline projection for the General Fund, jointly
prepared by the Mayor, the Budget and Legislative Analyst, ‘and the Controller, into the Five
Year Financial Plan. As is noted in Table 1 above, in even-numbered years, the Mayor, the
Budget and Legislative Analyst, and the Controller would submit an updated estimated summary
budget for the remaining four years of the five-year financial plan, with any revisions to the five-
year financial plan subject to review, amendment, and adoption by the Board of Supervisors.
Therefore, under the proposed ordinance, the Board of Supervisors would continue to receive the
fiscal projections provided in the Three Year Budget Projection, within the Five Year Financial
Plan submitted to the Board of Supervisors in odd-numbered years and within the Five Year
Financial Plan updated estimated summary budget presented to the Board 'of Supervisors in
even-numbered years. :

RECOMMENDATIONS

1.As is noted above, the Controller’s definition of Nonrecurring Expenses is open-ended.
Therefore, request the Controller to amend File 11-0999 to define Nonrecurring Expenses as
the six expenses listed in the proposed ordinance as (1) discretionary funding of reserves; (2)
~ acquisition of capital equipment; (3) capital projects included in the City’s capital plans; (4)
development of affordable housing; (5) discretionary prepayment of pension, debt, or other
long term obligations; or (6) substitution for budgeted reserves when new revenues disallow
previously budgeted withdrawals from the Rainy Day Reserve or Budget Stabilization
Reserve by striking “expenditures or other uses that do not create liability for or expectation
of substantial ongoing costs, including, but not limited to” from Page 7, Lines 8 and 9 of the
proposed ordinance. Mr. Rosenfield advises that the Controller disagrees with this.
recommendation, because it is possible that the Controller will identify additional
Nonrecurring Expenditures besides the six included in the proposed ordinance.

2 F ile 11-1009, which proposes changing from the existing rolling two-year budgets for the
Port, Airport and PUC, under which the Board of Supervisors reviews such budgets every
. year, to a fixed two-year budget with reviews by the Board of Supervisors every two years is

a policy decision for the Board of Supervisors. : ' :

3.The trigger threshold for reviewing the second year of a fixed two-year budget (File 11-1009)
has been proposed if budget costs or revenues are projected to change more than five percent
in the second year. Approval of that five percent trigger threshold amount is a policy matter
for the Board of Supervisors. '

4.Appr oval of the three proposed ordinances (Files 11-0999, as amended, and Files 11-1000
and 11-1001) and one proposed resolution (File 11-1009, as amended), are policy matters for
the Board of Supervisors. .

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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CITY AND COUNT™ OF SAN FRANCISCO = OFFICF “F THE CONTROLLER

MEMORANDUM

”

TO:  EdwinL lee Mayor =

.y Lo« B
Members Board of Superwsors = s
- o o gg =3
- FROM: 'B'e,n Rosenfleld, Con‘trollerg o X = §9,§
 DATE:  September 13,2011 - S fp” 3§§
- o » : Loty
] 'SUBJE'CT: Controller's Proposed Financial Policies and Recomrrluenr;[edai}?i,é<

Frnancral Plannlng Changes . , ; B

As part of our contlnumg Work to implement the budget improvement measures approved by

" voters in November 2009, | am pleased to submit a financial policy relating to use of selected

‘nonrecurring revenues, a debt policy that formalizes exrstlng guidelines related to issuance of
"' Certificates of Participation (COPs) and commercial paper, a resolution authorizing enterprises to
- ehter into a fixed two-year budget cycle, and proposed Administrative Code changes to streamline
‘thé financial planning process. These proposed measures are intended to improve the City's
ability to continue to balance budgets and provide for the long term financial stability of our City.

1. Non—Recurring Revenues Policy

The proposed non-recurring revenue policy would restrict the ability of the Mayor and the Board of
Supervisors to spend selected non-recurring revenues .on ongoing expenses. This policy
addresses revenues from the sale of land or other assets, the prepayment of long-term leases,
concessions or contracts, and unassigned prior year fund balance in excess of the prior five-year
average. These selected non-recurring can then only be spent on one-time uses that will not

_create ongoing obligations of the City. One-time expenditures include items such as discretionary
deposits to reserves, acquisition of equipment, capital projects included in the City’s capital plans,
development of affordable housing, and drscretlonary pre- payment of pensron debt or other long-
term obligations.

This proposed pohcy is based upon recommended best practlces issued by the Government
Financial Officers Association, which recommends that jurisdictions “adopt a policy(s)
discouraging the use of one-time revenues for ongoing expenditures.” Since jurisdictions cannot
rely on one-time revenues in future budget cycles key services may be disrupted if nonrecurring -
revenues used to fund a program do not recur in subsequent fiscal years. To avoid this disruption,
“recurring programs should be funded by recurring revenues, while nonrecurring or volatile
revenues should be used in ways that do not create ongoing obligations. :

This proposal builds on the volatile revenue policy adopted by the Mayor and- Board of
Supervisors in May 2010. That important legislation created the Budget Stabilization Reserve and
established that certain volatile revenues be used to fund the reserve, lncludrng 75% of real
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‘property transfer tax in excess of the prior five year average and endlng unassigned General -
Fund balances in excess of those appropriated as a source in the subsequent year’'s budget

Under eX|st|ng pollcy, extraordmary prior year unaSS|gned general fund balance ‘can still be used _
~ for operating expenses in a subsequent budget as long as it was anticipated early enough to be
included in the adopted budget. This source is one of the most volatile General Fund sources of -
revenue. According to table 1 below, the budgeted use of unassigned fund balance has ranged
from $26 M||l|on to $159 Million, or 1% to 5% of budgeted General Fund revenues in the |ast ten.

_ years.

Table 1. Budgeted General Fund Balance as % of Revenues

Budgeted Budgeted " GF Fund

GF  PYFund Change Balance % of GF

, ' . Revenues Balance from PY Revs
 FY 2002-2003 2,366 120 5%
FY 2003-2004 2245 47 (73) 2%
FY 2004-2005 2,336 26 @D 1%
FY 20052006 = 2,453 - 116 .90 5%

- FY 20062007 2,665 99 (16) 4%
FY 2007-2008 2922 119 19 4%
FY 2008-2009 3,054 82 (37) 3%
FY 2009-2010 3,052 94 13 3%

- FY 2010-2011 © 2,967 - 80 a5 3%

FY 2011-2012 3262 159 79 5%

The proposed policy does not suggest ellmlnatlng prior year fund balance as a source of operating
expenditures, since it is a reasonable expectation that some fund balance will be available. Instead, the .
proposal is to cap the amount eligible to be budgeted for operating expenses at the prior five year
average, whlle any surplus unassigned fund balance must be dédicated to reserves or one-time uses.-

_Table 2 shows that lf this policy had been in place, it would have been trlggered twice—in the FY 2007-
' 08 budget, when $16 million of the $119 million in appropriated fund balance would have to have been

designated for one-time uses, and in the current FY 2011- 12 budget, when $43 million would have had
o be so deSIgnated : :

Under the provisions of Charter Section 9.120, if approved by the Mayor and adopted by a two- thtrds
“majority of the Board of Supervisors, this new financial policy would become an official C|ty policy and
could only be suspended on atemporary basis by a future two-thirds majonty vote of the Board of
_ Superwsors :
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Table 2. Policy Impacts if in Place during PriorTen Years

o  Restricted
GF Ending Amount Prlor 5 . Amt if Policy
- Unassigned Budgeted ‘Year  Had Beeni in '
- - Fund Bal in AAO - Average ~ Place
FY 2002-03 $ 130 $ 12008 147 § -

FY 2003-04 .48 41 146 -
- FY200405 . 55 26 130 -
 FY 200506 - 137 16 16 . . -
-~ FY 2006-07 146 99 - 114 -
. FY2007-08 - 132 119 - 103 - - . 16"
* FY 2008-09 S 105 0 82 104
~ FY 2009-10 95 9 . 115
FY 2010-11 - ~ 105~ - 80 . - 123 . -

FY'2011-12 TBD 159 117 - 43

~ The proposed polrcy also addresses prepayment of long-term leases, concessions.or contracts by

making it clear that these nonrecurring revenues should also not be used as a source for expenditure

obligations that are ongoing. This is to prevent the use of such hypothetical actions as using substantial

. up-front payments from the lease-back of City buildings or other assets as a temporary budget- - :
balancing measure whrch would leave the Clty budget in a more desperate deficit situation the followmg
year. . S

bl

2. Debt Management Pollcy

- ‘ The Cltys Debt Pollcy was first prepared by the Controller's Offlce of Public Flnance and lodged

with the Clerk of the Board of Supervisors in April 2004. The Debt Policy has been updated from
“time to time, and was most recently revised and updated as ‘of September 2011. In keeping with

" past practice, the Debt Policy will be filed with the Clerk of the Board of Supervisors. The Debt
Policy establishes policies and procedures for flnancmgs under the jurisdiction of the Controller's
"Office of Public Finance and the Finance Corporation of the:City, and pertains to obligations

~ payable from the general fund of the City. The Debt Policy is intended to ensure that the City.

-adheres to sound debt issuance and management practices to preserve and ‘enhance the credit

~ quality of its portfolio and achieve the most advantageous cost of borrowmg while at the 'same

' tlme balancmg prudent level of risks.

" The proposed policy is |ntended to formallze certaln aspects of the Debt Policy relatmg to COPs

- and Commercial Paper. The purpose of the proposed policy is to establish specific guidelines for

the authorization and management of COPs and other long-term lease obligations. The proposed
policy also covers the City's newly established Commercial Paper program

The conditions under which COPs can: be issued includes, but is not limited, to finance the
acquisition or improvement of existing facilities and/or construction of new facilities that result in.
immediate or future savings in payments currently made or to be made by the City’s general fund.’
For example COPs may be. used to provide funds to execute a lease purchase optlon fora facuhty
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whereby future savings accrue to the general fund during the period for which the COPs and the
lease would be outstanding. COPs also are appropriate for projects which will be matched with
grant and other additional moneys, reduce operating costs to the City, address critical and urgent
seismic and other public safety hazards for which no other sources are practlcally available, or
provide for the delivery of services mandated by law. Additionally, the City would be required to
identify specific revenue solutions as internal repayment sources for COPs and other voter
approved lease revenue bonds. ; :

The proposed policy establishes a constrarnt of 3.25% of general fund drscretlonary revenues with
respect to the payment of debt service payments for COPs and other Iong -term lease oblrgatlons

With respect to the CommerCIal Paper program, the proposed pollcy affrrms the pollcy of requrnng :
the Board of Supervrsors and Mayor approval of the project and project frnancrngs for projects to
“be eligible to participate in the Commercial Paper Program. The policy also. requires written report
annually to the Mayor and the Board of Supervrsors on use and performance of the Commercial
vPaper Program . . .

, '3 Admlnlstratlve Code Rewsrons Coordmatrng Budget Tlmelrnes and
Reportlng :

The accompanylng package of Administrative Code revisions regardlng budget tlmellnes and
“reporting is intended to achleve the following:

~a. Coordinate and streamline the long-term planning process by shifting the 10-year Capltal :
Plan and the Information and Communication Technology Plan onto the same biennial
schedule as the Five Year Financial Plan. This is intended to reduce administrative
workload -and make the plans more useful by.ensuring that they include consistent data
and assumptrons X

The Ieglslatlon includes other provrsmns intended to clean up obsolete portions of the

. Administrative Code and ensure that references to the budget cycle reflect current and

proposed practices.

b. Harmonize the current “Three Year Budget Projection Report” requirement (also known as
- the “Joint Report” with the new Five Year Financial Plan, incorporating the projection -
_ report into the Five Year Financial Plan in years. when the Five Year Plan is being -
updated, and in the off-years, turning the projection report into an update of the pnor :
year s Five Year Flnancral Plan baseline pro;ectron :

c. Remove overlappmg departmental reporting requwements and clanfyrng that various code-
required planning-activities can be met through the Five Year Financial Plan and other-
planning documents. : :

4. _Resolution Approving '_Fixe_d Two-Year Budgets for Select Enterprise 1
Departments and Establishing Guidelines _Governing Adjustments -

This proposed resolution would place the San Francisco Public Utilities ,Commission, San
Francisco Airport-and Port of San Francisco on a fixed two-year budget cycle in place of their
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.current rol‘lrng two-year budgets. The resolution would also establish that these budgets would be
re-opened for the second year if capital or operating revenues or expendrtures are prorected to
increase or decrease by more than frve percent from budget estimates.

In°November 2009, voters passed Proposrtron A, which amended the Charter to provrde fora -
rolling two-year budget cycle, requiring departments to prepare two-year budgets that must be
updated and resubmitted. annually for Board review and approval. The Proposition also provided
that by resolution, the Mayor and Board could move to a fixed two-year budgetary cycle for some
or all City Departments at any time. The resolutron must specrfy trlggers for re- openrng the second
year of the two- year budget

Early lmplementatlon of the rollrng two- year budgets began with the FY- 2010-11 budget year by :
the San Fraricisco Public Utilites Commission, San Francisco Airport and the Port of San
Francisco. This proposed resolution would allow these enterprise departments to move a fixed
two-year budget cycle with their upcoming budget submlssrons for the two years beglnnmg July 1,
2012 The purposes of this resolutron are to: -

- a. Reduce the admrnlstratrve burdens rnvolved |n the current budget process for these Enterprrse o
‘agencies, while maintaining the Board’s oversight and policy- settlng roIe when crrcumstances
change durrng the course of the two year budget cycle.

b. Serve as a limited pilot to allow procedures to be developed for fixed two- year budgetrng with
- a Irmrted number of Departments ‘ : . :

¢ lee the Mayor and Board more information to help judge whether to move forward with a _‘ o

fixed two year budget cycle for other departments

Concluswn

Taken together these proposed financial pohcres admmrstratlve code amendment |anguage and
fixed enterprise two-year budget resolution are intended to promote sustainable budget practices
while preservrng the Mayor s and Board of Supervisors policy-setting and oversrght roles.






