ATTACHMENT 2

;)
.

({0

—

End of Year Report
FY 2018/19



ATTACHMENT 2

y
-

af,
({7
.

)

City Manager’s Office

November 5, 2019

Honorable Mayor and Council Members:

Presented for your review and approval is the City of Napa’s end of year financial report
for FY2018/19. The intent of this report is to provide Council with current information
regarding the status of the City’s financial position. The report describes the revenue
collection numbers from major sources and also provides information on fiscal year

expenditures.

The report also includes a section addressing the City’s investment portfolio. This section
outlines the status of the investment portfolio and provides information on the
performance, or return on investments.

In order to better serve your needs, please let me know if you have comments or
suggestions regarding the content or organization of this report.
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~ ‘\:>\__,;\) \\ K_/’A,
Steve Potter
City Manager

City Hall: 955 School Street, Napa CA 94559 | Mailing Address: P.O. Box 660, Napa CA 94559 | (707) 257-9500 | www.cityofnapa.org
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End-of-Year Financial Report
As of June 30, 2019
Preliminary, Unaudited

Introduction
This End-of-Year Financial Report provides an analysis of the City’s General Fund and
Proprietary Fund revenues and expenditures for the 2018/19 fiscal year. The numbers in

this report are preliminary and subject to change, as the year is not yet officially closed.

The audited Comprehensive Annual Financial Report (CAFR) will be presented to the
City Council in early 2020.

Management’'s Overview

The City’s two-year budget for fiscal years 2017/18 and 2018/19 was adopted by the City
Council on June 20, 2017. The FY 2018/19 budget with mid-cycle modifications was
adopted by City Council on June 5, 2018. Additional changes were made on both the first
guarter and the second quarter report. The purpose of this report is to provide regular
updates to the Council regarding revenue and expenditure trends to ensure the City
Council has a strong understanding of the City’s current financial condition. The numbers
in this report are based on the preliminary, unaudited FY 2018/19 revenues and
expenditures through June 30, 2019. A discussion of the significant budget items is
presented below.

FY 2018/19 General Fund Budget

The FY 2018/19 budget as originally adopted estimated revenues of $96.9 million to fund
expenditures of $95.4 million, resulting in a $0.8 million surplus after funding incremental
increases to emergency, operating and contingency reserves in accordance with the
Council adopted fiscal policy. Changes adopted in the Mid-Cycle Budget increased
revenues to $97.0 million and expenditures to $96.0 million, leaving a projected surplus
of $0.2 million after funding reserves. Carryforwards from FY17/18 increased expenditure
budgets by $3.2 million (includes $2.6 million Set-Aside for Civic Center Termination
Payment). Carryforward budgets are funded with available fund balance, rather than
current year operating revenue. Additional minor adjustments resulted in a revenue
budget of $97.42 million and an operating expenditure budget of $97.04 million.
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General Fund Summary (in millions)

FY 2018/19 FY 2018/19 % to date | FY 2017/18
Budget YTD Actual  (Budget to Annual
(as 0f 6/30/2019) (as of 6/30/2019) Actual) Totals
Operating Revenues
Property Tax 33.05 34.97 106% 32.13
Sales Tax 18.67 19.39 104% 17.94
Transient Occupancy Tax 25.22 22.66 90% 20.09
Business License Tax 3.66 3.86 106% 3.72
Other Taxes 2.87 2.57 90% 2.69
Licenses and Permits 3.08 2.33 76% 2.59
Charges for Services 5.47 5.93 108% 6.21
Intergovernmental 0.79 0.65 82% 1.20
Investment Earnings 0.29 1.91 668% (0.12)
Miscellaneous / Other Revenues 0.33 0.34 103% 0.34
Transfers In 4.00 3.92 98% 7.31
Total Operating Revenues 97.42 98.54 101% 94.09
Operating Expenditures
City Council / City Clerk 1.20 1.16 96% 1.07
City Manager 1.54 1.23 80% 1.22
Finance 7.20 6.49 90% 6.21
City Attorney 1.22 1.04 85% 1.10
Human Resources 131 1.12 85% 1.20
Community Development 6.22 5.36 86% 5.03
General Government 8.92 9.68 109% 9.02
Included in General Government:
Transfer to CIP Facilities Reserve (current FY) 1.79 1.85 104% 1.78
Transfer to CIP General Reserve (current FY) 3.57 3.60 101% 0.89
Transfer to CIP General Reserve (prior FY surplus) - - 0% 1.92
Police Department 29.92 29.13 97% 27.91
Fire Department 18.79 19.28 103% 18.17
Public Works 12.32 10.95 89% 9.35
Parks & Recreation 8.41 8.31 99% 9.99
Total Operating Expenditures 97.04 93.74 97% 90.27
Operating Reserve 0.20 0.22
Emergency Reserve 0.56 0.55
Contingency Reserve 0.04 0.12
Projected Ending Surplus (0.42) 3.90
Non-Operating Expenditures
Set-Aside for Civic Center Termination Payment [1] 2.60 - 0% -

[1] The budgeted Set-Aside for Civic Center Termination Payment, if required to be paid, will be paid out of the
General Fund Operating Reserve rather than operating revenue.

Page 3 of 28
Page 4 of 29



ATTACHMENT 2

Major Revenues

Revenues: Budget to Actual
(in millions, as of 6/30/2019)
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Property Tax

The FY 2018/19 Property Tax revenues ended the year with a budget of $33.1 million
and revenue of $35.0 million. Actual revenue was 8.7% higher than FY 2017/18. The
City’s major source of property tax revenue to the General Fund is residential property
(77.6%), followed by commercial property (13.3%) and industrial property (6.4%).
Housing prices appear to be stabilizing, with the median single-family home price at
$705,750 as of June 2019 (a decrease of 4.6% as compared to June 2018). By August,
the median had declined to $699,000, and home sales were down by 20.2% as compared
to August 2018. Assessed values in the county continue to increase, with the City’'s FY
2019/20 assessment roll 6.83% higher than FY 2018/19.

Sales Tax

Sales Tax revenues for FY 2018/19 ended the year with a budget of $18.7 million and
revenues of $19.4 million. Actual revenue was 8.1% higher than FY 2017.18. Sales tax
is received in monthly advances from the Board of Equalization based on prior year actual
revenues received, and lag two (2) months behind.

The top 3 Sales Tax generating categories in Napa continue to be Food Products,
General Retail and Transportation. Restaurants and New Auto Sales make up the two
largest economic segments within the broader categories above, with 16.2% and 8.5% of
total taxable sales respectively for the year ending March 31, 2019.

Other items we continue to track include gasoline prices, which have been rising since
2016. The average price in June 2019 was 3.1% higher than in June 2018; these higher
gas prices help the City to collect more in sales tax for our transportation category, while
also costing the City more to operate its vehicles.
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For the year ended March 31, 2019, all our six local business sales tax categories showed
increases over the prior year. While the City’s share of county pool sales tax revenues
decreased, overall local business sales tax increased by 5.8% over the prior year.

Transient Occupancy Tax

FY 2018/19 Transient Occupancy Tax (TOT) revenue ended the year with a budget of
$25.2 million and revenue of $22.7 million. There were 26 hotels, 21 bed and breakfast
establishments, 41 non-hosted and 51 hosted vacation rentals generating transient
occupancy tax revenue within the City as of the end of the fiscal year. While actuals were
lower than budgeted, actual TOT was 12.8% higher than FY 2017/18 revenue. Most of
the revenue growth was attributable to more recent development rather than increases in
room or occupancy rates. The FY 2019/20 adopted budget includes more conservative
TOT budgets, based on the data from FY 2018/19.

Other Revenues

Business License Tax was 3.9% higher than FY 2017/18 actuals.
Other Taxes were 4.2% lower than FY 2017/18 actuals.

Licenses and Permits has been trending lower than anticipated since FY 2016/17. The
revenue budget was reduced in the Mid-Cycle Budget process, but actuals for FY 2018/19
were 24.3% under budget. FY 2018/19 actuals were also 10.2% lower than FY 2017/18
actuals. As these revenues are an indicator of the amount of building and development
in the City, they will be closely monitored going forward to determine if further adjustments
are needed.

Charges for Services were 8.4% over budget, largely due to strong growth in Planning
and a one-time accounting adjustment to correct for a prior fiscal year.

Intergovernmental revenues were 45.3% lower than FY 2017/18, primarily due to much
lower reimbursements from CalOES for Fire services provided by the City.

Investment Earnings ended the year at $1.9 million, much higher than the budget of $0.29
million. This is due both to high investment returns and a large mark-to-market adjustment
of $0.9 million.

Miscellaneous  Revenues include Rents and Royalties, as well as
Contributions/Donations from Private Sources. This category ended the year just 0.14%
lower than FY 2017/18.
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Expenditures

The FY 2018/19 adjusted expenditure budget as of June 30, 2019 was $99.6 million. It is
projected that FY 2018/19 expenditures will total $93.7 million which is $5.9 million (5.9%)
under budget. Of this $5.90 million, $2.6 million was due to the budgeted Set-Aside for
Civic Center Termination Payment, which was still unspent as of the end of the fiscal year
(if this amount needs to be paid in the future, it will use dollars from the City’s Operating
Reserve). The remaining $2.3 million of underspending is primarily due to savings in
professional services.

Savings in services were found across City departments, with the greatest savings found
in Public Works ($0.8 million), Community Development ($0.8 million), the Finance
Department ($0.4 million), and the Police Department ($0.2 million).

The Fire Department was overexpended at the end of the fiscal year, entirely due to
overtime expenses that were over $0.5 million higher than budgeted.

At the end of each fiscal year, unspent budget for CalPERS is transferred into the City’s
115 trust. This transfer is recorded in the General Government Department, making the
department appear to be overexpended.

The following table provides the operating expenditure budget and preliminary, unaudited
actual spent to date for each department through June 30, 2019:

Budget Actual
6/30/2019 6/30/2019
Operating Expenditures by Department $ in millions $in millions %
City Council / City Clerk 1.20 1.16 96%
City Manager 1.54 1.23 80%
Finance 7.20 6.49 90%
City Attorney 1.22 1.04 85%
Human Resources 1.31 1.12 85%
Community Development 6.22 5.36 86%
General Government 8.92 9.68 109%
Police Department 29.92 29.13 97%
Fire Department 18.79 19.28 103%
Public Works 12.32 10.95 89%
Parks & Recreation 8.41 8.31 99%
Total Expenditures 97.04 93.74 97%
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Non-Recurring General Fund

It is estimated the Non-Recurring General Fund will have received 97% of budgeted
revenues and spent 27% of budgeted expenditures through the end of the fiscal year.
This is typical as non-recurring items are typically multi-year projects or grants and do not
generally follow normal annual revenue and expenditure patterns.

Non-Recurring General Fund Summary (in millions)

FY 2018/19  FY 2018/19 oy todate | FY 2017/18
Budget YTD Actual  (Budget to Annual
(as of 6/30/2019) (as of 6/30/2019) Actual) Totals
Beginning Fund Balance 5.01 5.01
Non-Recurring Revenues
Property Tax (Excess ERAF) 0.50 239  479% 1.28
Sales Tax (Unwind Triple Flip) - - 0% -
Licenses and Permits 0.30 0.16 52% 0.15
Charges for Services 0.95 0.23 25% 1.03
Intergovernmental 5.33 391 73% 1.82
Investment Earnings - 0.12 0% (0.05)
Miscellaneous / Other Revenues - - 0% 0.64
Transfers In 0.52 0.52 100% 0.44
Total Non-Recurring Revenues 7.60 7.33 97% 5.31
Non-Recurring Expenditures
Salaries & Wages 0.44 0.32 73% 1.08
Benefits 0.01 0.14 1102% 0.29
Services 6.68 1.69 25% 2.82
Materials and Supplies 0.52 0.26 49% 0.29
Capital Outlay 1.49 0.07 4% 0.19
Transfers Out 0.45 0.07 0% 0.15
Total Non-Recurring Expenditures 9.59 2.54 27% 4.82
Net Impact of Non Recurring (1.99) 4.79
Projected Ending Fund Balance 3.02 9.80

The budget for anticipated Excess ERAF revenue was split between the General Fund
($0.5 million/year) and the Non-Recurring General Fund (any excess received over $0.5
million/year). Given the large amount received this fiscal year, the FY 2019/20 budget
includes $1.0 million in the General Fund and $1.5 million in the Non-Recurring General
Fund.

General Fund Reserves

In accordance with the City’s Fiscal Policy, the City maintains an Operating Reserve of
5%, an Emergency Reserve of 14% and a Contingency Reserve of 1% of the annual
General Fund Operating Budget. The CIP Facilities Reserve receives a transfer equal to
2% of the General Fund Operating Budget, and the CIP General Fund Reserve a transfer
of 1% of the General Fund Operating Budget.

Resolution R2017-110 approved the use of up $2.6 million of the Operating Reserve to
cover the potential termination payment for the Civic Center Project. This payment (or a
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portion thereof) would only be made if the project does not move forward. The $2.6 million
is currently budgeted as a General Government department expense.

FY 2018/19 Actual FY 2018/19

Reserves Beginning Actual Transfers Ending

(in millions) Balance Expenditures In Balance
Emergency Reserve 12.50 - 0.55 13.05
Operating Reserve 4.44 - 0.22 4.66
Contingency Reserve 0.89 (0.08) 0.12 0.93
CIP Facilities Reserve 4.59 (2.00) 2.05 4.64
General Fund Projects Reserve 8.73 (2.85) 1.45 7.33
Total Reserves 31.15 (4.92) 4.39 30.62

Proprietary Funds

In addition to the General Fund, the End of Year Financial Report also provides a
snapshot of the City’s Proprietary Funds. Proprietary funds are those funds in which the
City charges a fee to customers to recover the cost of providing the service. These funds
are made up of Enterprise Funds and Internal Service Funds. Both types of funds are
presented separately below, along with summary information for each of the individual
funds within each category.

Enterprise Funds

Enterprise Funds are those funds that provide goods or services to the public for a fee
that makes the entity self-supporting. Napa’s Enterprise Funds include: Solid Waste &
Materials Diversion and Water. A listing of these funds and summary of the quarterly
activity follows below:

Solid Waste & Materials Diversion Fund

The Solid Waste & Materials Diversion Fund is responsible for the collection, processing,
public education and long-term planning related to solid waste materials generated in the
City of Napa. Beyond the safe and cost-effective handling of solid waste materials, the
fund’s primary mission is to maximize the diversion of solid waste materials from landfill
disposal in order to meet or exceed State mandates. A summary of the preliminary,
unaudited Solid Waste & Materials Diversion Fund activity through June 30, 2019 is
provided below:
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Solid Waste & Materials Diversion Fund

FY 2018/19 FY 2018/19
Budget YTD Actual % to date FY 2017/18
(as of (as of (Budget to| Annual
6/30/2019)  6/30/2019) Actual) Totals
Operating Revenues
Refuse Collection Charges 19.60 19.64 100% 19.21
MDF Gate Fees 3.50 3.08 88% 3.19
Material Sales 6.20 5.79 93% 6.13
Other Revenues 0.24 0.60 247% 0.38
Total Operating Revenues 29.54 20.11 99% 28.91
Operating Expenditures
Salaries and Benefits 1.20 1.36 113% 1.13
Contractor Senvice 20.27 19.98 99% 17.21
Transfer Station Disposal Fees 3.30 3.28 99% 3.24
MDF Facility Materials 2.77 2,71 98% 2.71
Other Materials, Supplies & Senvices 2.47 2.08 84% 1.78
Administrative Support & Transfers 0.88 0.31 36% 0.31
Total Operating Expenditures 30.89 29.72 96% 26.39
Operating Surplus / (Deficit) (1.35) (0.61)
Non-Recurring Revenues 0.57 - 0% (0.00)
Non-Recurring Expenditures 0.06 0.06 101% 0.05
Capital Expenditures 10.69 0.74 7% 0.63
Transfer to Street Resurfacing 1.96 1.96 100% 1.92
Debt Service Expenditures 0.87 0.20 23% 0.57
Total Surplus / (Deficit) (14.36) (3.57)
MDF Fund Balances 7/1/2018 Additions Uses 6/30/2019
Available Fund Balance 1,007,939 11,413,461 (12,421,400) -
Operating Reserve 5,047,644 - (2,835,067) 2,212,577
Rate Stabilization Reserve 1,817,935 - (1,817,935) -
Liability Reserve 350,000 - - 350,000
Total 8,223,518 11,413,461 (17,074,402) 2,562,577

Operating revenues were close to expected, with preliminary totals $0.4 million under
budget (1.4%). Operating expenditures were at 96% of budget, a savings of $1.2 million.
The net operating deficit was largely a one-time impact of previous fiscal year contractual
operating costs which were carried forward as a result of the 2018 Contract Amendment.
It also reflects higher-than-expected fuel costs for the heavy refuse and recycling fleet.

Materials Sales revenue continues to be negatively impacted by declining world markets
for recyclables, but the impact has been somewhat mitigated by higher volumes of
recyclables being processed through the City’s Materials Diversion Facility (MDF).
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The most significant capital project expenditures are in support of the covered
compost/stormwater upgrades at the City’'s MDF. In late 2016, the City approved a $12.5
million direct bond issuance for the covered compost, storm water upgrades, roof
extensions and a southeast corner concrete pad at the City MDF. Design Build (DB)
RFPs were issued for all these improvements and approximately $2 million dollars was
spent in FY 2017/18 on the roof extensions and concrete pad. On February 6, 2018,
Council approved a resolution to authorize a not-to-exceed $10.4 million DB construction
contract with Overaa Construction for compost operations and stormwater improvements.
The DB agreement was finalized in April 2018, and Overaa began their DB work with the
majority of the covered compost construction work completed during FY 2018/19. In fact,
while not shown in the table above, there was approximately $6.7 million in actual bond-
funded capital expenditures completed in FY 2018/19. Because the capital expenditures
become capital assets as facility improvements are completed, the $6.7 million (along
with approximately $0.5 million in principal payment to debt service) are balanced out
between expenditures and net capital assets. The remainder of the Overaa work in FY
2019/20 will be devoted to necessary stormwater management improvements to the
MDF. For both the anaerobic digestion to biofuel system and potential bioenergy
(biomass gasification) facility, ongoing cost/benefit analysis continue as both estimated
necessary capital costs and market conditions (e.g., retail cost of compressed natural
gas, limited outlets for chipped wood energy production) continue to change significantly.
Staff is currently investigating the best available financing options and possible contract
amendment(s) with NRWS to deliver these potential projects to the City MDF if the final
cost-benefit analysis seem advantageous to the City Council and rate payers.

Water Fund

The Water Fund is responsible for the operation, maintenance and improvement of the
municipal water system serving the City and adjacent areas. The Fund’s mission is to
provide an uninterrupted supply of high quality and low-cost water to the community for
consumption, sanitary needs, irrigation and fire protection. The Water Fund’s
Administration, Engineering, Treatment, and Distribution sections accomplish this
mission by delivering over 13,200 acre-feet (4.3 billion gallons) of water meeting State
and Federal drinking water regulations, investing in capital improvements, planning for
long-term water supply needs, responding to emergency repairs, and maintaining a
proactive water conservation program. A summary of the preliminary, unaudited Water
Fund activity through June 30, 2019 is provided below:
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Water Fund
FY 2018/19 FY 2018/19
Budget YTD Actual % todate |FY 2017/18
(as of (as of (Budget to | Annual
6/30/2019)  6/30/2019) Actual) Totals
Operating Revenues
Charges for Senices 30.15 32.10 106% 29.39
Other Revenues 0.28 1.43 514% 0.25
Total Operating Revenues 30.43 33.53 110% 29.64
Operating Expenditures
Salaries and Benefits 9.23 9.20 100% 8.50
Senvices, Materials and Supplies 12.61 11.45 91% 11.51
Administrative Support 1.72 1.67 97% 1.58
Total Operating Expenditures 23.56 22.33 95% 21.60
Operating Surplus / (Deficit) 6.86 11.20 8.04
Capital and Non-Recurring Revenues 4.23 1.40 33% 2.21
Capital and Non-Recurring Expenditures 16.27 4.57 28% 5.43
2014 Earthquake Revenues (FEMA/CalOES) 2.65 3.01 0% 0.29
2014 Earthquake Expenditures 2.78 0.33 0% 0.04
2017 Fire Revenues (FEMA/CalOES) 1.66 0.73 0% 1.18
2017 Fire Expenditures 2.37 0.43 0% 0.44
Debt Service Expenditures 3.42 1.55 45% 1.64
Water Interfund Transfer Revenue 2.17 2.17 100% 0.07
Water Interfund Transfer Expenditures 2.17 2.17 100% 0.07
Total Surplus / (Deficit) (9.45) 9.47
Water Fund Balances 7/1/2018 Additions Uses 6/30/2019
Available Fund Balance 10,237,665 14,083,233 (8,056,608) 16,264,290
CIP Resene 3,532,522 1,068,000 - 4,600,522
Operating Reserve 2,549,221 - - 2,549,221
Rate Stabilization Resene 2,590,000 - - 2,590,000
Capital Replacement Resene 400,000 - - 400,000
Water Supply Resene 1,125,000 - - 1,125,000
Emergency Resene 1,100,461 - - 1,100,461
Total 21,534,870 15,151,233 (8,056,608) 28,629,494

Operating revenues were greater than anticipated, with preliminary totals $3.1 million over
budget (10.2%). Interest earnings, contract water sales and inside/outside customer
charges exceeded budget by approximately $1 million each. Operating expenditures
were at 95% of budget, a savings of $1.2 million. Savings are largely due to staff
vacancies and reduced maintenance costs due to no major transmission main failures
during the fiscal year.

Most capital improvement projects (CIP) are either not started or are currently in the
design phase, therefore actual expenditures are just 28% of budgeted costs for design
and construction.

Page 11 of 28
Page 12 of 29



ATTACHMENT 2

In addition to planned capital projects, staff have focused on disaster recovery projects
through FEMA/OES from the 2014 Earthquake and the 2017 Napa Sonoma Fire
complex. Disaster recovery projects are expected to be reimbursed 93.75% of actual
costs incurred at a rate of 75% from FEMA and 18.75% from the California Governor’'s
Office of Emergency Services (OES). Construction completion and reimbursement for
the Earthquake projects will occur in FY 2019/20. For fire recovery projects, FY
2018/19 progress included authorizations for projects through OES/FEMA with minimal
expenditures other than staff time. Expenditures and corresponding reimbursement
revenue for implementation of fire recovery projects will be realized in FY 2019/20.

The projected ending fund balance will be used as follows: approximately $8.0 million is
reserved to fund the CIP budget for FY 2019/20 and FY 2020/21, $3.4 million will fully
fund Water Fund reserves per the Fiscal Policy and $8.3 million will be transferred to
the Water Fund CIP reserve per the Fiscal Policy to fund future projects.
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Internal Service Funds

Internal Service Funds are used to account for the financing of goods and services
provided by one department to other departments of the city. Napa’'s Internal Service
Funds include: Fleet Management, Information Technology Replacement, Risk
Management, Post-Employment Benefits, and Equipment Replacement.

FY 2018/19 FY 2018/19 FY 2017/18

Internal Service Funds Budget  YTD Actual 9% to date Actual
(as of (as of (as of (as of
6/30/2019) 6/30/2019) 6/30/2019) 6/30/2018)

Fleet Management Fund
Available Capital [1] 1.95 1.95 2.19
Revenues 4.87 5.01 103% 2.86
Expenditures 3.61 4.10 114% 1.61
Fund Balance Addition/(Reduction) 1.26 0.91 1.25
Projected Ending Available Balance 3.20 2.85
Fleet - Fire Apparatus Replacement Fund
Available Capital [1] 2.53 2.53 0.26
Revenues 0.37 0.42 114% 0.17
Expenditures - 0.00 - 0.00
Fund Balance Addition/(Reduction) 0.37 0.42 0.17
Projected Ending Available Balance 2.89 2.94
IT Replacement
Available Capital [1] 0.03 0.03 0.07
Revenues 0.16 0.16 100% 0.09
Expenditures 0.16 0.14 89% 0.05
Fund Balance Addition/(Reduction) - 0.02 0.03
Projected Ending Available Balance 0.03 0.05
Risk Management
Available Capital [1] 4.37 4.37 3.98
Revenues 5.54 6.90 125% 2.39
Expenditures 8.27 5.83 71% 2.27
Fund Balance Addition/(Reduction) (2.73) 1.07 0.12
Projected Ending Available Balance 1.64 5.43
Post Employment Benefits (PEB)
Available Capital [1] 3.91 3.91 (0.29)
Revenues 1.07 2.64 246% 0.52
Expenditures 111 1.67 151% 1.80
Fund Balance Addition/(Reduction) (0.03) 0.96 (1.28)
Projected Ending Available Balance 3.87 4.87
Equipment Replacement
Available Capital [1] 0.30 0.30 0.10
Revenues 0.10 0.11 111% 0.05
Expenditures - 0.00 - -
Fund Balance Addition/(Reduction) 0.10 0.11 0.05
Projected Ending Available Balance 0.40 0.41

[1] Available Capital = Fund Balance available for Appropriation
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What We Are Watching

Nationally:

The Federal Reserve Board decreased rates by a quarter percentage July, and then by
another quarter percentage in September, bringing the benchmark funds rate to 2.0
percent. There is potential for another rate decrease in December. These decreases are
meant to protect the economy against slow growth in Europe and Asia, as well as ongoing
trade and tariff issues. However, there are concerns that these historically low rates could
contribute to financial bubbles.

The second estimate for April-June 2019 GDP is 2.0%, lower than last quarter’s growth
of 3.1%. The slight reduction in GDP growth is largely due to reduced exports and
business fixed and inventory investment. The Congressional Budget Office Economic
Forecast projects a slowdown in GDP growth over the next few years as consumer and
government spending declines.

State:

California’s unemployment rate in June 2019 was at 4.2%, slightly lower than the June
2018 rate of 4.5%. Over the last 12 months, the labor force decreased by 58,700 people
and the number of unemployed people increased by 8,000.

The California Legislative Analyst’s Office’s August report on the State Fiscal Health
Index states that a slowdown could be on the horizon. The Index tracks the strength of
various economic conditions that are relevant to the state’s fiscal health, such as home
sales, building permits, and unemployment claims. As of August 2019, the Index had
declined for five straight months. Declines of this duration and magnitude have not been
observed since the last recession, however the actions the Fed has taken by lowering
interest rates may mitigate the slowdown.

California home sales have been relatively week for the past year. As of September sales
have stabilized and are no longer declining from month to month, but are now at low levels
that could signal weakening economic conditions.

Unemployment continues to decline, with the California June 2019 unemployment rate at
only 4.2% This is 0.3% lower than the June 2018 rate of 4.5%.

Local Economic Condition:

TOT baseline revenue growth has slowed over the past two years, with FY 2018/19
preliminary revenue ending $2.5 million under budget. Growth assumptions have been
greatly reduced in both the adopted FY 2019/20 budget and the forthcoming Long-Term
Financial Forecast.

The City has projects related to the January and February 2017 winter storms and to the
October 2017 Atlas fire going through the approval process with FEMA.
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As of June the median sold price for existing single-family homes in Napa County was
$705,750, and it has climbed to $787,500 by September. As of September home sales
were up 25.3% as compared to September 2018.

Real estate agents that spoke to the North Bay Business Journal stated that the market
in the North Bay appeared to be cooling. In Napa, the median time on the market was 68
days for existing single-family homes, while other counties in the North Bay Area ranged
from 36-45 days. We will be watching the housing market closely for impact on property
tax and other City revenues.

Napa County’s unemployment rate continues to be lower than California’s overall rate,
and was 2.8% for June 2019. Over the last twelve months, the labor force in the County
increased by 900 people and the number of unemployed people increased by 1,100.
The June 2019 rate of 2.8% is lower than the June 2018 rate of 3.1%. As
unemployment rates continue to decrease, employers are having more difficulty finding
and retaining workers.

Disaster Projects

FEMA formally obligated one project related to the October 2017 fires in the second
quarter. The budget adjustments for this project are included in the “Recommendation”
section below. The City received $105,084 in Federal and State funds for the Emergency
Response — Milliken Watershed Protections Project. The project total is $109,892,
reflecting the City’s 6.25% share of the total project ($6,868).

FY 2018/19 Appropriation Adjustments

In accordance with Resolution R2017-091 Section 7 and 8, as part of the Budget
Adoption, the City Manager is authorized to increase appropriations for specific purposes,
as long as the expenditure appropriations do not exceed the amount of the donation, and
the adjustment is reported to the City Council as part of the End of Year Financial Report.
The tables below show adjustments made from January 1 through June 30, 2019:

Budget Adjustment Summary (Fund / Department / Purpose) Revenues Expenditures
Fund 100 / Fire Department / CalOES Reimbursements 93,106.00 93,106.00
Fund 100 / Parks and Recreation / Donations for Lighted Art Festival 6,850.00 6,850.00
Fund 100 / Parks and Recreation / Donations for Fourth of July 7,500.00 7,500.00
Total General Fund 107,456.00 107,456.00
Budget Adjustment Summary (Fund / Department / Purpose) Revenues Expenditures
Fund 101 / Community Development / Developer Paid Contract -

various projects 250,017.50 250,017.50
Fund 101 / Police Department / COPS 122,199.00 122,199.00
Total Non-Recurring General Fund 372,216.50 372,216.50

Page 15 of 28
Page 16 of 29




ATTACHMENT 2

Recommendation

Approve a resolution to transfer $2 million of unassigned fund balance from the General
Fund to the IT Replacement Fund for future appropriation for City IT projects. The City is
currently working on contract negotiations for a new Enterprise Resource Planning (ERP)
system, and has several large projects in the pipeline to replace other software programs
and update obsolete IT infrastructure. Committing these funds to the IT Replacement
Reserve gives the City a dedicated funding source for IT projects when they are brought
to Council for approval.

When all entries and calculations for FY 2018/19 are complete, the remaining General
Fund unassigned Fund Balance (approximately $1.25 million) will be transferred to the
Non-Recurring General Fund, as per Fiscal Policy 3.a.vi.1.
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%" Quarterly Investment Report
— as of June 30, 2019

Introduction

This report represents the City’s investment portfolio as of June 30, 2019. The report includes all
invested City funds with the exception of bond proceeds. All investments are in compliance with the
City’s adopted Statement of Investment Policy.

Investment Approach

The City’s investments are guided by an Investment Policy, which is reviewed and approved by the
Council annually. The Investment Policy was last approved by the City Council in May 2018 and is
provided as an appendix to this report for reference. The policy directs that investment goals, in order
by priority, are safety, liquidity, and yield. This conservative approach ensures assets are available for
use while also allowing the City to earn additional resources on idle funds. The City relies on an
investment advisor and the State investment pool known as the Local Agency Investment Fund

(LAIF).

Current Market Conditions

The second quarter saw plunging interest rates, surging equity prices, and increasing global growth
concerns. Recent economic data has been mixed, with a 49-year low unemployment rate and a pickup
in retail sales, but a slowing of manufacturing activity and sub-target inflation. While few economists
expect the decade-long U.S. expansion to end soon, the Federal Reserve’s (Fed) cautionary tone set
the stage for rate cuts in the second half of the year.

Atits June meeting, the Federal Open Market Committee (FOMC) maintained the overnight fed funds
rate at a target range of 2.25% — 2.50% but acknowledged soft business investment, declining market-
based inflation measures, enhanced trade tensions, and increased uncertainty to the outlook. In their
latest assessment of monetary policy, nearly half of respondents viewed two rate cuts as appropriate
by year-end. Fed Chair Jerome Powell affirmed that the Fed will “act as appropriate to sustain the
expansion.” Powell also acknowledged that acting preemptively to cut rates in light of a possible
slowdown may be best for the economy, stating that “an ounce of prevention is worth a pound of

cure.”

U.S economic growth is expected to slow from a surprisingly fast economic spurt in the previous
quarter. The U.S. Gross Domestic Product (GDP) grew 3.1% in the first quarter, up from 2.2% in the
fourth quarter of 2018. Growth was driven by an unexpected improvement in net exports and outsized
growth in inventories, factors which are unlikely to be sustained. But consumer spending, which makes
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up more than two-thirds of total economic output, increased at a slower pace relative to prior quarters.
Forecasts for the second quarter are substantially lower—generally in the 1.5% to 2.0% range.

The U.S. labor market continues to remain strong, with average job growth of 172,000 jobs per month
in 2019 compared with average gains of 223,000 in 2018. The unemployment rate stood at 3.7% in
June, as the economy remains at what is considered “full employment”, while wages rose a modest
3.1% over the past year.

Inflation pressures have been tame. The Consumer Price Index (CPI) rose 1.6% over the past year.
The Fed’s preferred inflation gauge, the Core Personal Consumption Expenditure (PCE) Price Index,

which excludes food and energy prices, also rose 1.6% over the past year, below the Fed’s target of
2%.

While the equity markets climbed to new record highs with the S&P 500 returning 4.3% for the second
quarter and 17.4% for the first half of 2019, U.S. Treasury yields continued their downward trend and
the yield curve flattened further. U.S. Treasury yields fell for a third consecutive quarter, with
maturities beyond one year falling 40 to 50 basis points (bps). The yields on longer Treasury maturities
are now near 18-month lows. At quarter-end, the yield on a 3-month Treasury bill stood at 2.09%, the
2-year note was 1.75%, the 5-year was 1.77%, and the 10-year was yielding 2.01%. The yield curve
reached its greatest level of inversion since 2007. The spread between the 10-year and 3-month
Treasuries widened to -28 bps, although it finished the quarter narrower as short-term rates trended
lower in expectation of rate cuts.

Yield Curve History

U.S. Treasury Yield Curve Maturity 6/30/19 3/31/19 Change
3.0%

3-Mo. 2.09% 2.38% -0.29%
2.5%
5% 6-Mo. 2.09% 2.42% -0.33%
k=] 1-Yr. 1.93% 2.39% -0.46%
o -\
T 2.0%
>_
2-Yr. 1.75% 2.26% -0.51%
1.5% e—June 28, 2019
S March 31, 2019 3-Yr. 1.71% 2.20% -0.49%
June 29, 2018
1.0% 5-Yr. 1.77% 2.23% -0.46%
. (o]
2225335 B z
. 10-Yr. 2.01% 2.41% -0.40%
Maturity

Source: Bloomberg
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Total return performance was very strong across government and credit-sensitive fixed income
assets in the second quarter. Lower yields pushed prices higher, with Treasury benchmarks posting
some of their strongest quarterly returns in three years. The increasing yield curve inversion further
boosted the returns of longer duration securities, outperforming shorter-maturity counterparts.
Federal agency returns underperformed similar-duration Treasury securities for the quarter, as
agency yield spreads continued to trade at very narrow levels. Following a superb performance in the
first quarter, investment-grade corporates continued to be one of the best performing sectors for the
second quarter of 2019. Despite temporarily increased volatility, the incremental income from the
sector added positive excess returns to the City’s portfolio. AAA-rated asset-backed securities (ABS)
were modestly additive to the City’s performance for the quarter, despite spreads bouncing off 10-
year lows in June. The City’s diversified sector allocation and extension of duration relative to the
benchmark during the last two quarters led to modest outperformance over the benchmark.

Amid slowing global growth expectations, weakness in manufacturing due to renewed trade
disputes, low inflation, falling yields, and the expectation for multiple rates cuts by year-end, we will
continue to maintain a portfolio duration in line with the benchmark to minimize risk and optimize
performance relative to the benchmark. Going forward, the portfolio will continue to maintain its
diversification among investment-grade sectors with an emphasis on higher grade corporate bonds
given their income-producing potential.

Total Return Comparison
Periods Ending June 30, 2019

Past Past Past Past
Quarter Year 3 Years 5 Years
City of Napa 1.83% 5.23% 1.73% 1.81%
ICE BofAML 1-5 Year 1.81% 4.87% 1.32% 1.54%
Government Index
LAITF Yield 0.63% 2.42% 1.52% 1.05%

* Returns for periods under one year are periodic; all other returns are annualized.
** Source of LAIF yield is State Treasurer’s website. Reflects quarterly apportionment rate of LAIF de-annualized and linked over the
specified time periods.
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Portfolio Information

The City’s cash, excluding bond proceeds, is pooled for investment purposes. As of June 30, 2019,
invested funds totaled $175,810,424. These investments belong to the General Fund and restricted
funds such as the Developer, Special District, Water, Solid Waste, and Recycling Funds.

The City’s portfolio is well diversified by investment type and consists of U.S. Treasuries, federal
agencies, federal agency collateralized mortgage obligations (CMOs), municipals, supranationals,
corporate notes, negotiable certificates of deposit, asset-backed securities, and cash instruments such
as CAMP and LAIF. As noted in the chart below and on the attached investment detail report, as of
June 30, 2019, approximately 65% of the City’s investment portfolio was invested in the State Local
Agency Investment Fund (LAIF), the California Asset Management Program (CAMP) and high-
quality U.S. Treasury and federal agency securities to maintain the focus on safety and liquidity.
Approximately 32% of the portfolio is allocated to high quality credit instruments including negotiable
certificates of deposit, corporate notes, and asset-backed securities as yields and return potential on
these investment types continued to be attractive relative to comparable-maturity government
securities.

Investments by Type
June 30, 2019

Federal Agencies Federal Agency

CMOs

Supranationals

3%
Asset-Backed
Securities

0
6% U.S. Treasuries
Corporate Notes

23%
19%
Certificates of
Deposit
7%
LAIF and CAMP
36%

The City’s Investment Policy allows for a 5-year time horizon with an emphasis on liquidity. As of
June 30, 2019, 37% of the City’s funds were invested in very short-term liquid investments, 18% of
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the funds were invested with maturities between 91 days and 2 years, and 45% of the investment
portfolio had a maturity ranging from 2 to 5 years. This distribution allows the City the necessary
liquidity to meet operational and emergency cash needs while maximizing returns on funds not needed
in the immediate future.

Maturities in Days

June 30, 2019

70%

60%

50% 45%

40% 3%

30%

20% 13%

10% 5% -

0%
0% _ [
0 - 90 days 91 - 180 days 181 - 360 days 361 -720 days 721 - 1825 days

Conclusion

All City funds are invested in accordance with the approved Investment Policy with an emphasis on
safety, liquidity, and yield (in that order). The City’s investment strategy of balancing the investment
portfolio between short-term investments (to meet cash flow needs) and longer-term maturities (to
realize a higher rate of return) is appropriate given the current market conditions.

The investment portfolio will continue to be closely monitored to ensure the avoidance of risk and to
respond to changes in market conditions.
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