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STAFF REPORT
To the Honorable Mayor and City Council

From the City Manager 

DATE: February 28, 2022

SUBJECT 

FY 2020-21 year-end budget update, FY 2021-22 mid-year budget update, and proposed framework for 
development of the FY 2022-23 Recommended Budget

RECOMMENDATION

1. Accept an update on the FY 2020-21 year-end actual operating results;
2. Accept an update on the FY 2021-22 budget and provide direction on the recommended framework for 

the development of the FY 2022-23 Recommended Budget; 
3. By motion, establish June 13, 2022 as the date on which the City Manager shall submit a proposed 

budget to the City Council; and
4. By motion, approve the dates for City Council action on the FY 2022-23 budget as set forth in this staff 

report.

STRATEGIC PLAN GUIDING PRINCIPLE

Excellence in Government Operations

BACKGROUND 

The Mid-Year Budget update is an important tool in the City’s monitoring of its finances, including the 
progress of the City’s economic recovery. It also provides an opportunity for the City Manager and staff to 
update the City Council on the major financial factors affecting the City’s current fiscal year budget, and 
make recommendations for developing next fiscal year’s budget. For the fiscal year ended June 30, 2021, as 
a result of the COVID-19 pandemic, the City experienced a 4.8 percent, or $8.0 million, drop in revenue for 
City operations at the same time that the City was striving to meet unprecedented community needs while 
dramatically shifting City operations. However, during this time, the City has been able to maintain the 15 
percent General Fund reserve. 
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Staff anticipates it will take three years for the City’s economic base to recover to pre-pandemic FY 2019-20 
levels, not including one-time grant revenues, and the City must address escalating contributions for long-
term liabilities associated with retired employees during this same time period. The City retained $7.5 million 
in one-time savings from FY 2019-20 to help mitigate projected deficits during FY 2022-23 through FY 2026-
27. The City’s conservative financial practices positioned the City well to avoid layoffs and abrupt disruptions 
to City services during the pandemic. Budget recommendations continue those practices by proactively 
addressing long-term needs, including paying off pension liabilities within 16 years to save taxpayers 
approximately $38 million. 

Maintaining vacancies has allowed the City to avoid layoffs during this turbulent time, however, it has 
stressed the City organization significantly. Looking forward, we want to ensure we have the right staff to 
meet current and emerging service needs, that we are providing the right services to support our 
community, and that we have the right resources to meet community needs.

The major components to this staff report including the following:

1. FY 2020-21 year-end budget update
This section of the staff report includes actual operating results of the General Fund for FY 2020-21, 
as reported in the City’s Annual Comprehensive Financial Report (ACFR). The FY 2021-22 Adopted 
Budget approved by the City Council on June 28, 2021 included a Ten-Year General Fund Forecast 
that projected a FY 2020-21 operating balance of approximately $1.4 million. Final operating results 
for the General Fund have been calculated and resulted in an actual available year-end operating 
balance of $1.6 million as of June 30, 2021, after deducting fund balance items that are not available 
for ongoing operations. Staff recommends that the $1.6 million from FY 2020-21 and the $7.5 million 
from FY 2019-20 be retained to address some of the projected operating budget deficits during FY 
2022-23 through FY 2026-27. 

2.  FY 2021-22 Mid-Year Budget Update – General Fund
This portion of the staff report includes highlights of FY 2021-22 budgetary performance based on 
results through December 31, 2021 for the General Fund.

3. FY 2021-22 Mid-Year Budget Update – Capital Improvement Program 
This portion of the staff report includes highlights of FY 2021-22 budgetary performance based on 
actual results through December 31, 2021 for the Capital Improvement Program. 

4. Economic Update
An economic update on federal, state, and local trends provides context to the Preliminary Ten-Year 
General Fund Forecast.

5. Preliminary Ten-Year General Fund Forecast
This section discusses significant factors affecting the General Fund’s major revenue sources 
(property taxes, sales taxes, transient occupancy taxes, development-related revenue, and other 
significant revenue sources) and expenditures (in particular, increasing payments for pension and 
retiree health benefits). The Preliminary Ten-Year General Fund Forecast is included as Attachment 
A. 
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6. FY 2022-23 Budget Development
This portion of the staff report details principles and key milestones for developing the FY 2022-23 
Recommended Budget. The City’s Strategic Plan and financial policies and best practices continue 
to guide development of the FY 2022-23 Recommended Budget.

As part of this report, staff seeks City Council direction on the recommended framework for development 
of the FY 2022-23 budget.

ANALYSIS

The City Council has a history of taking intentional, proactive, and strategic steps to ensure the long-term 
fiscal sustainability of Redwood City, including adopting a structurally balanced annual budget, funding long-
term needs, and maintaining a 15 percent General Fund reserve level. Because of the City’s strong reserve 
level, the City has been able to maintain essential services during the pandemic. In addition, the City 
maintained its 15 percent reserve level, which was crucial in case a new emergency or economic crisis 
materialized.

Each fiscal year, the City prepares a preliminary ten-year General Fund forecast as part of the mid-year 
budget update to provide an early indication of projected revenue and expenditure trends. A second ten-
year General Fund forecast is developed each May and is an integral part of the annual budget process as 
the City seeks to establish and implement its priorities in a fiscally sustainable manner. The forecast also 
assists in providing a long-term road map to guide the financial planning of the City as it addresses rising 
pension costs and unfunded liabilities. The City reviews major cost drivers to anticipate and control expenses 
to the maximum extent possible and makes fiscal decisions within the framework of the forecast. The City 
also monitors its revenue sources to identify and plan for trends. Financial planning also takes the form of 
continuous review and refinement of fiscal policies and forecasts, and an understanding of the citywide 
initiatives underway.

All of the sections outlined below reflect efforts underway to maintain the fiscal health of the City, while at 
the same time supporting numerous initiatives to advance the City Council’s Strategic Plan and top priorities.

1. FY 2020-21 YEAR-END BUDGET UPDATE

On October 26, 2020, the City Council held a Public Hearing and adopted the Revised Budget for FY 2020-21. 
The Revised Budget continued the City’s longstanding practices to support the City’s financial health, while 
striving to address critical community needs in light of the COVID-19 pandemic, to advance multi-year City 
Council priorities, and to focus on equity and sustainability.

The Revised Budget used ongoing core operating revenues for ongoing core operating expenditures and, 
after making reductions in each department, was structurally balanced for City operations. It tapped into 
$3.6 million in one-time funds or reserves to fund critical community needs and City Council priorities.

During FY 2020-21, in the face of multiple crises, the City remained faithful to its established fiscal strategies 
while responding to the pandemic through its recover strategy of “Respond, Restore, and Reimagine.” 
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Page 4 of 32

City of Redwood City 1017 Middlefield Road, Redwood City, CA. 94063 Tel: 650-780-7000 www.redwoodcity.org

Specifically, Redwood City:

 Continued, through several emergencies, to fund ongoing services with ongoing revenues and 
limited the allocation of one-time revenues to one-time expenditures;

 Limited the use of reserve funds in response to emergencies so as to maintain the 15 percent 
General Fund reserve level established in City policy;

 Began reimagining what services are provided, how they are provided, and to whom they are 
provided, in order to adapt to a rapidly evolving environment with a focus on service sustainability 
and social equity;

 Launched a Climate Action Plan that includes risk management and long-term forecasting to ensure 
financial as well as environmental benefits, and;

 Leveraged the ten-year forecast not only for financial planning but also to analyze trends over time 
and reinforce a longer view in a time of crisis, to support thoughtful problem solving and strategic 
action.

The City’s independent audit firm, Maze & Associates, has completed review of the City’s FY 2020-21 year-
end financials, and the General Fund has an actual year-end operating balance of $18.6 million. Out of this 
operating balance, only $1.6 million is available to be appropriated in FY 2021-22, as most funds have already 
been designated through prior City Council action. See below for details of the $18.6 million balance.

Designated Use of fund balance exceeding 15% reserve ($18.6 million):

 $7.5 million (from FY 2019-20) set-aside for projected operating deficits
 $6.0 million reserved appropriations for Council Priorities
 $1.1 million accounting adjustment to investment balance (unavailable for operations)
 $1.0 million reserved appropriations for emergency tenant assistance (approved in June 2021)
 $0.7 million direct payment to CalPERS (paid in FY 2021-22)
 $0.7 million reserved appropriations for one-time non-departmental expenditures
 $1.6 million available to be appropriated in FY 2021-22

Staff is currently recommending that the $1.6 million from FY 2020-21 be retained along with the $7.5 million 
from FY 2019-20 to address projected operating budget deficits of FY 2022-23 through FY 2026-27. Staff will 
recommend appropriation of these funds with the FY 2022-23 Recommended Budget; no action is required 
for this recommendation at this time.

2. FY 2021-22 MID-YEAR BUDGET UPDATE – GENERAL FUND

On June 28, 2021, the City Council held a Public Hearing and adopted the Budget for FY 2021-22. The 
Adopted Budget incorporated the City Council endorsed financial and community recovery strategy to help 
the community and City meet the health, economic, and social challenges presented by the COVID-19 
pandemic – nicknamed the “Three R’s” for “Respond, Restore, and Reimagine” – and addressed the City 
Council’s strategic priorities and guiding principles established in the Strategic Plan. The Adopted Budget 
uses ongoing core operating revenues for ongoing core operating expenditures and leverages one-time 
American Rescue Plan Act (ARPA) funds to maintain City services and further the three City Council 
priorities:

http://www.redwoodcity.org/
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 Housing
 Transportation
 Children & Youth

The FY 2021-22 Adopted Budget was developed with the assumption that a slow recovery, which started in 
the latter part of FY 2020-21, would continue, and that revenues (not including one-time grant funds) would 
not recover to pre-pandemic levels until FY 2024-25. In the interim, ARPA grant funds would fill the gap as 
much as possible, replacing the lost revenue.

The table below identifies allocations made during FY 2020-21 to address City Council priorities ($8.0 
million), as well as $8.6 million in the FY 2021-22 Budget (including mid-year budget amendments) and 
anticipated recommendations for FY 2022-23 ($3.6 million), for a total of $20.2 million in one-time 
contributions to fund City Council Priorities.

One-Time Contributions to City Council Priorities

Council Priorities

Previously 
Budgeted  FY 

2020-21
FY 2021-22 

Budget

Anticipated 
Requests in FY 

2022-23 
Recommended 

Budget
Three-

Year Total
Rental Assistance 543,000   543,000

Increased Custodial 
Services 150,000 150,000Respond

Newly Added 
Rental Assistance 1,000,000   1,000,000

Utility Bill 
Forgiveness 750,000 750,000  1,500,000

Restore
Small Business 

Support 450,000    450,000
Analytical Support  850,000 850,000 1,700,000

Reimagine Fire Study and 
Strategic Planning  150,000  150,000
Equity & Inclusion 350,000    350,000

ADA Transition 
Plan  2,000,000 500,000  2,500,000

Equity

Sidewalk Repair  500,000 500,000 1,000,000

Housing
Homelessness 

Initiatives 2,000,000 2,450,000 700,000 5,150,000
Grant Support  165,000 165,000 330,000

Project 
Management  250,000 250,000 500,000Transportation
Safe Routes to 

Schools  20,000 20,000 40,000
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One-Time Contributions to City Council Priorities

Council Priorities

Previously 
Budgeted  FY 

2020-21
FY 2021-22 

Budget

Anticipated 
Requests in FY 

2022-23 
Recommended 

Budget
Three-

Year Total
Child Care 
Assistance  150,000 150,000 300,000Children & 

Youth
Project Read  150,000 150,000 300,000

Climate Action 
Planning  500,000 100,000 100,000 700,000

Vegetation 
Management  150,000 120,000 270,000

Streetlight 
Replacement  715,000 485,000 1,200,000

Sustainability

Energy Efficient 
Building Upgrades  500,000  500,000
Communications 400,000  100,000 500,000
Remote Council 

Meetings  100,000  100,000
Civic 

Engagement
Participatory 

Budgeting  1,000,000  1,000,000

Attachments B-E list major initiatives related to the Equity Workplan and the City Council’s top priorities of 
Housing, Transportation and Children and Youth. Each initiative is color-coded to indicate if it is complete 
(green), in process (yellow) or delayed (red), and items requiring more substantial effort are shown in bold 
text.

Redwood City enjoyed a healthy economy before it was thrust into the COVID-19 recession. The economic 
sectors most negatively affected by the pandemic were transportation, tourism and hospitality. Redwood 
City transient occupancy tax (TOT) revenue from hotel stays dropped precipitously from a high of $8.6 million 
in FY 2018-19, to $6.0 million in FY 2019-20, and to a low of $1.8 million in FY 2020-21. Current estimates 
indicate a slow recovery of this revenue source, with a projection of $2.5 million in FY 2021-22. 

The mid-year outlook is positive, but the City remains in a period of uncertainty driven by the protracted 
pandemic, inflation, continued reductions to business travel, and ongoing instability impacting the retail 
sector. While the pandemic continues to impact the local community and City organization, revenue growth 
has rebounded more quickly than originally anticipated and expenditures for FY 2021-22 are expected to be 
in line with amended budget amounts. However, future operating deficits still loom.

The estimated revenues and expenditures for FY 2021-22, described below, include updated revenue 
projections calculated by each City department, with assistance from the City’s revenue consultants. The 
expenditure amounts include budget amendments that are being proposed on the consent agenda at the 
February 28, 2022 City Council meeting.

http://www.redwoodcity.org/
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Revenue Update

Compared to the Adopted Budget, FY 2021-22 total revenues and transfers-in are expected to be $17.7 
million more than anticipated, totaling $179.2 million instead of the budgeted $161.5 million. This is the 
result of numerous factors, both positive (including a stronger than anticipated pandemic recovery in some 
areas) and negative, summarized in the table below and discussed further in the report.

Summary of Major Revenue Changes from FY 2021-22 Adopted Budget 
Revenue Category Change Since 

June 2021
Percentage Change Since 

June 2021
Reason for Change

Charges for services $8,600,000 47.2% Delayed billing of fire services 
to the City of San Carlos from 
FY 2020-21 has resulted in 
the receipt of two years of 
revenue in FY 2021-22 

Property taxes, 
including downtown 
property taxes

$7,800,000 12.6% Higher than budgeted 
Educational Revenue 
Augmentation Funds (ERAF) 
payments received and 
higher than expected 
property tax in-lieu of vehicle 
license fees

Sales tax $900,000 2.9% Higher than expected district 
sales tax receipts from the 
half-cent cent sales tax 
approved by the voters in 
November 2018 (Measure 
RR)

Other taxes $600,000 7.7% Decrease of $250,000 in TOT 
(hotel tax), offset by an 
increase of $450,000 in 
business license taxes, 
$350,000 in property transfer 
taxes, and $50,000 in 
franchise fees. 

Recreation revenue $400,000 51.0% Higher than expected 
recreation program revenue

Library grant revenue $350,000 222.5% Increase in grants received by 
the library

Utility Users Tax (UUT) $300,000 3.1% Higher than expected 
collection of Utility Users Tax

http://www.redwoodcity.org/
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Revenue Category Change Since 
June 2021

Percentage Change Since 
June 2021

Reason for Change

Transfer-in from GID 
Maintenance District 
No. 1-64

$100,000 20.0% Transfer in to reimburse 
general fund for services 
provided is estimated to be 
slightly higher than originally 
expected

License and permit 
revenue

($750,000) (9.9%) Decreases in building permit 
and cannabis permit revenue 
due to slightly lower than 
expected payment activity 

Interest earnings ($600,000) (33.4%) Lower interest earnings due 
to a decrease in the rate of 
return on investments

TOTAL CHANGE: $17,700,000 11.0%

FY 2021-22 General Fund revenues and transfers in are budgeted at $161.5 million, and are now estimated 
at $179.2 million, resulting in a positive variance of $17.7 million. This variance is primarily attributed to $8.6 
million in higher than budgeted charges for services (due to the delayed billing of fire services to the City of 
San Carlos for FY 2020-21, which results in the receipt of two years of revenue in FY 2021-22), $7.8 million 
more in property tax revenue, $900,000 in higher than expected sales tax revenue, $600,000 in other taxes 
(primarily business license taxes and property transfer taxes), $400,000 in recreation program revenues, 
$350,000 in library grant revenues, $300,000 in increased utility users’ tax, and $100,000 in the transfer in 
from GID Maintenance District No. 1-64, partially offset by decreases in interest earnings of $600,000 and 
license and permit revenue of $750,000,

Property taxes, including downtown property taxes which represent 38.6 percent of General Fund revenue, 
are expected to increase by $7.8 million, or 12.6 percent, as compared to the adopted budget. The increase 
is primarily due to $5.8 million in higher than expected Educational Revenue Augmentation Fund (ERAF) 
payments received and $1.7 million in higher than expected property tax in-lieu of vehicle license fees. These 
revenues are difficult to forecast as they are susceptible to changes in school funding data and the availability 
of state funding to backfill any shortfalls.

Sales tax, which represents 19.2 percent of General Fund revenue, is exceeding budget by $900,000, or 
approximately 2.9 percent. This is due to higher than expected district sales tax receipts from the half-cent 
cent sales tax approved by the voters in November 2018 (Measure RR).

Other taxes are expected to increase by $600,000, or 7.7 percent. This is primarily due to a decrease of 
$250,000 in transient occupancy tax (TOT), offset by an increase of $450,000 in business license taxes and 
an increase of $350,000 in property transfer taxes. The City’s motel/hotels continue to experience extremely 
low occupancy rates since the COVID-19 pandemic began. 

License and permit revenue is expected to decrease by $750,000, or 9.9 percent. Staff is projecting decreases 
in building permit revenues received and cannabis related permits due to slightly lower than expected 
activity for the first six months of FY 2021-22. 

http://www.redwoodcity.org/
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Interest earnings are expected to decrease by $600,000, or 33.4 percent. The City has historically budgeted 
a minimal amount of interest earnings. However, in recent years, due to an increasing cash and investment 
balance and an increase in the rate of return on investments, the City has realized higher interest earnings. 
Therefore, the adopted budget contained $1.6 million in expected interest earnings. Projections have been 
revised downward to an estimated amount of $1.0 million for FY 2021-22. Future budget projections will be 
refined to reflect current market conditions. 

Charges for services are expected to exceed the adopted budget by $8.6 million, or 47.2 percent. This is 
primarily due to the delayed billing of fire services to the City of San Carlos in FY 2020-21, resulting in the 
receipt of two years of revenue in FY 2021-22.

Library grant revenues are expected to increase by $350,000, or 222.5 percent. This is due to higher than 
expected grants being awarded to the library in FY 2021-22.

Recreation revenues are expected to increase by $400,000, or 51.0 percent. This increase is due to the 
expectation that recreation program revenues will be higher than originally forecasted.

Utility users’ tax (UUT) revenue is expected to exceed the adopted budget by $300,000, or 3.1 percent. This 
is a result of higher than expected collections of UUT revenue.

Other revenue categories are projected to meet budget estimates.

Expenditure Update

General Fund expenditures and transfers out are budgeted at $170.8 million, and are now estimated at 
$172.8 million, an increase of $2.0 million. The estimated amounts have been projected using the adopted 
budget amounts plus any proposed mid-year budget amendments. Expenditure projections will be refined 
as year-to-date actual financial data is finalized and will be included in the Ten-Year General Fund Forecast 
presented in June 2022.  

Summary of Expenditure Changes by Department from FY 2021-22 Adopted Budget
Department Change Since 

June 2021
Percentage Change 

Since June 2021
Reason for Change

Fire $2,100,000 5.5% Increased overtime costs, the 
purchase of two sets of 
turnouts for fifteen new hires, 
and increased professional 
services costs 

Human Resources $600,000 27.1% Increased professional service 
costs associated with labor 
negotiations, performance 
evaluations, investigations, 
and classification and 
compensation studies and 
increased salary and benefit 
costs associated with 
additional personnel
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Department Change Since 
June 2021

Percentage Change 
Since June 2021

Reason for Change

Parks, Recreation & 
Community Services

$500,000 2.7% Increased contract labor costs 
that are offset by grant funds

Public Works Services $200,000 12.0% Increased consulting services 
related to the City’s tree 
inventory and increased tree 
cleanup costs related to the 
October 2021 storm

City Attorney $200,000 10.9% Increased legal service costs 
associated with the Housing 
Element review and property 
exchange with the County of 
San Mateo

City Manager $100,000 2.6% Reclassification of contract 
employee to permanent and 
increased legal costs 
associated with a property 
exchange with the County of 
San Mateo

Transfer of UUT 
revenue to CIP Fund

$300,000 3.1% Higher than expected UUT 
revenue resulting in an 
increased transfer to the CIP 
fund

Transfer to Traffic 
Safety Fund

$300,000 13.6% Higher than expected costs in 
the traffic safety fund 
resulting in an increased 
transfer to the Traffic Safety 
Fund

15% reserve 
requirement

($1,800,000) (100.0%) Contribution to reserve 
account eliminated because 
estimated total revenue for 
FY 2022-23 is lower than 
expected, reducing the 
amount required in reserves 

Transfer to Docktown 
Fund

($400,000) (40.0%) Operating loss in Docktown 
Fund is estimated to be lower 
than previously forecast

Transfer to Parking 
Fund

($100,000) (6.5%) Operating loss in Parking 
Fund is estimated to be lower 
than previously forecast

TOTAL CHANGE: $2,000,000 1.2%
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3. FY 2021-22 MID-YEAR BUDGET UPDATE – CAPITAL IMPROVEMENT PROGRAM (CIP) 

The FY 2021-22 adopted budget includes $28.3 million in CIP funding over 47 projects, not including 
administrative unallocated staff costs of $3.0 million. 

Over the first half of the fiscal year, staff has made steady progress on a range of capital improvement 
projects spread out over ten functional areas. 

To provide a more robust picture of the capital projects, as of February 2022, FY 2021-22 CIP expenditures 
across all active projects reached $13.9 million. Active project budgets total $123.1 million over 243 projects. 
Many of these projects occur over a period of several years. 

The graphs below provide a summary of mid-year FY 2021-22 CIP expenditures by functional area. 

http://www.redwoodcity.org/
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In an effort to implement best practices and to streamline the CIP budgeting process and procedures, 
development of a collaborative software system to systematically track and report capital projects was 
implemented for the FY 2021-22 budget, with additional enhancements planned for the FY 2022-23 budget 
process.

CIP Project Milestones

Updates on a few major projects in each category of the CIP are provided below. A comprehensive update 
on the entire CIP will be provided on March 24, 2022, when staff will seek City Council direction on updating 
the Five-Year CIP. The current Five-Year Capital Improvement Program for Fiscal Years 2021-22 to 2025-26 
can be found on the City’s website here.

Facilities

All City Hall security enhancements and facility improvements are now complete. City Hall is now equipped 
with a publicly accessible lobby during normal business hours and a medium security service center on the 
first floor. All divisional areas within City Hall are now protected by physical barriers and access control 
technology, yielding a highly secure environment for all personnel.

The replacement of the heating, ventilation, and air conditioning (HVAC) system at Red Morton Community 
Center is currently still ongoing and approaching the final stages of the project. The project was delayed by 
unforeseen issues that could not be detected during the bid process, which led to change orders that have 
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extended the project, most notably a structural reinforcement to a portion of the facility’s roof is required 
to accommodate the installation of one of the new units.  

Parking

ACE parking took over management of the City garages in January 2021. By leveraging technology and 
adjustments in staffing levels to meet demand, the City’s cost to manage the garages has been reduced by 
nearly 30%. While some of this reduction is due to the on-going pandemic, it is anticipated that a portion of 
the cost reduction will continue through 2022. As parking demand increases, additional staffing adjustments 
will be required to maintain the City’s desired level of service. 

Construction was started on the parking guidance system started in February 2021. On-going 
pandemic restrictions, supply chain disruption for steel, and some logistical issues faced by the contractor 
due to the pandemic have contributed to the construction on the project being delayed several months. 
Installation of all hardware was completed in November 2021. Fine-tuning of the system and integration 
with third parties is still underway and scheduled to be completed in early 2022. 

Parks

The City Council awarded construction bid to Thompson Builders and approved the bond financing for Phase 
I of the Veterans Memorial Senior Center-YMCA Project on May 24, 2021. A groundbreaking ceremony took 
place on July 15, 2021, and construction is underway with the construction duration expected to be 24 
months. 

The City Council accepted the Downtown Parks Site Assessment and Feasibility Study and approved moving 
forward with creating a corridor of parks and open space at three sites: Roselli Garden/Library Parking Lot 
A, a portion of the Main Street/City Hall Parking Lot, and the Bradford/Redwood Creek Trail to link with the 
Bay Trail. On October 9, 2021, the City Council approved an agreement with RRM Design Group to lead the 
extensive public engagement effort, CEQA, and design development for each of the three identified locations 
with the “Library Lot A” as the first focus. The public engagement program is in the final stages of 
development and is expected to be launched in the first quarter of 2022. 
 
The Pirate Ship Imagination Art Space adjacent to the Redwood Shores Library went out to bid for 
construction and, unfortunately, the lowest bid was over 200% of the engineers’ cost estimate for this 
project. The unique site constraints, San Francisco Bay Conservation and Development Commission (BCDC) 
requirements, reconstruction of the artist work, and escalation of construction costs led to the 
recommended rejection of bids and need for a new site analysis for an alternate location.  
 
Redwood City is fortunate to have large mature trees in its parks. Unfortunately, the roots of those mature 
trees can cause damage to existing pathways. Staff is taking a multi-prong approach of shave/patch/replace 
depending on the severity of the issues. Currently, five large sections of pathway at Red Morton Park have 
been replaced. Wellesley Crescent Park will receive accessible ramping at each entrance to the park and 
staff will then repair pathways after that work has been completed. 
 
The Play Equipment Replacement Program administered by the Parks, Recreation and Community Services 
Department is responsible for replacing or adding new amenities to parks. Current projects include added 
shade structures to improve user sun safety at playgrounds and a site study for improved community water 
amenities at the Hoover Pool complex. 
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Sewer

Over two miles of sanitary sewer pipeline was replaced as part of the Collection System Replacement 
Program this fiscal year. Construction began in October 2020 and was accepted by the City Council on 
December 20, 2021. The comprehensive Sanitary Sewer Master Plan is underway with a draft Master Plan 
expected by the end of the fiscal year. 

Approximately 50,000 linear feet of sewer pipelines and 214 sewer manholes have been inspected by close-
circuit television (CCTV) to date with another approximately 60,000 linear feet expected by the end of this 
fiscal year. Over 110,000 linear feet of sewer pipelines are planned to be inspected in fiscal year 2021-22. 

In December 2021, a sewer pump from the Cinema Pump Station will be sent out for repairs. New anodes 
sets were procured and will be installed on both sewer pumps for corrosion protection. At Sewer Pump 
Station 5, repairs are required on pump 2 to extend service life and pumping efficiency. The sets of sacrificial 
anodes for the sewer pumps at the Cinema Pump Station will preserve the economic life. A RFP was issued 
in the fall and consultants selected in December 2021 for the design of the rehabilitations for Sewer Pump 
Stations #8 and #9. The rebuild and replacement of these pumps decrease staff time in responding to station 
alarms and de-ragging of the pumps.

Storm Water

The Bayfront Canal and Atherton Channel Project construction is nearing completion with construction 
anticipated to be complete in February 2022. 

Staff submitted multiple grant applications to the California Office of Emergency Services (CalOES) and the 
Federal Emergency Management Agency (FEMA) to improve reliability and capacity of the City Price Tract 
Storm Water Pump Station. The grants are currently under review by FEMA for possible award in 2022.

On October 7, 2021, City Council authorized acceptance of a $809,925 FEMA Hazard Mitigation grant and 
allocated $269,975 to meet the City’s cost share of the first phase of the Bradford Storm Pump Station 
improvement project. Design is currently underway for this first phase and is anticipated to be completed in 
the summer of 2022 in order to meet the terms for additional federal grant funding and proceed to the 
construction phase. 

Staff obtained grant funding for the design and California Environmental Quality Act (CEQA) analysis of the 
Regional Storm Water Capture Project at Red Morton Park from the California Natural Resources Agency 
(NRA) and the from the US Environmental Protection Agency (EPA) in cooperation with the County of San 
Mateo. The design contract has been awarded and the conceptual design is currently under way.

Technology

The Enterprise Resource Planning (ERP) project continues to progress. Phase 1 of Oracle, Redwood City 
Financials, successfully went live July 1, 2021. Phase 2 of Oracle, Human Resources and Payroll functions 
went live on December 20, 2021 – the first pay period of calendar year 2022. Three of the four remaining 
major functions of Fixed Assets, Cashiering, and Project and Portfolio Management are scheduled to go live 
in the spring of 2022. The fourth and final major outstanding function of recruitment and employee 
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management (evaluations, etc.) is currently being negotiated with NeoGov and will be presented to the City 
Council for approval by summer of 2022. 

Transportation

Progress continues on the City’s ongoing program to improve curb ramps and sidewalk repairs to ensure 
compliance with Americans with Disabilities Act of 1990 (ADA). These improvements will increase pedestrian 
access and safety and since July 2021, 19 curb ramps have been installed. This program is funded from a 
variety of funding sources, including Measure A sales tax, transportation impact fees, and capital outlay 
funds (utility users’ tax). 

Progress also continues on multiple projects on Middlefield Road. Construction of the City’s portion of the 
utility undergrounding project is complete. The utility companies are expected to take another six months 
to move their lines underground and to remove the utility poles. The streetscape project is substantially 
complete and open for use. Remaining work will finish this spring. The City hosted a ribbon-cutting to 
celebrate the project this month. 

Work continues on defining right-of-way needs and funding the Highway 101/84 Interchange Project. Right-
of-way work will continue through 2022. The project is at the 95% design level and efforts have shifted to 
procuring construction funding. Funding efforts include updating available funding sources, amounts, and 
timing of funding availability. Once that is complete, staff will work with the City Council, Transportation 
Authority, and elected officials to apply for and to advocate for the necessary funding. The current project 
cost is $300 million, of which roughly $117 million has been committed to the project from multiple sources. 

The City’s Bicycle and Pedestrian Master Plan and Vision Zero Action Plan is under development and will be 
brought to City Council for approval in mid-2022. While these plans are under development, staff continues 
to advance priority projects including protected bicycle lanes on El Camino Real and the Hopkins Avenue 
Traffic Calming project.

The US-101 Pedestrian Undercrossing Project is substantially complete and open for use. A ribbon-cutting 
was held in November 2021. 

Water

Construction of the 750,000 gallon California Water Tank in the Emerald Hills area is 95% complete and on 
schedule to be fully operational in the first quarter of 2022. 

The City’s FY 2021-2022 Annual Water Pipe Replacement Project on various streets and the Downtown 
Recycled Water Distribution Phase 2C Project are in the design phase with construction slated for the 
summer of 2022. 
 
Staff is working with a design consultant to finalize the seismic improvement designs for the Easter Bowl 
and Glenloch Tanks for the 2022 construction season. Staff began the grant application process with 
CalOES/FEMA to seismically upgrade the Peninsula No. 1 Water Tank in the Redwood Shores Area. 
Climate Adaptation Team (CAT) 

An interdepartmental Climate Adaption Team (CAT) was formed in January 2021 and met quarterly during 
the year. The goal of the Team is to foster internal collaboration and support community engagement on 
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climate action initiatives, including implementing the City’s Climate Action Plan, adopted in 2020, and to 
help develop the new countywide Multi-Jurisdictional Local Hazard Mitigation Plan. These plans include 
strategies to reduce greenhouse gas emissions, reduce solid waste, and address sea level rise and increased 
wildfire risk in the community. Accomplishments in 2021 include: 

1. Coordinating interdepartmentally on Reach Code, solar, electric vehicle charging, and other data 
collection and reporting;

2. Evaluating and expanding building electrification, solar, electric vehicle charging, and mobile 
equipment rebate programs;

3. Providing outreach and support to departments for implementing the City’s Environmentally 
Preferred Purchasing Policy and provisions of SB 1383, California’s Short-Lived Climate Pollutant 
Reduction Strategy;

4. Evaluating a proposed Disposable Foodware Ordinance for the City of Redwood City; and 
5. Collaborating with stakeholders and partner organizations to identify and implement climate action 

programs and projects, including a resolution for participation in Peninsula Clean Energy’s public 
facility solar and storage procurement process with the aim to deploy a solar and battery backup 
microgrid project at Fair Oaks Community Center. 

A City Council Study Session on the City’s Climate Action Plan and sustainability efforts, including 
implementation of the building electrification Reach Codes, the City’s Environmentally Preferred Purchasing 
Policy, Green Infrastructure, solar microgrid and backup power projects, and local hazard mitigation 
planning, was held on November 8, 2021. 

4. ECONOMIC UPDATE

The economic conditions discussed below help inform the Preliminary Ten-Year General Fund Forecast. 

National

The recession induced by the COVID-19 pandemic, which was the largest downturn since the Great 
Depression, was officially the shortest recession on record. The national and state economies began to 
recover strongly in the first six months of calendar year 2021. National economic growth as measured by 
Gross Domestic Product (GDP) grew over 6 percent over the first two quarters of the calendar year. However, 
the results were somewhat weaker than the numbers indicated, as consumer spending rose at its slowest 
rate since the recovery began. 

Several emerging factors could delay or hamper growth. GDP slowed in the third quarter of 2021, to a 
seasonally adjusted annualized increase of 2.3 percent, which is slightly higher than the prior estimate, but 
a significant decline from the 6.7 percent in the prior quarter. Labor force participation has not recovered to 
pre-pandemic levels, with about 80 percent of the number of jobs lost during the pandemic being added 
back so far. Supply chain issues continue to cause disruptions, including in sectors like automobile sales 
which factor in City revenues. Inflation has risen to the highest level in 40 years and the Federal Open Market 
Committee (FOMC) has removed the word “transitory” from statements describing the high inflation rate, 
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suggesting that high inflation could remain. In addition, recent developments with Russia and Ukraine 
suggest a possible conflict at their border, which contributes to continued economic uncertainty. 

However, most economists remain optimistic and believe that by 2023, U.S. and California economic growth 
will be healthy, inflation will return to more normal levels, and supply chain issues will be resolved. During 
the last quarter of the calendar year, stocks enjoyed robust gains, benefitting from strong earnings reports. 
Profits were strong even as supply chain bottlenecks and uncertainty surrounding the pandemic continue. 
The S&P 500 rose steadily from the beginning of the quarter through early November and, although it stalled 
into December as investors digested the news of the Omicron surge in COVID-19 cases, the index ended the 
year trending higher, finishing near all-time highs. When the quarter ended, the S&P 500 Index had increased 
11.0 percent and gained 28.7 percent for the full calendar year.

State

In February 2022, the State of California confirmed an exceptional budget surplus of $20.6 billion. 

The Legislative Analyst’s Office (LAO) of the State of California annually prepares a fiscal outlook related to 
the State’s current budget. Highlights from the November 2021 report were:

 Revenue collections have grown rapidly in recent month, coming in over $10 billion ahead of budget 
expectations so far in FY 2021-22

 Historically, strong economic and revenue growth are, more often than not, followed by more 
growth

 Much of the revenue gains have been in historically more stable revenue streams, such as sales tax 
and income tax withholding

 Despite the ongoing global pandemic and its disparate health and economic impacts on Californians, 
revenues are growing at historic rates and it is estimated that the State will have a $31 billion surplus 
to allocate in FY 2022-23

 Using revenue estimates for FY 2022-23, the balance of the State’s constitutional reserve would 
reach about 10 percent of revenues and transfers by the end of FY 2022-23, and in order to bring 
the balance to the pre-pandemic level of 13 percent, the Legislature would need to make additional, 
discretionary deposits into one of its reserves

 The outlook through FY 2025-26 indicate the State’s budget has capacity for new commitments, 
such as spending increases or tax reductions, with operating surpluses ranging from $3 billion to $8 
billion over the four year period

Local

The local area exhibited signs of a healthy economy before it was thrust into the pandemic recession in 
March 2020. The largest economic sectors affected were transportation, tourism and hospitality. As 
vaccination rates increase and health restrictions ease again, travel, entertainment and retail sectors should 
begin to recover again.

In FY 2020-21, CalTrain total ridership was down 94.4 percent from FY 2019-20, from a total ridership of 
approximately five million in FY 2019-20 to only 276,000 in FY 2020-21. Most recent CalTrain ridership data 
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shows total ridership is up 205.6 percent for the first six months of FY 2021-22, when compared to the first 
six months of FY 2020-21, which was during the peak of the pandemic. San Francisco International Airport 
passenger levels have rebounded to about 46 percent of 2019 levels as of August 2021, with Mineta San 
José International Airport achieving a level of 52 percent when compared to pre-pandemic levels in 2019. 

Redwood City is currently experiencing an increase in transient occupancy tax (TOT) revenue from hotel 
stays. TOT revenues received year-to-date are approximately $1.4 million, compared to $.9 million at the 
same time last year, an increase of over 55 percent. Staff is projecting TOT revenue of $2.5 million in FY 
2021-22, an increase of 37 percent from the $1.8 million received in FY 2020-21. It is anticipated that travel 
will slowly return to the region, but not to pre-pandemic levels as business travel may not return to pre-
pandemic levels as part of a “new normal.”

One of the most discouraging initial economic impacts of the pandemic was unemployment. After falling to 
1.6 percent in December 2019, Redwood City’s unemployment rate abruptly leapt to a high of 8.9 percent 
in April 2020. However, since that time, unemployment slowly decreased down to 4.1 percent in June 2021, 
and has further decreased to 2.5 percent as December 2021, suggesting a local employment recovery is 
underway.

According to the U.S. Bureau of Labor Statistics (BLS), the average annual spending on housing (rent and 
mortgage) in the San Francisco area is over 37.6 percent, compared to the national average of 33.8 percent. 
Of the 22 major metropolitan areas cited in the BLS data, this average annual spending percentage is the 
sixth highest, behind New York, Honolulu, Miami, Los Angeles, and Washington D.C., and tied with Chicago. 
The average home value in Redwood City is nearly $2.0 million, up 18.1 percent from a year ago. The average 
monthly rent for a one-bedroom apartment in Redwood City is currently $2,465, an increase of 17 percent 
compared to the previous year.

http://www.redwoodcity.org/


Page 19 of 32

City of Redwood City 1017 Middlefield Road, Redwood City, CA. 94063 Tel: 650-780-7000 www.redwoodcity.org

The above statistics demonstrate the high cost of living in the Bay Area, and more specifically, Redwood City. 
While the City benefits financially from revenues gained through property taxes and documentary transfer 
taxes, the high cost of living also translates into a more expensive labor market, higher costs for goods and 
services purchased by the City, and a rising demand for investment in community service programs such as 
those designed to prevent displacement and support the unhoused members of our community. 

5. PRELIMINARY TEN-YEAR GENERAL FUND FORECAST

The Preliminary Ten-Year General Fund Forecast (Forecast) is included as Attachment A.

Major factors contributing towards the forecast are detailed below. Staff continues to work closely with the 
City’s revenue consultants on economic recovery factors and is keeping abreast of economic changes. This 
forecast will be refined by staff over the next few months, including an update and analysis of actual 
revenues and expenditures, and the revision will be included with the FY 2022-23 Recommended Budget. 
Recognizing the overwhelming strain associated with vacant positions, the Forecast assumes that positions 
frozen with the current FY 2021-22 budget will be filled on a phased-in approach, with roughly half of the 
frozen positions filled in FY 2022-23 and the other half filled in FY 2023-24. Ultimately, the specific mix of 
positions recommended may change in light of efforts to reimagine services. The Forecast does not include 
any additional funding from the federal government for COVID-19 related impacts, other than the $9.2 
million of American Rescue Plan Act funding received in FY 2021-22 and again in FY 2022-23. City staff is 
currently working with representatives at California Office of Emergency Services to coordinate submissions 
to the Federal Emergency Management Agency for reimbursement of certain expenditures related to the 
City’s response to COVID-19.

The Preliminary Ten-Year General Fund Forecast includes the updated revenue projections and expenditure 
budget increases that are proposed as part of the mid-year budget amendments that are included in this 
staff report, as well as updated revenue and expenditure projections going forward. 

Net Budget Position

Projections for FY 2021-22 indicate a potential operating balance of $6.5 million due to higher than 
anticipated revenues, mainly related to an additional annual payment from the City of San Carlos for fire 
services that were provided in FY 2020-21. The Forecast shows a deficit of $2.5 million in FY 2022-23, prior 
to utilizing $2.5 million of excess reserves (of $9.1 million) that have been specifically set-aside for future 
deficits. FY 2023-24 indicates a deficit of $6.4 million prior to utilizing $6.4 million of the same excess reserves 
that were previously set-aside for future deficits. FY 2024-25 indicates a deficit of $6.2 million prior to 
utilizing what is left of the excess reserves ($200,000), resulting in a projected deficit of $6.0 million. Once 
the $9.1 million in excess reserves is utilized, there are projected deficits in FY 2024-25 through FY 2026-27 
ranging from a low of $1.7 million to a high of $6.0 million. These projected deficits are followed by three 
years of small operating balances, until FY 2030-31, when projected deficits return for the remainder of the 
Forecast. The projected net budget position of the general fund are shown in the chart below.
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Revenue Projections

Similar to the national outlook, Redwood City is still projecting a gradual recovery of revenues comparable 
to the “Nike swoosh” graph. Projected revenues are not expected to return to pre-pandemic levels until FY 
2024-25, approximately five years after the pandemic began. FY 2021-22 and FY 2022-23 include $9.2 million 
in one-time federal ARPA assistance each year, which is being utilized to replace lost revenues.
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Actual estimated revenues, including transfers in from other funds, for FY 2021-22 are outpacing the 
adopted budget revenues by $17.7 million. Revenue projections for FY 2022-23 indicate a reduction of $5.7 
million, which is primarily due to the delayed billing of fire services to the City of San Carlos in FY 2020-21, 
resulting in the receipt of two years of revenue in FY 2021-22. FY 2023-24 indicates a reduction of $6.3 
million as the one-time ARPA grant funds are only received in FY 2021-22 and FY 2022-23. However, 
subsequent years are expected to have revenue growth, but at an abbreviated pace, varying from 2 to 4 
percent annually. The City’s primary revenue sources are property tax (38.6 percent of revenue) and sales 
tax (19.2 percent of revenue). Projections for these and other revenue sources are described below.

Sales tax and transient occupancy tax are the sources of local government revenue considered most 
vulnerable to the economic downturn associated with the COVID-19 pandemic. To a lesser extent, property 
taxes, development-related revenues and business license taxes could be negatively impacted. The City’s 
experience has indicated that transient occupancy tax is the revenue source that is most vulnerable to 
economic downturn as a result of the pandemic.

Taxes

Overall, property taxes are expected to increase by $1.3 million in FY 2021-22 when compared to FY 2020-
21 actual revenues. This is primarily due increased valuations on the secured property tax roll. 

It is expected that in subsequent years the property tax revenue category will have modest growth annually, 
after a slight decline in FY 2022-23, resulting from uncertain ERAF and property tax in-lieu of vehicle license 
fee revenues, which are estimated at tempered levels due to their uncertainty (see definition and discussion 
of ERAF below). Future growth is primarily due to increased assessed valuations on improved properties. 

Typically, it will take approximately 18 to 24 months for new construction or redevelopment to appear on 
the tax rolls. As a result, the City will continue to see increases in downtown property tax revenues for several 
years as these new developments are completed, assessed, and included on the tax rolls.

The residential housing market in Redwood City also remains very desirable. Due to this favorable 
environment, the current median home sales price in the City is over $1.6 million. When a home is sold, 
property tax is calculated on the new assessed value that is based on the sale price. As home values increase 
and properties are sold, property tax revenues also increase.

The City also receives property tax revenue from the State’s Educational Revenue Augmentation Fund 
(ERAF). ERAF is a mechanism enacted in 1992 by the State Legislature to shift local tax revenues from cities, 
counties, and special districts to a State-controlled fund. The State uses this fund to reduce its obligation to 
the schools. The State is now reimbursing local agencies for those prior payments. Budgeted revenue 
estimates assume a conservative $5.5 to $7.5 million will be received in excess ERAF revenue annually, as 
the City has long been advised that these funds will not continue long-term. This revenue is at risk in the 
next few years due to changing school funding formulas. The FY 2021-22 forecasted ERAF revenue is 
expected to be approximately $10.0 million. ERAF projections for FY 2022-23 and beyond are estimated to 
be $5.5 million.
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Projected property tax revenues are included below.

Sales tax revenues account for approximately 19.2 percent of the City’s General Fund budget. The City is 
currently experiencing zero growth in sales tax revenue as a result of the COVID-19 pandemic. While several 
of Redwood City’s larger generators of sales tax have experienced stagnant revenues, all are currently open, 
and are projected to see increases in sales. 

Redwood City sales tax revenue has grown in recent years from the pre-pandemic bustling economy and the 
passage of Measure RR in November 2018, which levied a one-half of one percent sales tax in the City, 
effective on April 1, 2019.

Overall, there is a concern regarding the long-term health of sales tax revenue. Changing consumer 
preferences and purchasing habits affect City sales tax revenues as well. Digital downloads (software, music, 
movies) are not taxable transactions. Prior to the pandemic, younger consumers tended to purchase 
“experiences” (generally not taxable), rather than goods, which had a negative effect on sales tax revenue. 
In addition, digital devices have emerged as the growth engine for all retail sales, which has led to extreme 
price awareness and, most importantly, online purchasing.

Burgeoning trends toward online purchasing impact the City’s sales tax revenue. Goods sold to Redwood 
City customers from out of state retailers generate use tax revenues, which are remitted to the county pool. 
In turn, county pool revenues are then distributed to all jurisdictions within the county. Goods sold at 
physical establishments located in Redwood City generate sales tax revenues, which are remitted directly to 
the City of Redwood City. Ultimately, increasing online sales will reduce local sales tax revenues.

The pandemic has temporarily altered the preferences of consumers from experiences, due to the prior 
closures of those businesses, back to goods sold at local establishments and online. This has helped stabilize 
the City’s sales tax revenue over the past year. The City’s sales tax consultant is meeting with staff on a 
quarterly basis to ensure the City is up-to-date on current sales tax generators, including providing actual 
sales data for each business. 
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Projected sales tax revenue is included below.

Transient Occupancy Tax (TOT) is collected from visitors to Redwood City through a charge on hotel/motel 
accommodations. As a result of the pandemic, occupancy rates for hotels in the San Francisco/San Mateo 
continue to be lower than they were pre-pandemic. Revenue per available room in the Redwood City region 
has increased 5.7 percent, from $52.45 to $55.46 for calendar year 2021, when compared to calendar year 
2020. Occupancy rates for the same period have increased 18.5 percent from 43.9 percent to 52.1 percent, 
while average daily room rates have decreased 10.8 percent, from $119.42 to $106.54. TOT revenues 
received year-to-date are approximately $1.4 million, compared to $.9 million at the same time last year, an 
increase of over 55 percent. Staff is projecting TOT revenue of $2.5 million in FY 2021-22, an increase of 37 
percent from the $1.8 million received in FY 2020-21. Data on projected TOT revenue continues to be limited 
and uncertain at this time. For that reason, the projection for FY 2022-23 includes an increase of $250,000. 

Utility Users’ Tax (UUT) revenue is expected to stay the same in FY 2021-22, when compared to FY 2020-21 
actual revenues. Staff continues to projecting the UUT revenue stream to be stable. As wireless 
telecommunication services become more of a commodity item, service plan rates have become very 
competitive, offering more services at lower rates, which negatively affects UUT revenue. As a result, it is 
prudent to forecast conservatively for future UUT revenue. By City Council policy, UUT revenue has been 
dedicated to capital projects and is not reflected in the chart below depicting major General Fund revenue 
sources. 
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Projected UUT revenue is included below. 

Development Fees

Development-related fees are used to recover the cost of staff and consultant time to process development 
applications. The City Council updated these fees in 2017 and 2018. Current estimates for development fees 
are slightly lower than budget amounts. Staff is projecting a decrease of $.5 million from the original budget 
amount for building permits for FY 2021-22. There has been relative stability of development demand in the 
past five years, and with no clear signs of significant declines in development, staff estimates development 
fee revenues to increase by approximately 19 percent in FY 2022-23, mostly related to future cannabis 
related fees.

However, projecting for a ten-year forecast period will be dependent on upcoming City Council policy 
decisions. The City Council’s creation of a vision for development in the Transit District and in Central 
Redwood City and development of projects considered through the Gatekeeper process will have an impact 
on development fees. Additionally, projections must take into consideration market trends and state of the 
economy. Currently, the forecast projects that development fees will stay relatively flat over the next ten 
years, with only nominal annual increases; these projections will be updated as more is known.

Cannabis

The Cannabis Business Tax ordinance became effective and the assessment of the tax began on January 1, 
2019. The Cannabis Business Tax applies to cannabis business activities: 4.0% of gross receipts for Cannabis 
Retail Business Sales. In late 2020, the City Council approved zoning ordinance and municipal code 
amendments to allow up to six storefront cannabis retailers, projected to generate more than $1.3 million 
annually in tax revenue. In January 2021, the City began accepting applications from interested parties. Staff 
has projected a total of $660,000 in revenues related to cannabis will be collected in FY 2022-23, doubling 
to over $1.3 million annually starting in FY 2023-24.
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Expenditure Projections

Rising employee-related costs, due primarily to escalating payments to fully fund benefits for already 
retired employees, are the most significant contributor to rising expenditures. This section provides 
information about the City’s status and strategy for addressing employee-related costs – particularly those 
associated with funding employee pensions through obligatory payments to the California Public 
Employees’ Retirement System (CalPERS).

Pension Liabilities

As shown below, pension benefits are funded by a combination of employer contributions, employee 
contributions, and investment earnings on those contributions.

Based on data over the past 20 years ending June 30, 2021, for every dollar CalPERS pays in pensions:

 60 cents comes from investment earnings
 29 cents from employer contributions
 11 cents from employee contributions

Essentially, 71 cents out of every public employee pension dollar is funded by CalPERS’ investment 
earnings and employee contributions, with employers making up the difference. For the fiscal year ended 
June 2021, CalPERS paid out nearly $27.4 billion in pension benefits.

When there is a gap between the assets available to fund benefits, and the assets needed to fund benefits, 
the City must make up the difference. Currently, about 17 percent of the City’s General Fund goes towards 
paying for pension benefits.

The City’s most recent actuarial report from CalPERS indicates that the City has an unfunded pension 
liability of $284.5 million as of June 30, 2020, up from $274.3 million a year prior, an increase of 3.7 
percent. Additionally, the City has a retiree health liability of $49.5 million. The City’s total unfunded 
pension and retiree health liability is $334.0 million, up from $323.8 million a year prior, an increase of 
3.2 percent. The City’s overall funded status for its pension plans is 65.0 percent, which is no change from 
the prior fiscal year.
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The City’s unfunded pension liability is primarily related to retired or inactive (employees not currently 
employed by or retired from the City) employees: 52% of the unfunded liability for the miscellaneous plan 
(non-safety employees) is associated with retired or inactive employees, and 71% of the unfunded liability 
for the safety plan (safety employees) is associated with retired or inactive employees.

The City is not unique in facing these pension challenges, and public agencies across the state, including 
school districts and state agencies, are facing increasing pension costs. The City began reforming pension 
benefits in 2011, and statewide pension reform occurred in 2013. Though these efforts provide long-term 
relief, they are not sufficient to fully fund promised benefits.

Unfortunately, no statewide pension reform measures appear to be imminent. As a result, it is up to local 
government agencies to absorb steeply increasing contributions and to implement other strategies that 
will help place their pension plans on sound financial footing.

The City Council has taken a proactive and strategic approach to addressing the City’s pension liabilities. 
The City implemented a second-tier pension formula in 2011 even before the statewide Public Employee 
Pension Reform Act (PEPRA) was enacted in 2013. As these newer formulas only apply to recent hires, 
there has been little immediate impact on the City’s total pension costs. However, such changes will 
reduce future liabilities and costs over the long-term.

The City has also negotiated cost-sharing agreements with each bargaining group to ensure current 
employees pay a greater proportion of pension costs. Employees contribute between 8.0 and 18.0 percent 
of their salary toward their pension benefits, depending on bargaining unit and pension tier. Although 
these cost-sharing agreements represent important commitments by City employees to help pay for their 
pension benefits and assist the City in paying the required annual payments to CalPERS, such 
arrangements do not provide any additional payment toward the City’s unfunded liabilities.

In September 2017, the City Council approved establishing a Section 115 pension trust account with Public 
Agency Retirement Services (PARS) to pre-fund the City’s pension obligations over time. An initial trust 
deposit of $10.5 million was made in January 2018, including $8.8 million from the General Fund and $1.7 
million from other City funds, as some employees are budgeted in other funds, primarily the water and 
wastewater utilities. Subsequent deposits totaling $13.25 million, all from the General Fund, have been 
made through December 2021. As of January 2022, the Section 115 pension trust account was valued at 
approximately $27.8 million.

The Preliminary Ten-Year General Fund Forecast includes General Fund contributions towards the City’s 
pension liability beyond the required annual payment, including additional direct annual payments to 
CalPERS ranging from $250,000 to $5.7 million, and annual contributions of $500,000 to the City’s Section 
115 pension trust account through FY 2022-23. Trust proceeds, including investment earnings, will be 
used in future years to help pay for increased annual pension costs. Increasing the funds invested in the 
trust, and maintaining those funds over a longer timeframe, will provide greater resources to pay the 
City’s pension costs in the future.

Consistent with overall stock market performance in the past year, CalPERS reported an exceptionally high 
investment return of 21.3 percent for the fiscal year ended June 30, 2021. As a result, the higher than 
usual returns triggered the CalPERS Funding Risk Mitigation Policy, which automatically lowered the 
CalPERS assumed rate of return on investments, or “discount rate,” from 7.0 percent to 6.8 percent. When 
CalPERS assumes a lower rate of return on future investments, CalPERS correspondingly calculates a 
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higher cost in employer contributions in order to fully fund pension obligations. In other words, a lower 
discount rate generally means a higher charge to cities from CalPERS. However, in this instance, the 
extremely positive impact of the 21.3 percent investment return exceeds the negative impact of the 
discount rate reduction from 7.0 percent to 6.8 percent. Staff has used the CalPERS pension outlook tool 
to estimate future required contributions, as shown below. These estimated contributions have been 
included in the Preliminary Ten-Year Forecast.

Accelerating payments toward unfunded liabilities allows the City to control future required contribution 
increases, to a certain extent, and to realize interest savings over time, much like making additional 
payments on a home mortgage.

During the FY 2019-20 budget adoption process, the City Council adopted an ambitious pension plan 
funding strategy to make higher additional annual contributions (beyond the budgeted $1.5 million to the 
Section 115 trust account and CalPERS) directly to CalPERS over the next 18 years to accelerate the payoff 
period. This approach is estimated to save the City approximately $38 million in interest payments and 
allow the City to fully fund pensions approximately three years earlier.

The City Council acknowledged that adopting this strategy would be a challenge, given that it would 
require greater contributions, even though the annual budget projections indicate potential deficits for a 
number of the years in the Forecast. Adopting this goal requires an even stronger commitment to 
significant revenue increases and cost reductions.

Even though the City is experiencing negative impacts on operating revenues, the accelerated 18-year 
payoff strategy is still in place. The strategy is revisited annually as annual contribution projections change 
and may be altered in future years. Estimated future contributions, including accelerated payments to pay 
off the unfunded liability early, are shown below.
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In Fiscal Years 2022-23 through 2024-25, the City does not have any estimated additional payments, as 
certain existing amortization bases will be paid off (amortization bases consist of pension plan 
components used to project the City’s annual unfunded liability). The City’s additional payments would 
ramp up again in FY 2025-26 as new bases are created. In the Forecast, minimum additional contributions 
of $250,000 have been estimated, as contingency, for the years in which additional payments are not 
required.

Other Post-employment Benefit (OPEB) Liabilities – Retiree Health

A second category of retirement-related benefits that affect the City’s finances is the City’s retiree health 
program. The City currently provides eligible retirees with reimbursement of their medical insurance 
premiums, subject to their collective bargaining agreement, which includes a maximum reimbursement 
amount.

In 2010, the City established a Section 115 OPEB trust account through the California Employer’s Retiree 
Benefits Trust (CERBT) program to fund retiree health benefits. As of December 31, 2021, there was a 
balance of approximately $63.1 million in the trust account. As of the most recent actuarial report, June 
30, 2019, the City’s unfunded liability for these benefits was $49.5 million.

The Forecast includes anticipated additional General Fund contributions to the CERBT Section 115 OPEB 
trust account of $300,000 annually in order to build resources towards paying off the unfunded retiree 
health liability in future years. 

Industrial Disability Retirements

Public safety employees who are injured on the job and are thus unable to perform essential job duties 
may apply for and receive an industrial disability retirement (IDR). Except for members of the Chief 
Officers’ Association, the City currently reimburses safety employees who retire on an IDR the amount of 
$2,079 per month for health plan premiums, which includes medical coverage for the retiree and their 
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family. The family medical benefit is not offered to safety employees who retire on a service retirement 
related to the years they have worked; those retirees receive health plan premium reimbursement for the 
retiree only. The City must pay 15 percent of payroll for sworn Police employees, and 10 percent of payroll 
for sworn Fire employees, to fund retiree health benefits.

Between 2011 and 2019 (most recent data available), 74 percent of Police Department retirees retired on 
an IDR and 53 percent of Fire Department retirees retired on an IDR. Police IDR rates were 215 percent 
higher than CalPERS actuarial retiree health projections and Fire IDR rates were 126 percent higher than 
CalPERS actuarial retiree health projections.

These high IDR rates greatly affect the City’s unfunded retiree health liability by increasing the City’s costs. 
In the spring of 2019, the City and affected public safety bargaining units began working together on IDR 
Committees in an effort to develop alternative solutions to reduce the City’s retiree health liability as 
related to IDRs.

Workers’ Compensation

In recent years, the City has focused on effective workers’ compensation claim management and return-
to-work programs, as well as enhancing health, safety, and wellness programs for City employees, with a 
specific focus on public safety personnel. These efforts have helped reduce the City’s exposure. The City 
has recently received its most recent actuarial analysis as of February 2022, which indicates an increase 
of approximately 3.9 percent in the liability balance as of June 30, 2022, when compared to June 30, 2021. 

This modest increase in the total liability for FY 2021-22 reflects stabilization in loss trends and a decrease 
in projected exposures (payroll) as compared to prior fiscal years, as well as steps taken by staff to address 
workers’ compensation claims immediately and increase safety awareness citywide.

Docktown Marina

In December 2016, in response to a lawsuit over residential uses at Docktown Marina, the City Council 
approved the Docktown Plan, which assists individuals living at Docktown to find new housing. In February 
2018, the City Council approved a plan to fund these relocation and acquisition costs through a 
combination of FY 2017-18 General Fund operating surplus and short-term loans from the Equipment 
Replacement Fund ($6.0 million) and the Parking District Fund ($1.7 million) to provide sufficient cash 
flow to pay relocation costs. The short-term loans were paid in full in FY 2019-20. To date, approximately 
$15 million has been expended in relocation assistance, and approximately $5 million has been expended 
to administer and defend the Docktown Plan. Staff is currently developing cost projections and will assess 
whether a budget amendment is required during FY 2021-22 to fund any additional costs.

6. FY 2022-23 BUDGET DEVELOPMENT

The consideration and adoption of the City Budget has always been one of the most important actions 
that the City Council takes. The budget determines the services the City provides to the community, the 
staffing of the organization, and sets the amount of funds spent in any given fiscal year.

At the February 28, 2022 City Council meeting, staff will seek input on the proposed framework for 
developing the FY 2022-23 Recommended Budget. The framework includes the following elements:
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1. Adhere to financial best practices and City policies, such as:
a. Use ongoing revenue to fund ongoing expenses
b. Use one-time revenues for one-time expenses and to pay down long-term liabilities
c. Ensure adequate reserves

2. Advance the City’s Strategic Plan and the City Council’s three top priorities of Housing, 
Transportation, and Children and Youth, taking into account input received at the City Council’s 
February 5, 2022 meeting.

3. Continue progress on the City Council-endorsed financial and community recovery strategy of 
“The Three R’s” to help our community and organization meet the health, economic, and social 
challenges presented by the COVID-19 pandemic:

a. Respond to immediate community needs resulting from the COVID-19 pandemic, with 
particular care for vulnerable populations;

b. Restore community cultural, economic and social vitality in partnership with community 
organizations and businesses; and

c. Reimagine public services in light of evolving community needs and limited financial 
resources.

4. Expand on the “Three R’s” pandemic recovery strategy with an emphasis on right-sizing:
a. Right staff: begin with the staffing amendments described in section 2 of this staff report 

and build back by refilling over the next two years all positions held frozen since the 
pandemic started

b. Right services: lean into reimaging service delivery by studying service levels against 
accepted performance standards, leveraging technology, and applying an equity lens

c. Right resources: realign fees with costs and study options for potential new revenue 
streams

Potential revenue enhancement strategies include revisiting fees charged to ensure cost 
recovery, and considering new or expanded taxes. On August 15, 2019, the Finance and 
Audit Sub-Committee (FAC) received a briefing on potential revenue enhancement 
options as part of a budget balancing strategy to address projected budget deficits in the 
City’s budget over the next decade. Four potential revenue enhancement options were 
recommended as top priorities to explore:

 Retail cannabis – approved in late 2020
 Transient occupancy (hotel) tax – visitors are impacted primarily
 Real property transfer tax – real property sellers are impacted primarily
 Business license tax – deferred due to the pandemic

Staff will provide an updated memo to the FAC and will seek direction by fall 2022 on 
studying cost recovery and potential new revenue streams.
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Staff recommends the following timeline for the development of the FY 2022-23 Budget; all dates are 
public meetings of the full City Council and members of the public may participate:

Capital Improvement Program Study Session March 24, 2022
Community Development Block Grant/HOME Annual Action 
  Plan Public Hearing May 9, 2022
Formal Budget Submittal to Council Study Session June 13, 2022
Budget Public Hearing and Adoption June 27, 2022

FISCAL IMPACT 

There is no fiscal impact associated with the recommendations of this staff report. Staff is recommending 
that $1.6 million of operating balance from FY 2020-21 be retained in reserves for projected future 
operating deficits. Staff will recommend appropriation of these funds with the FY 2022-23 Recommended 
Budget; no action is required for this recommendation at this time. Staff time required to develop the FY 
2022-23 budget is provided within current budget appropriations.

ENVIRONMENTAL REVIEW 

This activity is not a project under California Environmental Quality Act (CEQA) as defined in CEQA 
Guidelines, section 15378, because it has no potential for resulting in either a direct or reasonably 
foreseeable indirect physical change in the environment.

PUBLIC NOTICE

Public notification was achieved by posting the agenda, with the agenda items being listed, at least 72 
hours prior to the meeting.

ALTERNATIVES

The City Council could request that staff develop an alternative strategy for developing the FY 2022-23 
budget. The dates provided in this report are recommended by the City Manager and may be changed at 
the City Council’s discretion. 

ATTACHMENTS 

Attachment A – Preliminary Ten-Year General Fund Forecast
Attachment B – Council Priorities Equity Workplan Mid-Year Update
Attachment C – Council Priorities Children and Youth Initiatives Mid-Year Update
Attachment D – Council Priorities Housing Initiatives Mid-Year Update
Attachment E – Council Priorities Transportation Initiatives Mid-Year Update
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