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DEPARTMENT OF FINANCE

May 24, 2021
TO: Steve Mermell
City Manager
FROM: Matthew E. Hawkeswort@ { :‘,'?)/

Director of Finance
SUBJECT: Financial Update May 2021 — American Rescue Plan Act

The American Rescue Plan Act of 2021 (ARPA) is a $1.9 trillion economic stimulus bill
signed into law by the President on March 11, 2021. Within the ARPA total allocation is
$350 billion for state, local, territorial, and Tribal governments to respond to the COVID-
19 emergency. Pasadena’s allocation of direct local stimulus is $52,625,975 with the first
50% allocation being made to the City in May 2021 and the balance in May 2022.

The ARPA itself is very broad in nature with a focus on four key program areas: support
urgent COVID-19 response efforts to continue to decrease the spread of the virus and
bring the pandemic under control, replace lost revenue for eligible state, local,
territorial and Tribal governments to strengthen support for vital public services and
help retain jobs, support immediate economic stabilization for households and
businesses, and address systemic public health and economic challenges that have
contributed to the unequal impact of the pandemic. Lastly, the APRA specifically
prohibited the deposit of any ARPA funds towards pension liabilities.

On May 10, 2021 the U.S. Treasury released a 151 page interim guidance document
(https://home.treasury.gov/system/files/136/FRF-Interim-Final-Rule.pdf) providing
further guidance on how the funds may and may not be spent. The following will
provide a summary of key sections of that document. Page number references refer to
the page of the guidance document.

Attachment A, provides an initial list of potential ARPA uses and non-permitted uses
based on ongoing analysis. It is anticipated that this list will be expanded as further
analysis is completed.

Key Takeaways

While this is the Interim Guidance document and may be amended, there are some
important components and clarifications that appear to deviate from the initial
assumptions.




Financial Update

May 24, 2021

Page 2 of 6

The use of ARPA funds are retroactive to March 3, 2021. Based upon initial discussions,
it was believed that the fund’s usage would be retroactive to March 2020 to allow
entities to recover costs or lost revenues dating back to the beginning of the pandemic.
With this not being the case, it means that the City is not able to recover costs for
expenditures such as the CARES Act mandatory sick leave payments, which the City
expended more than $3.5 million.

Additionally, the Interim Guidance prohibits using funds to replenish financial reserves
used to respond to the COVID-19 pandemic. As the City Council is aware, the City
expended almost all of its 5% General Fund Operating Reserve to cover revenue losses
of both the City and the Rose Bowl Operating Company.

In terms of allowable uses, there is a lot of focus on programs and services going
forward. The ARPA funds must be expended by the end of 2024, and therefore could
put Pasadena in a very difficult position financially, if it initiated programs and services
allowed without having a funding source identified to continue programs or services
beyond 2024.

Guiding Principles Regarding Eligible Uses:

Assessing whether a program or service “responds to” the COVID-19 public health
emergency requires the recipient to, first, identify a need or negative impact of the
COVID-19 public health emergency and second, identify how the program, service, or
other intervention addresses the identified need or impact. While the COVID-19 public
health emergency affected many aspects of American life, eligible uses under this
category must be in response to the disease itself or the harmful consequences of the
economic disruptions resulting from or exacerbated by the COVID-19 public health

emergency. (Page 10)

As an example, in determining whether a program or service responds to the negative
economic impacts of the COVID-19 public health emergency, the Interim Final Rule
provides that payments from the Fiscal Recovery Funds should be designed to address
an economic harm resulting from or exacerbated by the public health emergency.
Recipients should assess the connection between the negative economic harm and the
COVID-19 public health emergency, the nature and extent of that harm, and how the
use of this funding would address such harm. (Page 11)

Treasury encourages recipients to provide assistance to those households, businesses,
and non-profits in communities most disproportionately impacted by the pandemic.
(Page 11)
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Category 1 — Respond to the public health emergency or its negative economic impacts
The following sub-categories are identified:

e COVID-19 Mitigation and Prevention (Page 18) — Includes vaccination programs;
medical care; testing; contact tracing; support for isolation or quarantine;
support for vulnerable populations to access medical or public health services;
public health surveillance; enforcement of public health orders; public
communication efforts; enhance health care capacity including nursing homes,
incarceration homeless shelters, and group living facilities; purchase of PPE.

e Maedical Expenses (Page 19)

e Behavioral Health Care (Page 19) — Includes mental health treatment; substance
misuse treatment; hotlines; crisis intervention; overdose protection; infectious
disease prevention; outreach to promote access to services.

e Public Health and Safety Staff: Accordingly, the Fiscal Recovery Funds may be
used to support the payroll and covered benefits for the portion of the
employee’s time that is dedicated to responding to the COVID-19 public health
emergency (Page 20)

e Expenses to Improve the Design and Execution of Health and Public Health
Programs. (Page 21)

e Eligible Uses to Address Disparities in Public Health Outcomes (Page 21) —
Includes community health workers; public benefit navigators; housing services;
remediation of lead paint; violence intervention.

The eligible use must “respond to” the identified negative economic impact. Responses
must be related and reasonably proportional to the extent and type of harm
experienced; uses that bear no relation or are grossly disproportionate to the type or
extent of harm experienced would not be eligible uses. (Page 31)

® Assistance to Unemployed Workers (Page 32) — Includes job placement and job
training.

e State Unemployment Insurance Trust Funds (Page 32)

e Assistance to Households (Page 33) — Includes food assistance; rent, mortgage or
utility assistance; counseling to prevent eviction or homelessness; burials; home
repairs; weatherization; internet access.

e Expenses to Improve Efficacy of Economic Relief Programs (Page 34)

e Small Businesses and Non-profits (Page 34) — Includes loans, grants or in-kind
assistance.

e Rehiring State, Local and Tribal Government Staff (Page 35)

e Aid to Impacted Industries (Page 36) — Includes tourism, travel and hospitality;
business districts.

® Building Stronger Communities through Investments in Housing and
Neighborhoods (Page 39)
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e Addressing Educational Disparities (Page 40)

e Promoting Healthy Childhood Environments (Page 40)

This category of eligible uses also would not include contributions to rainy day funds,
financial reserves, or similar funds. Resources made available under this eligible use
category are intended to help meet pandemic response needs and provide relief for
households and businesses facing near and long-term negative economic impacts.
Contributions to rainy day funds and similar financial reserves would not address these
needs or respond to the COVID-19 public health emergency, but would rather constitute
savings for future spending needs. Similarly, this eligible use category would not include
payment of interest or principal on outstanding debt instruments, including, for
example, short-term revenue or tax anticipation notes, or other debt service costs.
(Page 42)

In addition, as described in Section V.III of this Supplementary Information, Treasury will
establish reporting and record keeping requirements for uses within this category,
including enhanced reporting requirements for certain types of uses. (Page 43)

Category 2 —To respond to workers performing essential work during COVID-19 by
providing premium pay to eligible workers (Page 45)

No additional details are summarized in this section as the City Council has previously
considered the subject of premium pay and did not take action.

Category 3 — For the provision of government services to the extent of the reduction in
revenue due to COVID-19 (Page 51)

Allow recipients facing budget shortfalls to use payments from the Fiscal Recovery
Funds to avoid cuts to government services and, thus, enable State, local, and Tribal
governments to continue to provide valuable services and ensure that fiscal austerity
measures do not hamper the broader economic recovery. (Page 53)

The term “general revenue” to include revenues collected by a recipient and generated
from its underlying economy and would capture a range of different types of tax
revenues, as well as other types of revenue that are available to support government
services.(Pagel16)

In calculating revenue, recipients should sum across all revenue streams covered as
general revenue. This approach minimizes the administrative burden for recipients,
provides for greater consistency across recipients, and presents a more accurate
representation of the overall impact of the COVID-19 public health emergency on a
recipient’s revenue, rather than relying on financial reporting prepared by each
recipient, which vary in methodology used and which generally aggregates revenue by
purpose rather than by source. (Pages 54-55)
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The definition of general revenue also would exclude revenue generated by utilities and

insurance trusts. (Page 55)

The term “general revenue” includes intergovernmental transfers between state and
local governments, but excludes intergovernmental transfers from the federal
government, including Federal transfers made via a State to a local government
pursuant to the CRF (CARES Act) or as part of the Fiscal Recovery Funds. (Page 56)

In general, recipients will compute the extent of the reduction in revenue by comparing
actual revenue to a counterfactual trend representing what could have been expected
to occur in the absence of the pandemic. (Page 56)

Recipients should calculate the extent of the reduction in revenue as of four points in
time: December 31, 2020; December 31, 2021; December 31, 2022; and December 31,
2023 (Page 58)

Government services can include, but are not limited to, maintenance or pay-go funded
building of infrastructure, including roads; modernization of cybersecurity, including
hardware, software, and protection of critical infrastructure; health services;
environmental remediation; school or educational services; and the provision of police,
fire, and other public safety services. (Page 60)

In addition, replenishing financial reserves (e.g., rainy day or other reserve funds) would
not be considered provision of a government service, since such expenses do not
directly relate to the provision of government services. (Page 61)

Category 4- To make necessary investments in water, sewer or broadband infrastructure

(Page 62)

Water and Sewer Infrastructure (Page 63)

Broadband Infrastructure (Page 69)

Restrictions on Use (Page 78)

In addition, sections 602(c)(2)(B) and 603(c)(2) prohibit any recipient, including cities,
nonentitlement units of government, and counties, from using Fiscal Recovery Funds for
deposit into any pension fund. (Page 78)

Timeline (Page 97)
Require that payments from the Fiscal Recovery Funds be used only to cover costs
incurred by the state, territory, Tribal government, or local government by December

31, 2024. (Page 97)

The Interim Final Rule adopts a definition of “obligation” that is based on the definition
used for purposes of the Uniform Guidance, which will allow for uniform administration
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of this requirement and is a definition with which most recipients will be familiar. (Page
98)

The Interim Final Rule thus permits funds to be used to cover costs incurred beginning
on March 3, 2021. (Page 99)

Transfers (Page 105)

The statute authorizes state, territorial, and Tribal governments; counties; metropolitan
cities; and nonentitlement units of local government (counties, metropolitan cities, and
nonentitlement units of local government are collectively referred to as “local
governments”) to transfer amounts paid from the Fiscal Recovery Funds to a number of

specified entities. (Page 105)

Specifically, under section 602(c)(3), a state, territory, or Tribal government may
transfer funds to a “private nonprofit organization . . . a Tribal organization . . . a public
benefit corporation involved in the transportation of passengers or cargo, or a special-
purpose unit of state or local government.” Similarly, section 603(c)(3) authorizes a local
government to transfer funds to the same entities (other than Tribal organizations).
(Page 105)

Similarly, local governments are authorized to transfer Fiscal Recovery Funds to other
constituent units of government (e.g., a county is able to transfer Fiscal Recovery Funds
to a city, town, or school district within it) or to private entities. This approach is
intended to help provide funding to local governments with needs that may exceed the
allocation provided under the statutory formula. (Page 106)

Attachments:
A — Potential ARPA Fund uses and Non-permitted ARPA uses



Attachment A

Potential ARPA Fund Uses

1.

Reinstitute reductions approved by Council on February 8, 2021 by backfilling the General Fund
for the revenue losses leading to these reductions. Have to be pro-rated for March 3, 2021 —
June 30, 2021
a. Building Maintenance - $541,000
b. Vehicle Replacement - $780,000
c. Library Fund Transfer - $500,000
Recoup ALL vaccination clinic staff expenditures, including full-time staff working regular hours,
to their respective funds for clinics held on March 3, 2021 or later.
Recoup special Fire Academy or PD Training costs that have increased due to COVID-19 incurred
after March 3, 2021.
Amend Proposed FY 22 Operating Budget to show the Public Health Funding of $250,000 for
Health Equity coming from ARP and the $225,000 for second PORT Team as both being funded
by ARPA.
Adopt a revised FY 22 Operating Budget based on “pre-COVID-19” revenue forecast as
prescribed in the Interim Guidance document and use ARPA funds to backfill lost revenue.
a. Full personnel budget instead of a flat personnel budget for eligible funds where
revenue losses have occurred
b. Fund revenue to reinstate all reductions made as part of FY 2021 Operating Budget
adoption
. Review non-General Fund revenues, including Operating Companies, to determine
where losses were created by COVID-19 and have resulted in service delivery, personnel
or overall budget reductions
d. Provide funding to the Operating Companies to cover re-opening operational costs
related to COVID-19 protocols.
Fund PD and Fire projects with ARPA funds — PD Mobile Operations, PD Remodel, Fire Station
Remodels
Fund Public Health tenant improvements to accommodate staffing to support ongoing vaccine
distribution, contract tracing and other related efforts. Not currently in budget but expressed as
a new need from Public Health - $250,000.
Transfer portion of ARPA to PUSD or other eligible non-profits if they have eligible expenditures
to respond to COVID-19.

Non-permitted ARPA Uses

DAl o

Replenish Benefits Fund for CARES Act Leave Time or enhanced unemployment claims/benefits
Fund Debt Service of any kind

Fund unfunded pension payments or deposit into pension funds

Fund Reserves or replenish reserves

Direct assistance for lost public utility revenues



