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)
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Director of Finance
SUBJECT: Financial Update July 2022

This update provides details on key revenue and expenditure data through May 2022
along with a forecast of how Fiscal Year 2022 (FY 2022) is expected to finish.

Property Tax payments, which have historically come in slightly above budget due to
prior-year and supplemental payments that are challenging to forecast, are trending
slightly above budget. Through May, total revenue was $88.6 million with property tax
payments related for former redevelopment project areas paid in June. Year-end actuals
may finish $1.0 million more than forecasted, but less of a surplus than the $3-4 million
realized the last couple fiscal years. Based upon the transfer tax portion of the revenue
related to property sales, volume continues to be significant; however, time will tell as
the Fed continues to raise interest rates. The last few reported major commercial
transactions in the City will not result in significant tax growth from increased assessed
values.

Sales Tax revenue in most areas can no longer be considered recovery from the
pandemic closures, but is realizing growth over pre-pandemic numbers. The economy
has remained relatively strong and while inflation hurts everyone’s bottom line, it does
provide for additional tax collection related to higher prices. There has been some
slowing related to the automobile market as inventory continues to be critically low for
many models and some buyers are choosing to wait. Revenue received through May
2022 totaled $54.4 million and the year-end forecast is $70.3 million. This includes $29.7
million from Measure | and will result in contributions to PUSD of $9.8 million. Due to
the timing of sales tax reporting, payments received in July and August will be accrued
back to FY 2022.

Transient Occupancy Tax (TOT) continues to show improvement over the prior year and
is trending in-line with the forecast. As presented with the FY 2023 Operating Budget,
the forecast going forward has improved. Average daily rates have remained high and
occupancy continues to improve. If the July payments for June stays are consistent with
the prior months, TOT as a whole may come in as much as $500,000 more than
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originally anticipated. Additionally, the former Constance Hotel remains closed;
however, the new owners are working towards a reopening later this summer.

Utility Users Tax (UUT) revenue in FY 2022 has been bolstered by the completion of
several audits during the second half of the fiscal year that generated more than $2.0
million in one-time revenue. The City Council took action on June 20, 2022 to recognize
the audit related revenue and appropriate funds related to the audit fees. The ongoing
revenue related to the audit findings has helped keep the future UUT forecast relatively
stable.

Construction Tax revenue for FY 2022 is less than FY 2020, but greater than FY 2021. At
year-end the actual revenue is likely to be slightly lower than the budget. Since this
revenue source fluctuates based on the timing of building permits being pulled, it is
relatively normal for the actuals to vary to budget in any given year. Staff will continue
to monitor this revenue source should adjustments be required in FY 2023.

Business License Tax revenue continues to trend lower than prior years. Business
License Inspectors have been actively working through the delinquent list and have
found that many out of town businesses have not renewed due to no business being
conducted in Pasadena. Additionally, the temporary or one-day licenses typically
obtained for special events remained down for the first half of the fiscal year, although
revenue has increased. Overall, Business License Tax revenue will come in
approximately $1.0 million under budget.

Licenses and Permit revenue was reported as trending above budget in the prior update
and continued with that trend. Plan review, plan check, and utility excavation related
revenue is all well above budget through May. By year-end this revenue category will
finish several hundred thousand more than budget.

Investment Earnings are reported as a loss through May 2022. The overall reported loss
of $4.55 million is a combination of cash investment earnings of $400,000 and
unrealized losses of $4.97 million. It is important to highlight that the reported losses
are book losses related to unrealized losses of the City’s investment portfolio and do not
represent actual or realized losses to the City’s cash position. Since the City typically
purchases bonds at or below Par Value, that Par Value will be returned on the maturity
date of the bond. The unrealized loss reported on the financial statement reflects the
loss value if the City were to sell the bonds early at the current market value. Since the
City has no intention to sell the bonds and incur the losses, these unrealized losses will
slowly shift to unrealized gains as bonds get closer to their maturity dates. For example,
the City may purchase a $5.0 million US Treasury at Par Value with a maturity date in
2025 and coupon rate of 0.65%. The value of that bond today may be $4.6 million to
reflect a yield closer to 2.8% instead of the original 0.65%. The $400,000 difference
between $5.0 million and $4.6 million would therefore be recorded as an unrealized loss
despite the reality that in 2025 the bond will once again be worth $5.0 million and
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interest payments will be received per the coupon rate of 0.65%. With the Federal
Government increasing short-term rates by 75 basis points in June, bond prices have
continued to fall as interest rates rise, and will result in additional unrealized losses
being recorded in June.

Other General Fund revenue categories such as rental income and charges for services
are tracking in-line with the budget. Revenue will continue to be tracked closely as
payments made in July and August for many of the City’s major tax categories are
accrued back to June and will be recorded for FY 2022.

The attached Revenue Analysis is through May 2022 and includes a comparison to both
FY 2021 and FY 2020 for the same period. This multi-year comparison helps to provide
some context to the recovery as compared to FY 2021 and some of the remaining losses
as compared to FY 2020. One note for the comparison is the General Fund
Miscellaneous Revenue category for FY 2020, the reported amount includes the
proceeds from the sale of the Concord Senior Housing Complex.

General Fund Expenditures as noted in prior financial updates, staff has worked
diligently in FY 2022 to maintain expenditures within budget since only minimal
increases were included from the prior year. With the City experiencing a larger than
normal number of vacancies during the year in some areas, personnel has trended
lower than budget overall and should finish the year under budget. Additionally, as
presented during the department presentations to the City Council sub-committees, a
portion of the anticipated savings is attributed to less part-time staffing last summer
and the timing of the second Fire Department training academy that is taking place a
couple months later than originally planned. Some of the overall personnel savings has
been utilized in the services and supplies category to backfill with consultants or
temporary staffing. The City’s level of budget authority provides that departments can
shift funds between these two categories as long as the transfers remain within the
same department and fund.

Looking forward to FY 2023, the City Council Committee structure for department
budget presentations initiated this past May will be continued with planned quarterly
financial updates to each committee. This will provide each committee with an
opportunity to learn more about financial trends for both revenue and expenditures
that are department specific along with assessing the need to changes during the year.

Attachments (2)
A — Revenue Analysis through May 2022
B — Expenditure Analysis through May 2022



