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SUBJECT: REVIEW OF DRAFT ECONOMIC AND FISCAL ELEMENT OF
THE GENERAL PLAN
STAFF RECOMMENDATION:

Review and consider the Draft Economic and Fiscal Element of the General
Plan; provide feedback on amendments to be made prior to incorporation
into the Draft General Plan document

SUMMARY The Draft Economic and Fiscal Element of the General Plan has been
reviewed and considered by the Economic Vitality Committee, and has been
recommended by the Planning Commission to the City Council for
consideration. The background information and goals, policies, and
programs have been edited, updated, reorganized, and amended to reflect
new information and issues not considered in the 1996 General Plan. The
City Council is being asked to review this Draft and provide feedback to
staff prior to the incorporation of the Draft Element into the Draft General
Plan document.

Honorable Mayor and Members of the City Council:
BACKGROUND

The 1996 General Plan Economic and Fiscal Element includes background information as well as
goals, policies, and programs related to Pleasanton’s economy, and City revenues, budget, and
cost of services. This element of the General Plan addresses economic and fiscal issues that are
important to the community; however, this element is not a required element under State Planning,
Zoning and Development Law.
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Three issues related to the Economic and Fiscal Element of the General Plan were described in the
Public Services Background and Alternatives Report (see excerpt in Attachment 1) as a result of
discussion with the Economic Vitality Committee (EVC): Fiscal sustainability at General Plan
build-out, the City’s debt limit, and financing the City’s retirement plan. Options for addressing
these issues were discussed in the Background and Alternatives Report, and the issues were
further discussed with the EVC.

Additional background material and policies in the Draft Element have been extracted from the
January 2006 Draft Economic Development Strategic Plan, prepared by Bay Area Economics
under the direction of the Economic Vitality Committee. A copy of this is included as Attachment
2.

The proposed revisions to the General Plan Economic and Fiscal Element (see Attachment 3 and
Attachment 4) are the result of review by staff from the Finance, Economic Development, and
Planning Departments, and discussion by the Economic Vitality Committee at several meetings in
2005 and 2006. Additional review and update was obtained at a Joint Workshop with the City
Council on February 28, 2006, and the Planning Commission reviewed the Draft Element on
March 29, 2006.

SUMMARY OF RECOMMENDED CHANGES TO THE 1996 ECONOMIC AND FISCAL
ELEMENT

The Draft Economic and Fiscal Element (Attachment 3) uses strikeout and underline to show
changes to the 1996 text. In summary, the proposed changes to the background text include:

e General editing, updating, and reorganizing of background material from the 1996 General
Plan.

e An update of information in the Local Economy section with information added on
economic trends in the late 1990s to date.

e A revision of the City Finances: Fiscal Environment section to reflect the impacts of the
technology expansion of the 1990s, recent business expansion and relocation activity, and
recent property tax shifts initiated by the State.

e A revision of the Historical and Projected General Fund Trends section to reflect that
property taxes, rather than sales taxes, are the major source of General Fund revenue and to
provide information regarding sales tax trends.

e Revisions to the City Financing at General Plan Buildout and Balanced Budget sections to
reflect City budgeting challenges, including the need to continue to manage labor costs and
limit long-term debt.

Attachment 3 incorporates the following recommended changes to the Goals, Policies, and
Programs in the Draft Economic and Fiscal Element:

¢ The addition of Goal 1, which recognizes the connection between fiscal, economic,
transportation, housing, and social equity issues in maintaining a sustainable economy.
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e Re-wording of Goal 2 to reflect the link between the City’s quality of life and the economy.
e Changes to reflect “maintenance” of programs rather than “establishment,” as appropriate.

e The addition of Policy 3 and Policy 4 which are drawn from the draft Economic
Development Strategic Plan.

¢ A reference to the Strategic Plan in Program 4.1.

* The addition of Program 4.7 related to setting benchmarks and measuring progress
implementing the Economic Development Strategic Plan.

¢ The addition of Program 4.8 requiring consideration of impacts on business when setting
fees and taxes.

¢ The addition of Policy 5 and Policy 6 and associated programs that recognize the need for
the City to work with the business community toward common goals.

¢ The addition of Program 9.3 related to consultation with affected business entities when
considering new fees or changes in fees.

¢ The addition of Policy 12 and Program 12.1 related to public/private partnerships for
community benefit.

¢ The revision of the heading “Balanced Budget” to “Sustainable City Finances™ which
reflects the need to control spending and to diversify revenue sources as we reach build-
out.

¢ Re-wording of Program 13.9 (formerly Program 6.1) to limit the requirement for a fiscal
analysis to housing and mixed-use projects located in Specific Plan areas or in large
Planned Unit Developments.

e The addition of Program 14.4 to ensure the funding of at least the normal employer rate for
the City’s retirement system (PERS). See p. 34 of Attachment 1 (Background and
Alternatives Report) for background related to this issue.

e The revision of Program 17.1 to “allow limited use of long-term borrowing” which reflects
the City’s current practice.

e The revision of Program 17.3 to establish a 5 percent debt limit (rather than the previous 10
percent debt limit), except as otherwise determined by the City Council. See p. 33 of
Attachment 1 for further background on this issue.

e The revision of Program 18.1 to reflect the recent preparation of the Economic
Development Strategic Plan.

PLANNING COMMISSION ACTION

At its meeting on March 29, 2006, the Planning Commission made several comments on the draft
Economic Development Strategic Plan and on the draft Element. Comments on the Economic
Development Strategic Plan included:
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Concern regarding language in the report related to exploring modifications to improve
traffic flow along arterials, including the Stoneridge Drive extension (page 29). Planning
Commissioners reiterated their desire to remove the Stoneridge Drive extension from the
General Plan.

A suggestion that the Economic Development Strategic Plan also include information
about the economic development plans of surrounding jurisdictions.

A suggestion that language on page 17 should be amended as follows (additions in italics):
“Encourage and facilitate the location of a UC Extension facility in Pleasanton.”
“Encourage and facilitate free or low-cost wireless broadband access throughout the City.”

A suggestion that an incentive program be part of the “Shop Pleasanton” strategy discussed
on p. 23, and the need for additional upscale business-oriented restaurants.

Concern about the reference to “fair share of regional market housing” on p. 25, because
this number would change.

The need to define “workforce housing.”

The Planning Commission’s review of the Economic and Fiscal Element included some editing,
and several comments, including:

A concern that the City’s policy for drawing from reserve funds was not codified more
specifically.

A desire to define what size projects would be required to prepare fiscal analyses under
Program 13.9.

A concern about including the phrase “...except as otherwise determined by the City
Council” in Program 14.4.

Draft minutes of the Planning Commission discussion are included as Attachment 5.

RECOMMENDATION

Provide feedback on the proposed Economic and Fiscal Element of the General Plan; amendments
will be incorporated into the Draft General Plan document.
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Respectfully Submitted,

ﬁ‘er;‘gerson WP mela Ott Nelson Fialho

Director of Planning Finance Director  Eeonomic Development  City Manager
and Community Development Director
Attachments:

1. Excerpts from General Plan Update Public Services Background and Alternatives
Report, November 10, 2004

Draft Economic Development Strategic Plan, January 2006, prepared by Bay Area
Economics

Draft Economic and Fiscal Element (strike-out and underline)

Draft Economic and Fiscal Element (clean copy with figures)

Excerpt from Draft Planning Commission minutes: March 29, 2006

Minutes from the Joint Workshop of the City Council and the Economic Vitality
Committee: February 28, 2006.
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ATTACHMENT1

Excerpts From

GENERAL PLAN UPDATE

PUBLIC SERVICES

BACKGROUND AND ALTERNATIVES REPORT

The City of Pleasanton
Department of Planning and Community Development

November 10, 2004
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BACKGROUND

The City of Pleasanton recently initiated a five-step process for updating the 1996
General Plan. The first step dealt with the identification of issues that the City
commissions, committees and the greater community would like to see addressed during
the Update. Step 2 is now being completed and is involved with gathering information
and generating input regarding the potential resolution of these various issues. The
following report provides background information and alternatives for the primary issues
that have been raised to date. Similar reports are also being prepared regarding land
use/housing and traffic circulation.

GENERAL PLAN UPDATE PROCESS

On April 15, 2003, the City Council directed staff to undertake a comprehensive update
of the 1996 Pleasanton General Plan. The Council also adopted a Council/Planning
Commission-based process for undertaking this important task. All other existing City
commissions and committees are also being utilized to take advantage of the
community-based structure that is already in existence. The Council and Planning
Commission are charged with guiding the Update with collaborative input from the
Library, Youth, Civic Arts, Human Services, Parks and Recreation, and Housing
Commissions, as well as from the Economic Vitality Committee. This process is
intended to bring both historical perspective and expertise to ail aspects of the General
Plan. In addition, the recently formed Energy Committee will be developing a draft
Energy Element for future integration into. the General Plan.

To achieve the high level of community-wide participation that has been characteristic of -
Pleasanton in the past, the City is also scheduling a series of public meetings throughout
the Update process as a way of reaching out to all who are interested. These are intended

to engage the full spectrum of community participants.

PURPOSE

The purpose of this report is to present the primary issues relating to the various City
commissions and committees that have been raised by the community for resolution

through the General Plan Update process. This report also addresses alternative
resolutions to the issues as suggested during the most recent series of commission and

committee meetings.



Each commission and committee were recently asked to review planning background
information relating to them and to take public comments on the potential resolution of
issues. They were also asked to provide input regarding the potential issue resolutions
and alternatives they would like studied relating to their specific areas of authority. For
example, the Library Commission provided input for resolving issues that relate to
Library services and facilities and the Human Services Commission made
recommendations regarding human services, etc. After each commission and committee
reviewed the various issues relevant to their area of authority and provided their
recommendations, the results were compiled into the following report. Based partly upon
this report, the Planning Commission will assemble a “Draft Preferred Issues Resolutions
and Alternatives Report.” This will consolidate the various commission and committee
input with any additional Planning Commission input. The City Council and Planning
Commission will then conduct public workshops to discuss the Draft Preferred Issues
Resolution and Alternatives Report, and the Council will finalize the Report. The final
report will then serve as the basis for resolving the various primary General Plan Update

1ssues.

ISSUES AND ALTERNATIVES
The issues discussed below are categorized under the following headings:
e Library
e Youth facilities and services
e Civic arts
¢ Human services
e Parks and recreation
¢ FEconomic vitality

These groupings are the result of comments received and then presented in the “Generai
Plan Update Issues Report,” dated August 28, 2003, and the “General Plan Update
Community Meetings Summary Report” dated January 7, 2004.

Each of the primary issues raised to date by the community are discussed below with
regard to their General Plan relevance. Included for each is General Plan policy related
guidance, background information, and commission and committee recommendations for

resolving the various issues.



ECONOMIC VITALITY

General Plan Guidance

General Plan policy guidance pertaining to economic and fiscal matters in the City are
contained in the Economic and Fiscal Element of the Plan. Specific policies that most
closely relate to the topics discussed at recent General Plan Update meetings are

presented below:

Goal 4: To recover the direct and indirect costs of providing services and facilities
necessitated by buildout of the General Plan through a combination of fees,
impactions, and an evaluation of long-term economic benefits.

Policy 5: Recover the costs of new facilities and infrastructure necessitated by
development.

Program 5.1: Establish programs consistent with State law to determine
appropriate development impact fees. Consider current and future costs and direct
and indirect costs to the extent allowable and reasonably determinable.

Program 5.2: Establish a policy which determines if and when fee waivers or
other financial allowances should be made when the benefits derived from the
development, both direct and indirect, exceed expected costs.

Policy 6: Impose user fees when appropriate.

Program 6.1: Require large developments to prepare a fiscal analysis which
measures direct and indirect costs and benefits to the City of Pleasanton.

Program 6.2: Adopt a user fee policy which establishes desired levels of cost
recovery and determines the minimum frequency of user fee reviews.

Program 6.3: Establish a user fee analyses program which bases calculations on
actual costs including overhead.

Policy 7: Assure that Sewer and Enterprise Funds remain financially independent.

Program 7.1: Review Sewer and Enterprise Fund rates and charges at least
biannually.
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Program 7.2: Set Sewer and Enterprise Fund rates and charges at a level which
will support the total direct and indirect costs of the enterprise, including the

provision of long-term capital replacement.

Goal 5: To guarantee a balanced annual City budget and ensure that the City exists
within its means and maintains adequate reserves in anticipation of known and
unknown future obligations and insulates the budget as much as possible from the

diversion of revenues away.

Policy 12: Limit the use of debt so as not to place a burden on the fiscal resources
of the City and its taxpayers.

Program 12.1: Limit long-term borrowing to capital improvements or projects that
cannot be financed from current revenues.

Program 12.2: When capital projects are financed, amortize the debt within a
period not to exceed the expected useful life of the project.

Program 12.3: Except as otherwise approved by the City Council, limit the debt
ratio (debt guaranteed by the General Fund) to not more than ten percent.

Program 12.4: Investigate the use of special assessment, revenue, or other self-
supporting bonds to limit the General Fund obligation for debt service payments

whenever possible.

Program 12.5: Maintain strong communications with bond rating agencies about
the City’s financial condition, and follow a policy of full disclosure on financial

reports and bond prospectus.
Program 12.6: Strive to maintain or improve the City’s bond rating.

Program 12.7: Utilize inter-fund loans when possible to reduce the cost of
financing capital improvements.

Issues and Options

The three primary issues pertaining to the fiscal and economic well being of Pleasanton
were raised by the Economic Vitality Committee. No further 1ssues were identified
during the recent Community Meetings. The three issues raised by the Committee
pertain to: fiscal sustainability at General Plan buildout, the City debt limit, and the City
retirement plan. Each is presented below and provided with background discussion.
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1. Fiscal Sustainability at General Plan Buildout

Policies and programs in the current Economic and Fiscal Element help to ensure that the
City remains fiscally self-reliant by calling for a diverse revenue base and a balanced
budget. They also direct the City to conduct long term financial forecasting and
planning, including evaluating financial trends, as is done each time the two-year
Operating Budget is prepared. As to a long-term plan for sizing the City government to
meet community needs at buildout, when the Draft 1996 General Plan was completed, a
fiscal analysis was prepared to determine if it was a financially sound plan. As part of the
fiscal analysis, expected future service needs and the required staffing levels were

identified.

Each time the two-year Operating Budget is prepared, a review is done to determine
current needs and ensure compliance with the long-term staffing plan. When positions
become vacant, they are reviewed to determine their continued need. In addition, the
City has used limited term employees in the development services departments to meet
the increased demands during growth periods. By contractual arrangement with these
employees and the bargaining unit, the positions are reviewed annually and reduced
according to demand. At this point, most have been eliminated, and all will go away
when the demand no longer exists.

According to the long-range plan, staffing is not expected to grow beyond current levels
with the exception of adding a police beat to service the Bernal Property and southern
part of the City, and adding (or contracting) to maintain expanded park areas. Many
existing positions in the Planning and Public Works Departments, for example, would
evolve over time to service the needs of a built-out community rather than a developing

one.

Staff believes that no change to the current Economic and Fiscal Element is necessary

since the current goals, policies and programs already address sustainability. In addition,

a long-range plan already exists, and is reviewed with each biannual budget and when
vacancies occur, which sizes staffing to meet the projected needs at General Plan

buildout.

The Economic Vitality Committee recommends the following regarding fiscal
sustainability at General Plan buildout:

1. Determine ways in which the business community can help the City to maintain
fiscal sustainability, such as assistance with selected capital projects.

2. Develop a systematic City approach for analyzing and responding to the effects
that the General Plan economic programs have on the local economy over time.
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Note: The Committee established a sub-committee to review the economic
development portion of the Fiscal and Economic Element and to report its findings
and recommendations to the full Committee. The full Committee may at a later time
provide additional recommendations regarding the General Plan Update.

2. City Debt Limit

The General Fund debt ratio represents the percentage of General Fund revenue that is
committed to paying bond financings (typically but not limited to what is called COPs or
Certificates of Participation). This ratio is a factor when bond rating firms such as
Moody’s rate the City’s bonds. It is an important factor in evaluating a City’s health
because it represents a portion of the City’s budget that has become a fixed cost for an
extended period of time. For example, a debt ratio of 5% might be an acceptable level,
but a level exceeding 7 to 8% might warrant a careful watch, and 10% might be
worrisome depending on the circumstances. There are many other factors that also come

into the rating equation.

The current Policy 12 in the Economic and Fiscal Element limits the “ase of debt so as
not to place a burden on the fiscal resources of the City and its taxpayers.” It does this by
suggesting that long-term borrowing be limited to capital improvements, and the
amortization of the debt not exceed the life of the asset. It also sets a General Fund debt
ratio of not more than ten percent, unless approved by the City Council.

When the 1996 Economic and Fiscal Element was drafted, some members of the General
Plan Update Committee asked for a 5% cap on the debt limit. Staff however
recommended that 10% would give the City more flexibility, and that in conjunction with
bond rating constraints, debt could be held to an acceptable level. An example of when
flexibility might be needed would be when a new project is ready to be financed a few
years sooner than an old bond issue will be fully amortized. In this circumstance, if
interest rates were very low at the time, it might make sense for the City to proceed with
the new financing, thus locking in the favorable rates while knowing that the debt ratio
would only temporarily exceed a more desirable 5% level. With the community’s desire
for additional facilities, a balance of conservative fiscal policy and flexibility may be

needed.
While having a 10% debt ratio is not the most desirable situation, there are times that it

might make sense. However, the reality is that even lower debt ratios might adversely
impact ratings, depending on the City’s overall adherence to its financial policies and its

long-term outlook.

The current Program 12.3 states that: “Except as otherwise approved by the City
Council, limit the debt ratio (debt guaranteed by the General Fund) to not more than ten
percent.” If the City is not comfortable with this wording, it might consider some
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variation of it to set a long-term conservative goal but still provide some shorter-term
flexibility to meet unusual circumstances. For example, Program 12.3 might be amended
to say: “Establish a debt ratio goal for debt guaranteed by the General Fund of 5% or less,
but limit the debt ratio to not more than ten percent, except as otherwise approved by a
unanimous ?? or 4/5 vote??? of the City Council.”

The Economic Vitality Committee recommends that the City prepare policy guidance for
what the City would do if it hit the floor in its bond rating.

3. City Retirement Plan

This issue is similar on the surface to the above debt limit issue in that it tries limiting a
particular expense to a fixed percent of the budget. However, the two are different in a
couple of ways. First, there is a benchmark for what the debt ratio should be, as
determined at Ieast by bond ratings, but there is no similar benchmark for retirement
costs. Second, the debt ratio relates to capital costs whereas the retirement costs are part

of the Operating Budget.

Personnel costs represent the largest percentage of the Operating Budget (45%). Since
the City is primarily a service providing entity. Like the private sector, personnel costs
include a number of things not limited to: wages, overtime, leave time, retirement
benefits, workers compensation, disability and health benefits.

Most public agencies in California participate in PERS (the Public Employees Retirement
System). Others contribute to a private pension plan or have both. Still others participate
in Social Security as well as PERS or a pension plan. The City of Pleasanton provides
only PERS to its employees, and has three distinct groups: Police, Fire and
Miscellaneous Employees (non-safety managers). Police and Fire employees are part of
unionized groups. The non-management Miscellaneous employees are represented by an
association, and the managers are not represented.

Employee compensation for all non-managers is determined as part of labor negotiations
which usually resuit in multi-year contracts. Multi-year contracts are desirable as they
lend stability to the organization, provide labor peace, and make the budget more
manageable. Factors that the City considers when negotiating compensation include the
labor pool, market and compensation levels for similar positions in comparable nearby
cities, as well as internal equities. Wages and benefits are negotiated as part of the one

package.

Much attention has been given to increased PERS benefits and high rates in the last few
years, especially in the news media. What is not understood is that the rising costs have
been due primarily to poor performance in the PERS portfolio. If PERS meets all of its
actuarial assumptions including its 8.25% earning rate, then public agencies pay the
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“normal”cost of the benefits contracted for. However, in years that the portfolio
underperforms, rates rise above the “normal” cost (with a three year time lag).
Conversely, in years that the portfolio outperforms expectations, rates fall below the

“normal” cost.

For most of the last decade public agencies have been paying rates that were far below
their normal cost, even 0%. As can be expected, the savings were used for other things.
Pleasanton was one of a very few agencies that continued to budget for its “normal”
PERS costs, even though the rates paid were much lower. The dollars were then directed
for other one-time items, so the City could easily return to paying normal costs without a
negative impact on future budgets. What Pleasanton and almost every other public
agency did not do, was set the dollars aside to be used in future budgets when the rates
again climbed above the normal cost. And so, when the PERS portfolio had losses or
under performed in 2001, 2002 and 2003, PERS spread the losses over multiple years
starting in 2004, whereby it will need to pay above normal rates for several years. While
the budget can accommodate the portion up to the normal rates, the balance has had to
come from belt tightening, in particular since the City is simultaneously dealing with
local economic impacts and revenue takeaways by the State to help balance its budget.
While the City has still been able to prepare balanced budgets and not reduce service

levels, this is not an ideal situation.

Staff recommends that the City adopt a program that requires funding of at least the
“normal” PERS costs each year, and setting the dollars aside in a reserve in years that
rates are less than normal. The reserve can then be used in later years when the usual up
and down economic cycles result in rates being above normal. Such a policy is consistent
with Goal 5 of the Fiscal and Economic Element. It would help ensure an understanding
and recognition of the full cost of retirement benefits, simplify long-term financial
forecasting, and help guarantee a stable and balanced budget.

The Economic Vitality Committee recommends that the City require funding of at least
the “normal” PERS costs each year, and set money aside in a reserve in years that rates
are less than normal. This reserve can then be used in later years when the usual up and
down economic cycles result in rates being above normal.

35



