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Strong 2nd Quarter General Fund Revenues 
Lead to Smaller Deficit for FY 2011-2012 
Higher than expected property, sales, 
and hotel taxes in the 2nd Quarter of 
the fiscal year are leading to a lower-
than-anticipated General Fund deficit 
in FY 2011-2012.  

After closing the books on the 2nd 
Quarter, the City was pleased to see 
an increase in key General Fund reve-
nues that suggest that the deficit in the 
current fiscal year, originally expected 
to be $2.5 million, may finish just shy 
of $2.0 million. The City’s General 
Fund is therefore expected to finish 
the year with $17.3 million in reserves. 

Some revenue sources are trending 
below expectations. Nevertheless, the 
City’s General Fund projects revenues 
to finish over $700,000 higher than 
original projections. 

Key General Fund revenue trends in 
the 2nd Quarter were as follows: 

Property Taxes - the first install-
ment of property tax payments 
received from the County appear 
to be slightly higher than original 
expectations. The City assumed 
that there would be higher 
writedowns of commercial proper-
ties than was actually experienced. 
It appears that property tax reve-
nues will finish the year about 
$120,000 higher than the original 
$15.8 million projection. 

Sales Taxes - sales tax revenues 
have experienced a slight come-
back. While retail sales at tradi-
tional stores including supermar-
kets, restaurants, and large retail-

ers have remained fairly flat, in-
creases are being seen in the busi-
ness-to-business sector and in sales 
taxes collected on fuel sales. The 
City projects that sales taxes will 
finish the year just over $4 million, 
nearly $350,000 higher than origi-
nal expectations. 

Transient Occupancy Taxes - occu-
pancy at the two hotels in Foster 
City is higher, generating an in-
crease in TOT revenues. Further-
more, the passage of Measure P by 
the voters in November 2011, 
which will increase the City’s TOT 
rate from 8% to 9.5% effective Jan-
uary 1, 2012, stands to generate 
nearly $125,000 in additional reve-
nues through June 30. Higher occu-
pancy and the higher tax rate are 
expected to generate $275,000 tax 
revenues above the original fore-
cast of $1.3 million. 

Franchise Fees - franchise fee reve-
nues are falling $75,000 below the 
original projection of $1.3 million. 
Franchise fee revenues from video 
service providers have dropped 
slightly, and have increased slightly 
from the solid waste provider. 

Building Permits - as indicated in 
the 1st Quarter report, the de-
layed timing of plan submittals on 
the Pilgrim-Triton site into FY 2011
-2012 will generate approximately 
$300,000 in one-time building per-
mit revenues above the original 
budget forecast. 
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6-9 months such that the 
yield on debt securities in 
which the City invests have 
fallen. As such, higher-
interest debt securities are 
being called and replaced 
with lower yielding securi-
ties. As such, investment re-
turns have fallen. The City’s 
yield on its portfolio has 
dropped from 1.52% at June 
30, 2011 to 1.23% at Decem-
ber 31, 2011. Interest in-
come is falling $64,000 below 
original budget projections.  

VLF / COPS Grant Swap - 
Vehicle License Fee (VLF) 
revenues are being reduced 
by $120,000 by the State to 
fund a $100,000 grant to fund 
a portion of a police officer 
position. The City assumed 
that the position would not 
be funded, so while General 
Fund revenues are off by 
$20,000, the fact that 
$100,000 of personnel costs 
are now covered by the grant 
funding will allow the City to 

(Continued from page 1) still remain positive in FY 2011-
2012. 

Recreation Fees - revenues 
from the various recreation 
program are lagging about 
$80,000 behind original projec-
tions, however expenditures 
are likely to be reduced as well 
given cancelled classes or re-
duction in part-time personnel 
necessary to support the re-
duced participation in the pro-
grams. 

Interest Income - bond mar-
kets have rallied over the past 

Stronger 2nd Quarter General Fund Revenues Lead to Smaller 
Deficit for FY 2011-2012 
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General Fund Expenditures - Mixed Outcomes for FY 2011-2012 
General Fund expenditure projections are expected to 
slightly exceed budget projections by $19,000 (on $31 
million total budget) in FY 2011-2012. Departments 
with expected significant variances are as follows: 

City Clerk - elimination of one Clerical Assistant 
position after adoption of the budget will save 
$17,000 in FY 2011-2012. 

City Attorney - increased legal expenses related to 
several matters subject to closed session discus-
sions with the City Council will require an addi-
tional appropriation of $100,000. 

Human Resources - hiring a 60% part-time HR Di-
rector in September to replace the previous full-
time position will save $20,000 in FY 2011-2012. 

Finance - reorganization in the department as of 
1/1/2012 will reduce expenditures by $12,000. 

Parks & Recreation - the elimination of a tempo-
rary Maintenance Worker position as of 1/1/2012 
will save the department $27,000. 

Police - the VLF swap discussed under “Revenues” 
above will have a positive impact on the Police de-
partment General Fund expenditures as those 
costs are now covered by the State COPS grant. 
The cost savings to the General Fund is $100,000 

Fire - during the Budget deliberations in June 2011, 
the City Council approved the Fire Department’s 

shift to the Central San Mateo County Joint Oper-
ational and EMS Training Division for purposes of a 
regional effort towards training fire personnel. The 
budget for this item was $130,000. Due to an er-
ror in the compilation of the budget, these training 
costs were not incorporated into the final budget. 
A budget appropriation will be required to fund 
these costs as originally approved by the City 
Council. 

Community Development - planned elimination of 
the Office Assistant II position was approved sub-
sequent to the approval of the FY 2011-2012 
budget. As such, there will be expenditure savings 
of approximately $75,000. 

Property Tax Administration - final cost estimates 
from the County Controller’s Office for property 
tax administration charges fell $10,000 below the 
original budget estimates. 

In addition, employees who separate from service with 
the City are eligible to cash out their unused leaves. 
These funds in the past have not been budgeted given 
the uncertainty of the timing and extent of those pay-
outs. The City will be working in developing a plan to 
best budget and plan for the payout of unused leaves in 
the coming months. To the extent budgetary savings 
are not sufficient to cover these expenses, an addition-
al appropriation may be necessary. 



Health of City’s Other Funds is Strong after 2Q 2011-2012; Lower 
Water Sales Reduce Revenues and Expenditures 

The health of the City’s non-General Funds are per-
forming close to budget projections and are project-
ed to remain strong through the end of the fiscal 
year. A brief recap of the various other funds is pro-
vided here: 

Traffic Safety - traffic fine revenue is projected 
to be higher than anticipated by $75,000. 

Measure A - sales tax revenues from the Coun-
ty’s Measure A funds are expected to finish 
$40,000 higher than anticipated due to stronger 
regional sales tax performance. 

Gas Tax - gas tax revenues are outperforming 
budget by about $20,000. 

Park-In-Lieu Fees - the remaining unspent bal-
ance in park-in-lieu fees from the prior year will 
provide higher interest revenues than original 
projections of about $12,000. 

SLESF/COPS Grant - as indicated earlier, the 
VLF swap will provide $100,000 in grant funding 
to fund one police officer position. 

Foster City Foundation - the Foundation has re-
alized an increase in donations that are project-
ed to finish the year $30,000 higher than fore-
cast. 

Affordable Housing Reimbursement Agreement 
- this fund is generating higher-than-anticipated 
revenues of about $36,000 in the form of inter-
est earnings due to a higher beginning fund bal-
ance than anticipated. (See discussion of CDA-
related funds on Page 4.) 

Cooperative Services Agreement - the reduction 
in interest yield is generating lower-than-
expected interest income of about $15,000 be-
hind original projections. (See discussion of 
CDA-related funds on Page 4.) 

 City CIP Fund - the fund is expected to finish 
$28,000 lower than original forecast due to de-
creased interest earnings as indicated earlier 

 Water Operations - the combination of a mild-
er-than-normal summer and the effects of water 

conservation (especially for irrigation users) 
through a combination of education, rebate pro-
grams, and tiered water rates is lowering water 
demand compared to original projections, equat-
ing to nearly $857,000 (8.5%) in revenues below 
budget. Since the District’s rate model, however, 
attempts to match variable revenues 
(consumption charge) with variable expenditures 
(cost of water from the SFPUC), the Water fund 
will not be negatively impacted by the reduced 
water consumption. While there has been little 
rain since October through the end of the calen-
dar year, the lower temperatures reduced the 
relative demand for irrigation. 

 Wastewater Operations - wastewater revenues 
are beating forecast by nearly $298,000 (or 4.4% 
of original projections). This increase is due 
largely to increases in water consumption 
amongst commercial customers (especially the 
hotels), for which wastewater charges are based 
upon indoor consumption. This is reflective of 
the higher occupancy at the hotels as well as 
some of the larger commercial properties in the 
District.  

 Internal Service Funds - the five (5) original in-
ternal services funds (Vehicles, Equipment Re-
placement, Self-Insurance, IT, and Building 
Maintenance) are for the most part meeting 
budget forecasts.  The Longevity Recognition 
and PEMCHA benefit funds, however, have not-
ed unrealized losses in their respective invest-
ment portfolios due to the drop in investment 
markets in the first 2 quarters of the fiscal year. 
The funds have lost a combined 8% of portfolio 
value in that time period. The stock market, sub-
sequent to the end of December, has gained ~ 
6% in value, which may be a sign that the portfo-
lio values will return by the end of the year. 
Nevertheless, a conservative approach is to only 
assume the current performance, which is at a 
current loss. We will continue to watch the 
market, but it should be understood that these 
funds are invested for the long-term to pay for 
long-term benefits. 
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State Supreme Court Rules to Terminate Redevelopment 
Agency; City Agrees to Become Successor Agency 
The California Supreme Court issued its decision in the 
case of California Redevelopment Aagency (CRA) v. Matosan-
tos on December 29, 2011 that upholds the provisions of 
ABx1 26 that dissolves redevelopment agencies in Cali-
fornia. However, it overturned the provisions of ABx1 27 
that would have allowed agencies to continue upon pay-
ment to the State. Accordingly, redevelopment agencies 
have been ordered to dissolve and wind down their op-
erations effective February 1, 2012. 

The City’s Project Area One reached its tax increment 
cap in April 2011, so it no longer receives tax increment. 
However, Marlin Cove and Hillsdale/Gull project areas 
continue to receive tax increment. 

The City has determined to become the Successor Agen-
cy to the redevelopment agency, and has also determined 
to accept the rights and responsibilities for the Agency’s 
former housing assets.  

In winding down the operations of the Agency, the Agen-
cy must prepare a final Enforceable Obligations Payment 
Schedule by January 31, 2012, which will in essence “turn 
the keys over” to the Successor Agency to wind down 
the operations of the Agency, which will be governed by 
a seven (7) person board separate from the City. 

The City continues to work with legal counsel, the CRA, 
and the County Controller’s Office to work through the 
details of the dissolution of its redevelopment agency. 
The following funds held by the City are “at risk”: 

 Affordable Housing Reimbursement Agreement: over 
$19 million was transferred into the City’s Special 
Revenue Funds in accordance with this agreement. 
Over $1 million of these funds is pledged to the Pil-
grim-Triton Phase I project. Included in those en-
forceable obligations is $59,000 in payments to the 

City to administer the funds in accordance with 
the Agency’s wishes, which is included as Charg-
es for Services revenue in the General Fund. 

 Public Improvement Reimbursement Agree-
ment: a total of $607,000 was transferred into 
the City’s Capital Investment Funds. It was an-
ticipated that $2 million would be available, but 
in the final accounting, only $607,000 was availa-
ble for this use. These funds were to pay a por-
tion of the synthetic turf project at Sea Cloud S-
4 (originally appropriations were $1,536,000). 

There are also funds held in the Cooperative Ser-
vices Agreement Fund to pay off the Agency’s obli-
gation to the San Mateo Union High School District. 
Those funds are not considered at risk. 

While the City believes that those Agreements 
were bona fide agreements dated prior to the en-
actment of ABx1 26 on June 29, 2011, the State may 
attempt to “claw back” agreements entered into 
after January 1, 2011. 

Because the Agency’s operations cease on January 
31, 2012, the Agency will no longer collect revenues 
or incur expenses. Instead, the City will act in the 
role of “trustee” of those assets that will be gov-
erned by the Successor Agency board. 

The impact of this decision could severely limit the 
City’s future ability to meet State-mandated afforda-
ble housing obligations. The City is supporting legis-
lation that would allow the Successor Agency to 
retain and expend affordable housing funds for af-
fordable housing projects and programs. 

City Manager’s Office 
Steve Toler, Assistant City Manager 

610 Foster City Blvd., 
Foster City, CA  94404 

Phone: 650-286-3214 
Fax: 650-286-2514 

E-mail: SToler@fostercity.org 

City of Foster City 
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