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RECOMMENDATION:
Staff recommends that the City Council accept the Fiscal Year 2018 - 2019 and Fiscal Year 2019
- 2020 Mid-Cycle Budget Report and adopt resolution amending the subject budgets as depicted
in Exhibit A to the resolution.

BACKGROUND:
On June 12, 2018, the City Council adopted a two-year Operating and Capital budget for Fiscal

Year 2018-2019 and Fiscal Year 2019 - 2020. The adopted budget for Fiscal Year 2018 - 2019
totaled $83.6 million for all funds and $38.1 million for the General Fund (including capital).
Since that time, one budget adjustment in the amount of $400,000 was been adopted to rollforward capital funds to complete the Multimodal Comprehensive Station Area Access Plan with
$300,000 to be reimbursed by project partners. The adopted budget for Fiscal Year 2019 - 2020
totaled $85.2 million for all funds and $38.8 million for the General Fund (including capital).
This report provides a status update on estimated revenues and expenses for Fiscal Year 2018 2019 (July 1, 2018 - June 30, 2019) and updates revenue forecasts and expense estimates for

Fiscal Year 2020 (July 1, 2019 through June 30, 2020).
Estimates for Fiscal Year 2018 - 2019 are based on actual revenues received and expenses posted
as of a point in time (May 31, 2019). Some revenues (such as sales tax and Transient Occupancy
Tax [TOT]) come in after they are earned and some expenses (such as utilities) are paid after
they occur. A "close" of the City's books occurs at the end of the fiscal year. As this report
occurs close to the end of the fiscal year, it is anticipated that fluctuations are normalized.
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If the event that a department has insufficient appropriations, the City's budget resolution
authorizes the City Manager to transfer budget appropriations within a fund. This provides the
flexibility to reassign programs between departments and take on small unanticipated or
emergency projects.
ANALYSIS:
Budget Philosophy, Definitions, and Guiding Principles

Staff uses the following philosophies and definitions to guide the budget process:
Operating Budget: The operating budget includes ongoing expenses that are anticipated to
occur each year if operations remain the same and current programs are maintained at the
same level.

• Special and Capital Projects: Special' and capital projects are typically one-time expenses that
only occur periodically. In some cases, capital projects (such as street rehabilitation projects)
recur annually but the specific project changes. These projects are typically funded from
available fund balance and special revenue where available.
Balanced budget: For the purposes of the biannual budget process, a balanced budget is a
budget for which operating revenues exceed or match operating expenses.

While the Fiscal Year 2016 - 2017 and Fiscal Year 2017-2018 final budgets included an
operating deficit, for Fiscal Year 2018-2019 budget, staff focused on balancing the budget
meaning that operating revenues were the same as operating expenses. For Fiscal Year 2019
- 2020, the budget adopted in June 2018 included a transfer from uncommitted fund balance
to fund an operating deficit. Staff remained focused on closing this deficit and is presenting
an update to the Fiscal Year 2019 - 2020 budget with no operating deficit.
There are sufficient general fund reserves to support the City in the event of an emergency
and to support the recommended capital program over the next year.
• Enterprise finance activities are planned through Financial Plans typically in conjunction
with rate studies.

Capital and Special Project^

The City's budget reserve policy sets aside 15% of general fund operating expenses to be
used in limited circumstances such as providing stability in economic downturns or recession
or to be used for unforeseen major events or disasters. In addition to the City's reserve
policy, the City has committed $2.88 million to fund an affordable housing project through a
development agreement. At the time of adoption of the 2-year budget, the fund balance that
was not committed to emergency reserves and the development agreement (approximately
$14 Million) was assigned to fund capital and special projects.
Capital and special projects are budgeted on a zero budget basis. This means that funds are
not earmarked and rolled forward from year to year unless they are committed through a
contract or purchase order (encumbrance). Instead, departments report the amount of
funding needed for each fiscal year to complete activities that have not been initiated or
completed. Staff will return at a later date with proposed updates to the capital program and
recommendations for funding projects in Fiscal Year 2019 - 2020 in addition to those
approved with the two-year budget approved in June 2019.
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Analysis of Current Fiscal Year and Budget for Next Fiscal Year

For all funds not outlined below, revenue and expenses are within expectations for this time of
year (based on May 31, 2019) and anticipated to end the year within adopted budget.
General Fund

General Fund Revenues Fiscal Year 2018-2019

As noted at the mid-year update, the City's primary General Fund revenues including property
tax, sales tax, and TOT are projected to meet (and in some eases exceed) budget estimates. As of
May 31, 2019, the City has received 94% of revenues anticipated for Fiscal Year 2018-2019
even though significant revenues such as Transient Occupancy Tax (TOT) and some property tax
are received later. If revenues are greater than anticipated, funds can be included in future
capital programming or as otherwise directed by Council. Following are highlights for the City's
primary general fund revenues:
Property Tax: Property taxes are anticipated to exceed budget estimates by $1,000,000. This
change in forecast is primarily based on the following:
o Updated secured and unsecured property tax estimates from the San Mateo County
Assessor's Office: $250,000

o Correction to anticipated pass-through of Redevelopment Property Tax Trust Fund
(RPTTF) based on updated forecast: $500,000
o Change in cash flow timelines for excess Education Revenue Augmentation Fund
resulting in additional funds received in Fiscal Year 2019: $300,000
• Sales Tax: While sales tax was initially projected to increase for Fiscal Year 2018 - 2019, no
adjustments have been made to the sales tax forecast due to the loss of a large retailer (OSH
Hardware) this year.
TOT:
o For the seven (7) traditional hotels operating in the City, the City has received 85% of
estimated TOT as of May 31, 2019. TOT is paid after the close of each month and,
therefore, is still outstanding for May and June. At this time, it is anticipated that TOT
will also exceed budgeted projections.
o In 2018, the City adopted an ordinance permitting Short Term Residential Rentals
(STRR). Operators of short term rentals are required to pay TOT similar to other hotels.
As of May 31, 2018; over $90,000 has been collected in TOT from STRR operators.
This amount includes taxes for the past three years as well as penalties and interest.
Building and Planning Permits and Fees: Building and Planning Permits and Fees are
performing above expectations. Some of these fees are "pass through" and have a
corresponding expense while others will further offset the actual costs of staff time to process
permits and planning actions. A fee schedule to update fees to better reflect actual costs is in
progress and anticipated to be brought to Council in the fall.
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General Fund Expenses Fiscal Year 2018-2019:

As of May 31, 2019; as a result of ongoing prudent management of financial resources,
identifying efficiencies while executing on significant programs, most of the City's General
Fund operating departments have maintained operating expenses (excluding transfers, debt
service, and capital or special projects) at budget targets. Due to unanticipated projects or
programs especially related to improvements in Downtown Millbrae and Millbrae parks
including the downtown lighting program, the Gazebo move, the Community Garden, and skate
park improvements; some departments may exceed the department's budget allocation. As other
departments have anticipated salary and other contract savings, staff recommends that transfers
are made within the General Fund pursuant to the authorization in the annual budget resolution.
For those departments that are anticipated to exceed the annual budget, there are anticipated
savings in other departments so that no overall increase in general fund budget is required.
General Fund Revenues Fiscal Year Fiscal Year 2019 - 2020

As a result of the changes to actual revenues described above, staff recommends the following
adjustments to the revenue forecast for Fiscal Year 2019 - 2020:

Property Tax: Increase revenue forecast from $787,033 from $11,615,000 to $12,402,033
Sales Tax: Based on estimates from the City's sales tax consultant, staff recommends
decreasing this revenue forecast by $53,203 from $3,184,797 to $3,238,000 due to loss of
OSH and the potential loss another retailer.
TOT: Based on the trend for the current year as well as considering prior year collections
which have fluctuated, staff recommends holding this revenue forecast at $8,300,000 for
Fiscal Year 2019-2020.

Cost Allocation Plan (CAP): During Fiscal Year 2018 - 2019, staff initiated work with
Matrix Consulting on a CAP. A CAP identifies costs of services provided by general fund
departments such a City Manager, Human Resources, Finance, and Facilities to other funds
such as enterprise funds. Funds are currently transferred from enterprise funds to the general
fund to cover a portion of administrative costs but the actual costs had not been studied or
updated recently. This CAP is also an important predecessor to the master fee study which is
ongoing. As a result of the CAP, the consultant has identified that cost of overhead services
provided by the General Fund to other funds are significantly higher than the current transfer
amount. In order to avoid impact to ratepayers, staff recommends that the transfer is
established at half of the amount recommended by the consultant and that this amount is
further evaluated for future years. In addition staff recommends adding a transfer from funds
that don't currently include an CAP transfer: Integrated Waste Management, Worker's
Compensation, General Liability, and Unemployment. The result of this change is an
increase in General Fund revenue of $511,913.

Building and Planning Permits and Fees: Building and Planning Permits and Fees are
performing above expectations. Some of these fees are "pass through" and have a
corresponding expense while others will further offset the actual costs of staff time to process
permits and planning actions. As noted previously, a master fee study and proposed fee
schedule to better reflect actual costs of providing services is in progress and anticipated to
be brought to Council in the fall.
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• Include a transfer of $163,389 from the City's Other Post Employment Benefit (OPEB) trust
fund. The City's most recent actuarial report proposed a transfer of $195,000 but a lesser
amount is sufficient to balance the City's operating budget preserving this funding for future
years.

General Fund Expenses Fiscal Year 2019 - 2020:

Due to updated forecasts especially related to allocation of pension and Other Post Employment
Benefit (OPEB or Retiree Healthcare) costs, general fund expenses are anticipated to decrease
from the forecasts presented at the time of the 2-year budget adoption. Other than these
forecasts, staff anticipates limited changes in expenses from the adopted budget for Fiscal Year
2019 - 2020.
General Fund Proposed Budget Changes Fiscal Year 2018 -2019 and 2019 - 2020:

The attached resolution summarizes the proposed budget changes to revenue and expense
appropriations for Fiscal Year 2020.
Other General Fund Subsidized Funds (Recreation, Field License Agreement, Storm
Drain):
Recreation Fund:

While the year is not complete, through robust advertising and simplification of the registration
process, especially the online process, the Recreation Department has achieved 100% of
forecasted revenue as of May 31, 2019 and is, therefore, expected to exceed revenue projections
for Fiscal Year 2018-2019.
Even though Recreation Fund Revenues are forecasted to meet or exceed projections for
Fiscal Year 2018 - 2019, the Recreation Fund continues to suffer and experience revenue
losses especially in facility rentals and contract classes since the Community Center Fire
when compared to revenues before the fire. The remaining city facilities are simply not
adequate to meet the community need. Staff is continuing to negotiate with our insurance
carrier the final amount to be paid to the City for this loss of business use.
• The "period of loss" during which the City's insurance carrier will pay for extra expenses
associated with the community center fire and the loss of revenue will end in July 2019. As a
result new funding will be needed in Fiscal Year 2019 - 2020 to lease facilities from the
school district as the City will no longer be reimbursed by its insurance carrier. Currently the
school district charges over $40,000 for use of school facilities for the summer camp
programs.

In addition to adding programming in the Interim Community Center, recreation staff has
remained focused on building on existing and new programs such as youth and adult sports.
In particular, the youth sports and contract class programs are far outperforming budgetary
expectations.
Due to the need for significant department budget reductions to balance the Fiscal Year 2018
-2019 operating budget, staff worked with the Mid-Peninsula Boys and Girls Club to reduce

their agreement cost from $200,000 per year to $88,000 for Fiscal Year 2018 - 2019 and is
negotiating a new agreement for Fiscal Year 2019 - 2020.
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Field License Agreement:

Due to an accounting change in Fiscal Year 2017 - 2018, staff recommends a one-time transfer
to the Field License Agreement Fund of $185,000 for Fiscal Year 2018 - 2019 to eliininate a
deficit fund balance.

For Fiscal Year 2019 - 2020, an increase in operating transfer of $48,255 from $379,368 to
$427,623 is recommended due to increases in salary and benefit costs and changes in allocation
of post-employment benefit costs.
Storm Drain:

For Fiscal Year 2018 - 2019, no operating transfer was made to the storm drain fund due to cash
available in fund balance to fund operations. For Fiscal Year 2019 - 2020, an increase in
operating transfer of $127,827 from $400,000 in the adopted budget to $527,827 is
recommended due to increases in salary and benefit costs and changes in allocation of postemployment benefit costs.

Enterprise Funds (Sewer [Collections, Water Pollution Control Plant [WPCP], and
Pretreatment], Water, Storm Drain):

All enterprise funds are anticipated to close the year within adopted budget. In Fiscal Year 2016
-2017 and Fiscal Year 2017 - 2018, the water fund had a deficit of cash due to increases in

wholesale water rates. In Fiscal Year 2017 - 2018, Council adopted an updated water rate
schedule. As of this report, the water fund has sufficient cash to meet the Council adopted
reserve policy level. Staff is reviewing the capital plan to best assure, sufficient ongoing funds
while making necessary investments in aging infrastructure especially as some proposed
improvements may require debt financing.
FISCAL IMPACT:

At the time that the 2-year budget was adopted, a deficit of $2,281,772 for Fiscal Year 2019 2020 was funded using uncommitted Fund Balance. As a result of improving revenue and
ongoing evaluation of expenses, staff recommends an updated budget with no use of reserves.
Staff will continue to work on programs to eliminate the structural deficit while improving
efficiencies and executing programs especially capital programs to meet the community need.
Due to long term budgetary challenges, the City deferred infrastructure projects such a streets,
storm drain, and facilities projects resulting in a critical need to invest in infrastructure. The
Fiscal Year 20108-2019 budget included a use of fund balance from the General Fund of $7.6
million primarily to fund a robust capital improvement program including:
$2.8 million for streets projects (plus $3 million from Measure A Countywide sales tax).
$1.3 million in parks and facilities
Transfer of $2 million to the storm drain fund for capital projects
The Fiscal Year 2019 -2020 budget included a use of fund balance from the General Fund of
$6.6 million including:
$3.5 million for streets projects (Streets Reconstmction and Sidewalk Program),
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$1.2 million for parks and facilities improvements including City Hall Campus programs,
Fire Station 37, roofing projects, and fire sprinklers at City Hall, and the Transit Center to
Spur Trail Project

Transfer of $1.3 million to the storm drain fund for GIS Mapping and System Inventory,
Millbrae Avenue Storm Culvert Repair, and Tide Gates Dredging and concrete repair.
In addition, the capital and special projects program for Fiscal Year 2018-2019 and Fiscal Year
2019 - 2020 included investments in studies and technology to position the City for the future
including:

Master fee study and cost allocation plan anticipated to be completed in calendar year 2019,
Development impact fee study anticipated to be completed in calendar year 2019,
Completion of the Enterprise Resource Planning (ERP) system. All modules (finance,
payroll, human resources, community development, and utility billing) have been
implemented and staff is working to add additional features such as on-line bill-pay
•

Information Technology Upgrades including Public Wi-Fi to be expanded to downtown
Millbrae in summer 2020,

Document Management Program,
Multimodal Comprehensive Station Area Access Plan
Given the General Fund's healthy reserve balance and the City's significant infrastructure needs,

use of these funds towards one-time expenses such as capital programs is pmdent. As the
proposed program for Fiscal Year 2018 - 2019 and Fiscal Year 2019 - 2020 uses all available
unassigned fund balance, staff recommends revisiting capital plan as Fiscal Year 2018 - 2019 is
closed and additional funds are identified.

COUNCIL ACTION:
Staff recommends that the City Council accept the Fiscal Year 2018 - 2019 and Fiscal Year 2019
- 2020 Mid-Cycle Budget Report and adopt resolution amending the subject budgets as depicted
in Exhibit A to the resolution.
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CITY OF MILLBRAE,
COUNTY OF SAN MATEO
STATE OF CALIFORNIA
***

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF MILLBRAE
AMENDING THE OPERATING BUDGET FOR FISCAL YEAR 2018 - 2019 AND
FISCAL YEAR 2019 - 2020
WHEREAS, on June 12, 2019, the City Council (Council) adopted an operating and
capital budget for Fiscal Year 2018 - 2019 and Fiscal Year 2019 - 2020; and
WHEREAS, initial budget requests resulted in an operating deficit exceeding $3 million
each year in the General Fund for Fiscal Year 2018 - 2019 and Fiscal Year 2019 - 2020; and
WHEREAS, staff performed additional analysis of department requests including
reallocating capital costs, unfunding vacant positions, and identifying additional opportunities for
savings; and
WHEREAS, on June 12,2018; staff presented a balanced operating budget for Fiscal Year
2018-2019 and actions to take during Fiscal Year 2018 - 2019 to eliminate a remaining deficit of
2,281,772 in Fiscal Year 2019 - 2020;and

WHEREAS, through updates of revenue forecasts and ongoing evaluations of expenses,
the operating deficit in the general fund for Fiscal Year 2019 - 2020 has been eliminated in the
proposed budget.

NOW, THEREFORE BE IT RESOLVED THAT THE CITY COUNCIL OF THE CITY OF
MILLBRAE HEREBY AUTHORIZES the budget actions for Fiscal Year 2018-2019 and
Fiscal Year 2019 - 2020 as summarized in Attachment 1 to this resolution.

BE IT FURTHER RESOLVED that monies received during Fiscal Year 2018-2019 or Fiscal
Year 2019- 2020, and included herein as a consequence of a grant award approved by the City
Council, are hereby appropriated for the purposes for which the grant has been approved. Such
appropriation includes authorization to expend such monies and to make payments therefor in
accordance with the terms and conditions and for the purpose of the grant.
BE IT FURTHER RESOLVED that the authority to increase budgeted revenues and budgeted
expenses in departments specifically for development related expenses such as expedited plan
checks, legal reviews, traffic studies, geotechnical studies, etc., where the developers pay in
advance for expenses that the City contracts out is authorized. In those cases, upon receiving those
deposits or payments the associated budget for revenues and expenses in the appropriate
departments where those expenses will be amended by a corresponding amount. Said transactions
will have no net impact on reserves as such revenue will offset expenses.

BE IT FURTHER RESOLVED that the Finance Department is hereby authorized and directed
to rollover outstanding encumbrances from Fiscal Year 2017 - 2018 or Fiscal Year 2018-2019
into Fiscal Year 2019 - 2020 where sufficient funding is available in Fiscal Year 2018-2019.
14441004.1

BE IT FURTHER RESOLVED that the transfer of budgets during the year in accordance with
Generally Accepted Accounting Principles between the following budget categories is authorized
provided the overall appropriation by funding source is not increased without City Council
approval:

Departments within the same fund and accounts within the same department;
• Capital Projects with the same funding source or type; and
Operating and Capital budgets for the same department if funded by the same funding
source or type.

REGULARLY PASSED AND ADOPTED this 11th day of June, 2019.

Mayor
ATTEST:

City Clerk

14441004.1

Exhibit A to Resolution:

Amendments to City of Millbrae Operating and Capital Budget for Fiscal Year 2018 - 2019 and Fiscal Year 2019 - 2020
General Fund

Fiscal Year 2018 - 2019
Revenue

Increase (Decrease)

Property Tax

$

Fiscal Year 2019-2020
Increase (Decrease)

787,033

1,000,000 $
$
$

Sales Tax
Pemiits and Fees

Operating Transfer In
Parking Tax and Property Transfer Tax
Charges for Services

$

Transfer from OPEB Trust

$

(53,203)
470,669
511,913
(25,000)
55,000
163,389

$

$

Total Revenue Changes (Reductions)

$

Expense
Salary and Benefit
Services and Supplies
Operating Transfer Out

Increase (Decrease)

$

185,000 $

(658,909)
185,482
101,456

Total Expense Changes (Reductions)

$

185,000 $

(371,971)

General Fund Revenues (Adopted)
General Fund Operating Expenses (Adopted)

$ •

$

30,574,762 $
30,574,762 $

29,799,731
32,081,603

Operating Deficit

$

$

(2,281,872)

1,000,000 $

1,909,801

Increase (Decrease)

$

$

General Fund Revenues (Amended)

$

31,574,562 $

General Fund Operating Expenses (Amended)

$

30,759,562 $

Operating Surplus (Deficit)

$

815,000 $

Amendments to City of Millbrae Operating and Capital Budget for 2017 - 2018
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31,709,632
31,709,632

Exhibit A to Resolution:

Amendments to City of Millbrae Operating and Capital Budget for Fiscal Year 2018 - 2019 and Fiscal Year 2019 - 2020
Other Funds
Recreation

Fiscal Year 2018 - 2019
Revenue

Increase (Decrease)

Fiscal Year 2019. 2020
Increase (Decrease)

$

Registration: Recreation
Operating Transfer In

$

Expense
Salary and Benefits
Services and Supplies

Increase (Decrease)

63,837
(34,626)

Increase (Decrease)

$
$

(67,866)
(45,938)

Other Funds

Field License Agreement
Revenue

Increase (Decrease)
Increase (Decrease)
$ 185,000 $ 48,255

Operating Transfer In
Expense
Salary and Benefits

Increase (Decrease) Increase (Decrease)

$

48,255

Storm Drain Fund
Revenue

Increase (Decrease)

Operating Transfer In

Increase (Decrease)

$

127,827
127,827

Total Revenue Changes (Reductions)

$

$

Expense
Salary and Benefits

Increase (Decrease)

Increase (Decrease)

$

Amendments to City of Millbrae Operating and Capital Budget for 2017 - 2018
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94,904

