Foster City Financial
Update 3Q | 1/12

City of Foster City

For the Nine Months Ended
March 31, 2012

Sales Tax and TOT Increases, Strengthen General
Fund; Development Bodes Well for Future

The City’s General Fund revenues grew
stronger in the 3rd Quarter of FY 201 |-
2012, and are projected to exceed origi-
nal budget estimates by $2 million, led
primarily by increases in sales taxes,
transient occupancy taxes (TOT), and
one-time permit fees received from the
Pilgrim-Triton and Gilead Sciences Cam-
pus Projects. Furthermore, key land
deals with NPJC and on the |5-Acre Site
will provide significant one-time and on-
going revenues to help the City get clos-
er to solving its structural deficit.

© Property Taxes - Property tax reve-
nues will end the year $410,000
higher than forecast, which yields
some mixed results. Ongoing prop-
erty taxes are expected to finish the
year $400,000 lower than original
projections, yet the refund of excess
Educational Revenue Augmentation
Fund (ERAF) taken from prior years
of $810,000 which was not included
in the original projections helped to
make up for the difference.

© Sales Taxes - Sales tax collections
are increasing due to recoveries in
retail sales and business-to-business
revenues in the biotech area. Pro-
jected sales tax revenues are ex-
pected to exceed original estimates
by $806,000, or 22% higher than the
original forecast.

© TOT - Hotel taxes are increasing
due to stronger occupancy rates at
the two hotels in Foster City, as
well as the increase in the TOT rate
that was approved by voters in No-
vember 2011 from 8% to 9.5%. Year

-end revenues are expected to be
$384,000 higher than original fore-
casts. Nearly 125,000 of this amount
is from the TOT rate increase, with
the remainder due to higher occu-
pancy and, thus, hotel revenues upon
which the tax revenues are based.

© Permit Revenues - Building permit
revenues are at their strongest level
ever due to the development pro-
jects being constructed at the Pilgrim
-Triton site and at the Gilead Scienc-
es campus. Nearly $1.7 million in
permit revenues are expected to be
received by June 30, nearly $I mil-
lion higher than original forecasts
due to the timing and the extent of
the projects being developed. In par-
ticular, the Gilead Sciences campus is
expected to construct new lab facili-
ties and offices that will generate
ongoing property tax revenues of
nearly $300,000 or more annually.

In April, the City and the North Peninsu-
la Jewish Campus reached an agreement
towards the sale of the |1-Acre Site on
which the Peninsula Jewish Community
Center is located. The agreement calls
for a $20 million sale of the property,
with $1 million paid upfront, and the re-
maining $19 million payable in the form
of a promissory note over 25 years at a
3.25% interest rate. The close of escrow
is expected in 1Q of FY 12/13.

The City also reached an agreement for
the sale of the |5-Acre Site adjacent to
the Government Center with The New
Home Company, LLC, for the develop-
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reducing the original budg-
et deficit from $2.5 million
to $500,000.
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Sales Tax and TOT Increases, Strengthen General Fund;
Development Bodes Well for Future

(Continued from page |)

ment of a mixed-use senior resi-
dential and retail development. The
site will include for-sale homes,
independent and assisted living
rental units, and affordable housing
rental units for seniors, as well as
30,000 square feet of retail space
and public plazas. The agreement
sells the property to TNHC as
lead developer for $30 million pay-

process and close of escrow ex-
pected in 2Q of FY 13/14. On-going
property tax revenues are conserva-
tively estimated to be $600,000 per
year to the City / District alone.

The sales of these properties will
not be reflected in revenue projec-
tions until which time escrow closes
on these sites, and the City Council
makes a determination as to how
these one-time and ongoing reve-
nues should be applied. Neverthe-

strong development that will bode
well for the City’s financial future.

Mayor Art Kiesel and

able over a 22-month period upon

. . less,
completion of the land entitlement

Foster City is experiencing

TNHC'’s VP Charles McKeag

General Fund Expenditures To Finish At or Below Original Forecast

General Fund expenditures, on a budget basis, are ex-
pected to finish the year higher than original budget by
$19,000, or 0.1% on a $31 million annual budget. Key
savings are expected in the following areas.

e City Clerk - elimination of one Clerical Assistant
position after adoption of the budget will save
$17,000

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

e Human Resources - hiring a 60% part-time HR Di-
rector in September to replace the previous full-
time position will save $20,000 in the current year

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

e  Community Development - elimination of an Of-
fice Assistant |l position was approved subsequent
to the approval of the FY 2011-2012 budget, gen-
erating expenditure savings of $75,000

Three areas may exceed budget appropriations:

o City Attorney - increased legal expenses related to
several matters subject to closed session discus-
sions with the City Council required an additional
appropriation of $100,000

e Fire - training costs associated with the Central
San Mateo County Joint Operational and EMS
Training Division required an additional appropria-
tion of $130,000.

e City Manager - compensated absences payouts for
employees who retire or leave City employment
may require additional appropriations totaling
$50,000.

Because of the City’s conservative budgeting approach,
it is assumed that all expenditure appropriations will
be spent when conducting financial projections. How-
ever, the City’s General Fund typically turns back 3-5%
of its annual appropriations to reserves through budg-
etary savings. Assuming this continues to hold true, it
is likely that $900,000 to $1.5 million of budgetary sav-
ings will be realized when the books are closed on
June 30, 2012.

General Fund Expenditures to Date
3Q 2012
100%
305 Expected: 75%
-
60% -
40% -
20% -
0% -
Council Support Parks & Police  Fire CDD Public
/ Board Depts. Rec Works
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Special Revenue, Capital Improvement, Internal Service Funds
Remain Adequately Funded; Water and Wastewater Revenues
Exceeding Targets

The health of the City’s non-General Funds continue
to perform according to budget projections. Here is
a brief recap:

©

©

Traffic Safety - traffic fine revenue is projected
to be higher than anticipated by$65,000

Measure A - sales tax revenues from the Coun-
ty’'s Measure A funds are expected to finish
$50,000 higher which matches the City’s sales
tax experience

Gas Tax - gas tax revenues are outperforming
budget by about $25,000

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 - the VLF swap will provide
$100,000 in grant funding to fund one police of-
ficer position

Foster City Foundation - the Foundation contin-
ues to receive revenues in strong support of
various City programs and projects

Affordable Housing Reimbursement Agreement
- this fund is generating lower-than-anticipated
revenues due to reduced interest earnings from
falling interest yields. (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
about $8,000 lower than original forecast

Water Operations - water revenues currently
are trending to gross $43,000 above forecast.
However, the trend is due to three factors: 1)
one-time connection fees of $530,000 for the
Pilgrim-Triton and Gilead Sciences projects; 2)
penalty amounts to the Water Sustainability

Fund of $300,000; and, 3) milder-than-normal
weather and water conservation efforts that will
reduce water revenue collections by nearly
$875,000 when compared to original projec-
tions. However, expenditures for purchase wa-
ter from the SFPUC are also significantly lower
than forecast. In the final analysis, the Water
Revenue Fund is expected to finish the year with
reserves in line with the original budget projec-
tions.

¢ Wastewater Operations - wastewater revenues
are beating forecast by nearly 875,000 (or 12.9%
higher than original projections), due to two fac-
tors: |) increases in water consumption amongst
commercial customers (especially the hotels),
for which wastewater charges are based upon
indoor consumption, and 2) collection of
$607,000 in connection fees.

¢ 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 are a bit below fore-
cast due to the performance of the stock mar-
ket.

¢ Community Development Agency Funds - the
Marlin Cove project area will finish the year
roughly 50% behind forecast due to the dissolu-
tion of the Agency by action of ABx| 26 (see
page 4) on January 31, 2012. The Hillsdale/Guill
project area will also finish behind projections
due to the dissolution, however tax increment
for that project area was trending higher than
original forecast due to the lapsing of the as-
sessed valuation appeal on the property.

The bottom-line is that the City’s other funds are
strong in terms of revenue projections and year-end
reserve projections that afford the necessary infra-
structure, amenities and services for the community.
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City of Foster City

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

State Dissolves Redevelopment Agencies; State Budget Deficit
of $9.2 Billion Remains for FY 2012-2013

The California Supreme Court upheld the provisions of
ABx| 26 that dissolves redevelopment agencies in Cali-
fornia. Redevelopment agencies were ordered to dissolve
and wind down their operations effective February I,
2012.

The City agreed to become the Successor Agency to the
redevelopment agency, and determined to accept the
rights and responsibilities for the Agency’s former hous-
ing assets. In winding down the operations of the Agency,
the Successor Agency prepared a final Enforceable Obli-
gations Payment Schedule for the January to June 2012
period that was approved by the seven (7) person Over-
sight Board, which is a separate governing body from the
City. Accordingly, the operations of the former Agency
will no longer be reflected in the City’s financial state-
ments and, instead, will be treated as separate “trust
funds” that will be held on behalf of the Successor Agen-
cy governed by the Oversight Board.

The City continues to work with legal counsel, the Coun-
ty Controller’s Office, and State Department of Finance
to implement the details of the dissolution of its redevel-
opment 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. A
total of $6.3 million of these funds is pledged to the
Pilgrim-Triton Phase | project.

¢ Public Improvement Reimbursement Agreement: a
total of $646,000 was transferred into the City’s
Capital Investment Funds. It was anticipated that $2
million would be available, but in the final accounting,
only $646,000 was available for this use. These funds
were to pay a portion of the synthetic turf project at

Sea Cloud S-4 (originally appropriations were
$1,536,000). Nearly $148,000 of these funds
were encumbered to a landscape architect for
the design of the project, which leaves an unen-
cumbered balance of $499,000 in the fund.

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 ABxI| 26 on June 29, 201 I, the State may
attempt to “claw back” agreements entered into
after January 1, 201 1.

While redevelopment agencies sort out the wind-
down of their affairs, the State faces a $9.2 billion
deficit in FY 2012-2013 based on the Governor’s
preliminary budget issued in January. The Governor
is seeking certain tax increases, pension system re-
forms, and other service level and funding changes
as a means of curing the State’s ongoing budgetary
deficit. Given the unlikely nature of securing legisla-
tive votes from both houses, it is likely that the ref-
erendum process will be used in an attempt to get
the tax increases and pension reforms on the ballot
in November 2012. As it relates to Foster City, the
current State budget proposals appear to retain
SLESF/COPS grant funding of $100,000 per year to
fund one partial Police Officer position. It is not an-
ticipated that there will be any further material im-
pacts to the City’s Annual Budget at this time. The
May Revise will be released in mid-May, and more
information may be known at that time as to poten-
tial impacts to Foster City.
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