Agenda Report

Fullerton City Council

MEETING DATE: DECEMBER 7, 2021

TO: CITY COUNCIL / SUCCESSOR AGENCY

FROM: STEVE DANLEY, ACTING CITY MANAGER

SUBJECT: FISCAL YEAR 2021-2022 BUDGET ADJUSTMENTS AND

INITIAL ARPA DESIGNATION

SUMMARY

This agenda item is a continuation of City Council efforts to select a budget adjustment
scenario for the current FY 2021-22 General Fund budget and to formalize direction to
initially obligate American Rescue Plan Act (ARPA) monies as revenue replacement for
budgeted government operations.

If City Council cannot reach majority consensus on a budget adjustment option, staff
requests City Council move to formally obligate the use of initial ARPA monies as revenue
replacement to budgeted government operations allowing for the maintenance of at least
a minimum Contingency Reserve level and direct staff to return to City Council within
thirty days to provide direction on the use of a portion (up to $8 million) of the remaining
ARPA funds for non-budgeted projects and programs.

RECOMMENDATION

Staff presents its recommendations in the following two packages. Staff recommends City
Council adopt Package A with a selected budget adjustment scenario (i.e., scenarios 1-
18). If City Council adopts Package A with a selected budget adjustment scenario,
Package B becomes moot.

If City Council cannot achieve majority consensus on Package A, then staff requests that
City Council adopt Package B. This will allow the City to move forward with necessary
budget actions.

Package A lists recommendations presented at the past two City Council meetings:
choose a budget adjustment scenario, affirm the consensus rank of order of City strategic
priorities, authorize the City Manager to pursue specific adjustments pursuant to City
Council direction and rank order of strategic priorities and direct the City Manager to
agendize the remaining ARPA funds for City Council consideration. Staff labeled these
recommendations as Al, A2, A3 and A4.
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Package B provides an option that allows City Council move forward with ARPA fund
designations, until it chooses a budget adjustment scenario, by formally adopting the
initial use of ARPA monies as revenue replacement to budgeted government operations
and designates a portion of the remaining ARPA funds for new, non-budgeted projects
and programs. Staff labeled these recommendations as B1 and B2.

Package A:

Al. City Council choose one of the following budget adjustment directives:

Option

Detail

A. Scenario Status Quo: $3.8 million
Reduction — No ARPA for Revenue
Replacement

Contingency Reserve depleted
by Fiscal Year 2022-23;
Negative General Fund
Balance by Fiscal Year 2023-
24

B. Scenario 1: $3.8 million Reduction and
Initial $19.4 million of ARPA for Revenue
Replacement

Contingency Reserve Level of
~13%

$13.3 million of remaining
ARPA funds to non-budgeted
programs / projects

C. Scenario 2: $3.8 million + Additional 2%
Reduction and Initial $8.7 million of ARPA
for Revenue Replacement

Contingency Reserve Level of
~ 13%+

$24 million of remaining ARPA
funds to non-budgeted
programs / projects

D. Scenario 3: $3.8 million + Additional 5%
Reduction and Initial $2.7 million of ARPA
for Revenue Replacement

Contingency Reserve Level of
~17%+

$31.9 million of remaining
ARPA funds to non-budgeted
programs / projects

E. Scenario 4: $3.8 million Reduction and
Initial $24.1 million of ARPA for Revenue
Replacement

Contingency Reserve Level of
17%

$8.6 million of remaining ARPA
funds to non-budgeted
programs / projects

F. Council Alternate Scenarios 5, 7, 9, 11, 13,
15, or 17

5: $0.0M Vacancy Savings; Addt'l 0.0%; $32.7M ARPA
7: $3.8M Vacancy Savings; Addt'l 1.0%; $13.7M ARPA
9: $3.8M Vacancy Savings; Addt'l 1.5%; $11.0M ARPA

Contingency Reserve Level of
10% minimum

See  Attachment 2  for
remaining ARPA funds to non-
budgeted projects / programs
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11: $3.8M Vacancy Savings; Addt'l 2.5%; $6.9M ARPA
13: $3.8M Vacancy Savings; Addt'l 3.0%; $5.2M ARPA
15: $3.8M Vacancy Savings; Addt'l 3.5%; $3.7M ARPA
17: $3.8M Vacancy Savings; Addt'l 4.0%; $2.7M ARPA

G. Council Alternate Scenarios 6, 8, 10, 12,
14, 16, or 18

6: $0.0M Vacancy Savings; Addt'| 0.0%; $32.7M ARPA
8: $3.8M Vacancy Savings; Addt'| 1.0%; $18.5M ARPA
10: $3.8M Vacancy Savings; Addt’l 1.5%; $15.8M ARPA
12: $3.8M Vacancy Savings; Addt'l 2.5%; $11.9M ARPA
14: $3.8M Vacancy Savings; Addt'l 3.0%; $10.2M ARPA
16: $3.8M Vacancy Savings; Addt'l 3.5%; $8.5M ARPA
18: $3.8M Vacancy Savings; Addt'l 4.0%; $7.4M ARPA

Contingency Reserve Level of
17% minimum

See  Attachment 2  for
remaining ARPA funds to non-
budgeted projects / programs

H. Other

A2. Affirm consensus rank order of Strategic Priorities (i.e.,

Public Safety,

Infrastructure, Community and Economic Development, Workforce, Parks and

Recreation, Library, Arts, Other).

A3:. Authorize City Manager to develop and recommend specific budget adjustments

pursuant to City Council direction and rank order of Strategic Priorities and return
to City Council for approval.

A4: Direct City Manager to agendize an item to receive City Council direction on the
use of remaining ARPA monies not obligated for Revenue Replacement within
allowable US Treasury categories.

OR

Package B:

B1. Approve the initial use of ARPA monies as revenue replacement for budgeted
government operations thereby allowing for the maintenance of at least a minimum
ten percent Contingency Reserve level at fiscal year-end for the next five fiscal
years.

B2. Direct staff to return to City Council within thirty days for City Council to allocate a

portion (up to $8 million) of the remaining ARPA funds for non-budgeted
projects/programs.

BUDGET POLICY PRIORITY STATEMENT
This item matches the following Budget Policy Priority Statements:

Fiscal and Organizational Stability
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e Public Safety

e Infrastructure and City Assets.

FISCAL IMPACT
City Council action items may result in revisions to the FY 2021-22 budget.

DISCUSSION

At the August 17, 2021 and September 14, 2021 study sessions (Study Session No. 1
and No. 2), staff presented potential adjustment scenarios to the Fiscal Year 2021-22
General Fund budget.

At the conclusion of Study Session No. 2, City Council directed staff to agendize an item
for the October 5, 2021 City Council meeting to provide formal direction with respect to
the following areas: selection of a budget adjustment option, initial allocation of ARPA for
Revenue Replacement for government operations and a desired contingency reserve
level to maintain.

City Council also provided consensus direction as to the order of its strategic priorities at
Study Session No. 2:

1. Public Safety

Infrastructure

Community and Economic Development
Workforce: employee attraction and retention
Parks and Recreation

Library

Arts

Other.

City Council did not reach consensus at its October 5, 2021 meeting on the selection of
a budget adjustment option. Staff re-agendized the discussion on October 19, 2021 and
November 2, 2021. City Council did not come to consensus during those meetings.

© N o bk~ WD

Staff recommends City Council adopt Recommendation Package A. If City Council
cannot reach majority consensus on Package A, staff requests City Council adopt
Package B to allow for a partial implementation of necessary budget actions.

Package A - Budget Adjustment Scenarios

The following table provides a high-level summary of the initial budget adjustment
scenarios (Scenario Status Quo and Scenarios 1 through 4) presented to City Council.
Each scenario demonstrates the amount of initial ARPA needed first for Revenue
Replacement to support government operations and then the amount of ARPA monies
remaining for designation by City Council for non-budgeted projects or programs. The
table also shows the resulting contingency reserve level for each scenario.
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From 100521 Presentation — Slide 4

ARPA = Revenus

Scanario Raplacament #EP# - Nm; Budgeted Impact tol:onL::.gI«n:v Ressrve
Gow"t Clplrltions] ey { Programs =

53.BM Vacancy Savings wio Use of ARPA: Status Cuo %0 $327h Reserves depleted by FY 22-23;

(Mo Addt’l Cuts; Mo ARPA for Gow't Dperations) 327 Megative Fund Balance FY 23-24

Scenans 1

§3. BM Vacancy Savings & ARFA for Revenue $15.4M 513.3M -13%
Replacement {Mo &dde’l Cuts)

Scenanie 2

53. BEM Vacancy Zavings = Adde’] 2% & ARFA for £8.7M £24.0M ~ 13%+

Eevenue Replacement

Scenano 3:

3. 8M Vacancy Savings « Addt 5% & ARPA for sz, 7 * $30,0M - 17k
Rewvenus Replacemsent

Scenans &

£3.BM Vacancy Savings & ARPA for Revenue $24.1M $4.6M - 17%

Replacement at 17% Reserves (Mo Adde] Cuts)

* - § 700,000 for Revenue Replacement and -$ 2 M for unforesesn COVID-19 Expenditures and ARF A administration.

Scenario Status Quo

This scenario presents the adjusted General Fund Forecast with the adopted $3.8M of
vacancy savings. This scenario does not utilize ARPA for Revenue Replacement to
support budgeted governmental operations, resulting in contingency reserves likely
depleted by Fiscal Year 2022-23, followed by a negative General Fund balance in FY
2023-24.

Scenario 1

This scenario adds to the Status Quo scenario by initially using ARPA monies for
Revenue Replacement to support budgeted government operations. With approximately
$19.4M of ARPA initially used to support budgeted operation under the US Treasury
Revenue Replacement provision, this option maintains General Fund contingency
reserve levels of approximately 13% and approximately $13.3M of ARPA would remain
for City Council to designate towards non-budgeted projects or programs.

Scenario 2

This scenario includes an additional 2% reduction to General Fund expenditures above
the $3.8M vacancy savings and then applies ARPA for Revenue Replacement to support
budgeted government operations. With approximately $8.7M of ARPA initially used to
support budgeted operation under the US Treasury Revenue Replacement provision, this
option would maintain General Fund contingency reserve levels of 13%+ and
approximately $24.0M of ARPA would remain for City Council to designate towards non-
budgeted projects or programs.
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Scenario 3

This scenario includes an additional 5% reduction to General Fund expenditures above
the $3.8M vacancy savings and then applies $2.7M of ARPA monies to support COVID-
19 related costs and ARPA administration. This option would maintain General Fund
contingency reserve levels of 17%+ and approximately $30.0M of ARPA would remain
for City Council to designate towards non-budgeted projects or programs.

Scenario 4

Staff developed this scenario with the goal of maintaining a 17% contingency reserve
level. The scenario initially allocates ARPA monies for Revenue Replacement to support
budgeted government operations. With approximately $24.1M of ARPA initially used to
support budgeted operation under the US Treasury Revenue Replacement provision, this
option maintains a General Fund contingency reserve level of 17% and approximately
$8.6M of ARPA would remain for City Council to designate towards non-budgeted
projects or programs.

Other Scenarios

During the October 5, 2021 City Council meeting, City Council members proposed and
deliberated on several alternative scenarios. Staff has provided a summary of the
alternate scenarios discussed at contingency reserve levels of ~10% and ~17%. The
following tables summarize these alternate scenarios and in Attachment 2 “Summary of
Scenarios and Alternative Scenarios.”
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Alternate Scenarios at ~10% Contingency Reserves:

ARPA - Revenue ARPA - Non-
Replacement Budgeted

(Gov't Operations) | Projects/ Programs | Impact on Contingency Reserve
Scenario (millions) (millions) Level
Alternate Scenario 5:
$0.0M Vacancy Savings + Addt’l 0.0% & ARPA for FY25-26 Contingency Reserve
Revenue Replacement at 10% Reserves $32.7 $0.0 <10%
Alternate Scenario 7:
$3.8M Vacancy Savings + Addt’l 1.0% & ARPA for
Revenue Replacement at 10% Reserves $13.7 $19.0 ~13%+
Alternate Scenario 9:
$3.8M Vacancy Savings + Addt’l 1.5% & ARPA for
Revenue Replacement at 10% Reserves $11.0 $21.7 ~13%+
Alternate Scenario 11:
$3.8M Vacancy Savings + Addt’l 2.5% & ARPA for
Revenue Replacement at 10% Reserves $6.9 $25.8 ~14%+
Alternate Scenario 13:
$3.8M Vacancy Savings + Addt’l 3.0% & ARPA for
Revenue Replacement at 10% Reserves $5.2 $27.5 ~14%+
Alternate Scenario 15:
$3.8M Vacancy Savings + Addt’l 3.5% & ARPA for
Revenue Replacement at 10% Reserves $3.7 $29.0 ~14%+
Alternate Scenario 17:
$3.8M Vacancy Savings + Addt’l 4.0% & ARPA for
Revenue Replacement at 10% Reserves $2.7* $30.0 ~14%+

* ~§700,000 for Revenue Replacement and ~$2M for unforeseen COVID-19 Expenditures and ARPA administration.
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Alternate Scenarios at ~17% Contingency Reserves:

ARPA - Revenue ARPA - Non-
Replacement Budgeted

(Gov't Operations) | Projects/ Programs | Impact on Contingency Reserve
Scenario (millions) (millions) Level
Alternate Scenario 6:
$0.0M Vacancy Savings + Addt’l 0.0% & ARPA for FY25-26 Contingency Reserve
Revenue Replacement at 17% Reserves $32.7 $0.0 <10%
Alternate Scenario 8:
$3.8M Vacancy Savings + Addt’l 1.0% & ARPA for
Revenue Replacement at 17% Reserves $18.5 $14.2 ~17%+
Alternate Scenario 10:
$3.8M Vacancy Savings + Addt’l 1.5% & ARPA for
Revenue Replacement at 17% Reserves $15.8 $16.9 ~17%+
Alternate Scenario 12:
$3.8M Vacancy Savings + Addt’l 2.5% & ARPA for
Revenue Replacement at 17% Reserves $11.9 $20.8 ~17%+
Alternate Scenario 14:
$3.8M Vacancy Savings + Addt’l 3.0% & ARPA for
Revenue Replacement at 17% Reserves $10.2 $22.5 ~18%+
Alternate Scenario 16:
$3.8M Vacancy Savings + Addt’l 3.5% & ARPA for
Revenue Replacement at 17% Reserves $8.5 $24.2 ~18%+
Alternate Scenario 18:
$3.8M Vacancy Savings + Addt’l 4.0% & ARPA for
Revenue Replacement at 17% Reserves $7.4 $25.3 ~18%+

* ~§700,000 for Revenue Replacement and ~$2M for unforeseen COVID-19 Expenditures and ARPA administration.
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Budget Adjustment Impacts

The following chart presents a summary of fiscal and service level impacts for the
original Scenarios 1 through 3 provided at earlier study sessions.

Scenario Firuncial bnpacts Service bnpacts
Status qua par adapted budget = Cantinuation of corment reduced sardos levals with =37 poetans hedd vacant
Srenario 1 + Do notachieye structural balancimg but provides free 5 MEremizes bargaining groupempacts
2.0M waads 1o dantify raveriss source oF additeanal affl cerclus
Wacancy *  Rasults In~a3% contirgancy rserve L
Savirgs +  Provides —s133M of $32. 70 ARPA funds for new projects;

ramasndar for Raveris Faplasament

Pravedas ~23%+ contingency reserve lavel = =51 pasitionraduct ions ressits bn slgeeficant nogative impactan City sardos kevals
Srenario 30 +  Addresses stroctural deficit by FY 2025-26 *  MOANInion negotiatiors will reguire increased tmeframe for implementation
+3.8M = *  Provedesuse of ~524.0M af §337M ARPA for rew progects;  * Skgnificant putiliclusiness complalnts with little abdity to address mosss
Adotl % rarmasndar for Raveras Raplacamsnt = Usinterdodiorkrawn multipher consequances of shutting dewn parts of arganizatian
Cuts +  Provides grester svailabdSty of funds for cre-time pay 5 Precpitate potential staffexodus
LR

+  Provides sobstantial contmgencyresere bayely gver tme; § -7z position rechcticre resgits i extremeld ek tating impact to all Oty depart mentsg
A3FR-A7 assantially vahala delsl crcstoarvecas willl b oot In sevarad araac

Soenario +  Address stnactural defict by FY acaz-23 5 Intense MOAMeson negotiaticrs withsgnificant delsys in snplementaticn
23.8M = +  Providesuss af neary all ARPA, (-330.0M) for mew progects ¢ Preopitate patential staffesodos
addit] g% »  allows graater abdbty to provide ana-tena andlar possible + Lange uentendadonknawn mltioliar corseguencas af shatting down large swaths of Cty

Cuts baze-building payncressss gavernment; may nat recover and recoen S0mes senices CRCE gone
Fotertial ks of busressesrasldents due ta oot Impact

Attachment 2 “Summary of Scenarios and Alternate Scenarios” also provides all other
budget reduction scenarios requested by City Council.

During previous City Council discussions on budget adjustment scenarios, at least one
Councilmember stated that he would like to see which specific position classifications
would be recommended for inclusion in both a 1% budget cut list as well as the $3.8M
vacancy savings list. This information is provided as Attachment 4. All positions
recommended for defunding / deletion on each list are vacant (with the exception of one
position filled by a non-regular employee). Of course, the implementation of any actual
cuts would be based on City Council review and direction and be voted on at a future City
Council meeting.

The 1% proposed cut list is made up of both non-position operational expense cuts as
well as seven position cuts. It is important to note that there are no easy or good choices
on this list. Staff made these recommendations in consideration of City Council’s strategic
priorities, discussion with executive staff and selecting positions with sufficient savings to
achieve a 1% ($1.2M) budget reduction. There is simply no way to reach the 1% cut
amount without defunding / deleting some of the more expensive safety positions, unless
the City chooses to make deeper (more position) cuts in critical positions in non-safety
departments, essentially discontinuing public services in these areas.
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Staff requests that City Council select a budget reduction scenario and affirm the initial
use of ARPA monies for Revenue Replacement. Staff will propose any resulting position
reductions and service level impacts taking into consideration the rank ordering of City
Council priorities. If City Council cannot reach consensus, staff requests that City Council
approve Package B.

ARPA Update

As previously discussed, the City of Fullerton’s ARPA allocation totals $32.7 million. The
City received half ($16.35M) in May 2021 and anticipates receiving the other half in May
2022. Two categories of ARPA expenses are eligible for funding: (1) to reimburse direct
and indirect costs associated with responding to the COVID pandemic and (2) to replace
revenue lost due to the pandemic (e.g., property tax, sales tax, hotel tax). This “revenue
replacement” category allows the public entity wide discretion in how it chooses to use
ARPA monies, with few restrictions (e.g., public entities may not use ARPA for deposits
into employee pension funds, direct replenishment of financial reserves, outstanding
debts, settlements / judgments / consent decrees, federal matching requirements).

ARPA requires public entities to utilize a formal calculation to determine revenue loss by
each jurisdiction due to COVID-19. The formula is not static and the City must
consistently update it as it receives actual revenues. Atthe August 17, 2021Budget Study
Session No. 1, the City’s first revenue loss calculation, reviewed by the external financial
statement auditors, indicated that the methodology met US Treasury guidelines and that
based on known information at that time, the City could substantiate its entire $32.7 million
allocation under the Revenue Replacement category. This meant that the City had wide
discretion on where to spend its entire $32.7 million allocation.

Recent actual sales tax revenue numbers now show the City will receive $1.6 million more
than anticipated to end FY 2020-21. In addition, the City’s sales tax consultant (Q2 2021
meeting) projects sales tax revenues to increase by $2.5 million above budgeted amounts
for sales tax in FY 2021-22. This is obviously good news. However, for the ARPA
revenue replacement calculation perspective, it also means that the City “revenue
replacement” calculation will change from $32.7M to somewhere between $23.7M -
$26.9M. This means the City can now only spend between $6M to $9M on direct and
indirect costs associated with responding to the COVID-19 pandemic under allowable
Treasury expense categories. The revenue replacement calculation may continue to
change as actual revenues become known.

City Council has recently allocated up to $1.3 million of ARPA funds to the Navigation
Center for homeless beds for Fullerton residents and $150,000 to the Fullerton Museum
Association, making the available ARPA revenue balance available to allocate now
$31.25 million ($32.7M minus $1.3M minus $150,000).

Potential ARPA Projects / Programs List (Attachment 3):

At the August 17, 2021 Budget Study Session No. 1, staff provided an ARPA Projects &
Programs attachment as supplemental material. This attachment included ARPA funding
requests developed by City departments for City Council consideration. The ARPA
Projects & Programs attachment provided with this agenda report provides an “Updated
Project List” of funding requests and also factors in City Council’s ARPA appropriations
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to the Navigation Center and Museum. The updated attachment includes both projects
and programs eligible under allowable US Treasury expenditure categories and projects-
programs eligible under Revenue Replacement.

Staff has made all budget reports and attachments available on the City’s website under
City Council Meetings for the respective City Council agenda dates:

Study Session No. 1: August 17, 2021

Study Session No. 2: September 14, 2021

Budget Adjustments and ARPA Designation: October 5, 2021
Budget Adjustments and ARPA Designation: October 19, 2021
Budget Adjustments and ARPA Designation: November 2, 2021
Budget Adjustments and ARPA Designation: December 7, 2021

Attachments:

Attachment 1 - 110221 Presentation
Attachment 2 - Summary of Scenarios and Alternate Scenarios
Attachment 3 - Updated ARPA Projects & Programs List

Attachment 4 —Positions and Proposed 1% Budget Reductions



