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City and County of San Francisco
FIVEYEAR FINANCIAL PLAN

Executive Summary

PURPOSE OF THE PLAN

The FiveYear Financial Plan is required under Propositionchager amendment approved by voters in
November 2009. Théity Charter requires the plan to forecast expenditures and revenues during the/éiae
period, propose actions to balance revenues and expenditures during each year of the plan, and discuss
strategic goals and corresponding resourcescityr departments.

ECONOMIC OVERVIEW

Presented in thiplan is an overview of the economic context which informsrénenue projections in the Five
YearPlan.

FIVEYEAR OUTLOOK

Over the next five years, th@an expects that the City will experience continued but slowing growth in tax
revenues. In addition, the Fivéear Financial Plan shows that the codtityf services is projected to outpace
revenue growth during the fivgear period. If the City does not takerrective action, the gap between

revenues and expenditures will rise from $119.0 million to approximately $848.4 million from Fiscal Year (FY)
201718 to FY 20222.

Tablel: Base Case Summary of General Fun8upported
Projected Budgetay Surplug/ Shortfall) FY 20122 ($ in millions)

Five Year Projection: 2017-18 2018-19 2019-20 2020-21 2021-22 % Growth
SOURCES Increase / (Decrease) 143.9 328.7 312.4 442 .4 559.9

Baselines and Reserves (46.7) (116.1) (150.3) (188.9) (212.3) 15%
Salaries & Benefits (145.8) (273.1) (428.2) (574.0) (698.0) 50%
Citywide Operating Budget Costs (48.5) (193.8) (274.7) (350.2) (450.1) 32%
Departmental Costs (21.9) (29.1) (43.8) (42.7) (48.0) 3%
USES Increase / (Decrease) (262.9) (612.1) (897.1) (1,155.8) (1,408.3) 100%
Projected Surplus / (Shortfall): (119.0) (283.4) (584.7) (713.4) (848.4)

Total expendituresire projected togrow by $1,408.3 millionver the next five years, which represents an
increase of 29%. During the five years of ptem, baselines and reserves grow by $212.3 million (15%talf t
expenditure growth), employee salary, pension, and fringe benefit costs grow by $698.0 million (50% of total
expenditure growth)citywide operating costs grow by $450.1 million (32% of total expenditure growth), and
departmental costs are growing I$48.0 million (3% of total expenditure growth).

In contrast toexpenditure growth, available General Fund sources are projectetttease by$559.9 million
over the same periochnoverall growth of 11%. As requireg the Charterthe City will need to implement
strategies to close the gap between sources and oses the fiveyear time period
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FISCAL STRATEGIES

The City projects budget deits over the next five yearEproactive steps are not taken to address the

imbalance béveen revenues and expenditurddespitesignificant efforts and policy changes in the psist

8SINAR G2 FRRNXaa GKS / Ade Qa fiveygsf deficit Fdjdetiortiad iNdleGsétdmkl f RS
up to 2011 levels. The reasons &oe lagely related to rising employee costs (pension being the biggest factor),
increasing voter mandated commitments through baselines anésetes, and increasing positions and

services

Additionally, in the past few yeastrongrevenuegrowth hasenabled the City tdalancethe budgetwhile
increasingserviceso it KS LJdzo t A O @ | 26 SOSNE (GKAA &SIFENJI GKSNB Aa Y
condition in light of changes at the federal level as well as the long period of economic growthel@ity has
experienced. &venues are projected to grow more slovalyer the coming years; tensure continued fiscal
sustainability andhresilient future, the City must slow its pregted expenditure growth by making traadfs

and responsible budgetatisions The following fiscal strategi@sll allowthe City to provide sustainable

services to the publiby containing budget growth t44% over the coming five yeaas opposed t@9% growth

that is projected to occur absent action

Table 2: Proposeéfiscal Strategies ($ in millions)

Base Case Outlook ($ millions) FY 17-18 FY 18-19 FY19-20 FY 20-21 FY 21-22

Cumulative Projected Surplus / (Shortfall) (119) (283) (585) (713) (848)
Proposed Fiscal Strategies - Sources Growth faster and Expenditure Growth slower than Base Case

Sources - Taxes, Fees & Other Revenues 26 53 152 181 216

Salaries and Benefits - Manage Employee Costs 25 60 145 190 225

Citywide - Limit Non-Personnel Inflation, Capital, Debt

Service and Real Estate 14 62 144 180 227

Departmental - On-Going Revenues & Savings Initiatives 54 108 144 162 180

Adjusted Outlook 0 0 0 0 0

This Fiverear Financial Plan also includes an assessment of the potential impact of an economic downturn on
0 KS / Ayedr ulookF Ph@lsaise case does not assume an economic dovetioss of funding from the
federal governmentiue to theuncertainty of either eventhowever, theUnited Sateshas historically not
experienced more thaten consecutive years of expansion and the current economic expansion began over
sevenyears ago,endering the likelihood of a slowdown or a decline in revenue growth increasingly likely during
the period that thigplan addressesAdditionally, the change in federal administration makes it likely the City will
see reduced funding in the time period covered in this repddn economic slowdowar large loss of federal
revenuewere to occur, the fiscal strategies shown above wdiaddnsufficient to closéargegapsbetween

revenues and expenditures.

Detailed projections regarding the base case, fiscal strategies, and recession scenario are included starting on
page 19f this report.

NEWCITYWIDETRATEGIC INITIATIVES SECTION

Theplanalso includes a ne@itywide Strategic Plan section outliniigK S al @ 2 ND&a @It dzS | yR ¢
with Aty departments Informed bycitywidelongterm planning processes, likétywide Capital and IT plares
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well as Fiverear Departmental Straggc Plansthis section lays ou set of shared values and a visior the
aAGeQa TFdzidzNBE +ra ¢Sttt a tFINBSNAYAGAIGAGSE GKS al &
vision and make it a reality.

Values
1. Equity.Our services reflect the value that each person deserves an opportunity to thrive in a diverse and
inclusive city.

2. Collaboration.We are stronger when we work together. We serve through consensus building and
cooperation across all sectors.

3. Community.Theneeds of an engaged and empowered community drive our service and we support
participation and democracy for all.

4. CompassionOur service is grounded in respect, dignity, embracing diversity, care, empathy and
inclusion.

5. Service Excellenc&Ve work to cotinuously improve services that are high quality, innovatared
informed by what works.

6. Responsibility & Integrity? S | N aGSél NRa 2F (GKS Lzt A0Qa R2ff
ensure the long term success for aiily and residents.

7. Accoungbility and Transparencye hold ourselves accountable based on outcomes and believe that
transparency fosters public trust.

Vision

1. Residents and families that thrive
Clean, safe and livable communities
A diverse, equitable and inclusiaity

Excellentity services

o > wNn

Acity and region prepared for the future
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City and County of San Francisco
FIVEYEAR FINANCIAL PLAN

EconomidOverview

ECONOMIC OVERVIEW

The FY 20218 through FY 20222 FiveYear Financial Plan is tfaurth such plan produced by the City and
County of San Francisco. The first Ffear Financial Plan covered2011-12 throughFY201516 and was
released in March 2011. Significant changes have occurred since thaftinoeidh 2016, the decade of the
2010s has brought unprecedented econergrowth to San Francisco. Thigy®as reemerged as the center of
the Bay AreQ@gional economy and since 2010 has been among the fagtesting large counties in the
United StatesThis2 S NIBA S¢ & dzY Yl NAT Sa (ic&@nt recoveydapdim@iihy 2 YA O KA &
slowdown which inforns both the base case revenue growth and recession scenario presented phaihis

LOOKING BACK
San Franciscosconomic Recovery: 2012015

Employment San Francisco has added an average of 25,000 newéolysar since 2010. To put this into

context, during the dotom boom of the late 1990s, employment increased by only 17,000 jobs per year. By the
end of 2015, there were 668,900 jobs in San Fraa@$0,000 more than at théity's previous economic peak

in 200Q and35,000 new jobs were added in 2015 alone.

Figure 1Total San Francisco Employment, 192015
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As discased in more detail below, that€s economic growth has been fueled by tieehnology sector, whose
share of San Francisco's total private sector employment has risen from 5% to 11% since 2010. As a share of
total private sector payroll in theit@, the tech industry's sharkas grown from 9% to over 206m 2010 to

2015.

Figure2: Technology Industry Share of Private Sector
Payroll and Employment in San Francisco, 12905
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As an export sector that brings nemvestment and income into theit§, the technology sector is an important
economic driver for San Francisco. Witileas been lhe fastestgrowing part of the @'s economy this decade,
every sector has been adding employment, as shown below. In almost every case, in fact, San Francisco's
industry sectors have been growing more rapidly than the same ssicttihe U.Sas a whole. In the chart

below, technology employment is split between the Information and Business & Professional Service sectors,
and is largely responsible for the very rapid rate of job growth of those sectors.

Figure 3: Employment Growth by Sector
San Francisco and United States, 2115
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While the @y's economic performance through 2010 has clearly been both strong and vaset, signs
emerged in 2016 that it may be reaching a plateau. Monthly employment data for San Francisco Mate®an
counties indicate that employment growth in the technology industry has slowed &§d5.4% annual rate in
August2015to 4.4% annual rate in Augud916. The growth rate for all private, ndarm employment in the
two-county area has also droppedrom a 5.3% annual rate last August to only 2.4% growth this August.

Figure 4: Annual Growth Rate in Tech and Private Ni@rm Employment
San Francisco/SaMateo Counties, January 201August 2016
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This trend may have important implications for t8éy's finances in upcoming years. A halving of the
employment growth rate would likely have a proportionate effect on tax revenue from businesses, employees
and residents, such as business, saes utility user taxes. On the other hand, the chart alsows that the

tech industry also experiencedslowdown in 2013, only to faccelerate in 2014. A slowdown therefore does
not automatically mean that a recession is imminent.

While the extent of the current slowdown should not be ogtaited, there argeasons to believe that a second
acceleration in growth is unlikely taour during this economic cycle abdfore the next recession. These

reasons relate botho the lack of capacity intheACi @ Q& A Yy F NI & ( NHzO G dzNB andsignsaofdzLILI2 NI
weakness in the technology industry, which aceurring irrespective of the’lCi @ Q& A Yy F NI & ( NHzO (i dzN.

respect to infrastructure issisg the first constraintistheXCi @ Q&4 K2 dza Ay 3 adzllLX 83X ¢ KA OK
resident labor force tgrow.
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Unemployment The @ (1 @ Qa aadjustddRuylempldyrdent rate has been under 3.5% for all of 2016. During

the previous economic cje that peaked in 20008, the @ (i @ Q& dzy SYLJ 2@ YSy (.0vlNandi S y S @
had only previously fallen belo8:5% at the height of the datom boom in the late 1990s.

¢KS OdZNNBy il odp: NIGS Aa 0St2¢ oKIG Yzad SO2y2YAraida
reflects an unusually low number of San Francisco resgdenking for work. Given theAQ's &ofistrained

housing market, it is unlikely that the resident labor force can readily expand much further in the short term,

and this should lead to a slowdown in the rate of job growth inG@hy, even if the demand for new hires
remains high.

Figure 5 San Francisco Unemployment Rate, SeasonrAlliyusted
July 1996August 2016
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A second infrastructureelated constraint likely to drive alowdown in employment and tax revenue growth is
the office market. While not at historicallpw vacancy levels, office vacancy by thgqiarter of 2016 was

lower than it was any time since 2000. A tight office market limits employment and revenuégroamanner
similar to the tight housing market: even companiesttant to add headcount in theitg find it hard to find

the space to do so. While interest in new development has picked up, even development to the maximum

I ff26SR dzy R Sudlcdmih&cial devielopént cap/mbuld represent only a small fraction of the
annual office employment seen this decade. Office employment in San Francisco can therefore be d@gpected

grow more slowly for the remainder of the decade, irrespective of theestéthe broader economy, or the
desire of local businesses to hire.

Figure 6: San Francisco Clas©ffice Vacancy Rates, 202616
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¢ KANRE&Z NI LAR sozyzw\o INBGGK GKAA RSOFRS Kiills LI | C

z

likely further limitthe @ 6@ Q& | 6Af AGe G2 3ANBG i NIiGSa SELISNARSYyOS

The chart below estimates the value of time lost by San Francisco workers to commuting, between 2011 and
2015. When transportation congestion leads to longemmutes, commuters lose work and leisure

2LIR Nl dzyAiGASEaY 6KAOK FNB O2y@SydAazyltte @FtdzSR i p
increasngly costly commute makes théty{Cless competitive as an employment center, leading to higherlab

costs for local businesses, and a greater tendency for job sprawl within the region.

The aggregate value of time lost by San Francisco employees has grown by 56% in only four years, driven by a
combination of longer and slower commutes, growth in theat number of employees in theit¢, and higher
average hourly wages.

Figure 7 Aggregate Value of Time Spent Commuting by Workers in San Francisco
2011-2015
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Technology IndustryWhile infrastructure constrainteelated to real estate and transportation will likely slow
growth in the near term even if economic growth remains strong, there are increasing signs that the technology
industryt the engine of so much of thehQi & Q& 3 NP gtinfay bie KegianingRt &vloftSown accord.

The fact noted above, that tech employment growth is slowing, is itself an indication. Technology is a high
paying industry that has a greater capacity than other local industries to absorb high housing and labor costs,
and high offie rents. If it were only a matter of capacity constraints and high rents driving out employment, we
would expect tech to withstand it better than other industries, yet the data suggests tech employment growth is
slowingmorethan other industries.
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Seconl @2 LI ad SELISNARSYyOS adaA3asSaida GKIG GKS 201t GSOK
perceptions of the value of equity in technology companies, particularly as registered by stock price indices such
as the NASDA®@O0. When the prices @déchnology stocks decline, eadyage investment in technology

companies often contracts, because investors foresee lower returns. As a result, tech companies that are
RSLISYRSyYy( 2y ySg SldzadGe Ay@SadySyid Ol yinf&tisingeN®d | a 7T
changes in the 4uarter moving average of the NASDAQD statistically account for almost 90% of the changes

in total private sector payroll in San Francisco, across all industries, witjuarr lag. The technology stock

market,in other words, has been a p@nful leading indicator of the/Cii @ Qa (1 SOKy2f 23& Ay Rdza
economy.

As seen in the chart below, the trends since the summer of 2015 indicate a slowing, but not a decline, in the
NASDAEL00 index (on a Ehonth moving average basis). At present, the stock market is at or near-amall
high, buoyed by continuing low interest rates. Themi@nth moving average tilted back up in the third quarter
of 2016, after leveling off in the third quarter in 2015. That qeaalso marked the peak of venture capital
investment in the Bay Area, which has fallen 28% in the past year (also emanti2 moving average basis).

Figure 8 Trendsin the NASDAEL00, Bay Area Venture Investment, and San Francisco Metuisdn
TechEmployment, 20112016
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While the data does not point to a tealriven downturn in the local economy, it does suggest that the slow

R2¢6y KIF& Y2NB (2 R2 6AGK GKS FdzyRFYSyidlfa 2F GKS (S
estatemarket. Not only has technology employment growth slowed more than overall employment, but leading
indicators of the tech sector like the stock market and venture capital have slowed as well.

Housing.Additionally, there are signs from the housing markett the slowdown of 2016 may have more to do

with an ebbing of demand than with infrastructure capacity constraints. Through most of the decade, San

CNl yOArA&a02 KIF&a FSIGdNBR 020K (KS -apdredidtidgyhcusing prges,i S E LISY
FY2y3 GKS fIFNBSadG ! o{d OAlGASad LYy GKS Lihaséowedl NE K2
appreciably. According tgillow, housing prices in thétZhave grown by only 1.1% from September 2015 to
September 2016, and have in fact deelil through calendar year 2016.

Figure9: Median Housingvalue(September 2016) and Annual Change iouding Prices (September
20152016), Large U.Eities
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Both supplyside factors such as infrastructure constraints, and dersidd factors such assoftening of
growth in the technology sector, suggest that San Francisco is unlikely to match its economic performance of the
first half of the 2010é the second half
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LOOKING FORWARD

The base case projectipdetailed in he next chapter, assuméé economic recovery that began in FY 2009

will continue through the forecast period, resulting in continued growth in tax revenues during the next five
years. As noted above, the rapid growth rates seen in the early stages of recovery have sloviedoanel

cases, have begun to decline. Growth rates for the most economically sensitive revenues, such as business,
sales, hotel, parkingnd property transfer taxes are projected to slow in the final three years opldre The

base case does not assuie economic downturn. However, given that the current economic expansion has
lasted over 89 months, if there is indeed no recession through FY-Z0)24s the projection assumes, it will

mark the longest economic expansion since 1900. The pace of groWttepend heavily on how shifts in the
national economy and local technology industry shape employment, income, investment options, and other
factors discussed above.
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City and County of San Francisco
FIVEYEAR FINANCIAL PLAN

FiveYear Base Cagerojection

PURPOSE OF THE PLAN

The FiveYear Financial Plan is part of a comprehensive effort by the City to improve isaluge financial
YIEYyFE3aASYSyld FyR LXIFYyyAyad ¢KAa aSO0GA2y>s (GKS ol asS Ol a
/I 2y GNRBEfSNRA hFTFAOSE2 NB/ R deRKSBS (0 2HWHR [253 X HILISNBIDS | y I €
existing service levels and policies on revenues and expenditures over the next five years.

The City is currently implementing the following strategies as part of itshamge finarial management and
planning:

1 TheFiveYearFinancial PlanThe City is forecasting and analyzing revenues and expenses for the next
five years on aitywidebasis, includinglepartmental operations, facilities, debt management, capital
and technology

I Two-Year BudgetingThe FY 20123 and FY@L3-14 budget was the firatitywidetwo-year budget
adopted by the Mayor and the Board of Supervisdige City hasontinued to utilize twoyear rolling
budgets and most recently adopted the FY 20¥6and F2017-18 budget; here were five
departments with fixedwo-year budgets for the FY 2016 and FY 2018 adopted budget.

1 Citywide Capital andTechnology Plasi Theseplans, whichare releasecby March F!every other year
includedetailed financial information and project descriptiomstliningthS / A i@ Qa LYdnyy SR
capital over the next ten yearand technology over thaextfive years

1 Formal Financial Policie3io date, the City has adopted financial policies to creaBaidget Stabilization
Reserve, to build its General Reserve and to make deposits more flexible in a downturn, and to restrict
the use of ondime revenues. Consistent with the financial policies adopted by the Board of Supervisors
in December 2014 and ddied in Administrative Code Section 10.60(b), the General Resene wil
increase from 2% to% of General Fund revenues by FY 2BR20This report anticipates the General
Reserve rising from 2.25% of regular GenerabFevenues in FY 204B to win FY 20120. Taken
together, these policies will help ensure San Francisco is more resilient during the next economic
downturn.

Multi-year budgeting and forecasting are best practices for all governmé&héfHve-Year FinanciaPlan is
designedtoenh y OS (G KS / Ad@&Qa | 6Af Aitdrévenues, expenBiyirash ahd@nedddd publicS &
servicesIn an era ofncreased uncertainty from the Federal governmehts planning process will enabBan

Francisco tanore thoughtfully plan for revenuehangesand adapt its programs according@verall, the City

will minimize volatility by looking beyond the typical budget horizontipgtin place more stable public service

delivery that citizens can expect and rely on.

BUDGET OVERVIEW

¢CKS /AGe FyYyR [ 2dzyie 27F {-17y $I6NlilighRolighlDIalNoi thedbddBel, $407 F 2 NJ C
billion, is comprised of seff dzZLJLI2 NIIAYy 3 | OGAQBGAGASEA |G GKS / dtyrrdldedl Sy G S
businessoperations and include the Port, the Municipal Transportation Agency, the Airport, the Public Utilities
Commission, and others. The remaining 50%, or $4.9 billion, is comprised of General Fund monies, which

support public services sues public health, gice and fire ervices, angublic works.¢ KS / A& Qa 0 dzR3.
broken down into six majaserviceareas: Public Protection; Public Works, Transportation & Commerce; Human
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Welfare & Neighborhood Development; Community Health; Culture & Recreation; eretdb Administration &
Finance.

Figure 1Gshows the total $9.6 billionitywide budget by major service are@he Public Works, Transportati&n

Commerceamajor service area has the largest overall budget, due primarily to the budgets for large enterprise
departments.

Figue 10 Total Budget by Major Service Area FY 2416
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There are 30,626 futime equivalent positions (FTEs) budgeted and funded betwall six major service areas
in FY 2014.7. As shown in Figudel, the Public Works, Transportation, and Commerce service area also has the
largest share of FTEs, which is largely driven byineicipal Transportation Agency.

Figure 11 Full TimeEquivalent (FTE) Positions by Major Service Area FY-2016
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FIVEYEAR OUTLOOK FOR GENERAL-EURPORTED OPERATIONS

San Francisco Administrative Code Section 3.6(b) requires that in eactuodiebred yearthe City mussubmit

a FiveYear Financial Plaim evernumbered years, a similar report, called the Joint Report, must be issued with
an update to the remaining four years of the previous yeX) &Ye& KisScial Plam both the FiveYear

Financial Plan and the Joint Report, the Matfoe, Contrdler, and theBoard of SupervisofBudget Analyst
mustforecastexpenditures and revares during theprojectionperiod. In the FiveYear Financial Platihe

al @2 NNa hakoprofdSactiodsidolbalance revenues and expenditures during each year of the plan
and discuss strategic goand correspondingesources focity departments. ThigiveYearFinanciaPlan

provides expenditure and revenue projems for FY 20118, FY 20189, FY 20120, FY 20221, and FY 2021

22.

{dzYYINBE 2F Ww.lasS /11asSQ tNeraSOiA2ya FyR C
ThisFive SI NJ CAY Il yOAL f t | yYafe&dstoialedussand éxgedditibsthatprdjec® &4 S Q
revenue trends and the costs to suppatirrentservice levelsadjusting for adopted or proposed policy changes

where noted. Significant changes include known revenue and expenditure changes in all areas where there is
reasonable information or basis for a projection. Key assumptions are also ddtaitad.

Table 3summarizeshe projectedchanges in General Fund supportedenues and expendituras/er the next
five years As shown in Tabl® this report projectcumulativeshortfalls of $19.0million in FY 20118, $£83.4
million in FY 20189, $84.7million in FY 20120, $713.4million in FY 202Q@1, and $48.4million in FY 2021
22.
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Table3: Base Case Summary ofFY 20182 General FunéSupported
Projected BudgetarfCumulativeSurplus/Shortfall) ($ in millions)

Five Year Projection: 2017-18  2018-19  2019-20  2020-21  2021-22 % Growth
SOURCES Increase / (Decrease) 143.9 328.7 312.4 442 .4 559.9

Baselines and Reserves (46.7) (116.1) (150.3) (188.9) (212.3) 15%
Salaries & Benefits (145.8) (273.1) (428.2) (574.0) (698.0) 50%
Citywide Operating Budget Costs (48.5) (193.8) (274.7) (350.2) (450.1) 32%
Departmental Costs (21.9) (29.1) (43.8) (42.7) (48.0) 3%
USES Increase / (Decrease) (262.9) (612.1) (897.1) (1,155.8) (1,408.3) 100%
Projected Surplus / (Shortfall): & (119.0) (283.4) (584.7)  (713.4) (848.4) I

This projection demonstrates that although revenues are growing each year, they are not growing fast enough
to keep pace with the increase in projected expenditures. As a result, a gap remains evargwaitting
economyand tax baseThe City currently pjects revenue growth of $®.9million, or 11% over the fiveyear

period of thisplan, and expenditure growth ofl$408.3million, or D%over the same fivgrear period as shown

in Figurel2 below.

Figurel2: ProjectedGrowth in General Fundxpenditures and Revenues
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Total expenditure growth is shown belaw Figurel3, which illustrates thasalary and benefit costs represent

GKS fINBSad RNAGSNI 2F GKS /AGeQa RSTFAOAG LINR2SOlGAz2Y
of $698.0 million over the periodCitywideoperatingcosts represent thesecondargest area of expentlire

growth at32%, or $40.1million. The next largest drivers of expenditure growth are: Chartandated

baseline and reserve changes @fl®.3million (15%)and other department specific cost increases 48®
million (3%).

Figurel3: General FuneSupported Expenditurelncreases by Expenditure Typer 208-22

Departmental Costs

!

Baselines and |
Reserves \
15% '

Salaries and
Benefits
50%

Operating Costs
32%

While the projected shortfalls shown in the above table reflect the difference in projected revenues and
SELISYRAGIINBE 20SN) (KS ySEG FAQOS @SINA AF Od2NNByi a8
NBIljdZA NS & GKFG S Géed Bdfanckipthe boddeRs Ivi iequite Some tofnbination of

expenditure reductions and additional revenu@siis projectiorassumano ongoing solutions are

implemented. To the extent that budgets are balanced with ongoing solutions, future shortfalieariase.
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Akey driver of projected shortfalls are increases in mandated cbiny of the projectecexpenditure
increasesare unavoidablewith limited ability to reduce spendirtg balance the budgefThe City isequired by

law to fund certainvoter-mandated baselines and sasidesat specific levelsAdditionally,assuminga constant
City workforce, nordiscretionaryemployee pension and health benefitsll continue to riseTogetherthese
mandated costsiccountwill consumeB4% of(i K S préjetted®exenueduring the forecast period, leaving

only 16% of revenues available to support all other spending demadihisisdepictedgraphically below in

Figure 14. The top line represents the projaettevenue growth over the next fiwears, withthe amounts

taken up by mandatory expenditures shown in dark grey. Only 16% remains available for other uses such as
employee wage increasespstof-doing-businessncreases for nonprofiservice providerscapital and

technology investments, anather improvements toservices to the public.
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Figurel4: Projected General FunBevenueGrowth vs. Mandatory Expenditures
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KEY ASSUMPTIONS AFFECTING THE A8 2AAHROUGH FY 2622 PROJECTIONS

1 No major changes to service levels and number of employdédss projection assumes no major
changes to policies, service levels, or the number of employees from previously adopted AY 206
FY 201718 budgeted levels unless specified below.

1 Continued economic recoverylhis projectiorassumathe economic recovery and expansion that
began in FY 20080 will continue through the forecast period and will be reflected in tax revenue
increases. The rapid rates of growth experienced in the early part of the recoverglbawer and
lower rates ofgrowth are expected to persist in the forecast period. Economic growth, and the revenue
derived from it, is heavily dependent on changes in employment, business a&adtyourism. Physical
and financial constraints are expected to limit this growthisTeport does not assume any economic
downturns or large changes in macroeconomic conditions; howevet)iidnas historically not
experienced more thaten consecutive years of expansiand is currently in itseventhyear of this
expansion
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1 Outcomeof the November 2016 Election3his report recognizes ttmutcome ofseveral measures
FNRBY G(GKS b2@3SYOSNI Hnmec StSOlA2yazr AyOfdRAy3ad &ASGS
Fund Notableoutcomes include the failure of Propositionakgeneal sales tax increaserhichwould
have funded homelesgssand transportatiorexpenditures Addtionally, voters approved two new
revenue measures in November 2016, includingncrease omproperty transfer tax on transactions
over $5 million (Proposition W) aradax on sugar sweetened beverages (Proposition V). The revenues
from Proposition W and Proposition V are assumed in this projectiois. report also assumes that
these news revenes will beallocated tosupportnew expenditures, and #refore have no net impact
on the budget projectionTo the extent that final plans differ from this assumption, it will change these
forecastsFor full details of the revenue and expenditures rethte the election results, seg@able6
below.

Othermeasures with an impact on the GenerahH include the Recreation and Pabiaseline passed
by voters in June 201 ée Dignity Fund baselin@roposition Ithat provides funding for seniors and
adults with disabilitiepassed in November 2018nd onetime costs assumed with the passage of
Proposition Talsoon the November 2016 ballotvhich restricts gifts and campaign contributions from
lobbyists.

1 Preliminary estimate of state and federal budget chang&shis report does not assume significant
changes in funding at the state and federal levels, although many uncertainties exist, particularly with
the change othe federal administration starting in Januarfy2017. Particular areas of concern include
changes or repealing of the Affordable Care Act and increased need for service or reductions in funding
NEflIGSR (2 GKS / Ade&Qa A YYA3NIhg City Wik dodiriue td hahiter  y R {
state and federal policy and budget processexhangesThe update to this report in March 2017 is
likely to contain additional details on potential impacts related to changes dettheral level

1 Assumes inflationary increases fonost employees in linavith CPI:For police officers and firefighters,
the planassumes negotiated rates through ZXM.7-18 with inflationary increases thereafter. Most labor
unions have open contracts and will enter negotiations for Memoranda of Understanding (MOUs) with
the Gty in the spring of 2017. Therefore beginning in FY 2[R this projectiomrojects negotiated
salary increases equal to the change in the Consumer Price Index (CPI) using the average projection of
the California Department of Finance San Francisco/Ated. | YR a22 RéQa { C aSiNZRI
Area CPI. Thiorresponds to 8.13%in FY 201718, 3.25%n FY 201819, 3.09%n FY 20120, 3.01%n
FY 202@1,and 3.06%nFY 2021 H® C2NJ t 2f A OS SINTRTOR QI/NE2CQY &l YIRK AGIA NSS
negotated rate increase of 2% for FY 2118, and increases of CBt abovethereafter. Importantly,
these assumptionsainot indicate a willingness or ability to negotiate wage increases at these levels but
rather are used for projection purposes. Finafjotated increases will increase or decrease projected
shortfalls.

1 Retirement plan employer contribution rates continue to increasEehe previous Fiv&¥ear Financial
Plan, released in December 2014, anticipated a decline in retirement costs after FYS2Hawever,
three main factors have led to a reversal of this downward trend including:

0 Updated demographic assumptions, which show that retireediairgy longer and collecting
pensions longer than previously expected,;

0 An appellate court ruling against the City whintalidated certairvoter-adoptedrestrictions
that would have placed additional conditions required to be met&tireesto receivea
supplementakog-of-living increasgand
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0 Lower than expected actual FY 2008 and FY 20156 investment returns.

This report assumes that retirement costs continue to increadéh slight declines ithe final year of

this projection. SFERS conttiloun rates are based on updated projections prepared by the Retirement
{eadsSyqQa ! Oldza NBE AYyO2N1RNIGAY3A FY2NIATFGA2Y 27
2013 and 2014 Supplemental COLAs for2686 Retirees in September 20Tthe plandoesnot

assume supplemental COLAs will be paid to employees who retired prior toTI8@anassumes
continuation of the SFERS Boanbpted long term investment return assumptioos7.5% for FY

201617 onwards, and a 1.3% return in FY 2Q6%asedn actuals. Projections reflect employee
contributions to retirement required under Proposition C. For CalPERS members, this report includes
rate increases starting in FY 2016 due to adjusted mortality assumptions adopted by the CalPERS
Board in Februar2014. Employer contribution rates in each year for both SFERS and CalPERS members
are detailed later in the base case section of this report.

1 Health and dental insurance cost increasdsiis projection assumes that the employer share of health
and dentalinsurance costfor active employeewiill increase by approximateh?4 per yearThe Health
Service System anticipates negotiating rates for calendar year 2018 in late spring 2017, to be adopted by
July 2017For retiree health benefits, this report assamthat the City will continue its pasyou-go
practice of funding the amounts currently due for retirees. The growth in the retiree obligation has been
estimated based on projected dascreases of approximately¥?® per year.

1 Inflationary increase on no-personnel operating costsfhis projection assumes that the cost of
materials and supplies, professional services, contracts with commbasigd organizationgnd other
non-personnel operating costs will increase by @RI rateas projected by th€alifornia Dpartment of
CAYl YOS | ¥.R%do?RRGEBR5% for FY 2048, 3.09% for FY 2029, 3.01% for FY
202021 and 3.06% for FY 2022. The projection reflects the adopted FY 2a87budget, except for a
CPl increase for communibased organization contracts in FY 2ail&which was not included in the
adopted budgebut is now assumed in this projection

1 TenYear Capital PlarFiveYear ICT Plarand inflationary increases oncgeiipment: This projection
assumes the adopted FY 2018 funding levels for capital, equipmerand information technology. For
capital in the remaining four out years, the report assumes funding will increase based on the levels
FaadzyYSR Ay ( RSTehYrai @apital Plan, whichnwill e released ardh 2017. However,
one exception to this ithat the adopted Capital Plan level is now projected to be reduced by $33.4
million per year in each year of this projection due to the loss of Proposition K on the November 2016
ballot. Proposition K was a renue measure, which was slated to fund $33.4 nmiltid the road
repaving program.

For equipment, starting in FY 2318, the report assumes that the equipment budget will increase by
CPl in each year from the adopted FY 20Z6unding level. For equipment, the plan assumes the
budgeted level of funding in FY 2018 and FY 201¥8. Inthe subsequent four fiscal years, the report
assumes that the equipment budget will increase by CPI each year.

The Information Technology investment projection assumes partial funding of annual projects in the
I AGe@Qa LYT2NXIGAZ2Y [ogyRICT) Rlahhdzy 200Fkin dc@dfirice WitlStkheK v 2 §
most recent budget, full funding in accordance with the R&ih in FY 20189 and FY 20120, and

growth of 10% per year in FY 2020 and FY 20222. This report also contains assumptions around the
separate funding for majanity IT investments. This report assumes full funding for Major IT projects in
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accordancewith the ICTPlan through FY 201820, and growth of 10% per year in FY 2@20and FY
2021-22. Similartothe Ten ST NJ / I LA G £t £ | yP&En willkkdine oukiniNafei@ 200zLIR | G S

Deposits and withdrawals fromeaservesThis projection makes geral key assumptions regarding

deposits to and withdrawals from major General Fund reserves. First, given the base case revenue
projections, no deposits to or withdrawals from the Rainy Day Reserve are assumed. Consistent with the
financial policies adopd by the Board of Supervisors in December 2014 and codified in Administrative
Code Section 10.60(b), the General Reserve value will increase from 2% to 3% of General Fund revenues
by FY 202@1. Lastly, various reserves allocated for particular-time uses are assumed drawn down

for those uses, as detailed later in the base case.

KEY FACTORS THAT COULD AFFECT THESE FORECASTS

I'a

GAGK it LINRP2SOlA2yasy dzyOSNIFAyGASaE SEA&AG NB3II NR

These include

T

EconomyHistorically, periods of economic expansion are followed by economic contraction, or
recession. Since the end of the Great Depresdlmre have been 13 recessions, or approximately one
every six years on average. The current economic expansion began over seven years ago. It would be
an historic anomaly to not experience a recession within the projection period of this report. Because
of the difficulty of projecting the timing of a recession, this report assumes slower rates of growth,
rather than declines, in revenue in the final three years of the report. However, it is important for the
City to closely monitor economic conditions oviee coming years.

Outcome of state and federal budgdialancing efforts:At the time of report issuance, state and

federal budget deliberations have not yet begun. Thus, uncertainty remains around the local effects of
state and federal budgebalancing dbrts. Additionally, potential policy changes and budgetary

impacts under the transition of the Fedeadministrationremain uncertain. The City is closely
monitoring potential changem particular related to the Affordable Care Act and immigration golic

Collective bargaining agreement negotiation®ther than approved wage increases in collective

bargaining agreements and inflation on open contracts in FY-281Arough FY 20222, this report

does not assume any contract changes due to labor negotiat Wage or benefit changes above or
0St29 GKSaS lFaadzyLliAz2ya g2dZ R AYyONBI &S 2NJ RSONB
Pending omproposedlegislationg potential fee or departmental revenueincreasesfee increases

may be proposed to the Board of Supenoris before the end of the year or as part of the FY 2[87

and FY 20189 budget. No increases above those budgeted in the adopted FY120416d FY 20118

budget are assumed in this projection.

Planning forgrowth: The City is currently experiencingpgith in both employment and population. As

GKS /AGeQa LRLMzZ FdA2y AyONBlFraSas GKSNB Yle& o6S |
parks, transportation, first responders, health care providers, and street infrastructure improvements

to accommodate more users of the public rigbftway. This report does not assume increased costs to
specifically address future growth; however, this represents a risk and could increase projected deficits

in the future.

Deficits will differ if new budgetcommitments madelf voters approve additional increases to existing
baselines, seasides, or other mandatory spending increases without commensurate revenue increases
from new funding sources, this will grow the projected deficits shown in this repdditionally, the

report assumes that the budget for FY 206 and all five yeaof this reportA & G NB ol f I yOSRE
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the November 2016 election results. Therefore, any increase or decrease in spending aside from new
revenue approved by the voters ihis election would increase or decrease the deficits accordingly.

1 Public Health; ElectronicHealth Records (EHR}ver the next five years the Department of Public
Health (DPH) will develop and implement a new integrated electronic health record (Et¢R) sys
which will replace its existing suite of clinical, financial, and billing systems. Over the last three years,
DPH has implemented initiatives to fortify its existing IT infrastructure to create a solid foundation for
successful implementation and opéi@n of this critical system. Prior consultant studies have
estimated onetime implementation costs of approximately $1@2%nillion over five years, which does
not include any ongoing operational costs. Thpartment is currently issuing a request for posals
(RFP) this winter. Funding for the project is anticipated to come from departmental revenues,
reallocation of current expenditures, and philanthropic support.

Tables4 and 5 below,in addition tothe following narrative explain revenue and expenditure changes in the

citywide deficit in detail. First, revenue changes will be discussed, then expenditures changes, including: changes
to baselines and reserves; salary and benefit castypvide operating costs; and department specific changes.
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Table4: Base Case Key Changes to General Fusdipported¢ INCREMENTAL CHANGE
Sources & Uses FY 222 ($ in millions)

2017-18 2018-19 2019-20 2020-21 2021-22

SOURCES Increase / (Decrease)

General Fund Taxes, Revenues and Transfers net of items below 162.0 141.3 118.6 107.4 106.6
Change in One-Time Sources (119.0) 76.0 (152.0) -

Use of Reserves for One-time Impacts 60.0 (60.0) - - -
Children's Fund Property Tax Setaside Revenue 11.8 9.9 3.4 3.2 3.4
Department of Public Health Revenues (1.4) 7.3 6.8 14.3 2.7
OCIl Tax Increment (11.5) 0.1 0.0 0.1 0.1
November 2016 Election - Revenues (net of baselines) 32.8 5.8 (0.0) (0.0) -
Other General Fund Support 9.2 4.4 7.0 5.0 4.7

TOTAL CHANGES TO SOURCHES3.9 184.8 (16.3) 130.0 117.5
USES Decrease / (Increase)
Baselines & Reserves

Municipal Transportation Agency (MTA) Baselines (14.1) (20.2) (17.0) (16.9) (13.3)
MTA New Central Subway - (10.3) (3.4) 0.4) 0.4)
Children's Fund and Public Education Enrichment Fund (17.1) (19.2) (10.8) (8.7) 9.7)
Housing Trust Fund (2.8) (2.8) (2.8) (2.8) (2.8)
Dignity Fund (6.0) (3.0) (3.0) (3.0) (3.0)
Recreation and Parks Baseline (3.0) (3.0) (3.0) (3.0) (3.0)
All Other Baselines (4.2) (4.6) (3.3) (3.0) (2.9)
Deposits to General Reserve 5.8 (0.7) 0.0 0.3) 12.4
Other Contributions to Reserves (5.3) (5.5) 9.1 (0.5) (0.5)

Subtotal Baselines & Reserves (46.7) (69.4) (34.2) (38.6) (23.3)
Salaries & Benefits

Annualization of Partial Year Positions (20.3) - - -

Previously Negotiated Closed Labor Agreements (12.6) - - - -
Projected Costs of Open Labor Agreements (66.2) (91.1) (92.1) (95.3) (95.4)
Health & Dental Benefits - Current & Retired Employees (25.5) (29.2) (33.0) (33.0) (35.5)
Retirement Benefits - Employer Contribution Rates (29.9) (6.9) (10.3) (26.5) 8.0
Other Salaries and Benefits Savings / (Costs) 8.7 - (19.8) 9.0 (1.1)

Subtotal Salaries & Benefits (145.8)  (127.3)  (155.1)  (145.7) (124.0)
Citywide Operating Budget Costs

Minimum Wage (6.7) (10.3) (3.2 (0.6) (0.6)
Capital, Equipment, & Technology 29.3 (40.4) (10.5) (12.7) (23.2)
Inflation on non-personnel costs and grants to non-profits (19.9) (52.4) (43.4) (43.9) (45.9)
Debt Service & Real Estate (16.7) (28.5) (19.0) (13.8) (25.4)
Sewer, Water, and Power Rates (1.9) (4.3) (1.5) (1.6) (1.5)
November 2016 Election - Expenditures (32.8) (5.8) 0.0 0.0 -

Other Citywide Costs 0.2 (3.7) (3.4) (3.0) (3.2)

Subtotal Citywide Operating Budget Costs (48.5)  (145.3) (80.9) (75.5) (99.9)
Departmental Costs

City Administrator's Office - Convention Facilities Subsidy (13.4) 6.1 11.0 - -
Elections - Number of Scheduled Elections (0.8) 0.3) (5.1) 45 0.3)
Ethics Commission - Public Financing of Elections (1.3) 0.7 0.7) (0.0) (0.0
Golden State Warriors Event Center 0.7 0.2) (7.7) 0.3) 0.3)
Mayor's Office of Housing - HOPE SF and Local Operating Subsidy (1.2) 4.1) (6.2) (4.8) 0.7)
Human Services Agency - Aid (5.3) 3.1 (3.5) (3.3) (3.6)
Public Health - Operating and one-time costs for capital projects (6.8) 6.1) 0.0 8.6 0.8
All Other Departmental Savings / (Costs) 6.2 (0.4) (2.5) (3.5) (1.1)
Subtotal Departmental Costs  (21.9) (7.2) (14.7) 1.2 (5.3)

TOTAL CHANGES TO USE@62.9)  (349.2)  (285.0) (258.7) (252.5)

Projected Surplus (Shortfall) vs. Prior Year (119.0) (164.4) (301.3) (128.7) (135.0)

Cumulative Projected Surplus (Shortfall) (119.0)  (283.4) (584.7)  (713.4) (848.4)

* Results of San Francisco November 2016 election are reflected here; for election details see Table 6.
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Table5: Base Case Key Changes to General Fusdipported¢ CUMULATIVE CHANGE
Sources & Uses FY 20628 ($ in millions)

2017-18 2018-19 2019-20 2020-21 2021-22

SOURCES Increase / (Decrease)

General Fund Taxes, Revenues and Transfers net of items below 162.0 303.3 421.9 529.3 635.9
Change in One-Time Sources (119.0) (43.0)  (195.0) (195.0) (195.0)
Use of Reserves for One-time Impacts 60.0 - - - -

Children's Fund Property Tax Setaside Revenue 11.8 21.7 25.1 28.3 31.7
Department of Public Health Revenues (1.9) 5.8 12.6 26.9 29.7
OCII Tax Increment (11.5) (11.4) (11.3) (11.3) (11.2)
November 2016 Election - Revenues (net of baselines) 32.8 38.6 385 385 385
Other General Fund Support 9.2 13.6 20.6 25.6 30.3

TOTAL CHANGES TO SOURCES33.9 328.7 312.4 442.4 559.9
USES Decrease / (Increase)
Baselines & Reserves

Municipal Transportation Agency (MTA) Baselines (14.1) (34.3) (51.4) (68.3) (81.6)
MTA New Central Subway - (10.3) (13.8) (14.2) (14.7)
Children's Fund and Public Education Enrichment Fund (17.1) (36.2) (47.1) (55.8) (65.5)
Housing Trust Fund (2.8) (5.6) (8.4) (11.2) (14.0)
Dignity Fund (6.0) (9.0) (12.0) (15.0)  (18.0)
Recreation and Parks Baseline (3.0 (6.0) (9.0) (12.0) (15.0)
All Other Baselines 4.2) (8.8) (12.1) (15.1) (18.0)
Deposits to General Reserve 5.8 5.1 5.1 4.8 17.2
Other Contributions to Reserves (5.3 (10.8) 1.7) (2.1) (2.6)

Subtotal Baselines & Reserves (46.7)  (116.1)  (150.3) (188.9) (212.3)
Salaries & Benefits

Annualization of Partial Year Positions (20.3) (20.3) (20.3) (20.3) (20.3)
Previously Negotiated Closed Labor Agreements (12.6) (12.6) (12.6) (12.6) (12.6)
Projected Costs of Open Labor Agreements (66.2)  (157.4) (249.4) (344.7) (440.1)
Health & Dental Benefits - Current & Retired Employees (25.5) (54.8) (87.7)  (120.7) (156.1)
Retirement Benefits - Employer Contribution Rates (29.9) (36.8) (47.1) (73.7) (65.7)
Other Salaries and Benefits Savings / (Costs) 8.7 8.7 (11.1) (2.1) (3.1)
Subtotal Salaries & Benefits (145.8) (273.1) (428.2) (574.0) (698.0)

Citywide Operating Budget Costs

Minimum Wage 6.7) (17.0) (20.2) (20.8) (21.4)
Capital, Equipment, & Technology 29.3 (11.0) (21.5) (34.2) (57.4)
Inflation on non-personnel costs and grants to non-profits (19.9) (72.3)  (115.8) (159.7) (205.6)
Debt Service & Real Estate (16.7) (45.1) (64.2) (77.9) (103.3)
Sewer, Water, and Power Rates (1.9 (6.2) 7.7) 9.3 (10.8)
November 2016 Election - Expenditures (32.8) (38.6) (38.5) (38.5) (38.5)
Other Citywide Costs 0.2 (3.5) (6.9) (9.9) (13.1)
Subtotal Citywide Operating Budget Costs (48.5)  (193.8)  (274.7)  (350.2) (450.1)

Departmental Costs
City Administrator's Office - Convention Facilities Subsidy (13.4) (7.3) 3.7 3.7 3.7
Elections - Number of Scheduled Elections (0.8) (1.1 6.1) @7 (2.0)
Ethics Commission - Public Financing of Elections (1.3) (0.6) (1.4) (1.4) (1.4)
Golden State Warriors Event Center 0.7 0.7 (7.1) (7.4) 7.7)
Mayor's Office of Housing - HOPE SF and Local Operating Subsidy (1.2) (5.3) (11.5) (16.3) (17.1)
Human Services Agency - Aid (5.3) (8.3) (11.9) (15.2) (18.8)
Public Health - Operating and one-time costs for capital projects (6.8) (12.9) (12.8) (4.2) (3.4)
All Other Departmental Savings / (Costs) 6.2 5.8 3.3 (0.2) (1.3)
Subtotal Departmental Costs  (21.9) (29.1) (43.8) (42.7) (48.0)
TOTAL CHANGES TO USE@62.9)  (612.1)  (897.1) (1,155.8) (1,408.3)

Cumulative Projected Surplus (Shortfall) (119.0) (283.4) (584.7)  (713.4) (848.4)

* Results of San Francisco November 2016 election are reflected here; for election details see Table 6.
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DETAIL BASE CASEOJECTION

CITYWIDREVENUE PROJECTIONS

¢tKS LINRP2SOGA2Yya 2dzif AYSR Ay GKAAa aSOGA2y KAIKEAIAKIDG
details on the macroeconomic contextlease see the Economic Overview chapter above. For more detail on
specific revenues, please see below.

General Fund Taxes, Revenues & Transfers
General Context Underlying Revenue Estimates

This projectiorassume continued but slowing growth in tax revenues during the next five years. With the
exception of property tax revenues, which did not decline during the last recession, local tax revenues bottomed
out in FY 20089 and FY 20020.Theyreturned to prerecessonary levels by FY 204P one to two years

earlier than projected at the start of the recovery. As of FY 28 $ear end, growth rates in a number of tax
revenues, including sales, parkjiaand real property transfer tax, have slowed. The pace of resgmawth

during the projection period will depend heavily on the strength of the national economy and local technology
industry. Overall, growth rates are projected to continue moderating through the report period.

Additionally this projectiontakesinto accountthe passage of Propositions V (sugar sweeterextag tax)
and W (transferax), and the failte of Proposition K (general salex}.Key assumptions regarding these three
mostlocal measures are outlined Trable6.

Table 6:Summary of San Francisco November 2016 Election
Cumulative($ Millions)

ADOPTED Budget PROJECTED Budget

Revenue Impact from Election FY 2016-17 FY 2017-18 FY 2017-18 FY 2018-19
Sales Tax Increase - Prop. K 375 155.3 - -
Transfer Tax - Prop. W (net of baselines) - - 27.0 27.0
Sugar Sweetened Beverage Tax - Prop. V (net of baselines) - - 5.8 11.6

Subtotal - Revenues 375 155.3 32.8 38.6
Expenditure Plan from Election
Street Repaving (8.1) (33.4) - -
Transit Affordability, Muni Fleet & Facilities (7.4) (30.9) - -
Regional Transit, Complete Streets & Transit Expansion (8.7) (36.0) - -
Homelessness & Mental Health (12.1) (50.2) - -
Reserves (1.2) (4.8) - -
Election Revenue Supported Expenditures - - (32.8) (38.6)

Subtotal - Expenditures (37.5) (155.3) (32.8) (38.6)

Total - Surplus / (Shortfall) - - - -

The adopted FY 20167 and FY 20178 budget assumed increased revenues of $3iillion in FY 20147,
growing to $155.3nillion starting in FY 20118 to supportspending orhomelessness and transpatton. Both

the assumed revenues and expendituneshe FY 20147 and FY 201¥8 adopted budgetvere placed on
reserve pending the results of the election. The increase in sales tax (Proposition K) failed to garner enough
votesto secure a majority, and as a result the Mayor cancelleds#dt@asidesrelated to homelessness and
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transportationoutlined in Proposition J. Tihpan updatesthe projections starting ifFY 201718 by reducing
both the $155.3million in revenue andexpenditures.

Voters approved two new revenue measures in November 2016, including an increase on property transfer tax
on transactions over $5 million (Proposition W) and a tax on sugar sweetened beverages (PropositioseV). The
revenues were not assumend the adopted FY 20167 and FY 201¥8 budget. Theombinedrevenuesfrom
Proposition W and Proposition ¥fter accounting for baseline contributioreze expected to be $32.8 million in

FY 201718 and growing to reach a total of $38.6 million in F¥82D0, and areassumed in this projection. This
report also assumes that these neevenues will ballocated to supporhew expenditures, antherefore have

no net impacton projected shortfalls

Currently, there are two supplemental appropriatigmsnding at the Board of Supervisors; one funded through

new revenue from Propositon Wfor FNBS / Ade& /2f€¢S3S LINPINIY YR y2i
support for immigrants. This report does not expressly assume the passage of eithesetipplementals,

but if funded both would fit within the additional revenue projected after the election. Additionally, the Mayor
published a plan to use some of the revenue generated from Proposition W and newly identified federal funding

to support spading on homelessness services, Proposition E the new voter approved street tasdsetin

addition to allocations for free City College and legal supports for immigrants. It is a policy choice for the Mayor
and the Board of Supervisors on howhialarce these various revenues and expenditutess reportmakes no
assumption regarding specific choices other than a financial assumption that they are balanced. To the extent
that final plans differ from this assumption, it will change these forecasts.

Below are details on specific revenue streams included in the General Fund Taxes, Renmhidieansfers line
of Table 4.

Property Tax

General Fund property tax revenues are expected to grow from a budget of $1,412 million in FIX7 20
estimated$1,760 million in FY 20222. General Fund property tax revenue assumptions include:

1 Roll growth: The locally assessed secured roll typically grows based upon an annual statewide inflation
factor (California CPI) capped &@02and new property value assegsmis triggered by changes in
ownership or new construction.

For FY 20118, the change in the California CPI (measured Octtb€&ctober of the previas two
years) is the maximunmP2. The Californi@PI is assumed to remain &b2ach fiscal year througly F
2021-22.

For changes in ownership and new constructiors @ssumed that an additiona¥3of secured roll

growth occurs in FY 20418 based upon yean-date Assessor activity. For FY 20B8hrough FY 2021

22, at least % of secured roll growth iswticipated each fiscal year. Current construction projects and
changes in ownership of new, large residential and commercial buildings (anticipated to add at least $20
million of assessed value per site) are expected to add $2.8 billion in FFL&0%4. 7billion in FY 2018

19, $1.6 billion in FY 202®, and $700 million in both FY 2620 and FY 20222 to the secured

assessment roll beyond the noted percentage growth assumptions.

The state assessed board roll and the unsecured roll comprise aboub¥t@&overall taxable
property values in San Francisco and both tend to change in less predictable mannerglénthie
board roll value is assumed to remain at the FY 204 &alue of $3.1 billion, and the unsecured roll is
assumed to grow at an anoal rate of 1% from the FY 2018 value of $13.8 billion through FY 2624
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1 Supplemental and escape assessmergsipplemental assessments capture changes in value for the
portion of the tax year remaining following a trigger date that results in a change in the base year
FdaSdaasSR @FtdzS 2F | LINRPLISNIed ¢KS Saol Llbluelug a Saa)
to four years after the trigger date occurred. Thian assumes supplemental and escape assessment
revenue of $185 million in FY 2016, declining 10% per year through FY 2021as the volume and
magnitude of escape assessments potentially dases. Supplemental and escape assessments have
traditionally been a significant source of variance in property tax revenues.

91 Anticipated future increase in AAB reserve requiremen@eneralFund property tax revenues set
aside to fund Assessment AppealsaBb(AAB) decisions is assumed at $0 for FY-281But then
anticipated to step up by an additional $5 million per year from $5 million deposited in FY12048
$20 million deposited in FY 2022. The number of open assessment appeals has declineificagtly
from 7,421 at the start of FY 2044 with $82.6 billion in assessed value at risk down to 1,727 cases as
of the start of FY 20167 with a total of $28.5 billion in assessed value under appeal.

T / KFLy3aS Ay {ly CNJI yOA aéxallotaioh fadkoNSan/Feascis® apfers agpivd JS NJi &
Proposition C on November 4, 2014. Proposition C renews and increases the propertyasidesdor
GKS {lIy CNIXyOArAad2Qa / KAfRNBY |yR ,2dziK CdzyR®d ¢ K¢
increased from $0.0300 in FY 2618 when Proposition C passed to $0.0350 as of FY-2D1&énd the
allocation is set to increase to $0.0375 in FY 20Aand to $0.0400 in FY 2618 on each $100.00
valuation of taxable property. This recegeGeneral Fungroperty taxeshy the same factor.

Business Taxes

Business taxes include payroll, business registration fees, and gross receipts taxes. Revenues from business taxes
and registration fees follow economic conditions in the City and grew strongly from BYL2@4 FY 20134

reflecting underlying gains itity employment and wages during the period as seeRigurel5. Business tax

revenues are sensitive to changes in the economic condition of the City. The two main factors that determine

the level of revenue generated by the business tax are employment and wages. As sliaogureh5, wages

are projected tagrow stealily between 2016 and 202@hile unemployment is projected to fldine. Overall,

business taxes are projected goow over the fiveyear time period.
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In November 2012, Proposition E was passed to replace a 1.5% payroll tax @sgeswith a tax on a

0 dza A gr&ssiracipts at rates that vary by size and type of business. Duririiyéhyearperiod, the new tax
structure is being phasei as the payroll tax is phased otihe phaseén is designed to adjust tax rates in order
to generate the samermount of revenue as the original 1.5% payroll tax. The gross receipts tax applies only to
businesses with $million or more in gross receipts. Revera@lected from gross receipts tall vary based

on implementation factors and any policy changes. Thg is beginning to implement a new and far more
complex tax structure and revenues may be sensitive to the administrative burdens of the new Sytstem.
projections include an assumption of administrative and implementation risk associated with thizitraihs a

new business tax structure, diminishing as it is implemented. A large component of the 8.2% growth from FY
201617 to FY 20118 is an assumed full phaseit of these risks; underlying growihiprojected tobe 5% in

that year.

Figurel5: San Francisco Unemployment and Wages
20082022 Actuals and Projected

Source: UB Bureau of Labor Statistics,3J). dzZNBI dz 2F 902y 2YAO ! ylfedairas az22Rec
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