Item No. 22
Town of Atherton

CITY COUNCIL STAFF REPORT – REGULAR AGENDA
TO:

HONORABLE MAYOR AND CITY COUNCIL

FROM:

GEORGE RODERICKS, CITY MANAGER

DATE:

SEPTEMBER 18, 2013

SUBJECT:

RESOLUTION AUTHORIZING A BUDGET AMENDMENT FOR A
CONTRIBUTION TOWARD OTHER POST-EMPLOYMENT BENEFIT
LONG-TERM LIABILITIES FOR FY 2013/14

RECOMMENDATION
Consider the adoption of a Resolution authorizing a Budget Amendment for a contribution
toward Other Post-Employment Benefits (OPEB) long-term liabilities for FY 2013/14.
BACKGROUND
With the adoption of the FY 2013/14 Budget, the Town is realizing that it is in the rare and
enviable position of having a surplus within its Unallocated General Fund Balance. The FY
2013/14 City Manager’s Budget Letter provided a recommendation for the City Council’s
consideration for allocation of that unallocated balance.
The Budget Letter suggested three alternatives for consideration:
1) Pay Down Pension and/or Other Post Employment Benefit (OPEB) Liabilities;
2) Contribute Funds Toward Capital Projects; or
3) Increase the Town’s Mandatory Reserve.
The City Council directed that the Finance Committee review these alternatives and provide
input for consideration. The recommendations forthcoming from the Finance Committee will
inform the Council’s anticipated revenue/expenditure conversation in March/April 2014 and will
inform the 2014/15 Budget.
In the interim, the City Council approved placing the Parcel Tax Renewal on the November
ballot. During that discussion, staff was directed to return to the Council with a recommendation
for a contribution toward the Town’s long-term liabilities in the current fiscal year (FY 2013/14).
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FINDINGS
As mentioned, for the current fiscal year, the Town is in the rare and enviable position of
meeting its mandatory reserve requirements and still maintaining a surplus in the unallocated
General Fund Balance.
General Fund Budget Background
In 2011, the Town completed organizational restructuring to right-size its structural deficit
situation. As a result, the Town’s Operational Budget has evolved over the last three years. The
table below shows the Town’s Operational Budget revenues and expenditures over the last three
years and shows how the unallocated General Fund Balance has changed. The table reflects the
FY 2013/14 Budget in brief.
The bottom line of the table shows the resulting unallocated General Fund Balance after all
reserves are allocated. The Town maintains a 15% Emergency Reserve and a 20% Operating
Reserve, as well as a Building Department Operational Reserve of approximately $400,000.
Additionally, in FY 2011/12 and FY 2012/13 the Town allocated $2.6 million to pay off the
pension side-fund obligations with CalPERS.

Expenditures
City Council
Administration
City Attorney
Finance
Planning
Building
Interdepartmental
Police
Public Works
Revenues
Property Tax
Sales Tax
Franchise Fees
Intergovernmental
Business License
Planning Fees
Building Fees
Police Revenue
Public Works
Parks

FY 2011/12

FY 2012/13

FY 2013/14

$33,948
$472,884
$150,631
$560481
$187,295
$1,498,518
$1,952,540
$5,406,744
$1,473,263
$11,736,304

$59,530
$672,185
$204,100
$682,663
$234,600
$1,284,230
$766,892
$5,414,972
$1,430,633
$10,749,806

$83,598
$646,007
$204,100
$611,261
$275,600
$1,109,158
$556,421
$5,577,419
$1,387,406
$10,450,968

$7,031,901
$289,802
$731,106
$39,015
$183,087
$164,574
$1,458,444
$130,943
$296,802
$89,600

$7,574,474
$235,400
$755,750
$37,872
$160,000
$175,355
$1,167,900
$86,566
$221,235
$69,400

$7,582,948
$240,108
$770,865
$38,629
$163,200
$178,862
$1,226,295
$88,297
$238,308
$70,788
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Miscellaneous
Surplus/(Deficit)
One-Time Revenues
Transfers(In/Out)
60% Public Safety Parcel Tax
Net Change
Resulting Unallocated General
Fund Balance

FY 2011/12
$189,929
$10,605,202
($1,131,102)
$0
$0
$1,116,000
($15,102)
$663,163

FY 2012/13
$211,935
$10,708,287
($41,519)
$534,081
(74,853)
$1,116,000
$1,533,709
$2,850,478

FY 2013/14
$216,174
$10,814,475
$363,506
$0
$0
$1,116,000
$1,479,506
$4,895,238

It is clear from the table that the Town’s operational position has changed over the course of the
three years. In FY 2011/12 and FY 2012/13, the Town had a structural deficit before the addition
of the one-time revenues and 60% Public Safety Parcel Tax revenue.
Key Revenues
The City Manager’s Budget Letter articulates two revenue sources on which the Town’s
operational budget is largely dependent: Property Taxes and the Parcel Tax. The Town receives
approximately $7-$7.5 million each year in property taxes. The base property tax revenues have
increased 9% since FY 2011/12 receipts going from $4,908,375 to $5,349,820. Included in the
total property tax receipts is approximately $700,000-$800,000 from Educational Revenue
Augmentation Fund (ERAF).
ERAF is a State fabrication that allowed the State to balance their budget in the early 90’s by reallocating local property tax revenues to local schools to satisfy the State’s Proposition 98
funding requirements. In most cases local agencies never receive revenue back from this takeaway. Three counties in the State, however, are unique and generally have high property tax
values – Napa, Marin, and San Mateo. In these counties, the jurisdictions receive a portion of
those funds back as ERAF revenues. Every year as part of the State’s budget process, the State
attempts legislation to re-allocate all of the ERAF revenues. This would eliminate the revenue
that comes to the Town each year. If that occurs, the Town’s property tax revenues would
decrease by at least $700,000.
Parcel Tax revenue to the General Fund amounts to 60% of the total parcel tax revenue
($1,116,000) and is dedicated to front-line law enforcement. The revenue received is factored in
“below the line” and amounts to 20% of the police department operational budget.
Lastly, the Town is a “save-spend” community in that we save funds for large capital project
needs. The Parcel Tax provides 40% of its receipts directly to Capital Projects ($744,000).
Should the Town need to augment its Capital Projects, those funds come directly from the
Town’s unallocated General Fund Balance.
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OPEB Liability
OPEB liability for the Town consists solely of health benefits provided to retirees. Governmental
Accounting Standards (GASB) require that the Town conduct an actuarial of those liabilities and
put in place a “pay as you go” system to fund them. The Town conducted an actuarial analysis in
compliance with GASB and established the 30-year funding horizon to fund the liability. That
actuarial was “refreshed” in 2013 to account for the organizational restructuring and the recent
amendments to the non-safety employment resolution that eliminates the full healthcare benefit
for future employees that retire from the Town. Retiree healthcare still exists within the current
Police Officers Memorandum of Understanding (MOU).
The methodology for earning retiree healthcare and the vesting requirements is a discussion for
another day but in short, in order for an officer to become eligible for retiree healthcare the
employee must work for the Town for 20 years. If they work 19.9999 years and then leave or
retire prior to 20, they do not receive retiree healthcare. There is a 20-year vesting requirement.
There are 22 officers covered under the APOA MOU. At this time, only 1 is fully vested and
therefore eligible for retiree healthcare if they retired tomorrow. The remaining census is 2
employees with 15 to 19 years of service, 5 employees with 10-14 years of service, and 14 with
less than 10 years of service (the median service years of that group of 14 is 3.5 years of service).
So, of the total department, only 1 employee has actually "earned" retiree healthcare as a benefit.
For all the rest, it is a negotiated "promised" benefit if they achieve the 20-year vesting
requirement. Some may get it – some may not – but the Town must account for that future
potential in the actuarial.
The actuarial is therefore divided into two components: Active Employees and Retirees/Spouses.
As of July 2012, the long-term liability was divided as follows:

As of 7/1/2012
Active Employees
Retirees | Spouses
Accrued Actuarial Liability (AAL)
Prior Town Contribution to PARSAC TRUST
Unfunded Actuarial Liability Amount
Annual Required Contribution (ARC)
Breakdown of ARC
Retirees | Spouses
Active Employees

$1,832,176
$5,892,692
$7,724,868
($1,299,316)
$6,425,552
$582,525

$458,526
$123,999
$582,525

The portion dedicated to retirees | spouses is a fixed liability. These employees are no longer
working for the Town of Atherton and have retired. The amount dedicated to active employees
represents potential future liability. This amount will change based on employee census and
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whether or not the employee actually retires from the Town. Further, as the Town achieves its
goal of eliminating future full-contribution toward retiree healthcare through meet and confer,
the number will reduce.
Any significant contribution that the Town makes toward its OPEB liabilities will have an
immediate operational impact. The Town could make a contribution to bring the funded amount
held in the PARSAC trust equal to the liability for active employees and immediately reduce the
ARC by $123,999. The ARC is divided amongst the Town’s various departments but
predominately rests within the Police Department’s budget as this is the Town’s largest
employee base.
Determining the Contribution Amount
The Town has and is meeting its established reserve policies and remains in the enviable and
unique position of having a significant unallocated General Fund Balance. A portion of that
balance could be contributed directly to the PARSAC trust to reduce the Town’s ARC.
In the current fiscal year, the Town’s budget reflects a positive operational balance (revenues
over expenditures) before the addition of the Parcel Tax revenue toward police services. The
Town could use that amount as a base as it considers an appropriate amount to contribute from
the unallocated fund balance toward OPEB liabilities.
As the Council considers the amount contribute a few points to keep in mind:
1) The 5-Year Capital Improvement Budget is a base-line budget that does not include projects
on the horizon that do not have a direct funding source.
2) There are three Master Plans in progress that will identify projects that will need funding:
Bike/Ped Master Plan; Drainage Master Plan; and Park Master Plan.
3) There are future unknowns with respect to Federal Healthcare changes that may impact the
employer costs.
4) There are future unknowns with respect to the State’s annual budget process that may reduce
the Town’s revenues to both the General Fund and Capital Projects Fund.
Staff recommends that the Council consider the following recommendations:
1) Allocate between $1,116,000 and $2,000,000 directly to the OPEB PARSAC Trust;
2) Direct staff to maintain the current ARC within the FY 2013/14 Budget and reduce it accordingly
for future budget and budget projections; and
3) Incorporate the Finance Committee’s ultimate recommendation into the revenue/expenditure
discussions in 2014.

FISCAL IMPACT
An amount as determined by the City Council as a direct impact to the Town’s Unallocated
General Fund Balance.
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ATTACHMENT
• Budget Resolution
• OPEB Actuarial

RESOLUTION NO. 13-xx
A RESOLUTION OF THE CITY COUNCIL OF THE TOWN OF
ATHERTON AUTHORIZING A BUDGET AMENDMENT FOR
CONTRIBUTIONS TOWARD OTHER POST-EMPLOYMENT BENEFIT LIABILITIES

WHEREAS, the Town has identified paying down its long-term liabilities as a priority;
and
WHEREAS, Other Post-Employment Benefits (OPEB) has been identified as a longterm liability through the required actuarial analysis; and
WHEREAS, the Town has sufficient funds within its Unallocated General Fund Balance
to contribute toward that long-term liability.
NOW, THEREFORE, BE IT RESOLVED, that the City Council of the Town of
Atherton does hereby approve an amendment to the FY 2013-14 Town Budget to enact the
changes specified in Exhibit A attached hereto.
PASSED AND ADOPTED at a meeting of the City Council of the Town of Atherton
held on the 18th day of September, 2013 by the following vote:

AYES:
NOES:
ABSENT:

Council Members:
Council Members:
Council Members:

________________________
Elizabeth Lewis, MAYOR
Town of Atherton
ATTEST:

____________________________
Theresa N. DellaSanta, City Clerk
APPROVED AS TO FORM:
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____________________________
William B. Conners, City Attorney
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Exhibit A
Town of Atherton
Budget Amendment
Transfer $

from:

2013/14
Unappropriated General Fund Reserve
To:
2013/14
Transfer to PARSAC Trust

