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DEPARTMENT OF FINANCE
October 25, 2021

TO: Steve Mermell
City Manager

FROM: Matthew E. Hawkesworth@

Director of Finance
SUBJECT: Financial Update October 2021
This update provides details on the unaudited fiscal year-end results for the General Fund.

Property Tax payments for the year were consistent without any significant late payments
or missed payments reducing revenue. Secured property tax revenue came in 6% higher
than the prior year with some of that growth likely the result of delays at the end of Fiscal
Year (FY) 2020 in processing payments along with sales and ownership transactions.
Property tax related revenue will total approximately $95 million for FY 2021,
approximately $3.0 million more than the adopted budget. Property tax appeals since
March 2020 have increased, largely from commercial property owners due to loss of
income and vacancies at commercial locations. If appeals are approved based upon
historical norms, the General Fund may lose more than $450,000 in revenue. Despite this
potential loss, property tax continues to be the General Fund’s most resilient and
strongest revenue source and the Property Tax budget for FY 2022 includes moderate
growth of 3.5%.

Sales Tax revenue saw significant volatility with gains or losses varying widely by category.
Tax revenue from new motor vehicle sales has realized more than 20% growth from the
prior year, while restaurant and hotel sales tax revenue has consistently been hit the
hardest. The State and county pool revenue has seen robust growth and stability, largely
driven by the shift to online purchases. The robust increases in new auto sales is not
expected to continue as supply chain and inventory issues continue to plague the
automotive industry. Tax changes related to taxing purchases from Amazon distribution
centers at the physical location instead of in the State and county pool are expected to
slow the tax recovery growth into FY 2022. On the positive side, tax revenue from the
hardest hit sectors including restaurants and hotels is improving. FY 2021 sales tax
revenue finished the year at $35.77 million, approximately $2.6 million above budget. The
City’s original budget forecast was conservative and much of this growth had already been
considered in previous forecasts. Accrued sales tax payments received in July and August
came in higher than normal and provided some improvement to the year-end estimate.
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Measure | Sales Tax continues to be robust, driven by the same categories of new auto
sales and online purchases. Measure | revenue was $25.66 million, almost $3.3 million
higher than the original FY 2021 budget with much of that growth already assumed in
prior forecasts.

Transient Occupancy Tax (TOT) continues to be the hardest hit revenue source in the
General Fund stemming from the COVID-19 pandemic. Total revenue for the fiscal year
was just shy of $6.3 million, a far cry from the pre-pandemic expectations of $18.0 million.
Hotel occupancy and rates have seen improvement since April 2020 with occupancy of
the opened hotels consistently between 63-73% and average daily rates increasing from
the $130 range to the $170’s. Both occupancy and rates have dipped slightly after the
summer season, which was expected since business travel and convention center activity
has not returned to pre-pandemic levels. July’s TOT revenue for June stays was 64% of
the 2019 revenue and August’s TOT revenue for July stays was 78% of the 2019 amount.
The Sheraton re-opened on September 1 and is under new ownership, which leaves the
Constance Hotel as the only closed hotel. The recovery forecast for the travel industry is
still very conservative, with full recovery not expected for several years.

Utility Users Tax (UUT) revenue proved to be fairly resilient during the year with drops in
telephone, both landlines and cellular phones, being offset by stability and growth in
electric and water. Tax revenue for the year was $26.77 million, approximately $300,000
more than what was budgeted. The surprise in this category was the performance of cable
television revenue, which appears to have benefited by more households staying home,
because of the pandemic and either not cutting the cord to cable or even subscribing for
new services. Revenue related to cellular phones continues to follow a downward trend
since companies are allocating more of the flat monthly rates plans towards data, which
is not taxable. The City’s UUT consultant is currently conducting audits of both Spectrum
and the major cellular providers to ensure the tax collection methodologies and rates are
accurate.

Construction Tax revenues for FY 2021 were $2.1 million and $1.15 million under the
original budget. This drop in revenue was expected due to the overall development cycle
and what projects were anticipated to come forward during the year. This tax revenue
can be somewhat volatile depending on the development cycle and is expected.

Business License Tax was also down in FY 2021 due to a variety of reasons related to
COVID-19. A large number of business license holders are entities with a primary location
outside of Pasadena, but enter the City to perform business at the Rose Bow! Stadium,
Flea Market, convention center or office buildings. A large number of these businesses
did not renew their license for FY 2021 due to their lack of events or business. As
operations ramp up at various venues and offices, staff anticipates that many of these
businesses will return to Pasadena and obtain licenses at that time. A number of these
businesses also had outstanding licenses from FY 2020 that were written off by staff
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during FY 2021. As such, revenue in this category was driven-down more than normal due
to the absorption of revenue loss for two-years in some cases. Total revenue for FY 2021
is expected to finish around $5.7 million.

Licenses and Permit revenue finished FY 2021 at $3.5 million, which is $1.1 million below
the original budget. This revenue loss has been anticipated and is largely driven by the
suspension of overnight parking restrictions for much of the year and the suspension of
fees related permits for outdoor and public right-of-way dining.

Charges for Services ended FY 2021 at $25.4 million, which is $3.1 million below the
original budget. Reductions in paramedic billing resulted in almost $1.0 million in revenue
loss and the suspension of late fees on utility bills accounts for an additional $1.1 million.
The remaining amount is largely made up from shortfalls from user fees related to facility
rentals, recreation activities, youth sports, and afterschool programs. All of these losses
were expected and have been accounted for in prior projections.

Fine and Forfeiture revenue finished the year approximately $3.5 million under budget at
$3.9 million. The forecast in March projected a $3.0 million shortfall, so the year ended
slightly worse in this category related to reduced parking citation revenue along with
reduced citation revenue for traffic and code compliance.

In summary, the resiliency and growth in Property Tax and Sales Tax have helped minimize
revenue losses in the General Fund. General Fund revenue will finish FY 2021
approximately $9.3 million under the originally adopted budget; however, this is a
significant improvement over the original estimate of a $12.5 million shortfall.

General Fund Expenditures Personnel expenditures for the fiscal year finished the year
approximately $5.2 million under budget at $169.6 million. The March 2021 forecast
projected a savings of $6.0 million and at that time is was noted that the savings may vary
due to some large-scale recruitments related to the Fire department and part-time staff
for programs. Looking forward to FY 2022, the City’s budget includes a relatively flat
personnel budget as compared to FY 2021 with increases for CalPERS and minimal
personnel adjustments. As such, large personnel savings are not expected to be realized
in FY 2022 and departments will have to monitor their discretionary personnel
expenditures much more closely.

Services and supplies make up the second largest category of expenditures in the General
Fund. Expenditures totaled $44.1 million with an additional $550,000 being approved as
carry forwards on September 27, 2021. This represents a savings of approximately $4.9
million. While staff have managed the bottom line and sought savings where possible,
half of this savings is related to reduced pass-through payments of Transient Occupancy
Tax to the Pasadena Center Operating Company.
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On February 8, 2021, the City Council approved General Fund budget adjustments totaling
$3.7 million to ensure the operating budget, without debt service payments related to
the Rose Bowl, remained balanced. These reductions, along with overall revenue
improvements as stated previously, have positively affected the General Fund’s fund
balance. The FY 2021 year-end Operating shortfall is estimated at $4.28 million, an
improvement from the previous estimate of $7.04 million.





