CITY OF NEWPORT BEACH
FINANCE COMMITTEE AGENDA - Final
100 Civic Center Drive - Community Room
Thursday, May 12, 2022 - 3:00 PM

Finance Committee Members:
Will O'Neill, Chair
Noah Blom, Mayor Pro Tem
Brad Avery, Council Member
William Collopy, Committee Member
John Reed, Committee Member
Nancy Scarbrough, Committee Member
Joe Stapleton, Committee Member
Staff Members:
Grace K. Leung, City Manager
Scott Catlett, Finance Director/Treasurer
Michael Gomez, Deputy Finance Director
Marlene Burns, Administrative Specialist to the Finance Director
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I.

CALL MEETING TO ORDER

II.

ROLL CALL

III.

PUBLIC COMMENTS
Public comments are invited on agenda and non-agenda items generally considered to be
within the subject matter jurisdiction of the Finance Committee. Speakers must limit comments
to three (3) minutes. Before speaking, we invite, but do not require, you to state your name for
the record. The Finance Committee has the discretion to extend or shorten the speakers’ time
limit on agenda or non-agenda items, provided the time limit adjustment is applied equally to all
speakers. As a courtesy, please turn cell phones off or set them in the silent mode.
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IV.

CONSENT CALENDAR
A.

MINUTES OF APRIL 14, 2022
Recommended Action:
Approve and file.

DRAFT MINUTES 04142022
V.

CURRENT BUSINESS
A.

REVIEW OF INVESTMENT PORTFOLIO STRATEGY AND BENCHMARK
Summary:
Staff will provide the Committee with an overview of the City's current investment
strategy and several possible alternatives to determine if a change in strategy is
appropriate at this time.
Recommended Action:
Provide feedback to staff regarding changing investment strategies.

STAFF REPORT
B.

THIRD QUARTER BUDGET UPDATE
Summary:
Staff will provide a presentation regarding the year-to-date and projected Fiscal Year
2021-22 budget performance.
Recommended Action:
Receive and file.

STAFF REPORT
C.

FOLLOW-UP DISCUSSION OF PROPOSED FISCAL YEAR 2022-23 BUDGET
Summary:
Staff will provide the Committee with a copy of the Fiscal Year 2022-23 proposed
budget document. Should the Committee wish to continue April's discussion of the
Fiscal Year 2022-23 budget, this is also an opportunity to do so.
Recommended Action:
Receive and file.

ATTACHMENT A - PROPOSED BUDGET FY 2022-23
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D.

INTERNAL AUDIT PROGRAM UPDATE
Summary:
Bi-monthly progress update on the internal audit program.
Recommended Action:
Receive and file.

STAFF REPORT
E.

WORK PLAN REVIEW
Summary:
Staff and Finance Committee to review the proposed work plan and identify matters
that members would like placed on a future Agenda for discussion, action, or report.
Recommended Action:
Receive and file.

ATTACHMENT A
VI.

ADJOURNMENT

3

Finance Committee Meeting Minutes
April 14, 2022

CITY OF NEWPORT BEACH
FINANCE COMMITTEE
APRIL 14, 2022 MEETING MINUTES
I.

CALL MEETING TO ORDER
The meeting was called to order at 3:00 p.m., in the Civic Center Community Room.

II.

ROLL CALL
PRESENT:

Chair Will O’Neill, Mayor Pro Tem Noah Blom, Council Member Brad
Avery, Committee Member William Collopy, Committee Member John
Reed, Committee Member Nancy Scarbrough and Committee Member
Joe Stapleton

ABSENT:

None

STAFF PRESENT:

City Manager Grace K. Leung, Finance Director/Treasurer Scott Catlett,
Administrative Specialist to the Finance Director Marlene Burns, Utilities
Director Mark Vukojevic, Public Works Director David Webb, Community
Development Director Seimone Jurjis, Fire Administrative Manager Mary
Locey, Management Assistant Lili Melero, Senior Budget Analyst Amber
Haston, Purchasing And Contracts Administrator Sander Huang, Public
Works Finance/Administrative Manager Theresa Schweitzer, and Budget
Manager Shelby Burguan

MEMBERS OF THE
PUBLIC:
III.

Charles Klobe and Jim Mosher

PUBLIC COMMENTS
Jim Mosher reported he reviewed the changes to the fee schedule and subsidy policies that were
presented to the City Council. He noted staff had recommended refunding appeal fees if the
applicant was successful but noted there was some reluctance to extend that to Planning Division
until the matter could be studied. He explained the cost of studying the fees is probably greater
than the amount of money in question. He reported there were 17 appeals in the last 12 years with
four of them being in the last year. He believes there may be the possibility of one refund per year
and encouraged the Finance Committee to keep that in mind.
Chair O’Neill recommended City Manager Grace Leung agendize the item for the Planning
Commission to review as a matter of policy.

IV.

CONSENT CALENDAR
MINUTES OF MARCH 10, 2022
Recommended Action:
Approve and file.
Jim Mosher suggested minor changes to the minutes.
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MOTION: Committee Member Collopy moved to approve the minutes, as amended, seconded
by Committee Member Stapleton. The motion carried 7 ayes – 0 noes.
V.

CURRENT BUSINESS
A. PROPOSED FISCAL YEAR 2022-23 BUDGET OVERVIEW
Summary:
Staff will provide the Committee with an overview of the expenditure budget for Fiscal Year
2022-23 that will be presented to the City Council in May.
Recommended Action:
Receive and file.
Finance Director/Treasurer Catlett provided a brief overview of the guiding principles of the
budget, additional areas of focus for this year, and the budget development timeline.
Budget Manager Shelby Burguan provided a brief status update on the current year’s budget.
She advised a $15.9 million increase in projected revenue and noted that $10 million came
from Property Tax, Sales Tax, and Transient Occupancy Tax (TOT). She reported staff
anticipates ending the year with $15.2 million in Unrestricted Funds after the $31 million
appropriation by the City Council from the Fiscal Year 2020-21 Surplus. She advised staff will
be returning next month to present the 3rd Quarter budget update to the Finance Committee
and also anticipates an increase in the year-end projected surplus.
Budget Manager Burguan reported a 12.5% growth in the Fiscal Year 2022-23 proposed
operating budget, primarily due to the Tidelands Fund presentation format change, the increase
in proposed CalPERS UAL payment to $40 million, the higher Internal Service Fund charges
based on a recent project to review rates, and adjustments to Police Department and Fire
Department overtime budgets. Finance Director/Treasurer Catlett clarified there will be no
additional overtime spending and noted this is simply an accounting change. Budget Manager
Burguan explained the increase also includes an additional $5 million CalPERS UAL payment,
a possibility that was discussed at the City Council’s January Planning Session.
Budget Manager Burguan provided a brief overview of Fiscal Year 2022-23 expenditures by
fund. She reported growth in the General Fund was 8.1% and Wastewater Fund growth was
23.4%. She noted the Wastewater Fund growth was due to the improved insurance Internal
Service Fund (ISF) allocation methodology and updated administrative charge calculations that
better apportion costs between the Water and Wastewater Funds.
Utilities Director Mark Vukojevic provided a brief overview of the anticipated impact of ongoing
inflation on the City’s Water and Wastewater Funds. He explained that capital & maintenance
projects and materials have been greatly impacted by inflation. He advised brief higher inflation
is manageable in the short-term, especially if it stabilizes, but sustained higher inflation or a
prolonged drought could lead to future rate implications.
Chair O’Neill inquired about the definition of a prolonged drought. Utilities Director Vukojevic
advised it is a drought that lasts longer than 1.5 years. He noted the drought would require the
City to cut back more than 15% of its water usage. He explained that the impact of not
responding to prolonged inflation through an upward rate adjustment would be future
reductions in capital spending, reduced reserves, and a more dramatic rate increase in future
years. He provided a brief overview of the concept of pass-thru rates for water supply costs
and detailed how other cities are utilizing them. City Manager Leung confirmed a Wastewater
Rate Study will be conducted next year. Utilities Director Vukojevic advised the rates for
wastewater will increase by 2% in January.
Committee Member Collopy inquired if an assumed rate of inflation was baked into the rates
since 2019. Utilities Director Vukojevic confirmed they were baked into the rates. Committee
Member Collopy recommended accelerating the next rate study by one year.
Page 2 of 9
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Budget Manager Burguan provided a brief overview of the Capital Improvement Program (CIP)
Budget over the last five years and noted the proposed CIP for Fiscal Year 2022-23 is $71
million.
Budget Manager Burguan provided a brief overview of the General Fund Budget and reported
General Fund Revenues are projected to surpass staff expectations and pre-pandemic
projections. She advised the City’s Sales Tax consultant has projected an increase of $1.2
million in Sales Tax. She reported Salaries and Benefits are the largest General Expenditure
at $163.4 million.
Finance Director/Treasurer Catlett provided an overview of the staff’s efforts to enhance
budgeting accuracy.
Chair O’Neill inquired why the City has seen significant revenue and expenditure growth year
after year considering it has not increased the Transient Occupancy Tax (TOT), Sales Tax, or
Property Tax rates as many other jurisdictions have. Finance Director/Treasurer Catlett
explained that a good portion of the expenditure growth in excess of other jurisdictions is due
to the City’s significant increased contribution to CalPERS to pay down the City’s UAL. He
noted he believes revenue is growing at an accelerated rate due to significantly increased
coastal property values, an uptick in business activity combined with the City’s role as a
regional retail center, and an increase in the prevalence of short-term rentals and higher
occupancy and dates for both short-term rentals and hotels.
Council Member Avery noted this is a housing market that has historically not been seen and
the City is a safe place to invest when buying a home.
Finance Director/Treasurer Catlett noted the City was able to taper the use of discretionary
funds during the pandemic, which provided flexibility to avoid any service level reductions.
Council Member Avery inquired about the risk of a downturn impacting property tax revenues.
Finance Director/Treasurer Catlett noted that due to the growth seen from reassessed
properties, even if sales decline these often significant reassessments result in rising property
tax revenues.
Committee Member Scarbrough inquired if the City is tracking Sales Tax revenue trends due
to increasing inflation. Finance Director/Treasurer Catlett advised staff meets quarterly with its
Sales Tax consultant and the impact of inflation has been a topic of conversation at the most
recent meetings.
Committee Member Collopy noted the City has a robust increase in expenditures. Finance
Director/Treasurer Catlett explained the operating budget growth is primarily driven by the
proposed increased UAL payment, increased transfers to ISFs, removal of the vacancy factor,
and budget accuracy-related adjustments that will be discussed in more detail later in the
presentation.
Committee Member Collopy noted there was $4.4 million in expenditure savings and advised
it should be a City Council decision to budget to full employment or probable employment.
Chair O’Neill advised City Council has been working through that policy since 2015 and noted
when the budget is tight the City Council can budget towards probable employment and budget
to full employment when the budget is full.
Finance Director/Treasurer Catlett clarified the $4.4 million in expenditure savings includes
$2.4 million in salary savings, $2.1 million in contracts, and the remainder in miscellaneous
expenditures. He clarified the only new spending included in the budget is for the Program
Enhancements and the Be Well OC contract continuation. He presented an overview of
Page 3 of 9
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General Fund Expenditures by Department and General Fund Transfers. He highlighted the
addition of the Tidelands subsidy transfer per a recent Finance Committee discussion and the
transfer to the Fire Equipment Fund for a program enhancement.
Finance Director/Treasurer Catlett provided a brief overview of the General Fund Internal
Service Fund Charges and explained the insurance charges are increasing due to increasing
excess insurance premiums and the elimination of the fund balance drawdown included in last
fiscal year’s budget. He reported the budget as proposed has a $9.7 million structural surplus.
He advised the current year's projected surplus of $15.8 million will need to be partially
allocated to maintain the contingency reserve at 25%. In response to Committee Member
Collopy’s inquiry, he explained how the surplus funds accumulated from fiscal year to fiscal
year. He advised that any surplus funds would be allocated to neighborhood enhancements
and paying down long-term obligations as per Council Policy F-5. He noted that $8.6 million
could be used to fully fund the remaining components of the Balboa Island drainage project or
$5.7 million could be used to eliminate the City’s unfunded Other Post-Employment Benefits
(OPEB) liability. He noted the City Council would determine how to spend the funds.
Chair O’Neill noted this is General Fund money that can be used on anything and advised the
City has never had this option before.
Committee Member Scarbrough recommended using the funds towards affordable housing to
get the State off of the City’s back.
Committee Member Collopy recommended reducing taxes. Chair O’Neill advised the City
Council cannot reduce Property or Sales Taxes because the City does not currently have any
add-on taxes above the minimum rate set by the State.
Committee Member Collopy suggested a moratorium on the new recycling fee for residents.
Chair O’Neill recommended the Finance Committee go through the budget and identify
targeted revenue reductions that may benefit residents.
Committee Member Reed encouraged the Finance Committee to set aside the CIP funding
until construction materials are less expensive. Chair O’Neill concurred. Mayor Pro Tem Blom
noted this is not the time to spend and there will be long-term costs.
Finance Director/Treasurer Catlett provided a brief overview of program enhancements and
staffing changes. He advised this includes funding the Police Department body-worn camera
program, taser replacement program, enhanced internal service fund allocations, and one
additional Community Services Officer position. He noted that $1 million will be used for
addressing homelessness.
Finance Director/Treasurer Catlett provided a brief overview of Capital purchases and other
material miscellaneous enhancements recommended by staff.
Committee Member Scarbrough inquired how surplus vehicles are determined. Finance
Director/Treasurer Catlett explained the process.
Finance Director/Treasurer Catlett provided a brief overview of changes in full-time staffing
from 2009 through 2020. He advised total staffing levels, including part-time employees, in the
City remain 7.4% below the 15-year peak in 2009. He explained some part-time employees
become eligible for CalPERS membership but are not eligible for the same benefits as full-time
employees, which then creates recruitment and retention challenges. He advised staff is
proposing a limited program to convert part-time positions to full-time positions and provided a
list of those positions.
City Manager Leung explained the current labor market is very challenging and competitive.
She noted there are currently 50 open recruitments. She explained some of the positions have
Page 4 of 9

7

Finance Committee Meeting Minutes
April 14, 2022
become a training ground where the staff member can get trained and move to another agency
full-time which is creating challenges.
Committee Member Stapleton inquired if any full-time staff was being added to the Harbor
Department. City Manager Leung advised the Harbormaster has asked for additional positions
and noted a staffing study was being conducted to determine what makes sense for the long
term.
Committee Member Reed inquired what the cost is to the City of staff members who are leaving
after being trained. City Manager Leung advised she has not quantified those numbers.
Community Development Director Seimone Jurjis explained they are struggling with the talent
pool. He noted training for an Inspector requires over one year.
Mayor Pro Tem Blom noted the current goal is employee retention.
Committee Member Collopy inquired if 50 vacancies mean the City is understaffed by 50
positions. City Manager Leung concurred and noted the City has average recruitment for 30
positions at any given time.
Finance Director/Treasurer Catlett provided a brief overview of proposed additional staffing,
new positions, and reclassifications. He advised the program enhancements total $4.2 million
of which $4.1 million is from the General Fund.
Finance Director/Treasurer Catlett provided a brief update on the City’s Unfunded Pension
Liability. He reported the 21.3% investment return in Fiscal Year 2020-21 has significantly
reduced the City’s unfunded liability. He noted the City is approaching 50% of employees being
covered by the Public Employees' Pension Reform Act (PEPRA) pension formulas, which has
also been helpful. He explained the Finance Committee endorsed a $35 million base
contribution to the unfunded liability. He advised that given the City’s recent revenue growth,
staff recommends maintaining a $40 million per year payment from the baseline budget until
the unfunded liability is eliminated. He noted this change would fully fund the liability in 2029,
or 2028 if the payment was increased to $45 million through continued allocations of $5 million
from year-end surplus.
Committee Member Collopy noted a 6.8% discount rate is aggressive after the 21.3%
investment return. He also noted it is not an additional $5 million at the end of 2023 but an
additional $10 million due to City Council policy because a $20 million surplus is anticipated.
Finance Director/Treasurer Catlett advised last year the City Council waived the surplus
utilization policy and allocated additional funds to the Facilities Financial Plan (FFP) in lieu of
an additional contribution to CalPERS.
Chair O’Neill noted a $20 million surplus assumes the City Council will not allocate the $9.7
million. He referenced some projects that could be accelerated. He believes the City Council
will allocate the $9.7 million.
Committee Member Collopy recommended the Finance Committee keep in mind that the
largest capital expense for the City in the future is the police station. He recommended using
some of the surplus funds to fund that expense.
Finance Director/Treasurer Catlett advised the police station is fully funded in the FFP but could
be impacted by inflation. Chair O’Neill confirmed the City is looking to buy a parcel for the police
station.
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Committee Member Scarbrough suggested the Finance Committee keep in mind that they do
not know how affordable housing changes such as Accessory Dwelling Units and Senate Bill
9 will impact the City.
Finance Director/Treasurer Catlett reported the General Fund budget is balanced with
increased accuracy and results in a $9.7 million surplus.
Committee Member Scarbrough inquired if there has been any discussion of a program from
CalPERS to assist jurisdictions with reducing their UALs. Finance Director/Treasurer Catlett
advised he had not heard of such a program but believes that if such a program is created
there would likely be some socio-economic criteria for which agencies would be eligible for that
program that would likely result in the City not being eligible for participation.
Chair O’Neill opened public comments.
Charles Klobe inquired about the 31% increase in expenditures for the City Manager’s Office
and the 8.2% for the City Council. Finance Director/Treasurer Catlett explained the City
Manager increase is for Be Well OC program and the City Council is for the ISF charges.
Mr. Mosher inquired if the fire station's early warning system includes an early warning
earthquake system. He expressed surprise that vehicles are being auctioned as soon as they
reach the end of their useful life and thought they would be assessed at the end of their useful
life. He asked for clarification if the Be Well OC program is funded by a grant program and
inquired about the anticipated time the budget book will be posted on the City’s website.
Chair O’Neill closed public comments.
Finance Director/Treasurer Catlett confirmed the City Council increase was due to the increase
in ISF charges.
Chair O’Neill clarified the Fire Department did not move forward with the early warning
earthquake system.
Finance Director/Treasurer Catlett clarified vehicles are kept longer if they are not used
regularly and noted there are vehicles in the fleet that are five years beyond their useful life
date. He confirmed the City did receive some grant funding for the Be Well OC Program but
clarified that $400,000 to $500,000 was from the General Fund. He explained the City will fund
100% of the cost moving forward from the General Fund. He advised the budget book will be
made available on the City’s website at the same time it is provided to the Finance Committee.
Committee Member Collopy requested the Finance Committee receive their budget book
before the May 12 meeting for review.
The item was received and filed.
B. OPEB ACTUARIAL VALUATION REPORT UPDATE
Summary:
Staff will provide the Committee with an overview of the latest actuarial valuation report
prepared by the City's actuary.
Recommended Action:
Receive and file.
Finance Director/Treasurer Catlett presented the OPEB Actuarial Valuation Report Update to
the Finance Committee. He explained there is no requirement to pre-fund long-term OPEB
costs, but the City has voluntarily chosen to do so as is a best practice under sound financial
management principles. He advised City Council Reserve Policy F-2 includes a requirement to
pre-fund the explicit portion of the Actuarial Accrued Liability (AAL) over a 20-year amortization
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period or less. He provided a brief recap of the January 2020 Finance Committee discussion
where the staff recommendation was to lower the discount rate from 6.5% to 5.5%
Finance Director/Treasurer Catlett reported the California Employers' Retiree Benefit Trust
(CERBT) Strategy 1 earned returns of 27.43% in Fiscal Year 2020-21. He provided a brief
overview of the OPEB Benefit Plan.
Committee Member Collopy inquired if the discount rate was 5.5%. Finance Director/Treasurer
Catlett explained the rate recommended by the City’s actuary and utilized to calculate the
unfunded liability is 6.5%, but the rate was artificially reduced to 5.5% for purposes of
calculating the required contribution. Staff is recommending it go back to 6.5% for funding
purposes.
Finance Director/Treasurer Catlett provided a brief overview of the CERBT program including
an overview of the historical performance of the City’s Trust Account.
Committee Member Collopy inquired if the City could contribute a larger amount to OPEB in a
single year than what is recommended by the actuary. Finance Director/Treasurer Catlett
confirmed the City can contribute as much as it would like, and the City Council could choose
to eliminate the unfunded liability at any time.
Finance Director/Treasurer Catlett reported the Actuarially Determined Contribution (ADC) is
increasing by 5.7% or $235,000. He presented a projection of the future amortization of the
unfunded liability and noted the City’s actuary projects that the unfunded OPEB liability will be
eliminated by Fiscal Year 2028-29. He explained staff’s recommendation is to put the discount
rate back to 6.5% and to consider contributions from surplus funds under City Council Policy
F-5 to eliminate the liability.
Finance Director/Treasurer Catlett provided a brief overview of explicit and implicit subsidies.
He explained upon implementation of GASB Statement No. 75, the Governmental Accounting
Standards Board required that the future value of the implicit subsidy be included in the City’s
OPEB liability. He indicated that the implicit subsidy is imbedded in the City’s insurance rates
for active employees and that it is unnecessary to prefund for these operating costs related to
employees’ current service. He advised staff’s recommendation is to contribute toward the
unfunded liability up to an amount equal to the total explicit liability, while leaving the implicit
subsidy liability unfunded. He also advised the downside of leaving the $8 million implicit
subsidy liability unfunded is that this amount will remain on the City’s balance sheet
permanently.
Committee Member Collopy inquired why the $8 million would remain on the City’s balance
sheet. Finance Director/Treasurer Catlett explained staff recommends funding to $40 million
not $50 million. Since funding the additional portion of the liability would result in the need to
routinely draw down funds from the trust to pay current costs for active employees’ health
insurance. He requested the Finance Committee’s guidance on whether it is preferred to target
funding at 100% of the explicit subsidy liability or 100% of the total OPEB liability. He explained
that following City Council Policy F-2 would result in the implicit subsidy liability remaining on
the City’s statement of net position.
Finance Director/Treasurer Catlett summarized that staff recommends returning the discount
rate from 5.5% to 6.5%, remaining in CERBT Strategy 1, based on the Finance Committee’s
feedback either setting the target funding level equal to the explicit subsidy liability or the total
OPEB liability with an amendment to City Council Policy F-2, remitting the net $525,000
balance on hand in the OPEB ISFs to CERBT as a one-time additional contribution, and
returning to the Finance Committee annually with an OPEB Update.
Committee Member Collopy inquired if moving the discount rate from 5.5% to 6.5% impacts
the numbers of years until full funding will be reached. Finance Director/Treasurer Catlett
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assumes that is the case but will confirm with the Actuary. He further explained that the City
Council under Policy F-5 may still contribute additional resources to the unfunded OPEB
liability, which would reduce the time until full funding is reached.
Committee Member Collopy inquired if the City could do both.
Chair O’Neill noted the OPEB liability is not a large debt for the City because it is a closed
system. He noted no one will understand OPEB. He noted the Finance Committee could
recommend paying it off completely. He recommended keeping the course of moving the
discount rate from 5.5% to 6.5%.
Finance Director/Treasurer Catlett provided a brief overview of current and proposed OPEB
accounting. He advised the staff recommends remitting the $500,000 to CERBT as a one-time
additional contribution.
Chair O’Neil opened public comments.
Mr. Klobe recommended the City pay off OPEB and no longer spend time on it at the Finance
Committee.
Chair O’Neill closed public comments.
Finance Director/Treasurer Catlett requested guidance from the Finance Committee that it
makes sense to target funding the explicit liability only. The dais concurred.
The item was received and filed.
C. BUDGET AMENDMENTS FOR QUARTER ENDING MARCH 31, 2022
Summary:
Staff will report on the budget amendments from the prior quarter.
Recommended Action:
Receive and file.
Committee Member Collopy inquired about the rationale behind Budget Amendment Nos. 36
– 38. Finance Director/Treasurer Catlett explained the City has a long-standing policy of not
presuming the results of negotiations with contracts and noted lump-sum payments were
included in those agreements. He advised they were not included in the adopted budget as the
Cost of Living Adjustment (COLA) amounts for the agreements were not known at the time.
Committee Member Scarbrough inquired why this item did not come up on the City Council’s
consent calendar. City Manager Leung explained the budget amendments are included in the
approval of the labor contracts and are attached to the related staff reports.
Chair O’Neill called for public comments and hearing none, closed public comments.
The item was received and filed.
D. WORK PLAN REVIEW
Summary:
Staff and Finance Committee to review the proposed work plan and identify matters that
members would like placed on a future Agenda for discussion, action, or report.
Recommended Action:
Receive and file.
Chair O’Neill reported the meeting on May 12, 2022, will include a follow-up discussion on the
budget and is also the date the Finance Committee will receive their budget books.
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Finance Director/Treasurer Catlett explained there is a billing issue with Recycle Only bills and
Sewer Only bills. He advised staff will be bringing forward an item to change the strategy to
place those charges on the Property Tax roll.
City Manager Leung advised the City is spending a lot of money trying to collect the funds and
it makes sense to move it to the Property Tax bill. The dais agreed it did not need to come to
the Finance Committee.
Chair O’Neill advised the joint City Council-Finance Committee Study Session will be held on
May 24, 2022, at 4:00 p.m. He noted the Finance Committee will meet on May 26, 2022, to
make its final recommendation to the City Council on the budget.
Committee Member Collopy inquired if the City Council will be able to see budget data before
May 24, 2022. Chair O’Neill advised the City Council will be able to review the proposed budget
online. Committee Member Collopy recommended the Finance Committee make the City
Council aware the budget book is available for review.
Chair O’Neill called for public comments and hearing none, closed public comments.
The item was received and filed.
VI.

ADJOURNMENT
The Finance Committee adjourned at 5:09 p.m. to the next regular meeting of the Finance
Committee.
The agenda for the Regular Meeting was posted on April 8, 2022, at 4:18 p.m., in the binder and
on the City Hall Electronic Board located in the entrance of the Council Chambers at 100 Civic
Center Drive.

Attest:

___________________________________
Will O’Neill, Chair
Finance Committee

_____________________
Date
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FROM:

Finance Department
Scott Catlett, Finance Director/Treasurer
949-644-3123, scatlett@newportbeachca.gov

SUBJECT: REVIEW OF INVESTMENT PORTFOLIO STRATEGY AND
BENCHMARK

SUMMARY:
The City has employed the same investment strategy for its externally managed
investment portfolio since inception in 1993. This report provides options for implementing
alternative investment strategies that will result in additional investment income for the
City with minimal additional risk.
RECOMMENDED ACTION:
Provide feedback to staff regarding changing investment strategies.
DISCUSSION:
In November 2017, the City consolidated its investment management services with a
single investment advisory firm – Chandler Asset Management (Chandler). Chandler had
been one of the City’s advisors under the prior investment management contracts and
has served the City for decades. Chandler is currently responsible for managing both the
City’s marketable securities portfolio and its targeted maturities portfolio. As of March 31,
2022, the City’s investment portfolio included the following components:
Portfolio Component
Cash in Banks
Local Agency Investment Fund (LAIF)
Targeted Maturities Portfolio
Marketable Securities
Total

Managed By
City Staff
City Staff
Chandler
Chandler

Amount
$ 14,719,000
31,092,000
23,978,000
271,675,000
$ 341,464,000
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As can be seen in the table, the majority of the City’s funds are managed by Chandler.
City staff analyze cash flows and maintain adequate funds between bank accounts and
LAIF to meet liquidity needs. Funds that will be needed for liquidity purposes, but not for
some time, are invested in the Targeted Maturities Portfolio, which is very short-term in
nature but has a higher yield than LAIF. This investment option is, for example, utilized
when the City receives the two larger property tax payments in December and April and
then draws down those funds for operations in subsequent months. The remaining $272
million managed by Chandler and invested in marketable securities is rarely if ever
accessed by the City and over time has continued to grow as the City’s various savings
programs such as the Facilities Financing Plan and Harbor and Beaches Master Plan
were implemented and funded. While there will be an occasional need to access the
marketable securities portfolio over time for specific situations such as large capital
projects, those events are rare and can be anticipated via the City’s cashflow analysis
process so that funds can be moved out of the marketable securities portfolio to LAIF as
individual securities mature. Only in the very unlikely event of the City’s response to an
unanticipated natural disaster requiring a sizable draw on the contingency reserve would
there be a need to access these funds with little notice.
The California Government Code, as well as the City's Investment Policy and benchmark
selection, set the parameters within which Chandler must operate when investing the
City's funds. Upon initially contracting with Chandler, a one to three-year benchmark was
selected against which to measure the performance of the Chandler-managed portfolio.
This selection was made based on the desire for a very conservative investment strategy
in the aftermath of the Orange County bankruptcy. Chandler currently terms this strategy
its “Limited Maturity” strategy, which has an average duration (a measure of interest rate
risk) of 1.77 and a yield to maturity (the rate of return if the securities are held until
maturity) of 2.10% as of the first quarter of 2022. Key facts about this strategy are
illustrated in the below charts.

This strategy utilizes the ICE Bank of America 1-3 Year US Treasury Index as its
benchmark and is designed to invest primarily in US Treasuries, federal agencies, and
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investment grade corporate bonds rated “A” or above, with 71% of the current portfolio
composition in US Treasury and agency securities and 18% in corporate bonds. Only
11% of the securities in the strategy have a maturity of more than three years.
As an alternative to the current strategy, Chandler offers an investment strategy tied to a
one to five-year benchmark that they term their “Short Term Bond” strategy. This strategy
is still conservative and fully compliant with the City’s investment policy and the limitations
prescribed in the California Government Code, but has an average duration of 2.48 and
a yield to maturity of 2.36% as of the first quarter of 2022. Key facts about this strategy
are illustrated in the below charts.

This strategy utilizes the ICE Bank of America 1-5 Year US Treasury and Agency Index
as its benchmark and is designed to invest primarily in US Treasuries, federal agencies,
and investment grade corporate bonds rated “A” or above, with 56% of the current
portfolio composition in US Treasury and agency securities and 25% in corporate bonds.
Nearly 38% of the securities in this strategy have a maturity between three and five years.
While the current difference between the yield to maturity of these strategies is 0.26%,
this differential can fluctuate depending on market conditions. At the current differential,
changing investment strategies would yield an additional $706,000 of annual investment
income for the City. It should also be noted that Chandler offers a strategy that blends
the Limited Maturity and Short-Term Bond strategies with a duration and yield somewhere
in the middle of the two strategies for clients whose risk tolerance lies somewhere
between the two strategies.
Making a change in the City's investment strategy and benchmark is within the authority
delegated to the City Treasurer by the City Council and selection of an alternative strategy
would be fully compliant with the existing City Council-approved Investment Policy F-1.
However, this change in strategy does come with some caveats that should be evaluated
before a change is made. Specifically, certain liquidity, market volatility, and interest
income considerations must be understood prior to making such a decision. Staff,
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therefore, brought this item to the Finance Committee for their feedback on and
concurrence with the change prior to moving forward.
Analysis
Beyond just serving as a method to measure performance against, a benchmark guides
Chandler's investment strategy as they try to match the composition of the benchmark in
the City's portfolio. The benchmark, therefore, serves as an objective standard against
which to measure and evaluate the relative performance of the City's investment portfolio.
The selection of a benchmark must take into consideration the City's liquidity needs, its
tolerance for short-term reductions to the market value of the investment portfolio, and its
tolerance for swings in paper interest income (as opposed to actual cash interest
earnings) from year to year. It should also be noted that there is no one investment
strategy that will provide the best performance under all market conditions. However, in
the long-term, investing against a longer-term benchmark has the potential to increase
investment earnings and is a strategy that is employed by many of Chandler’s clients, in
particular clients like the City who have robust cashflow management programs in place
that minimize the likelihood of needing to sell securities prior to maturity.
If yield is the only criteria, then a one to five-year investment strategy would make the
most sense. However, there is a noteworthy aspect to the longer-term investment strategy
that if not properly understood could be a cause for concern. Switching to this strategy
can result in more sizable drops in the book value of the City's investment portfolio and
paper losses ("total returns") that are more significantly negative when interest rates rise.
These are then offset by paper gains and increases in the market value of the portfolio
that are also more significantly positive when interest rates decline. The key concept to
understand is that these paper losses and gains are irrelevant, provided that the City
holds its investments until maturity (or until an opportunity for a trade that makes
economic sense presents itself). In the event that the City ever had to sell securities prior
to maturity due to unanticipated liquidity needs, the real losses (or gains) would be larger
than they would be with a one to three-year strategy due to the longer-term nature of the
investments. However, it is important to recognize that such losses would exist in either
scenario.
In addition to the liquidity concern, the other concern is that accounting guidance requires
that the paper losses and gains be booked each year. Therefore, there will be years in
which the City records higher or lower investment earnings in its financial statements than
the actual cash earnings received. This is the case now with the one to three-year
benchmark, but the effect will be more pronounced with a one to five-year benchmark.
These variances eventually net out, and the higher cash earnings under the one to fiveyear benchmark eventually are recorded in the City's financial statements and will yield
higher long-term earnings as described earlier in this report. If interest revenue was a
significant component of the City's revenue budget, this could be a cause for concern.
However, interest revenue makes up less than 1% of the General Fund revenue budget
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and staff believes that it is worth weathering these variances with the higher long-term
interest earnings in mind.
Based upon all of these considerations, it is staff's recommendation to move to a one to
five-year investment benchmark. Over the long-term, the potential for additional
investment earnings is significant, which can be utilized to provide additional services to
the City's residents, pay down unfunded liabilities, and/or fund capital projects.
Prepared and Submitted by:

/s/ Scott Catlett
_____________________________
Scott Catlett
Finance Director/Treasurer
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SUBJECT: THIRD QUARTER BUDGET UPDATE

SUMMARY:
The Finance Department prepares quarterly financial reports to review in detail the status
of revenues and expenditures for the City’s General Fund and to identify any concerning
budgetary trends in other City funds. This report contains information on revenues,
expenditures, and estimated fund balance for the third quarter of Fiscal Year 2021-22.
This third financial report of Fiscal Year 2021-22 provides an analysis of the financial
activity of the City from the months of July 2021 through March 2022. Based on
information available at the end of the third quarter, staff has made positive adjustments
to year-end projected revenues and preliminary expenditure savings have been identified
that should result in a healthy year-end budget surplus. Year-to-date expenditure budget
adjustments are fully offset by the additional projected revenues.
RECOMMENDED ACTION:
Review and discuss this report and provide any recommendations for consideration by
the City Manager and City Council.
DISCUSSION:
Economic Overview
Key economic indicators such as unemployment, taxable sales, and assessed property
values continue to improve, which is indicative of the recent robust improvement to the
economy. While recent trends in inflation have caused concern in the broader economy
and financial markets, the City is well-positioned to weather any short-term increase in
inflation thanks to the related increase in many of the City’s revenues such as sales tax
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and transient occupancy tax as prices increase and having long-term labor contracts in
place with most of the City’s employee associations.
The economy is expected to continue to grow through the remainder of the fiscal year.
However, it is likely that the hardest hit industries will continue to see the strongest
recovery as a return to normal consumer behavior spurs further growth in sales
associated with restaurants, hotels, and general consumer goods purchased in brick-andmortar establishments.
General Fund Revenues
Overall General Fund revenue growth has outpaced projections generated by the City’s
consultants and staff that were incorporated into the adopted Fiscal Year 2021-22 budget.
Growth in sales tax and transient occupancy tax has been the most pronounced, but
growth in many other areas has contributed to a significant projected increase in General
Fund revenues of $19.2 million versus the adopted budget. Of note, sales tax in the
categories hardest hit by the pandemic (brick-and-mortar businesses and restaurants &
hotels) has now surpassed the record high levels seen just prior to the pandemic’s onset,
and transient occupancy tax is now projected to exceed the pre-pandemic high by yearend.
The following table summarizes the changes to projected General Fund revenues versus
the adopted budget for Fiscal Year 2021-22. Details follow highlighting the reasons for
the material variances.
Fiscal Year 2021-22 Projected General Fund Revenues

Revenues by Category
Property Taxes

A
B
C = B-A
D = C/A
Adopted
Projected
Variance
PY Actual
Budget
Actual
% Variance
$ 119,157,540 $ 122,229,980 $ 123,449,469 $
1,219,489
1.0%

Sales Tax

38,956,275

40,275,670

45,392,567

5,116,897

12.7%

Transient Occupancy Tax
Other Taxes

16,886,197
12,849,340

19,027,493
10,815,117

25,573,145
12,824,996

6,545,652
2,009,879

34.4%
18.6%

Service Fees & Charges
Parking Revenue

18,264,952
7,074,853

19,046,329
5,681,942

20,010,449
5,989,448

964,120
307,506

5.1%
5.4%

Licenses and Permits
Property Income

5,133,399
5,115,255

5,106,646
5,044,403

5,106,646
5,922,927

878,524

0.0%
17.4%

Fines & Penalties

4,012,568

3,292,102

3,379,886

87,784

2.7%

1,813,331
300,003
19,243,185

103.0%
0.0%
40.9%
8.1%

Intergovernmental
Investment Earnings
Misc Revenues
Total Revenues

5,175,738
1,760,934
3,574,265
1,598,624
1,112,200
1,112,200
1,359,034
734,148
1,034,151
$ 235,583,776 $ 234,126,964 $ 253,370,149 $
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Property Tax - Property taxes are the City’s single largest General Fund revenue and
represent approximately 50% of all General Fund revenues. As these revenues are
primarily dependent on the assessed valuation established in January of 2021, there is
typically very little variance seen from the original budget as the year progresses. The
growth rate for Fiscal Year 2021-22 was smaller than what has been seen in recent years,
primarily due to the lower 1.036% CPI factor. For Fiscal Year 2020-21, secured property
tax payments came in strong, $1.2 million over budget, which is an indication of timely
property tax payments and higher valuations. Based on the higher prior year revenues
and the most recent data shared by the City’s property tax consultant, staff has increased
the property tax revenue estimate for Fiscal Year 2021-22 by $1.2 million to $123.4
million.
Projections for Fiscal Year 2022-23 property tax revenues from the City’s property tax
consultant reflect a 6.5% increase in assessed values in the year ahead. This strong
growth is a result of the CPI factor returning to the maximum 2.0% allowed and adding
$1.2 billion to the assessed valuation, as well as continued strong property sales activity
and price appreciation adding $2.8 billion to the assessed valuation. The City’s total
assessed valuation for Fiscal Year 2022-23 is now projected to grow from $64.8 billion to
$69.0 billion.
Sales Tax - The second largest funding source for the General Fund is sales tax revenue,
making up more than 15% of General Fund revenues. The City’s sales tax base is largely
generated from three industry categories – autos and transportation, general consumer
goods, and restaurants/hotels. Most of these industries are also heavily impacted by
tourism.
Because sales tax revenues are remitted to the City by the State several months after
they are paid by consumers, information on which to report on for the third quarter reflects
actual receipts through the end of the December 2021. However, based on the strong
growth seen in recent quarters and the latest projections from the City’s sales tax
consultants, staff has increased the sales tax revenue estimate for Fiscal Year 2021-22
by $5.1 million to $45.4 million, an increase of 12.7%.
This increase results from two primary drivers. First, while auto sales have slowed due
to inventory shortages, price increases have more than offset this decline and have
resulted in strong growth in this category of sales tax revenues of 13.3% on a quarter
over prior year quarter basis in the October through December quarter. Second,
revenues from brick-and-mortar retail establishments and restaurants & hotels have now
surpassed the pre-pandemic high as consumer behavior has largely returned to normal.
These revenues grew at rates of 35.8% and 53.9%, respectively, versus the same prior
year quarter. Also factoring into the strong growth is revenue from fuel and service
stations, with 54.9% growth versus the same prior year quarter due to higher fuel prices
and higher demand. Overall revenue was up 19.6% versus the same prior year quarter,
leading to a year-end projection of 14.3% growth for the full fiscal year versus the prior
fiscal year.
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The outlook for sales tax revenues remains positive despite supply chain, pricing, and
labor concerns, and the City expects to see continued growth in the years ahead.
Transient Occupancy Tax – The City has seen a steady rebound and comeback for
TOT revenues as the effects of the pandemic receded. Initially, the TOT budget for the
current fiscal year was developed in anticipation of full recovery of TOT revenues not
occurring until the end of Fiscal Year 2022-23. However, staff’s revised projection in the
second quarter budget update estimated an increase in the budgeted revenues of $6.5
million to $25.6 million, an increase of 34.4%. Staff’s analysis has confirmed the projection
provided with the second quarter report and there is no further update to this projection
at this time.
Two factors are causing this significant increase in the projection. First, revenue from
short-term lodging businesses, which grew throughout the pandemic, is at a record high
level. Second, many hotel properties are reporting record high TOT receipts and have
been doing so for multiple consecutive months. While occupancy levels have not
returned to pre-pandemic levels, they are slowly increasing. This lag in occupancy levels
has been largely offset by higher daily room rates, resulting in hotel TOT revenues that
are projected to approach the pre-pandemic high this fiscal year. When taken together,
the strong growth in residential TOT makes up for the slightly lower hotel TOT projection
and the two in total are now projected to result in a record year for TOT revenues for the
City. The year-end projected revenues would exceed the prior year by 51.4% and the
Fiscal Year 2018-19 record by $876,000.
Data provided by Visit Newport Beach illustrates these very positive trends:
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While the Marriot remains under renovation through the end of the month, it has now
reopened as VEA Newport Beach with expanded meeting space, higher room rates, and
a full complement of rooms available that have not been usable during the renovation
process this past year. Staff has conservatively not included an impact in the TOT
revenue projection from the changes to the hotel, which should result in a positive
variance beyond the current projection once the hotel is fully open. The Fashion Island
Hotel remains closed, but is expected to reopen in the Summer of 2023 following a sale
and renovation as the Pendry Newport Beach. Similarly, because the timing of the
Pendry’s opening is uncertain, staff has not included any revenue from the hotel in the
projection. These reopening’s, combined with the expected return of more business
travelers, are anticipated to have additional positive impact on the City’s TOT revenues.
The outlook for TOT revenues continues to exceed expectations, and the reopening of
the VEA and Pendry hotels with significant renovations and higher room rates presents
further opportunity for growth. Projections anticipate 8.7% growth in the fiscal year ahead
as the effects of the pandemic recede and trends return to more normal behavior.
All Other Revenue – This category includes all other revenue sources other than the top
three (property tax, sales tax, and TOT). All Other Revenue is made up of the following:


Other Taxes – real property transfer taxes, business license taxes, marine charter
taxes, and franchise fees.



Service Fees and Charges – plan check fees, recreation classes, emergency
medical services fees, and numerous other cost-of-service fees.



Parking Revenue – all General Fund related metered parking fees that are
assessed throughout the various parking zones of the City.



Licenses and Permits – fees charged to process building related permits, street
closure permits, dog licenses, and police tow franchise fees.



Property Income – City owned and managed income producing properties, longterm ground leases to concessions, restaurants, hotels and other businesses and
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organizations, and rental of City facilities to the public.


Fines and Penalties – parking citation fines collected by the City, administrative
citation fines, fines remitted to the City from the County for vehicle code violations,
and false alarm penalties.



Intergovernmental Revenues – federal, state, and local grant revenues, which
includes, but is not limited to, the City’s portion of the ½ cent sales tax revenue
paid to the County for public safety, state mandate reimbursements,
reimbursement for strike teams sent to assist with fires, and revenue sharing with
the County of Orange under the Waste Disposal Agreement (WDA).



Investment Earnings – revenue generated from the investment of City funds.



Miscellaneous Revenues – restricted revenue, damage to City property, bad debt,
donations and contributions, non-operating revenues such as proceeds from the
sale of materials and equipment, and other miscellaneous revenues.

Growth in other revenues as a whole is projected to be $5.6 million above the adopted
budget or 10.7%. Primary drivers of this growth include:


Service fees and charges revenues are projected to exceed the adopted budget
by $1.0 million primarily due to increased revenue received from recreation feebased classes and the Junior Lifeguard program as discussed in more detail in the
prior quarter’s financial report.



Property income revenues are projected to exceed the adopted budget by $0.9
million, primarily due to increased percentage-based rent revenues from the Lido
House Hotel lease due to the hotel’s increased revenues.



Intergovernmental revenues are projected to exceed the adopted budget by $1.8
million, primarily due to adjustments related to Fire Department mutual aid
reimbursements and SB-2 Permanent Local Housing Allocation grant funds, as
discussed in the first quarter’s financial report in more detail.



Property transfer tax revenues are projected to exceed the adopted budget by $2.0
million due to the strong sales activity discussed earlier in this report.

Governmental accounting standards require the City to adjust the value of the City’s
investments to market value. Because the City normally holds investments to maturity
and receives the full value of securities regardless of market value fluctuations, these are
paper-only gains and losses that net to $0 over time. The impact of the gains and losses
associated with the change in the value of the City’s investments is recorded at year-end
as an addition to or subtraction from investment income. Because of the current volatile
and rising interest rate environment, staff anticipates a significant negative adjustment at
June 30, 2022, to reflect the fair value of the City’s investments. If staff recorded the entry
on April 30, 2022, a $2.9 million negative revenue would be recorded in the General Fund
to record the fair value adjustment. Staff does not yet know what the required adjustment
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will be as of June 30, 2022, which could be higher or lower than the April 30 amount.
Staff will advise the Committee in the fourth quarter report of the final amount of the
adjustment, but it seemed appropriate to mention it now as it will likely be material and
will reduce the projected surplus as reported later in this report.
General Fund Expenditures
The Fiscal Year 2021-22 General Fund revised expenditure budget totals $238.9 million.
The year-to-date spending trends in the current fiscal year are generally consistent with
prior years and do not indicate any cause for concern. Existing appropriations are on
target to fund all current operational expenditures and staff are currently projecting sizable
year-end budget savings comparable to what has been generated in prior fiscal years.
The table below summarizes the year-to-date changes to the adopted expenditure budget
for Fiscal Year 2021-22, as well as projected expenditure savings by budget category.
Details follow highlighting the reasons for the material variances. As promised in the
second quarter report, budget savings has been analyzed and revised based on new
information. Based on trends seen in prior years, additional budget savings are
anticipated to materialize as the fiscal year progresses.
Fiscal Year 2021-22 Projected General Fund Expenditures

Expenditures by
Category
Salary & Benefits
Contract Services
Grant Operating
Utilities
Supplies & Materials
Maintenance & Repair
Travel & Training
General Expenses
Internal Svc Charge
Risk Management
Capital Expenditures
Total Expenditures

A
B
C = A-B
D = C/A
Adopted
Revised
Projected
Savings
Budget
Budget
Actual
(Overage)
% Variance
$151,713,101 $159,393,983 $155,078,233 $ 4,315,751
2.7%
24,702,901
27,262,619
26,026,031
1,236,587
4.5%
600,000
926,490
926,490
0.0%
3,011,315
3,219,168
3,806,096
(586,928)
-18.2%
3,739,730
4,425,598
4,345,944
79,654
1.8%
12,640,923
13,497,005
13,108,890
388,115
2.9%
814,868
833,079
687,180
145,899
17.5%
2,130,552
2,303,168
2,332,914
(29,746)
-1.3%
25,078,890
25,093,732
25,093,732
0.0%
750,915
750,915
750,915
0.0%
780,438
1,145,810
1,145,810
0.0%
$225,963,632 $238,851,567 $233,302,236 $ 5,549,331
2.3%

Significant expenditure budget variances are as follows:


The revised salary and benefits budget totals $159.4 million, an increase of $7.7
million over the adopted budget. The increase is primarily due to the appropriation
of $5.0 million from Fiscal Year 2020-21 year-end budget surplus as an additional
discretionary payment to CalPERS to further reduce the City’s unfunded pension
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liability. The remaining $2.7 million relates to recently approved contracts with the
majority of the City’s employee associations. The City does not budget for
unknown labor costs, which requires mid-year appropriations for negotiated salary
and benefit increases in the year in which new labor contracts are negotiated.
While the budget for the current year did include a $2.0 million vacancy factor,
additional salary and benefit savings beyond the vacancy factor of $4.3 million are
currently projected.


Increases to the contract services budget relate to a variety of routine mid-year
adjustments previously approved by the City Council, including $0.6 million added
to the contract instructors’ budget for Recreation and Senior Services that is fully
offset by higher revenues, $0.4 million for the Be Well OC program, $0.3 million
for the Medical IGT Program that is fully offset by higher revenues, and
appropriations offsetting several donations. Based on staff’s most recent budget
meetings with City Departments, contract services savings of $1.2 million are
currently projected.



Staff identified and reported on an issue with the City’s recent budgeting for
utilities. A portion of this issue was addressed with a budget amendment approved
by the City Council in the first quarter. However, additional overages are now
apparent. Staff is evaluating this issue and will be making adjustments in the Fiscal
Year 2022-23 budget to address it. As budget savings in other expenditure
categories are anticipated to fully offset the projected $0.6 million overage, staff is
not recommending a further adjustment to the utilities budget at this time.



Due to inflated prices for gasoline, the category titled General Expenses is
projected to go over budget by just under $30,000. As budget savings in other
categories offset this overage, staff is not recommending an adjustment to the fuel
budgets at this time.

Staff will also be including a budget amendment with this report when it is provided to the
City Council to obtain authorization for increasing revenues and expenditures related to
overtime associated with mutual aid to other organizations for fire strike teams.
On October 26, 2021, the City Council approved $31.0 million of recommended
appropriations from prior year unrestricted General Fund resources as follows:
1. CalPERS Unfunded Liability – $5.0 million to bring the City’s annual unfunded
liability contribution to CalPERS up from $35 million to $40 million, consistent with
recent years and the recommendation of the Finance Committee.
2. Facilities and Infrastructure Replacement Liabilities – $10.5 million toward
additional contributions to long-term infrastructure liabilities within the Facilities
Financial Plan and Harbor and Beaches CIP. Funds were set aside, with specific
allocations being recommended as part of the upcoming Fiscal Year 2022-23
budget process.
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3. CIP and Neighborhood Enhancements – $15.5 million toward the Fiscal Year
2022-23 capital improvement program, to include neighborhood enhancement
projects. Funds were set aside with specific allocations being recommended as
part of the upcoming Fiscal Year 2022-23 budget process.
Other than the previously discussed appropriation toward the City’s CalPERS unfunded
liability, the remainder of these appropriations are reflected in the budget as transfers out
of the General Fund.
General Fund Sources, Uses, and Projected Surplus
As a result of the strong revenue growth seen year-to-date and projected continued strong
revenue growth through the end of the fiscal year, a budget surplus is anticipated based
on the additional revenues alone. Projected expenditure savings, which based on prior
year trends will likely exceed what is currently projected, will add to that surplus. While
this is all good news, the year is only 75% complete and staff remain cautious. Staff will
continue to revise these projections as the year progresses, with a final update to be
provided to the Finance Committee and City Council following the conclusion of the fiscal
year.
The table below illustrates the prior year sources and uses of funds as compared to the
adopted budget, the revised budget, and the projected year-end results:
Fiscal Year 2021-22 Projected General Sources, Uses, and Budget Surplus
B

C=B-A

D=C/A

FY 2020-21
Actual

FY 2021-22
Adopted

A
FY 2021-22
Revised

FY 2021-22
Projected

Variance

% Variance

BEGINNING UNRESTRICTED FUND BALANCE $ 24,081,225

$ 31,036,884

$ 31,178,957

$ 31,178,957

SOURCES:
Operating Revenues
Less: Restricted Revenues
Prior Year Resources Carried Forward
Release of Restricted Funds
Transfers In from Other Funds
TOTAL SOURCES

235,934,635
(957,206)
2,075,632
2,403,303
21,526,628
260,982,992

234,126,964
(1,128,513)
1,220,000
11,977,157
246,195,608

253,370,149
(1,128,513)
3,072,666
1,220,000
11,977,157
268,511,459

253,370,149
(1,128,513)
3,072,666
1,220,000
10,492,133
267,026,435

19,243,185
3,072,666
(1,485,024)
20,830,827

8.2%
0.0%
--0.0%
-12.4%
8.5%

USES:
Operating Expenditures
Transfers Out
Resources Carried Forward to FY 2021-22
Addition to 25% Contingency Reserve
TOTAL USES

220,647,754
27,467,575
3,072,666
2,697,265
253,885,260

225,963,632
20,200,000
246,163,632

238,851,567
47,030,300
285,881,867

233,302,236
47,030,300
280,332,536

7,338,604
26,830,300
34,168,904

3.2%
132.8%
----13.9%

ENDING UNRESTRICTED FUND BALANCE

$ 31,178,957

$ 31,068,860

$ 13,808,549

$ 17,872,856

$ (13,196,004)

CHANGE IN FUND BALANCE

$ 7,097,732

$

$ (17,370,408)

$ (13,306,101)

$ (13,338,077)

Category

31,976

$

142,073

0.5%

-42.5%

As can be seen in the table above, even with the sizable appropriations earlier this year
that allocated three prior years’ budget surpluses, current projections now reflect a $17.9
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million budget surplus for the current fiscal year. As discussed in prior quarterly reports,
it is quite possible that additional budget savings will be identified in the final quarter of
the year that may increase the surplus. However, it should again be noted that the City’s
financial situation can change based on economic forces outside of our control. Prudence
is therefore dictated until the year is complete and the actual budget surplus is calculated.
One item of note in the above table, is that the transfers in from other funds has decreased
by $1.5 million. This is due to an updated projection of the activity in the Tidelands
Operating Fund, which will require a higher subsidy from the General Fund than was
anticipated when the budget was developed. In January, staff brought a report to the
Committee to recommend changing the budget presentation format for the Tidelands
Operating Fund. That change has been incorporated into the FY 2022-23 Proposed
Budget, but the current year’s budget retains the old format reflecting the difference
between the cost allocation plan charges and the subsidy revenue to the Tidelands
Operating Fund as a net transfer into the General Fund. The primary reasons for the
projected $1.5 million reduction to the transfer in are that 1) the historical methodology
for calculating the subsidy when the budget was presented to the City Council did not
properly take into account planned capital expenditures from the Tidelands Operating
Fund or accurately project available fund balance and 2) the historical methodology
utilized in these quarterly reports did not include the impact of Tidelands Operating Fund
budget amendments in the current fiscal year that draw from unappropriated fund
balance, which must be backfilled by the General Fund. Staff has identified these issues
as part of the ongoing Fiscal Year 2022-23 budget process and has implemented
revisions to the budget process and the quarterly reporting process to properly account
for these variables in the Tidelands Operating Fund that indirectly impact the General
Fund through an increase in the subsidy required. While these variances were realized
at year-end in prior fiscal years, they will now be accounted for and recognized on a
timelier basis. The projection of the year-end surplus for the General Fund will therefore
be more accurate in the future as it relates to these Tidelands issues.
Lastly, as discussed in the revenues section of this report, the impact from adjusting the
value of the City’s investments to fair value is anticipated to negatively impact revenues
by a currently unknown amount. As of April 30, 2022, this amount is $2.9 million, so the
actual surplus is likely to be reduced to $15.0 million based on current information.
Other Funds
Staff have evaluated the fiscal condition of the City’s other major operating funds
(Tidelands, Water, and Wastewater). An analysis of the budget performance for the
Water and Wastewater funds through the third quarter of this fiscal year indicates that no
budget adjustments are necessary and variances between budgeted and actual amounts
are within reason.
An analysis of the Tidelands fund has demonstrated that a higher than budgeted subsidy
will be necessary to fund the current activity in the fund. There is no budgetary impact
due to the current presentation format of the Tidelands Fund, but this is reflected in the
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General Fund sources and uses as a reduced transfer in as previously discussed.

Tidelands Operating Fund Activity
Available Beginning Fund Balance
Projected Revenues
Total Sources
Operational Expenses
Capital Improvement Projects
Cost Allocation Plan
Total Uses

FY 2021-22
Projected
2,390,852
12,691,599
15,082,451
(3,237,680)
(3,887,269)
(17,300,724)
(24,425,672)

Deficit (Subsidy)

(9,343,221)

Projected Net Increase to GF (CAP less Subsidy)
Budgeted Net Increase to GF (CAP less Subsidy)
Impact on General Fund

7,957,503
9,442,529
(1,485,026)

Conclusion
As a result of conservative budgeting and sound financial policies, the City remains well
positioned to continue delivering a high level of service to the community while targeting
surplus resources to key priorities at year-end as has been the case for a number of
consecutive years. Staff recommends that the Finance Committee review and discuss
this report and provide any recommendations for City Manager and City Council
consideration prior to the May 24, 2022, City Council meeting, at which time this report
will be presented.
Prepared and Submitted by:
/s/ Shelby Burguan
____________________________
Shelby Burguan
Budget Manager
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ATTACHMENT A

PROPOSED BUDGET FISCAL YEAR 2022-23
AVAILABLE AT CITY HALL AND POSTED ON WEBSITE AT THE FOLLOWING LINK:

http://www.newportbeachca.gov/budget
Proposed Budget Fiscal Year 2022-23

29

CITY OF NEWPORT BEACH
FINANCE COMMITTEE
STAFF REPORT

Agenda Item No. 5D
May 12, 2022
TO:

HONORABLE CHAIRMAN AND MEMBERS OF THE COMMITTEE

FROM:

Finance Department
Scott Catlett, Finance Director/Treasurer
949-644-3123, scatlett@newportbeachca.gov

SUBJECT: INTERNAL AUDIT PROGRAM UPDATE

SUMMARY:
In the spirit of continuous improvement and with support and direction from the City
Manager’s Office, the Finance Department has been charged to develop a
comprehensive internal audit program. This report provides an update for internal audit
activities to date.
RECOMMENDED ACTION:
Receive and file.
DISCUSSION:
Background
In October 2019, Moss Adams was selected to assess internal controls, conduct
performance audits, and provide management consulting services where appropriate. In
September 2020, Moss Adams provided Enterprise Risk Assessment and Internal
Controls Review reports for the Committee’s review. From these reports, 13 internal audit
projects were identified, which are being addressed incrementally as part of each fiscal
year’s ongoing internal audit work plan.
In December 2021, the City issued RFP 22-27 - Internal Control Assessment and Test
work, Performance Audits, and Management Consulting Services. From the received
proposals, staff has selected four vendors to complete the remaining internal audit
projects identified by Moss Adams and additional audit projects identified by the Finance
Committee and/or staff in the future. Staff anticipate City Council approval of the award
of the contracts in the next 30 days.
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Between January and February 2022, the first five internal audit project reports were
completed and presented to the Finance Committee. The reports were as follows:
1.
2.
3.
4.
5.

Procurement Operational Review and Internal Control Testing
Policy Inventory and Implementation Plan
Inventory Management Internal Controls Testing
Information Technology
Cash, Billing, Collection, and Accounts Receivable

Current Progress
Staff has begun planning, meeting, coordinating, and working to implement key findings
from the five internal audit reports. Responding to the key findings requires different types
of work to be completed, including revisions to internal department procedures, intradepartment policy revisions, new policy development, and training coordination. This
work is underway, and staff will provide a brief verbal update to the Committee on
progress to date.
The remaining eight focus areas identified in the Moss Adams report will be reviewed in
the year ahead or in future years’ internal audit programs. The focus areas and the
anticipated fiscal year for their inclusion in the internal audit work plan are as follows:
1.
2.
3.
4.
5.
6.
7.
8.

Accounts Payable and Disbursement (Fiscal Year 2022-23)
Payroll (Fiscal Year 2022-23)
Fixed Asset Management (Fiscal Year 2022-23)
Police Property and Evidence Internal Controls Testing (Fiscal Year 2022-23)
Financial Reporting (TBD)
Budgeting (TBD)
Business Continuity and Disaster Planning Assessment (TBD)
Finance Customer Service Operational Review (TBD)

As discussed with the Finance Committee when the current fiscal year’s work plan was
approved, staff anticipates including other topics in future work plans as identified by staff
or the Committee as the topics listed in the original Moss Adams report are addressed.
Staff will return in three months with another update on activities for the five completed
reports, as well as an update on progress for the four focus areas to be studied in Fiscal
Year 2022-23.
Prepared and Submitted by:

/s/ Michael Gomez
_____________________________
Michael Gomez
Deputy Finance Director
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Newport Beach Finance Committee Work Plan

Scheduled Date
May 2022
Thursday, May 12, 2022

Agenda Title
Third Quarter Budget Update

Report Type

Agenda Description

Presentation

Staff will provide a presentation regarding the year-to-date and projected Fiscal
Year 2021-22 budget performance.

Follow-Up Discussion of Proposed FY 2022-23 Budget

Discussion

Staff will provide the Committee with a copy of the Fiscal Year 2022-23
proposed budget document. Should the Committee wish to continue April's
discussion of the Fiscal Year 2022-23 budget, this is also an opportunity to do
so.

Review of Investment Portfolio Strategy and Benchmark

Presentation

Staff will provide the Committee with an overview of the City's current
investment strategy and several possible alternatives to determine if a change
in strategy is appropriate at this time.

Internal Audit Program Update

Presentation

Bi-monthly progress update on the internal audit program.

Tuesday, May 24, 2022

Joint City Council and Finance Committee Study Session

Presentation

Staff will present the FY 2022-23 proposed budget to the City Council and
Finance Committee.

Thursday, May 26, 2022

Financial Statement Auditor's Communication with the Finance Committee acting
as the City's Audit Committee

Presentation

The City's external auditors, Davis Farr LLP, will provide an overview
presentation regarding the audit process and request feedback from the
Committee regarding any information that may assist them in their audit of the
City's financial statements.

New Item

Committee Recommendation to Council for the FY 2022-23 Budget

Discussion

Discussion of the Study Session earlier in the week and formulation of any
recommendations to be presented to the City Council at the budget public
hearing in June.

June 2022
Committee Recess

July 2022
Committee Recess

August 2022
Committee Recess
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Scheduled Date
September 2022
Thursday, September 15, 2022

Report Type

Agenda Description

Annual Review of Investment Performance

Presentation

The City's investment advisor, Chandler Asset Management, will report on the
performance of the City's investment portfolio for the fiscal year ending June 30,
2022.

Annual Review of Investment Policy

Presentation

Staff will provide a presentation regarding any changes proposed to the City's
Investment Policy by staff or the City's investment advisor prior to the
Investment Policy being approved by the City Council.

Overview of Police Department Budget

Presentation

Staff will provide the Committee with a presentation covering the budget for the
Police Department.

Recommended Changes to Purchasing Policies

Presentation

Staff will provide on overview of recommended changes to the City's purchasing
policies for the Committee's consideration, in follow-up to the Internal Audit
Program report presented to the Committee in January.

Internal Audit Program Update

Presentation

Bi-monthly progress update on the internal audit program.

Agenda Title

Budget Amendments for Quarter Ending June 30, 2022

Receive and File

Staff will report on the budget amendments from the prior quarter.

October 2022
Thursday, October 20, 2022

Year-End Budget Results

Presentation

Staff will provide a presentation regarding the year-end budget results for FY
2021-22.

Revenue Audit Program Update

Presentation

Staff will provide an update on audits conducted by the Revenue Division to
verify transient occupancy tax (hotels, agents and residential owners), charter
boat company, waste hauler, etc. revenue collections.

Budget Amendments for Quarter Ending September 30, 2022

Receive and File

November 2022
Thursday, November 10, 2022

Staff will report on the budget amendments from the prior quarter.

CalPERS Update

Presentation

Staff will provide the Committee with an overview of the data from the latest
actuarial reports from CalPERS as well as their impact on prior projections of
the paydown of the City's unfunded pension liability.

First Quarter Budget Update

Presentation

Staff will provide a presentation regarding the year-to-date and projected FY
2022-23 budget performance.

Long Range Financial Forecast (LRFF) Update

Presentation

Staff will brief the Committee regarding the results of the updated LRFF
analysis.

Internal Audit Program Update

Presentation

Bi-monthly progress update on the internal audit program.

December 2022
Committee Recess
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Scheduled Date
January 2023
Thursday, January 12, 2023

Report Type

Agenda Description

Financial Statement Audit Results and Related Communication

Presentation

The City’s external auditors will meet with the Finance Committee to discuss the
results of their audit for the fiscal year ending June 30, 2022.

Internal Audit Program Reports

Presentation

Presentation of reports, findings, and recommendations from the FY 2021-22
audit program.

Internal Audit Program Work Plan Review

Presentation

Selection of audit topics for the FY 2022-23 audit program.

Agenda Title

Budget Amendments for Quarter Ending December 31, 2022

Receive and File

Staff will report on the budget amendments from the prior quarter.

February 2023
Thursday, February 16, 2023

Capital Improvement Program (CIP) Update

Presentation

Staff from Public Works will provide an update on what is planned for inclusion
in the FY 2023-24 CIP.

Facilities Financial Plan (FFP) and Harbor & Beaches Master Plan

Presentation

Staff will provide an update on the current status of FFP and Harbor & Beaches
Master Plan funding. Staff will also highlight changes to the development fee
funding projection methodology for the FFP.

Second Quarter Budget Update

Presentation

Staff will provide a presentation regarding the year-to-date and projected FY
2022-23 budget performance.

Fiscal Year 2022-23 Fee Study Update

Presentation

Staff will present the Master Fee Schedule to the Finance Committee prior to
presenting it to the City Council.

Overview of Revenue Projections

Presentation

Staff will provide the Committee with an overview of the assumptions utilized to
prepare revenue projections for the City's major funds as part of the FY 2023-24
budget preparation process.

Internal Audit Program Update

Presentation

Bi-monthly progress update on the internal audit program.

Proposed FY 2023-24 Budget Overview

Presentation

Staff will provide the Committee with an overview of the expenditure budget for
FY 2023-24 that will be presented to the City Council in May.

OPEB Actuarial Valuation Report Update

Presentation

Staff will provide the Committee with an overview of the latest actuarial
valuation report prepared by the City's actuary.

March 2023
Thursday, March 16, 2023

April 2023
Thursday, April 13, 2023

Budget Amendments for Quarter Ending March 31, 2023
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Receive and File

Staff will report on the budget amendments from the prior quarter.
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