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EXECUTIVE SUMMARY

INTRODUCTION

This report presents an analysis of the fiscal impacts of land uses in Palo Alto as part
of the City’s Comprehensive Plan Amendment process. It provides an analysis of
existing fiscal conditions and recent trends in the City’s General Fund budget and
departmental service delivery.

The City’s Midyear General Fund budget reflects a revenue deficit of approximately
$5.2 million. Some revenue' highlights contained in the City’s Midyear Budget
include:

General Fund revenue decrease of $5.2 million, or 4.0 percent.
Property tax revenue increase of $1.6 million, or 6.8 percent.

Sales tax revenue decrease of $2.1 million, or 9.5 percent.

Transient occupancy tax (TOT) revenue decrease of $0.7 million, or 7.4 percent.
Despite an increase in the tax rate from 10 percent to 12 percent effective January
2008, occupancy rates declined from about 75 percent to 69 percent.

B Utility users tax revenue increase of $241,000, or 2.2 percent.

As a result of the revenue changes, the City’s expenditures® were also reduced $5.2
million. About half of the decrease is due to non-personnel cost reductions and the
remainder is accomplished by leaving vacant positions unfilled.

The City is able to maintain a balanced budget through the use of reserves, which are
adequate to meet city reserve policies despite the reduction in revenues. Significant
fiscal challenges await, however, as the City needs to identify funding for the existing
infrastructure backlog, increasing medical insurance costs, completion of the new
Public Safety Building, and improvements in library services and facilities. The current
economic and fiscal crisis will continue to impact the City’s revenues and further
deficits are forecast for next year’s budget.

FISCAL IMPACTS OF EXISTING LAND USES

Based on the 2008 inventory of housing, employment, and population for Palo Alto,
ADE has estimated the fiscal impact of major land use types on the City budget

! City of Palo Alto Midyear Budget 2008-2009.
? City of Palo Alto Midyear Budget 2008-2009.
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(Exhibit A). As is typical for most California cities, the commercial land uses help to
support the municipal services provided to residential neighborhoods in the City.

Property taxes alone do not pay the full cost of municipal services, mainly because the
City receives only a portion of the taxes paid by property owners. The rest goes to the
County, the school district and other local taxing agencies that also provide services to
Palo Alto residents. Therefore, most cities, including Palo Alto, rely on sales taxes and
other revenues to help balance the budget and to fund the services and amenities
desired by the community. This situation reflects the importance of the City’s
economic base, which provides the revenues needed to operate the City.

While Exhibit A shows the total fiscal net revenue or cost for the major land use
categories, Exhibit B breaks this down per resident or employee within each land use.
While single family residential uses have a larger total fiscal impact, at minus $17.1
million per year, this is primarily due the much greater number of single family homes
in the City compared to multi family units. On a per resident basis, the single family
net cost is lower at $393 per person compared to $618 per person for the multi-family
units. This is a result of the fact that the average property tax per unit for single family
houses is about $946 compared to about $115 for multi-family units. Again, these
figures reflect revenues received by the City, not the total tax bill of the property

owners.
EXHIBIT A
2008 BUDGET NET (DEFICIT)/SURPLUS BY LAND USE (IN MILLIONS)
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Source: ADE, Inc.
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EXHIBIT B
2008 BUDGET NET (DEFICIT)/SURPLUS PER PERSON OR EMPLOYEE BY LAND USE
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Source: ADE, Inc.

Commercial land uses provide the best fiscal result, primarily on the strength of the
sales taxes generated by retail businesses. The lodging industry is a strong second based
on the Transient Occupancy Tax (TOT) revenues it generates. These two revenues
alone total more than $28.0 million in annual revenue for the General Fund. In terms
of employment, retail business accounts for less than 30 percent of the commercial
land use category, with the balance being office uses and service commercial
businesses. Yet it is the retail businesses that generate most of the sales tax from this

category.

CONCLUSION

This analysis provides a broad framework for considering the relative fiscal impacts of
major land use types in Palo Alto. The fact that the average residential unit does not
generate sufficient revenue to pay for all the services the City provides is due in large
part to the inadequacy of the property tax as a funding source for municipal services.
New, higher value, housing usually does pay for itself, but the assessed values do not
keep pace with cost escalations in City services. For this reason, it is critical for the
City to continue to maintain and expand the revenue capacity of its commercial
districts. The sales tax is a much greater hedge against inflation than the property tax
over the long term.

At the same time, it is important to provide affordable housing. In addition to the
social benefits of mixed income communities, affordable housing allows service
workers to reside near the businesses that wish to employ them. The City’s revenue

base would benefit from development strategies that provide a mix of higher value and
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affordable units. For example, this may be done in projects that provide higher
densities and which feature mixed use designs.

Business Park, office, and industrial uses are important for the property and sales taxes
they generate but also for the incomes they create. Higher incomes, in stable jobs, help
to support higher retail spending and higher residential values in the community.
Although the fiscal benefits of good jobs are more indirect than the sales tax from
retail jobs, the jobs base is an essential foundation for the City’s economic vitality.

In conclusion, it is important to consider that the goal of the City should be to achieve
a sustainable balance of land uses, recognizing that the inherent constraints for some
land uses to generate public revenues do not necessarily outweigh other benefits of
those uses.

4 Applied Development Economics, Inc.



INTRODUCTION

ADE has been retained by the City of Palo Alto to complete an analysis of the fiscal
impacts of proposed land use alternatives developed for the Comprehensive Plan
Amendment. Land use policy decisions have a significant impact on the City’s General
Fund fiscal condition, the City’s ability to provide essential services to residents, and,
ultimately, the cost for providing those services.

This report represents the initial phase in our analysis, including a review of 1) the
City’s fiscal condition, 2) the trends in service delivery by City Departments and 3)
the results of fiscal modeling of how existing land uses affect the City’s operating
budget.

ADE has developed a fiscal impact model that addresses City operating revenues and
expenditures. The model is used to analyze how general land use categories affect
demand for City services and how they contribute to the City tax and revenue base.
The model includes the City General Fund, Enterprise Funds’ and Special Revenue
Funds. However, it does not attempt to project demand for, or the cost of, capital
improvements, as this requires engineering studies. Another reason for this is that the
model is designed to estimate average annual cost/revenue impacts of the land uses,
and capital expenditures related to specific projects or facilities generally occur as one-
time costs that are not repeated annually. The analysis does include General Fund
contributions to the Capital Fund, which typically are used for long-term maintenance
items rather than capacity-expanding capital projects.

For similar reasons, the model also does not address the costs and revenues associated
with the entitlement and building process for new development. The City charges fees
to cover planning and building services, which each development pays once as it
completes the entitlement and building process. The fiscal analysis is more concerned
with the issue of whether the service demands of occupied developments in the City
are supported adequately by the ongoing tax and fee revenues generated by the
developments. Consequently, although the model includes the Enterprise and Special
Revenue Funds, it focuses on the General Fund, which is dependent on tax revenues
over which the City has limited, if any, control.

Throughout the State, the reduced growth in property tax revenues due to
Proposition 13 and the increasing reliance among cities and counties on sales tax has
shifted the fiscal balance in favor of commercial land uses. In Palo Alto, sales tax
revenues are nearly equal to property tax revenues, although the property tax has been

? Enterprise Funds include services like utilities and solid waste collection, for which the City charges fees to all
users of the service. The user fees pay for nearly all costs to provide the service. This is different than the General
Fund, which relies on general tax revenues for much of its revenue.
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growing faster than the sales tax in recent years. As will be described later in the
report, existing non-residential land uses are generating enough revenue to offset the
fiscal deficit created as a result of the City’s providing the existing levels of service to
Palo Alto residents. This illustrates the fact that a strong commercial sector is needed
to provide the revenue base to support neighborhood services and the public amenities
desired by the community.

The recent economic turmoil affecting real estate and commercial markets has had a
negative affect on Palo Alto’s revenue generation, requiring the City to make difficult
decisions about the allocation of resources, the prioritization of those resources, and
potentially achievable service levels. This issue is the subject of the next section of the
report.
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CITY BUDGET AND SERVICE TRENDS

CURRENT PALO ALTO BUDGET

The City of Palo Alto’s budget reflects the current fiscal condition of the city, based
on an estimation of future revenues and expenditures, a prioritization of service
objectives, and policy decisions of management and elected officials as to where fiscal
resources are allocated. Like most California cities, Palo Alto is financed through a
complex variety of revenue sources such as taxes (property and sales and use tax),
intergovernmental subventions (County, State, and federal governments), and fees,
charges, and assessments (assessment district fees, utility fees, service and user fees, and
others). The imposition of statewide and local taxing policies and local policies
regarding land use impact the revenue sources for the city. A higher concentration of
housing results in a greater level of property tax revenue, but also a higher level of
public service demands. Inversely, a higher concentration of commercial/industrial
development where sales of tangible property occur generally results in a greater
amount of sales and use tax revenue. Therefore, a community’s historic physical
development, along with its existing land use policies, greatly impact the community’s
fiscal condition and ability to provide services to local residents. Palo Alto’s current
fiscal condition is a reflection of past and current impacts of land use policies.

The majority of the City of Palo Alto’s General Fund revenues come from property
tax, sales tax, and use tax. Property tax is an ad-valorem* tax on real property, subject
to limitations placed on the tax by voters through Proposition 13. Property tax is
collected locally at the County level, then after a complex accounting by the County
Auditor, a portion of it is allocated to the City in which the property resides. Local
communities can approve additional property taxes above the statewide rate upon
two-thirds voter approval.

Sales tax is paid by individuals at the time of purchase of tangible property (several
exceptions exist for re-sales, interstate sales, food for home consumption sales, etc.) on
a statewide rate and a countywide rate. Use tax is similar but is paid by businesses on
equipment purchases. Cities and counties can also approve additional sales taxes in
0.25 percent increments above the established rates. Again, statewide policies such as
Proposition 57 (California Economic Recovery Bond Act of 2004) and Proposition
172 (Local Public Safety Protection and Improvement Act of 1993) impact the actual

* A tax based on the assessed value of real estate or personal property. Ad valorem taxes can be property tax or even
duty on imported items. Ad valorem property taxes are the major source of revenue for state and municipal
governments (Investopedia 2008).
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sales and use tax rate as well as the apportionment of the sales and use tax revenue to
cities and counties.’

GENERAL FUND REVENUES AND EXPENDITURES

ADE’s analysis of the City’s existing fiscal condition reflects the City’s FY 2008-2009
Midyear General Fund budget, which projects a General Fund deficit of
approximately $5.2 million (Table 1). The adopted FY 2008-2009 budget anticipated a
revenue surplus of $1.26 million, but as economic conditions worsened, the City has
experienced lower levels of sales tax and other revenues. This will affect the level of
service expenditures the City can sustain as all City Departments are experiencing
reductions in their budgets.

TABLE 1
PALO ALTO FY 08-09 GENERAL FUND
GENERAL FUND REVENUES

Property Tax $25,075,000
Sales Tax $20,265,000
Transient Occupancy Tax $7,700,000
Utility Users Tax $11,024,000
Other taxes and Fines $6,139,000
Charges for Services $19,762,000
Permits and Licenses $5,347,000
Return on Investment $1,900,000
Rental Income $13,082,000
Revenue from Other Agencies $821,000
Charges to Other Funds $10,999,000
Other Revenue $1,559,000
Operating Transfers In $22,136,000
Total General Fund Revenues $145,809,000
ENTERPRISE AND SPECIAL REVENUE FUNDS
Enterprise $395,071,000
Special Revenue $8,645,000
Enterprise and Special Revenue Fund
Subtotal $403,716,000
SUBTOTAL $549,525,000
GENERAL FUND EXPENDITURES
General Government $20,910,000
Community Services $21,509,000
Fire $24,672,000
Library $6,598,000
Planning and Community Environ. $10,710,000
Police $30,044,000
Public Works $13,847,000
Non-Departmental $5,890,000
Operating Transfers Out/Infrastructure $16,817,000
Total General Fund Expenditures $150,997,000
TOTAL GENERAL FUND-DEFICIT ($5,188,000)

Source: ADE, Inc., based on City of Palo Alto Fiscal Year 2009
Adjusted Budget. Discussion Paper Attachment 1, Exhibit A. March 10,
2009

> The League of California Cities. “A Primer on California City Finance”.
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CITY DEPARTMENTAL SERVICES ANALYSIS

An analysis of the City’s current fiscal condition needs to include an examination of
each department’s service level standards and performance. The Comprehensive Plan
provides general goals related to service delivery, but the specific service standards and
performance measures for each Department are provided in the City Budget. In
addition, the City Auditor prepares an annual report indicating the service levels and
expenditures for each Department. The most recent Auditor’s report available
provides data from FY 2003-04 through FY 2007-08.

The more recent budget adjustments mentioned above are not reflected in the
auditor’s report. About half of the expenditure reductions included in the midyear
budget are non-personnel costs, while the other half are the result of leaving currently
vacant positions unfilled. Therefore, while the City is not reducing existing staff in
many cases, it is also not able to improve staffing levels as had been anticipated last
year.

During this period, the City population increased 5.0 percent while the general rate of
inflation was 13 percent over the five years. Therefore, an overall increase of 18.0
percent would have been necessary to maintain pace with service demand increases
and cost inflation. In fact, the total increase in General Fund spending was about 23
percent, although there is significant variation among individual departments. Per
capita spending was up about 18 percent, well above the rate of inflation.

Although without the recent budget reductions, the number of authorized staff
positions would have been replenished this past year to nearly match the levels of five
years ago, on a per capita basis, there are five percent fewer City employees per
resident than five years ago. General Fund salaries and wages outpaced inflation by
two percent while overtime expenditures and employee benefits increased at two to
three times the rate of inflation. Overall employee costs as a percent of General Fund
expenditures increased by one percent over the five years. One of the Community
Services goals in the Comprehensive Plan is to improve the efficiency of providing
municipal services. Staff reductions can be an outcome of efficiency improvements but
may also indicate reduced funding availability. In Palo Alto, it appears that limiting
expansion of staff has not resulted in cost reductions, since more overtime was needed
to meet service demands. In addition, benefit cost increases were likely the result of
external cost pressures or negotiated labor agreements.

The 2007-08 budget showed a 10 percent increase in expenditures over the 2006-07
levels, which included increases across nearly every Department. About one-quarter of
the increase was due to transfers to the Capital Fund. The current budget, however,
shows a 0.3 percent decrease from the 2007-08 levels. This is in part due to the prior
completion of pre-payments to the Storm Water Fund, but there are also reductions in
the operating budgets of several of the departments.
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The City conducts citizen satisfaction surveys each year in connection with the
National Research Center, Inc. In 2008, 85 percent of Palo Alto respondents rated
City services as good or excellent. This was down five percent from five years ago. In
addition, there was a significant drop in the percentage of respondents who feel they
receive good value for the taxes they pay. It appears that the increased difficulty the
City had in maintaining service expenditures and staffing levels had become apparent
to at least some Palo Alto residents.

The following sections for each Department outline the services provided, the
standards used to measure service effectiveness, and the recent cost trends for each
Department. More information about the facilities operated by City Departments, as
well as the Palo Alto Unified School District and other educational agencies, may be
found in the Community Services Background Report by Design, Community &
Environment (DC&E).

COMMUNITY SERVICES

Departmental Services and Budget Trends

10 Applied Development Economics, Inc.



This Department has five major divisions: 1) Arts and Culture; 2) Cubberly
Community Center and Human Services; 3) Parks and Golf; 4) Open Space; and 5)
Recreation and Youth Services. Between FY 2003-04 and FY 2007-08, the total
Department budget increased 11 percent, but the budgets for maintenance of open
space only increased two percent while human services functions increased five
percent. Staffing levels decreased about four percent (Table 2).

TABLE 2
COMMUNITY SERVICES DEPARTMENT BUDGET TRENDS
Percent
Budget Indicator 2003-04 2007-08 Change
Operating Expenditures
Arts and Sciences [a] $3.0 mil $4.4 mil 48%
Open Space and Parks $6.7 mil $6.8 mil 2%
Recreation and Golf $6.0 mil $6.4 mil 6%
Cubberly Com. Ctr./Human Svcs $3.5 mil $3.7 mil 5%
Total Op. Expense $19.1 mil $21.2 mil 11%
Op. Expense Per Capita $316 mil $335 mil 5%
Dept. Revenue $8.8 mil $9.8 mil 12%
Total Staffing 152 147 -4%

[a] Budget increase reflects in part recent reorganization, not necessarily
increase in service levels.

Source: Palo Alto City Auditor, Service Efforts and Accomplishments Report,
2007-08. January 2009. p. 29.

In the 2008-09 City Budget, the Community Services Department indicates that it
intends to focus more on revenue generating classes rather than free services. It also
anticipates undertaking a comprehensive service mapping process in order to identify
gaps in services and to better allocate limited resources.

Service Standards

The City has a number of park standards that relate the size and proximity of parks to
the resident population and neighborhoods. According to the 2008-09 City Budget,
the City currently operates and maintains 3,744 acres of open space. As noted in the
Community Services Background Report, while this is a high acreage figure, the City
still does not meet all of its standards in terms of the size of neighborhood parks and
proximity of parks to residential neighborhoods.

The Department also tracks usage of its facilities and programs and benchmarks its
budget to the level of customer satisfaction with its services, as shown in Table 3.
During the five year period in the Auditor’s Report, there was an 18 percent decline in
recreation classes and camps offered by the City, and a 16 percent decline in
participation, although enrollments in open space interpretive classes more than
doubled. Through collaboration with a number of non-profits groups, the City has
seen an acceleration in the native plant restoration projects. The number of golf
rounds dropped by 11 percent, although the golf course continues to generate enough
revenue to maintain operations. In the Arts and Culture arena, participation in

Applied Development Economics, Inc. 17



Children’s Theater programs and enrollments in Arts Center classes had been
increasing, but then declined this past year to levels below those of 2003-04. Other
theater and exhibition attendance also declined. Finally, the hours that Cubberly
Community center is rented declined three percent and the level of Human Services

grants to local non-profits declined nine percent.

TABLE 3
COMMUNITY SERVICES DEPARTMENT SERVICE INDICATORS
Percent
Service Indicator 2003-04 2007-08 Change
Program Accomplishments

Number of classes/camps offered* 1,065 874 -18%
Total enrollment* 22,665 19,018 -16%

Foothills Park Visitors 139,787 135,001 -3%

Native Plant Restoration 8,484 13,893 64%

Park Maintenance Cost per Acre* 13,017 15,931 22%
Rounds of Golf 83,728 74,630 -11%

Cubberly Center Hours Rented* 33,392 32,288 -3%

Cubberly Rental Revenue* $0.7 mil $0.9 mil 21%

Human Services Grants $1.3 mil $1.2 mil -9%

Customer Satisfaction

Good/Excellent Rating for Youth Services* 68% 73% 5%
Good/Excellent Rating for Parks* 91% 89% -2%
Good/Excellent Rating for Neigh. Park* 90% 86% -4%
Good/Excellent Rating for Rec. Ctrs/Fac.* 84% 77% -7%
Good/Excellent Rating for Rec. Programs* 86% 87% 1%
Good/Excellent Rating for Child Care 26% 28% 2%
Good/Excellent Rating for Senior Programs* 82% 81% -1%

* Budget Benchmarking Measure.

Source: Palo Alto City Auditor, Service Efforts and Accomplishments Report, 2007-08. January

2009.

Unfortunately, in terms of customer satisfaction, many indicators also declined with
the exception of youth services and access to child care. The overall assessment of

recreation programs also increased one percent.

FIRE DEPARTMENT

Departmental Services and Budget Trends

The Fire Department has four major functions (with corresponding budget
allocations):

Emergency response - emergency readiness and response to medical, fire
suppression, and hazardous materials incidents (75% of budget)

Environmental and safety management - fire and hazardous materials code

research, development and enforcement; fire cause investigations; public education;

and disaster preparedness (10% of budget)

12
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B Training and personnel management (10% of budget)

B Records and information management (5% of budget)

In addition to residents and business in Palo Alto, the Fire Department serves Stanford
and the Stanford Linear Accelerator, for which Stanford pays a contract fee of about
$7 million. The Department collects another $3.5 million in fees for paramedic
services, fire inspections and other services. The remaining $13.7 million in the Fire
Department budget is funded by the City General Fund.

Operating expenditures for the Department increased 19 percent between 2002-03 and
2006-07 (Table 4). However, spending on emergency response and safety functions
increased 30 percent and 35 percent, respectively, while funding for training and
record management declined eight percent and 40 percent, respectively. Per capita
expenditures overall increased 16 percent while Fire Department Non-General Fund
revenue (such as Stanford service fees) increased 24 percent. During this five year
period, citizen ratings of fire protection service improved about one to two percent.
The 2008-09 budget is about 12 percent above actual expenditures in 2006-07.

Palo Alto has eight fire stations and handles more than 20 calls of all types per day.
Only about three percent of these calls are actual fire situations, and nearly 18 percent
are false alarm responses. Medical/rescue emergencies account for more than 50
percent of the calls. During the 2002-03 to 2006-07 period fire calls actually declined by
15 percent, while medical/rescue calls increased six percent.

TABLE 4
FIRE DEPARTMENT BUDGET TRENDS
Percent
Budget Indicator 2003-04 2007-08 Change
Operating Expenditures

Emergency response  $13.7 mil  $17.8 mil 30%
Environmental and Fire Safety ~ $1.8 mil $2.6 mil 43%
Training and Personnel Mgmt  $2.1 mil $2.5 mil 19%
Records and Information $1.2 mil $1.1 mil -10%
Total Op. Expense $18.8 mil  $24.0 mil 28%
Op. Expense Per Capita $255 $313 23%
Dept. Revenue $7.9 mil $9.7 mil 23%
Total Staffing 129 128 -1%

Source: Palo Alto City Auditor, Service Efforts and Accomplishments
Report, 2007-08. January 2009. p. 39.

Service Standards

The Department has two goals for fire suppression: 1) respond to 90 percent of fire
emergencies within eight minutes and, 2) confine 90 percent of fires to their room of
origin. In 2006-07, the Department did not quite meet these goals, responding to 87

percent of fire within eight minutes and confining 70 percent of fires to the room of
origin (Table 5).

Applied Development Economics, Inc. 13



TABLE 5
FIRE DEPARTMENT SERVICE INDICATORS

Percent
Service Indicator 2003-04 2007-08 Change
Program Accomplishments
Total Calls for Service* 6,675 7,723 16%
Average Response Time for Fire Calls* [a] 5:15 minutes  6:48 minutes 30%
Emergency Responses Within 8 Minutes 90% 79% -11%
Fires Confined to Room of Origin 62% 79% 17%
Average Response Time for Medical Calls [b] 5:47 minutes  5:24 minutes -7%
Medical Responses Within 8 Minutes 94% 93% -1%
Ambulance Response within 12 minutes [c] 99% 99% 0%
Number of Hazardous Materials Inspections* 259 406 57%
Fire/Bike/Disaster Safety Presentations* 199 242 22%
Customer Satisfaction
Good/Excellent Rating for Fire Services* 97% 96% -1%
Good/Excellent Rating for Fire Prevention 85% 87% 2%
Good/Excellent Rating for Emer. Med. Serv. [d] 95% 95% 0%
Good/Excellent Rating for Fire Prev./Educ.* 85% 87% 2%

* Budget Benchmarking Measure.

[a] Indicates reduction in service level.

[b] Indicates an increase in service level.

[c] Department has maintained a 99% response rate, which exceeds the service standard of 90%.
[b] Rating has remained constant at 95%.

Source: Palo Alto City Auditor, Service Efforts and Accomplishments Report, 2007-08. January
2009.

The Department has similar goals for medical responses, including responding to 90
percent of medical requests within eight minutes and 90 percent of paramedic calls for
service within 12 minutes. It was able to achieve 92 percent response for medical
requests and 97 percent for paramedic calls.

The number of facilities permitted for hazardous materials increased three percent
between 2002-03 and 2006-07, but the percent of facilities inspected decreased 16
percent, along with general fire inspections, which decreased 24 percent. However,
plan checks increased 31 percent and safety presentations to residents increased 15
percent.

LIBRARY

Departmental Services and Budget Trends

Palo Alto has five libraries, which permits a higher level of service than most nearby
communities. About 81 percent of residents rate library services good or excellent,
which places Palo Alto in the 54" percentile against the national sample of
communities.

Library spending increased 28 percent between 2003-04 and 2007-08 (Table 6). The
Department budget is projected to remain steady for 2008-09. Although the Library
receives some fee revenue and outside grants, 95 percent of the Department budget is
supported by the General Fund.

14 Applied Development Economics, Inc.



TABLE 6

LIBRARY BUDGET TRENDS
Percent
Budget Indicator 2003-04 2007-08 Change
Operating Expenditures
Public Services $3.0 mil $4.9 mil 63%
Collections /Tech. Services $2.3 mil $1.9 mil -17%
Total Op. Expense $5.3 mil $6.8 mil 28%
Op. Expense Per Capita $89 $108 22%
Total Staffing 54 57 4%

Source: Palo Alto City Auditor, Service Efforts and Accomplishments
Report, 2007-08. January 2009. p. 45.

There has been a marked shift to more remote access of library materials and internet
searches over recent years. Items delivered to homebound patrons and questions
received by reference librarians have both declined while online database searches and
internet sessions have increased dramatically. The library indicates that a little over 20
percent of circulation is to non-residents, which may be residents of adjacent
communities or workers who are employed in Palo Alto but do not live there. This
percentage has remained fairly constant over the past five years and is generally
consistent with the level of non-resident circulation in other communities.

Service Standards

Service standards for the Library relate to the level of activity in the libraries and
customer satisfaction with Library services (Table 7). Although the hours of operation
of the libraries declined slightly and the number of library visits remained flat,
circulation has increased considerably faster than the growth in population. In
addition, the Library has added a number of family oriented programs, which has
increased library usage.

TABLE 7
LIBRARY SERVICE INDICATORS
Percent
Service Indicator 2003-04 2007-08 Change
Program Accomplishments
Total Hours Open* 11,540 11,281 -2%
Total Circulation* 1,314,790 1,542,116 17%
Circulation Per Capita* 21.72 24.34 12%
Percent Palo Alto Residents Who Hold Cards* 57% 59% 5%
Number of Family Programs* 451 669 48%
Total Family Program Attendance* 33,994 37,955 12%
Customer Satisfaction
Good/Excellent Rating for Library Services* 81% 76% -5%
Good/Excellent Rating for Neigh. Branches 76% 71% -5%
Good/Excellent Rating for Library Materials* 74% 67% -7%

* Budget Benchmarking Measure.
Source: Palo Alto City Auditor, Service Efforts, and Accomplishments Report, 2007-
08. January 2009.
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PLANNING AND COMMUNITY ENVIRONMENT

Departmental Services and Budget Trends

This Department includes three main functions: 1) Planning and Transportation,
which includes both advance planning and current planning as well as environmental
and design review; 2) Building, which include review of all construction projects as
well as ongoing code enforcement; and 3) Economic Development, which was
relocated from the City Manager’s Office in 2006.

As shown in Table 8, operating expenditures for this Department increased 13 percent
from 2003-2008, driven mainly by increased Building Division costs due to high levels
of development activity. Staffing levels decreased 11 percent, however, and per capita
expenditures were lower than the inflation rate, while Departmental revenue increased
68 percent.

TABLE 8
PLANNING AND COMMUNITY ENVIRONMENT BUDGET TRENDS
Budget Indicator 2003-04 2007-08 Percent Change
Operating Expenditures
Planning and Transportation $5.5 mil $5.5 mil 0%
Building $3.0 mil $3.9 mil 29%
Economic Development - - [a]
Total Operating Expenditures $8.5 mil $9.6 mil 13%
Operating Expenditures Per Capita $141 $152 8%
Departmental Revenue $3.5 mil $5.8 mil 68%
Total Staffing 61 54 -11%

[a] Moved from City Managers Office in 2006-07.
Source: Palo Alto City Auditor, Service Efforts and Accomplishments Report, 2007-08.
January 2009.

Service Standards

A number of measures are used in the City budget to track progress for the Planning
and Community Environment Department (Table 9). In general, Planning activities
were down during the 2003-2008 period while Building inspections and code
enforcement cases increased. During the current recession, it may be expected that
both types of activity will decline for a time.
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TABLE 9
PLANNING AND COMMUNITY ENVIRONMENT SERVICE INDICATORS

Percent
Service Indicator 2003-04 2007-08 Change
Program Accomplishments
Planning Applications Completed* 409 257 -37%
Average Times to Complete Staff-Level Applications*  13.5 weeks  12.7 weeks -6%
Percent Code Enf. Cases Resolved Within 120 Days* 94% 93% -1%
Building Permits Issued* 3,236 3,046 -6%
No. of Building Inspections Completed* 13,310 22,820 71%
Percent Permit. Inspection Requests Within One Day* 93% 98% 5%
City Shuttle Boardings* 170,719 178,505 5%
Average Employees in City Commute Program* 127 114 -10%
Customer Satisfaction
Good/Excellent Rating for Land Use/Zoning 48% 47% -1%
Good/Excellent Rating for Economic Development 58% 63% 5%
Good/Excellent Rating for Code Enforcement [a] 59% 59% 0%
Good/Excellent Rating for Public Parking 56% 52% -4%

* Budget Benchmarking Measure.

[a] 59% satisfaction rating same as 2003-04.

Source: Palo Alto City Auditor, Service Efforts and Accomplishments Report, 2007-08.
January 2009.

PoLICE

Departmental Services and Budget Trends

The Police Department performs seven related functions:

B Field services - police response, critical incident resolution, regional assistance
response, and police services for special events.

B Technical services - 911 dispatch and information management.

B Investigations and crime prevention services — police investigations, property and
evidence, youth services, and community policing.

B Traffic services - traffic enforcement, complaint resolution, and school safety.

B Parking services - parking enforcement, parking citations and adjudication, and
abandoned vehicle abatement.

B Police personnel services - police hiring, retention, personnel records, training,
and volunteer programs.

B Animal services — animal control, pet recovery/adoption services, animal care,
animal health and welfare, and regional animal services.

The Department provides dispatch services for the Fire, Utilities and Public Works
Departments as well as fire-related dispatch for Stanford. Animal services are provided
for Los Altos, Los Altos Hills and Mountain View, in addition to Palo Alto.
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Police expenditures increased 30 percent between 2003-04 and 2007-08, with the largest
increase in Field Services at 55 percent (Table 10). The current budget shows a 3.0
percent increase over last year.

TABLE 10
POLICE DEPARTMENT BUDGET TRENDS
Percent
Budget Indicator 2003-04 2007-08 Change
Operating Expenditures
Field Services $9.0 mil $13.9 mil 55%
Technical Services $5.3 mil $5.8 mil 8%
Investigations/Crime Prev. $2.7 mil $3.4 mil 27%
Traffic Services $1.4 mil $1.7 mil 18%
Parking Services $0.8 mil $0.9 mil 3%
Police Personnel $1.3 mil $1.1 mil -18%
Animal Services $1.4 mil $1.7 mil 25%
Total Op. Expense $22.0 mil $28.5 mil 30%
Op. Expense Per Capita $363 $449 24%
Dept. Revenue $5.1 mil $5.7 mil 12%
Total Staffing 177 169 -5%

Source: Palo Alto City Auditor, Service Efforts and Accomplishments Report, 2007-
08. January 2009. p. 39.

While the total staffing for the Department declined five percent, the number of
sworn officers has remained unchanged since 2003-04. However, with population
growth, this has resulted in a ratio of 1.47 officers per 1,000 population, slightly below
the City standard of 1.5.

Service Standards

Police Department service standards and recent performance are as follows (Table 11):

B Dispatch 95 percent of emergency calls within 60 seconds of receipt - met standard
1n 2007-08.

B Respond to 90 percent of emergency calls within 6 minutes - responded to only 81
percent of emergency calls within 6 minutes in 2007-08.

B Respond to 90 percent of urgent calls within 10 minutes - responded to 88 percent
of urgent calls within 10 minutes in 2007-08.

B Respond to 90 percent of non-emergency calls within 60 minutes - met standard in
2007-08.

The number of police calls for service increased 12 percent during the past five years,
more than double the rate of population growth. In terms of demands on traffic and
parking services, traffic collisions decreased by 21 percent, and traffic citations
decreased 13 percent although the number of traffic stops increased by 97 percent.
During this time, parking citations increased six percent.
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TABLE 11
POLICE DEPARTMENT SERVICE INDICATORS

Percent
Service Indicator 2003-04 2007-08 Change
Program Accomplishments
Total Calls for Service* 52,489 58,742 12%
Average Emergency Response Time* [a] 4:59 minutes  4:32 minutes -9%
Average Urgent Response Time* [a]  7:55 minutes  7:02 minutes -11%
Average Non-Emergency Response Time* [a] - 24:06 minutes -
Percent Emergency Within 6 Minutes [a] 72% 81% 9%
Percent Urgent Within 10 Minutes [b] 96% 88% -8%
Percent Non-Emergency Within 60 Minutes [a] 96% 99% 3%
Traffic Collisions 1,429 1,122 -21%
Traffic Citations 7,301 6,326 -13%
Parking Citations 47,860 50,706 6%
Number of Palo Alto Animal Services Calls 3,575 3,059 -14%
Percent Animal Calls Response Within 45 Minutes [d] 98% 91% -7%
Percent Dogs returned to Owner 80% 75% -5%
Percent Cats Returned to Owner 11% 17% 6%
Customer Satisfaction
Good/Excellent Rating for Police Services* 90% 84% -6%
Good/Excellent Rating for Traffic Enforcement* [c] 64% 64% 0%
Good/Excellent Rating for Animal Services* 79% 78% -1%

* Budget Benchmarking Measure.

[a] Indicates increase in or maintenance of service level.

[b] Indicates a decrease in service level.

[c] Department has maintained a 64% Good+ Response

[d] Although declining, Department still exceeds standard.

Source: Palo Alto City Auditor, Service Efforts and Accomplishments Report, 2007-08. January
2009.

Animal service expenditures increased 25 percent between 2003-04 and 2007-08, but
Departmental revenue for this service, from fees and outside contracts, increased 29
percent. These revenues cover 70 percent of the Department’s cost. Although the
number of service calls has declined, the Department has increased the percentage of
animals returned to their owners and received an approval rating of 78 percent from
residents, placing Palo Alto in the 97" percentile among comparison jurisdictions.
Animal service standards and recent performance are as follows:

B Respond to 90 percent of Palo Alto live animal calls within 45 minutes -
responded to 91 percent in 2007-08.

B Return 80 percent of dogs to their owners - returned 75 percent in 2007-08.

B Return 12 percent of cats to their owners - returned 17 percent in 2007-08.
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PusLIC WORKS

Departmental Services and Budget Trends

The Department of Public Works provides some services through the General Fund
and other services through various enterprise® and internal services (e.g. vehicle and
building maintenance) funds. The General Fund services include:

B Street construction and maintenance, including striping.

B Tree maintenance.

B Construction and maintenance of City structures and grounds.
B FEngineering services.

Operating budgets for these services increased 31 percent from 2003-04 to 2007-08 and
are projected for another three percent increase in the current budget.

Enterprise and internal services include refuse collection and disposal, storm drainage,
wastewater treatment including the Regional Water Quality Control plant and vehicle
replacement and maintenance. These funds have increased between 12 percent (storm
drains) and 36 percent (City fleet maintenance) (Table 12). Overall staffing for the
Public Works Department declined slightly during the five year period.

Service Standards

There are a wide range of service standards for this Department, as shown in Table 13.

Streets. Capital expenditures and the number of lane miles resurfaced have increased
while the rate of repair of potholes has decreased in recent years. The percent of
citizens rating street repair as good or excellent has remained fairly steady at 46 to 48
percent, placing Palo Alto in the 50" percentile among comparison agencies. Approval
ratings for sidewalk maintenance have improved, however, as capital expenditures for
sidewalks increased 30 percent between 2003-04 and 2007-08.

Trees. City expenditures on tree planting and maintenance were about $2.3 million
per year in 2002-03, but then declined to $1.9 million and have now increased back to
$2.5 million in 2007-08. The number of City-maintained trees has decreased by about
100 trees, as annual plantings by the City and by Canopy (a non-profit organization)
have dropped slightly from a high of more than 300 trees in 2002-03.

¢ Enterprise Funds are those in which the service users are charged fees to pay for the service, rather than using
general tax revenues.
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TABLE 12
PUBLIC WORKS DEPARTMENT BUDGET TRENDS
Budget Indicator 2003-04 2007-08 Percent Change
Operating Expenditures

Streets  $1.9 mil $2.5 mil 27% [a]
Trees $1.9 mil $2.5 mil 33% [a]
Average Cost Per Tree Maintained $53.52 $71.52 34%
City Facilities $4.2 mil $5.5 mil 31%
Maintenance Cost Per Sq.Ft. of City Facilities $1.32 $1.52 15%
Engineering $1.8 mil $2.5 mil 39%
Storm Drains $2.3 mil $2.5 mil 12%
Wastewater Treatment ~ $14.3 mil $18.1 mil 27%
Cost Per Million Gallons Wastewater Treated $1,647 $2,123 29%
Refuse  $24.1 mil $28.6 mil 19%
City Fleet $2.7 mil $3.7 mil 36%
Total Staffing -1%

[a] Percent differences due to rounding of dollar figures.
Source: Palo Alto City Auditor, Service Efforts and Accomplishments Report, 2007-08.
January 2009.

City Facilities. Maintaining and improving infrastructure continues to be one of the
City Council’s top priorities. Operating expenditures for City facilities increased 31
percent between FY 2003-04 and FY 2007-08, although staffing levels decreased seven
percent during this period. Other costs such as electricity and water increased
substantially more than staff costs, in addition to the fact that the building square
footage of City facilities increased about 11 percent through 2007-08.

Storm Drains. The cost of maintaining storm drains in Palo Alto is paid for through
user charges to residents and businesses and is operated through an enterprise fund in
the City budget. However, this fund was augmented by revenues from the General

Fund for several years between 2002-03 and 2005-06, ranging in amounts from
$300,000 to $900,000.

Wastewater Treatment. Similar to storm drains, this function is funded through an
enterprise fund, into which residents and businesses pay monthly user charges.
Operating revenues increased 55 percent between 2003-04 and 2007-08 while operating
expenses increased 27 percent. In addition to treating Palo Alto’s wastewater, the
Regional Water Quality Control Plant also treats wastewater from five other areas:

Mountain View, Los Altos, Los Altos Hills, Stanford, and East Palo Alto.

Refuse. Solid waste collection, disposal and street sweeping are funded through the
Refuse Enterprise Fund. Until this past year, fewer tons of material were land-filled
and more were recycled. The Department reports that the 19 percent increase in costs
for this service are the result of adjustments to garbage hauler contracts, wage
increases, equipment upgrades, and other costs, some of which may be due to the
transition to increased recycling. In addition, the volume of household hazardous
materials collected increased 12 percent between 2003-04 and 2007-08.
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City Fleet and Equipment. The Public Works Department maintains all City
vehicles and equipment, including police and fire vehicles as well as construction and
maintenance equipment. Operating and maintenance expenditures increased 36
percent between 2003-04 and 2007-08.

TABLE 13
PUBLIC WORKS DEPARTMENT SERVICE INDICATORS
Percent
Service Indicator 2003-04 2007-08 Change
Program Accomplishments
Number of Potholes Repaired* 2,907 1,977 -32%
Percent Potholes Repaired Within 15 Days* 80% 78% -2%
Number of Signs Repaired/Replaced* 1,602 1,289 -20%
Square Feet of Sidewalks Permanently Repaired 115,352 83,827 -27%
Number of ADA Ramps Completed 67 27 -60%
Number of Trees Trimmed/Removed* 5,222 6,579 26%
Square Feet of City Facilities Maintained* 1,461,468 1,616,171 11%
Number of Private Development Permits Issued* 285 338 19%
Number of Permits Per FTE* 95 112 18%
Feet of Storm Drain Pipes Cleaned* 219,106 157,337 -28%
Calls for Assistance with Storm Drains* 126 80 -37%
Percent of Storm Drain Compliant Industrial Sites* 87% 65% -22%
Wastewater Treated 8,238 gallons 8,510 gallons 3%
Customer Satisfaction
Good/Excellent Rating for Street Repair* 46% 47% 1%
Good/Excellent Rating for Sidewalk Repair 50% 53% 3%
Good/Excellent Rating for Storm Drains* 57% 71% 14%
Good/Excellent Rating for Garbage Collection* [a] 92% 92% 0%

* Budget Benchmarking Measure.

[2] 92% constant satisfaction rating.

Source: Palo Alto City Auditor, Service Efforts and Accomplishments Report, 2007-08.
January 2009.

LEGISLATIVE AND SUPPORT SERVICES

Departmental Services and Budget Trends

This function includes many of the General Government services that support direct
services to the community, including the Administrative Services Department,
Human Resources, the City Manager’s Office, the City Attorney, City Clerk, City
Auditor and the City Council. About 54 percent of these services is supported by
General Fund tax revenues while 46 percent is supported by reimbursements, charges
for services and other revenue generated directly by the departments.

During the 2003-04 to 2007-08 period, operating expenditures for most of these
functions increased, ranging from 10 percent for the Administrative Services
Department to 50 percent for the City Clerk (Table 14). In contrast, the City Council
budget decreased 13 percent and the 2008-09 budget cuts about $1 million from these
general government departments over the prior year.
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TABLE 14
CITY ADMINISTRATION BUDGET TRENDS

Percent
Budget Indicator 2003-04 2007-08 Change
Operating Expenditures
Administrative Services $6.7 mil $7.3 mil 10%
Human Resources ~ $2.3 mil $2.7 mil 18%
City Manager  $1.7 mil $2.25 mil 30%
City Attorney $2.4 mil $2.7 mil 12%
City Clerk  $0.9 mil $1.3 mil 50%
City Auditor ~ $0.7 mil $0.9 mil 24%
City Council $0.3 mil $0.2 mil -13%
Authorized Staffing
Administrative Services 102 101 -1%
Human Resources 15 16 1%
City Manager 11 12 6%
City Attorney 15 12 -23%
City Clerk 6 7 16%
City Auditor 4 4 10%

Source: Palo Alto City Auditor, Service Efforts and Accomplishments
Report, 2007-08. January 2009.

Service Standards

In terms of service standards, a number of indicators are tracked in the City Budget
for these Departments (Table 15).

TABLE 15
CITY ADMINISTRATION SERVICE INDICATORS
Percent
Service Indicator 2003-04  2007-08 Change
Program Accomplishments
Administrative Services
Cash and Investments*  $402.7 mil  $375.7 mil -7%
Rate of Return* 4.48% 4.45% -0.03%
No. of Accts. Payable Checks Issued* 17,763 14,480 -18%
Percent Invoices Paid Within 30 Days*  80% est. 83% est. 3%
Number of Purchasing Documents Processed* 5,265 2,549 -52%
Human Resources 26%
No. of New Hires Processed* 51 157 208%
Percent of First Year Turnover* 7% 9% 2%
Citywide Training Hours Provided* 19,080 9,054 -56%
City Manager
No. of City Manager Reports* 381 372 -2%
Percent Res. Reading PA Newsletter in Last 12 Mos. 62% 83% 21%
City Attorney
No. of Claims Handled 130 160 23%
No. of Work Requests Processed 1,284 2,957 130%
City Clerk
Avg. Time to Finalize City Council Minutes 4 weeks 6 weeks 50%
City Auditor
No. of Audit Recommendations 85 56 -34%
Revenue Audit Recoveries  $140,461 $149,810 7%

Customer Satisfaction
Good/Excellent Rating for Public Info. Services*[a] 76% 76% 0%

* Budget Benchmarking Measure.

[2] 76% satisfaction rating same as 2003-04.

Source: Palo Alto City Auditor, Service Efforts and Accomplishments Report, 2007-08.
January 2009.
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THE UTILITIES DEPARTMENT

The City of Palo Alto provides a number of utility services that in many other
communities are provided by private companies, such as gas and electric services and
fiber optic services. The Utilities Department is also responsible for potable water
service and the wastewater collection system. Since all of these services are funded
through user charges, rather than with General Fund tax revenues, this Department is
not analyzed in detail in this report. The environmental analysis of future
development for the Comprehensive Plan Update will address potential impacts to the
capacities of these services.

CONCLUSION

The Departmental analysis suggests that meeting residents’ public service needs is
difficult given the revenue constraints Palo Alto faces, along with most California
cities. While customer ratings are quite high for many services, the City has had to
meet increasing service demands with stable or reduced staffing, and approval ratings
have declined in recent years. Most Departments had seen funding decreases in the
wake of the previous economic downturn, and had just begun to see some restored
budget levels a year ago. Now with the current recession, it is likely the City will need
to reduce service levels again until revenues can rebound.
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FISCAL IMPACTS OF EXISTING LAND USES

DEVELOPMENT OF THE FISCAL MODEL

ADE has developed a model that correlates the existing land use pattern to the
revenues and expenditures included in the existing City budget. The model was
developed through analysis of the City budget and the City’s existing resident
population and local employment population. The model is used to calculate per-
resident and per-employee revenue and cost factors based on the City’s existing land
use categories. ADE will subsequently use the model of the existing fiscal impacts of
land use to develop cost-revenue factors for the analysis of future land uses as they are
developed later in the Comprehensive Plan Update process. The fiscal impact model
will incorporate details of land use type, density, and location to estimate fiscal
impacts of the future land use alternatives for the Comprehensive Plan Update.
Existing service areas and capacities will be addressed and issues related to the size,
location, and density of development will be evaluated.

EXISTING LAND USE INVENTORY

Table 16 shows the estimated 2008 distribution of residential and non-residential land
uses, along with the corresponding population and employment estimates. The
derivation of these figures is the subject of a separate memorandum, but the figures
generally reflect a 2008 estimate based on ABAG projections and State Department of
Finance estimates.”

TABLE 16
SUMMARY OF 2008 LAND USE INFORMATION USED IN FISCAL MODEL
Land Use Category Housing Units Population
Residential

Single Family 16,616 43,473
Multi-Family 11,322 19,145
Group Quarters (Institutional) 749
Residential Total 27,938 63,367

Non-Residential Employment
Agriculture/Natural Resources 39
Commercial 47,176
Industrial/R&D 20,578
Public/Institutional 15,218
Non-Residential Total 83,011

Source: ADE, Inc. based on ABAG Projections 2007, State DOF, and US
Census County Business Patterns.

7 Memorandum Regarding Baseline Land Use Projections, from Doug Svensson (ADE) to Dahlia Chazan (DCE).
January 13, 2009.
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The land use inventory in Table 16 is presented at a relatively general level of detail
corresponding to major land use categories in the Comprehensive Plan. For the
upcoming Concept Plan analysis for the Comprehensive Plan Update, the future land
uses will be defined at a greater level of detail, including potentially different density
levels or product types for residential uses.

BUDGET ADJUSTMENTS

The model incorporates the City budget information shown above in Table 1.
However, the focus of this part of the analysis is on the ongoing costs and revenues
generated by land uses on an annual basis. The fiscal model, therefore, does not
include one-time revenues and associated costs related to new development and the
land use entitlement process. Fees for building permits and plan checks are paid at the
time new development occurs and those fees are intended to cover the staff time
associated with providing those services. Once a new house is built, for example, it
does not pay a building permit fee again unless a major renovation is undertaken. For
this reason, these kinds of revenues and associated service are removed from this
particular analysis.

Similarly, we have removed one-time grant revenue as well as revenue from service
contracts to entities outside the City of Palo Alto, such as Stanford University, and
the cities for which Palo Alto provides Animal Services. Finally, the capital budget is
not included in this analysis, since these expenditures are typically more of a one-time
nature. A complete listing of all these kinds of budget adjustments is shown in
Appendix A.

PeR CAPITA COST/REVENUE FACTORS

A central feature of the fiscal model is a set of expenditure and revenue factors per

resident and per business employee in the City. As shown in Table 17, such factors
have been calculated for most City revenue sources and Departmental expenditure
categories.

The columns labeled “Proportion” indicate the amount of each revenue or cost item
that is allocated to residential or non-residential land uses. A key assumption in this
analysis is the relative service demand between residential and non-residential land
uses. In general, the analysis assumes that the impact of employment generating uses,
as represented by the number of jobs supported by the activity, is 50 percent of the
impact of residential uses, represented by the population. This is a standard service
population assumption for fiscal impact studies. It corresponds to the general notion
that employed people working at jobs in Palo Alto occupy eight-hour shifts, mostly
during the regular work day, while the resident population, when they are not
working, represent a service demand during the 16 hours of non-working time during
a 24 hour day. An eight hour period is 50 percent of a 16 hour period. Of course, there
are many exceptions to this, but as a general rule it reflects the overall relative service
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demands of residential and non-residential land uses for a number of City services. A
shown above in Table 16, we estimate there are 63,367 residents and 76,684 jobs in
Palo Alto as of 2008. With jobs given half the weight of the residential population, the
corresponding default proportions for weighting service expenditures are 62 percent
residential and 38 percent non-residential.

TABLE 17
PER CAPITA REVENUE AND COST FACTORS
REVENUES RESIDENTIAL BUSINESS
General Fund Proportion Per Capita | Proportion Per Capita
Utility Users Tax 62% $108.39 38% $54.19
Other taxes and Fines 62% $60.36 38% $30.18
Charges for Services 62% $91.73 38% $45.86
Permits and Licenses 62% $15.33 38% $7.66
Return on Investment [a] 2% 2%
Rental Income 62% $128.62 38% $64.31
Revenue from Other Agencies 62% $3.07 38% $1.53
Charges to Other Funds 62% $108.14 38% $54.07
Other Revenue 62% $0.65 38% $0.33
Operating Transfers In 62% $217.64 38% $108.82
Enterprise And Special Revenue Funds
Enterprise 62% $3,234.37 38% $1,617.18
Special Revenue 62% $51.71 38% $25.86
COSTS
General Fund
General Government [b] 18% 18%
Community Services 90% $298.36 10% $27.39
Fire 62% $164.13 38% $82.06
Library 90% $92.30 10% $8.47
Planning and Community Environ. 62% $51.69 38% $25.84
Police 61% $274.90 39% $143.40
Public Works 62% $130.99 38% $65.50
Non-Departmental 62% $57.91 38% $28.96
Operating Transfers Out 62% $165.34 38% $82.67
Enterprise And Special Revenue Funds
Enterprise 62% $3,226.38 38% $1,613.19
Special Revenue 62% $73.97 38% $36.99

Source: ADE Inc.
Notes: [a] Percent of other revenues, [b] Percent of other costs

As indicated in Table 17, a few of the revenues and services require different
assumptions. In terms of the Return on Investment line item, the City projects its
portfolio return to be about 4.6 percent for the 2008-09 fiscal year. However, for
purposes of this analysis, these revenues are taken as a percent of total annual revenues
for the City. On this basis, this revenue represents about two percent of the total and
is calculated here as a similar percent of the revenues generated by each individual land
use.

Three major revenues are not included in Table 17 because they are not estimated on a
per capita basis. The property tax is a function of assessed value for each land use.
ADE obtained a distribution of assessed value by land use in Palo Alto from the Santa
Clara County Assessor and allocated property tax revenues based on the proportion of
total City assessed value represented by each land use category. These assessed values
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reflect the property roll for the 2007-08 fiscal year. In his 2008-09 Annual Report, the
County Assessor notes that the growth rates in assessed values in Santa Clara County
have been declining for the past three years, although the dollar value of assessments
continues to increase. This is due in part to the fact that commercial property value
growth has outweighed reductions in residential market values. The Assessor
reassessed downward 41,866 properties last year, although the dollar value of these
reductions was not substantial. However, with the continuing economic crisis, it is
likely property taxes will further stagnate or decline in the near future.

It is important to note that the City only receives a small portion of the total property
tax paid by property owners. The base property tax rate of one percent of assessed
value, but the City of Palo Alto gets only about nine percent of this revenue (9.4
percent of the one percent), while the rest of the property tax is allocated to local
school districts, the County, and other taxing agencies. Property owners may pay
additional property tax amounts to fund debt service on public bonds, but again the
City does not receive this revenue.

The second major revenue not allocated on a per capita basis is sales tax. Although
local household spending generates much of the taxable sales in the City, the sales tax
allocation to the City budget is based on the point-of-sale at retail businesses and other
types of businesses generating taxable transactions. As indicated in the Retail
Background Report, this is generally to Palo Alto’s benefit, as the City captures
spending from households and visitors well beyond the City’s boundaries. However,
from a land use perspective, it is the presence of the commercial businesses primarily
that generates sales tax and so this revenue is allocated to the non-residential land uses.

Finally, Transient Occupancy Taxes (TOT) are generated by lodging facilities, which
are included in the commercial land use category. All of this revenue is allocated to the
commercial land use and is not estimated on a per capita basis.

In terms of cost allocations, a number of the services are based on the default 38
percent residential/62 percent non-residential split discussed above; however, other
cost categories have a different basis. The General Government category is treated as
an “overhead” charge on the cost of direct services to residents and business in Palo
Alto. This category includes the following City departments:

B City Council
B City Manager
B City Clerk

B City Attorney

B Human Resources
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B City Auditor

B Administrative Services

The General Fund expenses for these Departments is about 18 percent of the total
General Fund budget and this factor is used in the fiscal model to project these costs
by land use.

For the Police Department, the Commercial Land Use Category is assigned a higher
cost per capita than other non-residential land uses, to reflect the higher incidence of
calls for service for shoplifting, burglary, and vandalism experiences at many
commercial shopping centers.

The Planning and Building Department costs are allocated on the basis of assessed
value rather than population or employment. This is similar to the fee calculation for
building permits and reflects the fact that larger projects tend to require greater effort
to process.

For Community Services and the libraries, alternate assumptions have been used about
the demand for services from residential and non-residential land uses. We assume that
most of the service demand comes from the resident population, but it is also likely
that a number of people who work in Palo Alto participate in recreation leagues for
various sports and use City parks and library facilities. For these departments, we have
used a 90 percent/10 percent split between residential and non-residential users.

RESULTS OF THE FISCAL IMPACT ANALYSIS

For most cities in California, property taxes do not pay the full cost of municipal
services needed by residents and neighborhoods. As noted above, the City of Palo
Alto only receives an average of 9.4 percent of property taxes paid by property
owners. Therefore, Palo Alto, like most cities, relies on sales taxes and other revenues
to help balance the budget and to fund the services and amenities desired by the
community. Consequently the residential land uses appear to show a negative fiscal
effect for the City while most non-residential land uses generate a positive fiscal
balance (Table 18 and Figure 1). This outcome is not so much an indictment of
residential development but rather reflects the importance of the City economic base
to provide the revenues needed to operate the City.

While Figure 1 shows the total fiscal net revenue or cost for the major land use
categories, Figure 2 breaks this down per resident or employee within each land use.
While single family residential uses have a larger total fiscal impact, at minus $17.1
million per year, this is primarily due to the much greater number of single family
homes in the City compared to multi-family units. On a per resident basis, the single
family net cost is lower at $393 per person compared to $618 per person for the multi-
family units. This is a result of the fact that the City’s average property tax revenue
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per unit for single family houses is about $946 dollars compared to about $115 dollars
for multi family units. Again, these figures reflect revenues received by the City, not
the total tax bill of the property owners. It is also important to recognize that on a per
acre basis, higher density development will generate more property taxes than lower
density development. Additionally, there may be the potential for greater efficiency in
public service provision to higher density units, although this depends on a number of
factors and cannot be stated as a general rule. However, newer mixed use projects may
well show a different net fiscal impact than that shown in this analysis for multi-
family units.

Commercial and hotel land uses provide the best fiscal result, primarily on the
strength of the sales taxes generated by retail businesses and the TOT revenues
generated by hotels. These two revenues alone total $28.0 million. In terms of
employment, retail business account for less than 30 percent of the commercial land
use category, with the balance being office uses and service commercial businesses. Yet
it is the retail businesses that generate most of the sales tax from this category.

Interestingly, the sales tax generated by businesses located in the R&D business parks
generate most of the surplus revenue for the commercial land use category as well.
These businesses generate about $3.2 million in sales taxes and show a $2.5 million
revenue surplus. Public/Institutional uses produce a minor negative fiscal impact,
mainly because many of these kinds of uses are exempt from property tax and
typically generate very little sales taxes.

CONCLUSION

This analysis provides a broad framework for considering the relative fiscal impacts of
major land use types in Palo Alto. On average, residential uses do not generate
sufficient revenue to fund all the services the City provides. In part this is a reflection
of the fact that assessed values overall do not equal market values, since many existing
units have been in single ownership for many years and have not had their assessed
values reset to market value recently. New, higher value residential units often do
generate enough property tax to pay for the services they needs. The problem is that
the assessed value base does not keep pace with the escalation in cost for services over
the long term. For this reason, it is important that the City maintain and expand its
commercial districts, so that they can provide sales tax that provides a better hedge
against cost inflation.

It is also important for many reasons that the City provide for the development of
affordable housing. The City’s revenue base would benefit from development
strategies that provide a mix of higher value and affordable units. This can be done in
projects that provide higher densities and which feature mixed use designs. Higher
densities provide opportunities to include units at various levels of affordability and
the ground floor commercial component helps to increase the City’s sales tax base.
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Business park, office and industrial uses are important for the property and sales taxes
they generate but also for the incomes they create. Higher incomes, in stable jobs, help
to support higher retail spending and higher residential values in the community.
Although the fiscal benefits of good jobs are more indirect than the sales tax from
retail jobs, the jobs base is an essential foundation for the City’s economic vitality.

In conclusion. it is important to consider that the goal of the City should be to achieve
a sustainable balance of land uses, recognizing that the inherent constraints for some
land uses to generate public revenues may not outweigh other benefits of those uses.

NEXT STEPS

In the next phase of the Comprehensive Plan Update process, more detailed analysis
will be conducted to indicate how variations in development density, location or
product types may affect the demand for City services and General Fund revenues.
This will be done to evaluate the fiscal impacts of land use alternatives in the East
Meadow Circle and California Avenue Concept Plan areas. In addition, the Concept
Plan analysis and the subsequent CEQA review of the Comprehensive Plan
Amendment will address impacts to the school district, which is not included in this
report. Descriptions of school district services and facilities, as well as other
educational agencies serving Palo Alto, are provided in a separate Community Services
Background Report prepared by Design, Community & Environment (DC&E).

Applied Development Economics, Inc. 317



DUl ‘soiuouo3 Juswdojanag paddy

43

Ul ‘qV :92In0g

(sTT19%) STT$ v10'6% 00€$ VN (8199%) (c6€%) 33IA0T1dW3 YO NOSHad
Yad sn1dins/(L12143a) 13N 135angd
(v8s’6€99%) (£60°'SLS'T$) TIV'60S'CS 6£0'v00'8% TZTI'6V6'CT$S  £96'88E$ (6££7e8'11$) (£89°€80°2T$) SN1duns/(LIDI43A) 13N 135ANg
90S’'0St'0Lv$ 980°6v2'0€$ SY6'eEL 'S YI9T'LS6'T$ LLT'€ELT'S6$  P6E'6TTS 798’'0£€’06$ 8//4'9/7'80T$ STANLIANILX3 TVLOL
918’5/9'se€$ L187/€T7€TS £88'z/0'ce$ 6S€'99p'1$  999'97¢'1/$ 155'1T$ £T1€'9817€9% cza’siy'sr1$ [B303GNS pund SnNuaASY [eads pue ssudisug
069°€2S'L$ 8'02S$ 18C'T0L$ vb8zeS HH'965'T$ 65¢$ 0£C'9TH'1$ 16L'ST2'E$ anuaAY |epads
gzr'zst'gess 6/6'91/'72$ 209'1E€'2ES$ SIS'Zeb'1$ £22'0£9'69% 6T'1TS$ £80°0£2'19% Er'6sT0rT$ asudisug
SANN4 INNIATY TVID3dS ANV ISTUdUILNT
069"/ vETS 69C'T1S'L$ 790'199'07$ S08'T6V$ 119'9%0'vc$ cpe/TTS e A WA 65510893 [B303gNS 2IMypuadx3 pund [eldus
000°£18'9T$ 06T+9T'T$ 916'959'T$ cT'eL$ 08£'895°c$ 6/5$ £95°59T°c$ GS6'/8T'/$ alnyniseyur/inQ siejsuel] bunessdo
000'068'S$ oL L0v$ 0z£'085$ T1L'ses 6L'6¥C'1$ €0z 172'801°1$ S1S'£15'2$ [ejuswipiedag-uoN
00T’cTECTS 81¢'zT6$ S/9'TTE'T$ T9185$ €10°£28'C$ 85H$ 688'£05'C$ 985'v69'5$ SH40M J1and
9zE’'sTH'8es L1S'ST8'T$ 0£5'€95'2$ ¥8S'ETTS$ £0T'80£'9% £00'1$ #00'€92'S$ T$5'056'TT$ ao1j0d
6L1'/5T'S$ 685'8€T$ Sb8'zess £b0'0p$ 6/2'8/8% £25'96% 8vL'slt$ 759'962'c$ ‘uoldiaug Ajunwwo) pue bujuuerd
ObL'86¥'9% 082's/1$ 0S8'691$ ST4WA ¥6£'59€$ 65$ Tb1°292'1$ 765°2T0'v$ Ateaqny
6v4'€69'9T$ ££9'GST'TS SHL'YH9'TS v(8'TL$ P9T'THS'c$ vLS$ 0TE'THT'e$ [PT'SET'LS$ all4
096°900°12$ 102'895$ $€0'6v5% 9ze'ves STH'Z8T'T$ 261$ cee'TiL'ss 895'0£6'71$ S0IAIRS Ajunwiwo)
9¢6'2/8'02$ 162'€91'1$ 60T'159'T$ [9T'9/$ 99T'pes's$ 152'81$ 7S6'€0Z'v$ 666'G£0°0T$ JUSWIUIBAOD) [eIsuRD)
STANLIANIAXI ANNL TVIINID
TT6'0T8'E9Y$ 686°'€LT'6T$  9SE'EHT'Ov$ ThT'196'6% 66£'TTT'S0TS T9IE'STSS €81'861'8L$ T60'€6T'T6TS SINN3ATY TV1OL
918’cze’vees 00€’/€T7cCs £78'626'ce$ 020'6SH'1$  895'8T6'0/$ TOS'TT$ 866'C16'29% 90958 ThT$ [B303GNS pund SnNuaASY [ePads pue ssudisug
069'652'S$ (44871 817'815% 196'c2$ 8v0'9TT'T$ 181$ $90°066%$ L0T'8V2'T$ anuaAY |epads
9z1'v96'82€$ [81°s/2'T2$ S09'1TH'2e$ 0909H'1$  02S5'208'69% 0ZE'TTS G£6'226'19% 66+'909'0t1$ asudisug
SANN4 INNIATY TVID3dS ANV ISTUdUILNT
901°/85"62T$ 689'9£0'9% cegere’ers 7Te’tos’8s 1e8’cos’zes 098'905% $85'G85'GT$ S8h'8cc’8h$ [BI0IGNS SNUSASY pund [B4aUdD
000'9€T'22$ 80b'2ES'1$ £/6'08T'C$ 7£9'96% 210°£69'v$ [4VA S6£'99T'v$ T T9V'6$ ul ssejsued] bunessdo
9/7'99% 885'v$ 0£5'9% 682$ €90'v1$ 143 9'TT$ 8ze’ses 3NU3ASY 8RO
000'666'0T$ L[TP'T9L$ 069'€80'T$ ST0'8H$ G98'cee’T$ 8/£$ 60v'0£0'C$ PIZ'10L'Y$ spund JayjQ 03 sebieyd
£60'2TE$ S09'12$ 6bL'0€$ 29¢'1$ €27'99% 11$ LL'85% S6E'EETS SaPURby J9YI0 WL} SNUSASY
000'280°cT$ £79'506% 126'887'1$ 80T1'/S$ GS8'6/L'T$ 0Sv$ S0S'79t'$ P€S'165'9$ awodu] [e3uy
000°006'1$ 015'88$ z02's61$ 659'vCT$ [¥6'91S$ LS v15'82¢$ ££2'802% JUBLLISIAUT UO UINSY
»ST'66S9'T$ GE6'£0TS 819'€ST$ 908'9% Ge8'0cc$ ¥S$ 68Y'c6C$ £T$'999% S3SULDIT pue sjwiad
£85'62£'6$ 658’59 602'616$ L2L'0v$ €€9'6/6'1$ 12€$ G9T'95/'1$ 699'/86'c$ S0IAIRS Joy sabiey)
000'6£T°9$ ¥86'vTh$ £68'409% 662'9¢$ £29'20€'T$ 112$ 78S'SST'T$ Pr6'€29'T$ Saul4 pue saxe} 1Byl0
000'+20'1T$ 851'c9/$ €S1'980'1$ ve1'sy$ 0LT'6E€'T$ 6L€$ ST1T'sz0'$ 006'TTL'V$ xe] stasn Ajan
000°002'.$ 0$ 0$ 000'00£'2$ 0% 0$ 0$ 0$ xe| AduedndQ jusisuel)
000'592°0z$ $95'6T1$ SET'Tee’ss 80£'09T$ L11°922'9T$ LLY'9ES 0$ 0$ xe] so|es
000'520'52$ £20'199% 964" T¥S'T$ 166'06T$ Y8 T16T'V$ £8¢'09b$ 889'G0E'T$ Ge6'ces'sTS xe] Apadoid
lejoL leuonmnsur ‘Jnuep asy 1910H |epJawwo) juedep Apweg-ninw ~ Ajjwiey 9|buls SANN3ATY ANNL TVHINID
aliqnd jeLiysnpug $921N0S?¥Yy
|eanyeN /By

OL11V O71Vd NI S3SN ANV DSNILSIX3 40 SLOVAIWI TVISId

8T 319Vl



FIGURE 1

419 0.

ND USE (IN MILLIONS)

$15,000,000

2008 BUDGET NET (DEFICIT)/SURPLUS BY LA
2

491
PLZ, 7971

$10,000,000

$5,000,000

$0

($1,575,097)

-$5,000,000 -

-$10,000,000 -

-$15,000,000 - ($11,832,379)

-$20,000,000 ($17,083,687)

SingleFamily ~ Multi-Family ~ Ag Natural Commercial

Hotel

Industrial R&D Public

Resources Manuf. Institutional
Vacant
Source: ADE, Inc.
FIGURE 2
2008 BUDGET NET (DEFICIT)/SURPLUS PER PERSON OR EMPLOYEE BY LAND USE
$10,000 $9,014
$8,000
$6,000
$4,000
$2,000
$0 $300 $125
$0 | - l .
($393) 618 ($125)
($2,000) (3618)
SingleFamily ~ Multi-Family Ag Natural Commercial Hotel Industrial R&D Public
Resources Manuf. Institutional
Vacant
Source: ADE, Inc.
33

Applied Development Economics, Inc.



“This page intentionally left blank”

34

Applied Development Economics, Inc.



APPENDIX A: BUDGET ADJUSTMENTS

Certain adjustments have been made to both revenues and expenditures in the City
budget in order to focus the analysis on the net cost of providing services with local
revenues. On the revenue side, the adjustments are mainly outside grant funds that are
not dependent on development growth in the City or they are certain incidental one-
time fees that are only paid at the time a building project is approved and do not fund
ongoing operation of City services.

On the expenditure side, these revenue adjustments are subtracted from budgeted
service costs to calculate the net cost of providing services from annual local revenues.
Expenditure adjustments also include capital expenditures, since the focus of this part

of the analysis is on annual operating costs for City services funded by the General
Fund.

Below is a summary of the revenue and expenditure adjustments that went into the
fiscal model in order to derive the net General Fund service cost. The adjustments are
shown by revenue category and expenditure unit. For broader revenue category
adjustments, the department in which the revenue was accounted for is included.
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