Foster City Financial
Update 1Q 11/12

City of Foster City

For the Three Months Ended
June 30, 2012

Two Sides of our Economic Coin:Active
Development and a Sluggish Economy

The beginning of a new fiscal year
brings with it positive signs of active
development in Foster City, but a na-
tional and regional economy that con-
tinues to falter.

Active development is contemplated in
three key locations in Foster City:

¢ Pilgrim-Triton: this property,
owned by Northwestern Mutual
and developed by Sares Regis, is in
active construction of Phase I, a
mixed use site which will include
over 300 apartment units and
17,000 square feet of commercial
space. Building permits generated
over $600,000 in one-time reve-
nues to the City. When the pro-
ject is complete, Phase | is antici-
pated to generate nearly $400,000
in additional property tax revenues
alone, not to mention the potential
for additional sales taxes.

¢ Gilead Sciences: the biotech firm is
creating a campus along Lakeside
Drive, and is actively filing for
building permits to construct a se-
ries of lab buildings and office
space which will initially generate
nearly $130,000 in additional prop-
erty taxes, with more construction
planned in later phases.

¢ 15-Acre Site: active negotiations
are underway with Foster City
Community Partners on the |5-
acre site. The combination of for-
sale / rental senior housing and
retail spaces will generate property
and sales tax revenues on the cur-
rently vacant site in the coming

years, as well as one-time revenues
from the potential sale of the prop-
erty. The magnitude of revenues
generated from this site is present-
ly unknown pending negotiations
with the developer. When the City
and the developer reach an agree-
ment through a Business Terms
sheet, greater clarity on the finan-
cial impact to the City will be
known.

While active development is a positive
sign for the City's future local econo-
my, the persistent sluggishness of the
national and regional economy contin-
ue to suppress property tax and sales
tax revenues. Economists have off-an-
on signaled signs of a “double-dip” re-
cession, and all eyes are on the eco-
nomic woes of Europe that stand to
have an impact on the world and US
economy.

Yet the single greatest sign of the eco-
nomic recession is the persistent un-
employment rate, which stood at
11.9% in California as of September 30,
with San Mateo County’s unemploy-

(Continued on page 3)

The Pilgrim-Triton Development will add over 300 living units
and 17,000 square feet of commercial space.
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General Fund Revenues and Expenditures Trends Show Overall
Original Budget Projections On Target

Revenue and expenditure projec-
tions after the first three (3)
months of General Fund activity
are always difficult to predict
where the City will end up at
year end. However, as the first
quarter came to a close, there
were certain known variances
that are being tracked through
the fiscal year.

® Property Tax Revenues: initial
indicators from the County
Controller’s office indicate
that reduced commercial
assessed valuation and
increased ERAF may
negatively impact property
tax revenues by $200,000.
These figures are very
preliminary at the present
time. A presentation by the
County at the San Mateo
Finance Officers’ Group
meeting in November will
clarify the «current
projections, specifically as
they relate to the ERAF
estimates. This presentation,
and the first installment of
property tax payments
received from the County in
December 2011, wil present
a clearer picture in
anticipation of the next
quarterly update.

© Transient Occupancy Tax: the
voters approved Measure P
on November 8, the increase
in the TOT tax rate from 8%
to 9.5% as of 1/1/2012. This
stands to increase TOT
revenues by $125,000 for the
current year. Current year
TOT revenues are already
exceeding last year’s tax
collections through the end of
1Q II-12. If those trends
continue, TOT revenues

could increase greater than the
projected amount based
merely upon the increase in the
TOT rate.

Permits: as reported in the last
update, the delayed timing of
the building permit application
by the Pilgrim-Triton
developers to FY [1-12 will
postively impact building permit
revenues by nearly $300,000 in
the current year. Otherwise,
the increases in building permit
fees in the Master Fees &
Charges Schedule is having a
positive impact on revenue
collections in line with the
increased budget projections
for FY I'1-12.

Vehicle License Fees: the State
budget called for another “tax
swap”, this time reducing VLF
fees to fund the SLESF/COPS
Grant program. The State will
deduct $108,000 in VLF fees
from Foster City’s allocation,
but will fund $100,000 in
SLESF/COPS grants to the City.
Since the City conservatively
assumed no SLESF/COPS fund-
ing for the current year, the
net impact on the General
Fund will be a loss of $8,000.

Charges for Current Services:
Recurring revenues in this cate-
gory are coming in as anticipat-
ed. However, just under
$150,000 of the project reve-
nues for this category assume
revenues received from various
CDA-related funds in payment
to the City for administration
of the CDA’s various funds and
programs. If the State Supreme
Court upholds the State’s legis-
lation to abolish redevelop-
ment agencies (see article on
page 4), these revenues could

potentially not be realized.
However, if that were to oc-
cur, the City could stand to
see an allocation of the re-
maining unencumbered CDA
funds that could serve to off-
set the loss of these reve-
nues.

® Shuttle Revenues: bus pass
revenues charged for the
Connections Shuttle are
coming in below projections.
If the Shuttle service were to
continue to run through June
30, 2012, based on current
revenue trends, the Shuttle
fund could stand to fall short
by $15,000, requiring an addi-
tional subsidy from the Gen-
eral Fund.

© Police Expenditures: As indi-
cated above, the State’s swap
of VLF revenues will help
fund the SLESF/COPS pro-
gram for another year. This
means that $100,000 in per-
sonnel costs associated with
one (l) officer position will
now be funded in the SLESF/
COPS Special Revenue Fund,
thereby reducing the General
Fund expenditures by the
same amount.

The net impact of all of these
currently known variances is a
positive impact to the General
Fund budget of $200,000. The
publication of next quarter’s up-
date will provide greater clarity
on property tax revenues, sales
tax revenues, franchise taxes,
and the CDA lawsuit which
could have a major impact on the
General Fund’s status for the
remainder of the fiscal year.
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Water and Wastewater Fund Operations Flowing Normally;
Customers Tap Into Enhanced Rebate Programs

Revenue and expenditure trends for water and
wastewater operations are at normal levels for this
time of the year, and more customers are taking
advantage of the District’s water conservation re-
bate programs.

Water revenues are a higher percentage of budget
than the same point last year due primarily to two
issues: |) receipt of $320,000 in one-time connec-
tion fee charges associated with the Pilgrim-Triton
development; and, 2) the levy of $200,000 in irriga-
tion penalties associated with the conservation-
based tiered-rate program. Taking these into consid-
eration, recurring water service charges are at the
levels expected for this time of year and taking into
consideration weather and rainfall levels during the
summer months.

Wastewater revenues, similarly, are meeting expec-
tations during the first three (3) months of the new
fiscal year. As in the case of water, there was a one-
time connection fee charged to the Pilgrim-Triton
development of $462,000 that led to a higher per-
centage of collections compared to budget than at
this time last year.

One of the more encouraging signs of the water
conservation program instituted by the District last
year is the increased level of interest in the District’s
water rebate programs. As of June 30, 2011, the
District finished the year with over $632,000 in
funds for the water rebate program. Since July, the
District has seen a notable increase in the level of
toilet rebate applications. In addition, the District

Two Sides of our Economic Coin:

(Continued from page 1)

ment rate for the same period estimated at 8.0%.
The prevailing opinion is that until the business sec-
tor regains confidence in the economy, they will not
significantly invest in new employees and facilities. As
such, commercial real estate remains sluggish, po-
tentially reducing property tax revenues for the
City. Further, reduced disposable income and finan-

has received five (5) applications for synthetic turf
rebates, and increased interest has been expressed
in the District’s smart irrigation controller rebate
program, as well as the Lawn Be Gone smart land-
scaping program administered by the Bay Area Wa-
ter Supply and Conservation Agency (BAWSCA).
Subsequent to the end of the quarter, the first two
(2) synthetic turf rebates were issued, and the re-
maining three (3) are expected to be issued when
those property owners complete installation.

The District’s landscape water audit program has
also had an increase in interest, which the District
offers free to irrigation customers and residents that
will provide a site-specific detailed report to proper-
ty owners on their current levels of water use, and
ways they can save water through the District’s re-
bate programs and smart watering practices.

The District has been successful in staying within its
water supply assurance of an average of 5.9 million
gallons per day provided under contract by the San
Francisco Public Utilities Commission. The conser-
vation-based tiered water rates, combined with
higher-than-normal rainfall this past year, has al-
lowed the District to live within its means for water
supply. The availability of fresh, reliable water is crit-
ical for the long-term economic vitality of the com-
munity. The District will continue to encourage resi-
dents and businesses to take advantage of the finan-
cial and educational resources provided by the Dis-
trict to help the community manage its water supply
into the future.

Development / Sluggish Economy

cial uncertainties for families will put a limit on the
potential for sales tax growth. Development of com-
mercial space, however, could poise the City to take
advantage of business-to-business sales and use tax
revenues when the economy starts to grow and
businesses reinvest.

Foster City will need to watch both sides of this
economic coin as it moves through the next quarter.
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Financial Services Department
Steve Toler, Finance Director
610 Foster City Blvd.
Foster City, CA 94404

Phone: 650-286-3214
Fax: 650-286-2514
E-mail: SToler@fostercity.org

Trends Affecting Non-
General Fund Activities

Revenue trends affecting funds other
than the General Fund are as follows:

¢ Measure A Funds: the City assumed
a grant of $1.45 million would be
received in available Countywide
funds to assist with the Multi-
Project Traffic Improvements
(MPTI) project. If those funds are
not deemed available, the City will
require payment from the develop-
ers.

¢ City CIP Funds: revenue assump-
tions included $3.6 million from de-
velopers relative to the MPTI pro-
ject, which have been received and
will be transferred to the CIP funds
when projects commence.

¢ Longevity Recognition / PEMCHA
Funds: the stock market declined
significantly at September 30, 201 1.
The investments underlying these
funds, similarly, took a dip in value.
These funds are invested in accord-
ance with the investment policy for
these plans and with a long-term
view in mind. Fund performance,
which is reviewed monthly, will be
reassessed in January 2013 in terms
of an actuarial study to determine
the long-term funding requirements
for these plans.

Receipts for these funds will be moni-
tored over the next quarter. The next
update will present a clearer picture in
terms of performance as it relates to
budget.

State Supreme Court’s Ruling Will Have Significant
Financial Impact on Foster City’s Community

Development Agency

In adopting its FY [1-12 budget, the
State Legislature passed ABx| 26
and ABx| 27 that terminates rede-
velopment agencies, but provides
for “optional” continuation through
the “voluntary” payment of tax in-
crement revenues to the State start-
ing in FY 11-12. This legislation was
challenged through a lawsuit filed by
the California Redevelopment Asso-
ciation and the League of California
Cities. The California Supreme
Court, which issued a stay in August
on certain provisions of the legisla-
tion, heard oral arguments on the
case on November 10, 2011, and
expect to issue a ruling by January
15, 2012. While there was no indi-
cation as to which way the Court
would eventually rule, the nature
and extent of questions asked by the
judges would indicate that there is
not unanimous support in overturn-
ing the ruling.

If the Court overturns the legisla-
tion, the Agency would be allowed
to continue in existence, maintaining
all of its assets. However, if the
Court finds that the legislation is
valid, the City would be required to
remit $6.1 million in the form of a
“continuation” payment for FY |1]-
12, and nearly $900,000 per year
thereafter. It is doubtful that the
Agency would decide to continue
given the size of the “ransom” pay-
ment and the fact that Project Area
One no longer will receive tax in-
crement revenues. As such, the
Agency could be forced to turn over
those funds in excess of its
“enforceable obligations” to the
State to redistribute back to the
taxing agencies which receive nor-
mal property tax revenues, even
though many of those agencies such
as school districts were held harm-
less all these years and were provid-
ed funds from tax increment in the

form of AB1290 payments. The Dis-
trict would be one of those recipi-
ents, and it is assumed that 26% of
those funds in excess of those identi-
fied as “enforceable obligations”
would revert to the District. The
Hillsdale/Gull and Marlin Cove project
areas, however, would continue in
existence until the existing enforcea-
ble obligations were paid in full
through continued tax increment.

The following funds held by the City /
Agency are “at risk” in this lawsuit:

¢ Affordable Housing Reimburse-
ment Agreement: over $19 mil-
lion was transferred into the
City’s Special Revenue Funds in
accordance with this agreement.
Over $| million of these funds is
pledged to the Pilgrim-Triton
Phase | project, with an additional
$270,000 identified as enforceable
obligations through FY [11]-12.
Included in those enforceable
obligations is $59,000 in payments
to the City to administer the
funds in accordance with the
Agency’s wishes, which is includ-
ed as Charges for Services reve-
nue in the General Fund.

¢ Public Improvement Reimburse-
ment Agreement: a total of
$607,000 was transferred into the
City’s Capital Investment Funds.
It was anticipated that $2 million
would be available, but in the final
accounting, only $607,000 was
available for this use. These funds
were to pay a portion of the syn-
thetic turf project at Sea Cloud S-
4 (originally appropriations were
$1,536,000). The Court’s ruling
will impact how much is available
to fund that turf project.

There are funds held to pay off the
Agency’s obligation to the San Mateo
Union High School District. Those
funds are not considered at risk.
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