Foster City Financial
Update 1Q 12/13

City of Foster City

For the Three Months Ended
September 30, 2012

General Fund Revenues On Pace to Meet or
Exceed Expectations for FY 2012-2013

Based upon the most currently available
information after the first three months
of the new fiscal year, General Fund rev-
enues may likely finish the year over
$200,000 (or 0.7%) higher than original
expectations. While the underlying
trends appear positive, the City will have
a greater sense of where it will finish FY
2012-2013 after the first installment of
Property Tax revenues are received from
the County in December.

Overall, the General Fund has only re-
ceived 6.5% of its expected annual reve-
nues as of September 30, however this is
normal in that property taxes are not
received from the County until Decem-
ber. Property taxes account for nearly
50% of all General Fund revenues. Fur-
thermore, sales taxes are highest as we
approach the holiday season, and sales
tax installments received in the first
three months of any fiscal year represent
clean-up payments and conservative ad-
vances. Nevertheless, signs of promise
have been gathered from various sources
that bode well for the health of the Gen-
eral Fund for FY 2012-2013:

© Property Taxes - the County Control-
ler completed its property tax estimate
calculations in October and indicated
that the City is likely to receive over
$15.4 million in property taxes in FY
2012-2013, nearly $150,000 greater than
original expectations. It is also estimated
that Homeowners Property Tax Relief
funds will exceed expectations by anoth-
er $9,000. These figures do not include
any potential unused tax funds from the
former redevelopment agency that will
be distributed to the City and other tax-

ing entities based upon projections per-
formed by the Successor Agency and its
Oversight Board. Also not included in
these estimates is any potential ERAF re-
funds from the County, that last year to-
taled $800,000, and while unknown until
December is expected to be much less
this year. Furthermore, the City stands to
benefit from a one-time real property
transfer tax for the sale of the former
Electronics for Imaging property to Gile-
ad Sciences which closed after this quar-
ter ended.

© Sales Taxes - based upon meetings
with our sales tax consultants at Muni
Services, we are conservatively projecting
an increase in sales tax revenues of
$60,000 greater than original projections.
These projections are based on trends
being realized among our sales tax pro-
ducers in Foster City. It should be noted,
however, that it is currently assumed that
Electronics for Imaging, which sold its
property to Gilead Sciences in July 2012,
will not move until FY 2013-2014. The
City is working with EFI to identify space
for them in Foster City and to be in-
formed in terms of their timing of reloca-
tion should they find offices elsewhere.

Permit fee revenue is down significantly
from the prior year due to the payment
of the building permit fees for the Pilgrim-
Triton site last year. See discussion of
economic development activities in Fos-
ter City on Page 3 for related infor-
mation.

The 2nd Quarter report in late January
2013 will provide greater clarity on the
state of the General Fund.
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Highlights:

¢ General Fund revenues
look to finish $220,000
higher than expecta-
tions based on early
projections, primarily
due to higher property
and sales tax revenues
than forecast.

o A Sustainable Economic
Development Strategy
has the potential to
“increase the revenue
base” in Foster City, as
evidenced by key devel-
opment activity planned
or under way.

e Economic news now
turns to the “fiscal cliff’,
which will be watched
closely in terms of its
impact to the health of
Foster City’s revenue
streams.
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No Unexpected Surprises in General Fund Expenditures

General Fund expenditures are meeting expecta-
tions early in FY 2012-2013, with the General Fund
finishing the first quarter of the year at 24.8% of
budget. Virtually all budgeted positions in City de-
partments are filled at the present time, with only
the positions of Police Officer (1) and Firefighter (1)
being vacant. All departments are within 2-3% of
expected spending of 25% at this time of the year.
Two items worthy of note in this report:

e Support Departments - In total, support depart-
ments (City Manager, City Clerk, City Attorney,
Financial Services and Human Resources) are a
combined 22.3% of budget. The City Manager’s
Office will generate $40,000 of expected savings
having outsourced FCTV video technician ser-
vices to KMVT, with ongoing budgetary savings

of over $55,000 per year in future years.

e Public Works - spending in the Public Works
department is only at 20% of budget, primarily
due to unexpended but planned funds for con-
sulting services and maintenance supplies.

Because of the City’s conservative budgeting ap-
proach, the City’s General Fund typically turns back
3-5% of its annual appropriations to reserves
through budgetary savings. If this trend held true for
FY 2012-2013, it would not be outside the realm of
possibility that General Fund expenditures could
finish the year $1 million under original appropria-
tions. No assumptions have been made at this time
as to anticipated expenditures savings other than the
reduction of FCTV expenditures as indicated above.

Other City Funds Operating at Expected Levels in First Quarter

Other City funds are meeting forecasts in terms of
both revenues and expenditures. Highlights by Fund
group are provided below:

e Special Revenue Funds - Revenue projections for
this fund group are meeting forecast. Statewide
projections of Gas Tax (2103) revenues indicate
that Foster City’s portion will be $410,000 for
the current year, $66,000 higher than original
forecast. These revenues are used for streets-
and transportation-related CIP projects. The ma-
jority of revenues in the Special Revenue funds
group are received after September 30, so it is
not unusual for this fund group to be at or near
10-15% of forecast revenues at this time of the
year.

o Capital Projects Funds - on September 24, the
City Council approved the creation of the Capital
Asset Acquisition and Replacement Fund which
will account for the revenues generated from the
sale of the NPJC site. As of September 30, the
fund received the $| million deposit from the
NPJC. Future NPJC loan payments will be rec-
orded in this fund, with funds expended in ac-
cordance with a fund policy by a 4/5 vote of the
City Council.

e Enterprise Funds - Water revenues and expendi-
tures are lower than forecast due to a continued

reduction in water consumption among District
customers. In addition, Water and Vastewater
revenues are lower than anticipated only due to
the fact that the billing cycle for residential cus-
tomers fell after the September 30 cutoff (no rev-
enue accrual is performed at the September 30
quarter close). Looking at revenues collected
subsequent to the quarter end, however, indi-
cates the District’s revenue collections are on
target with projections.

¢ Internal Service Funds—most of the funds in this
group generate revenues from internal service
charges to operating departments. The excep-
tions are the Longevity Recognition and PEM-
HCA funds, revenues of which are provided
based on investment earnings of the portfolio in
which these funds are invested. The market has
rallied in the first quarter, providing a significant
return on investment. This will continue to be
tracked throughout the year. Expenditures for
most of the funds are lower than would be ex-
pected at this time of year as most capital acquisi-
tions have not yet occurred. The Self-Insurance
Fund typically expends much of its budgetary re-
sources in the first quarter as that is when the
insurance premiums are due to ABAG PLAN, the
City’s insurance risk pool.
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Sustainable Economic Development: A Strategic Plan, and Update

on Development in Foster City

Subsequent to quarter end, the City Council embarked
upon a plan that will drive sustainable economic devel-
opment in Foster City. Entitled “Sustainable Foster
City: a Sustainable Economic Development Strategic
Plan”, the Plan seeks to enhance the quality of life of
the community through three primary tenets: econom-
ic, social equity, and environmental sustainability. The
Plan’s three initiatives include encouraging investment
in Foster City, shopping Foster City, and reflecting up-
on the identity of Foster City in terms of what it has to
offer those within the region that will find Foster City a
desirous place to live, work and play.

The Plan kicks off with five priority tasks:

e Assessing retail strengths and weaknesses, and de-
velopment of a coordinated plan

e Implementing a business promotion, support and
advocacy plan

e Creating an identity and “quality of life” campaign

e Investigating and implementing a clean energy initia-
tive

e Developing an Economic Online Dashboard to
market the metrics that would drive business, de-
velopers, employees and residents to live, work
and play in Foster City.

As this Plan gets underway, Foster City is experiencing
development of certain properties by developers that
already realize Foster City as an ideal place to do com-
merce, develop housing for employees and seniors, and
develop or invest in the amenities that make Foster
City an incredible place to live, play, and raise a family.

¢ 15-Acre Site - The New Home Company, LLC and
its partners continue to work with the City in pro-
cessing entitlements to develop over 400 units of
senior housing in a mix of for-sale homes, afforda-
ble housing and assisted living units. The project
will also include 30,000 square feet of retail, addi-
tional commercial space, and a public plaza. Entitle-
ments to the Site are expected to be complete in
August 201 3.

¢ Pilgrim-Triton - the completion of Phase | of the
Pilgrim-Triton Project, known as “The Plaza at Tri-
ton Park’” is expected to open its doors of luxury
apartment units in early 2013. The developer of
Phase IV of the project known as “Triton Pointe” is

working with the City to finalize entitlements to
develop 166 multi-family residential units and near-
ly 55,000 square feet of commercial / retail space.

¢ Gilead Sciences - this research-based biopharma-
ceutical company has been in the community for
many years. Gilead has invested significantly in Fos-
ter City as its world headquarters, and has devel-
oped a master planned campus along Lakeside
Drive in the former Vintage Park development. Its
purchase of the Electronics for Imaging site finalizes
its acquisition of property that creates a campus
setting for its employees, and they are working

with the City not
only in terms of ac-
tive redevelopment
or expansion of the
existing  properties, [
but in terms of a
long-term  master
plan for the entire
campus.

¢ Chess-Hatch - the developer in the Chess-Hatch
area immediately north of 92 has indicated re-
newed interest in developing this site, and is com-
pleting discussions with the City in terms of a de-
velopment agreement and rezoning for an office
project.

Also, the addition of a 130 unit extended stay hotel
planned by the owner of the Crowne Plaza at the for-
mer Black Angus site has the potential to vitalize that
space and add nearly $400,000 in annual hotel tax reve-
nues to the City.

These projects have the potential to generate signifi-
cant revenues that will benefit the City, school districts,
and other taxing entities in the area. The smart devel-
opment of these projects will go a long way in securing
a sustainable economic future for Foster City.
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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

Market Reactions to the Election and Talk of the ‘“Fiscal CIiff”’
Dominate Economic News; Election Impacts to Foster City

With the 2012 Presidential Election complete, economists
and political strategists attempt to make sense of what the
future holds. Several State and Local races may have an indi-
rect impact on Foster City’s fiscal future as we journey fur-
ther in FY 2012-2013. Key trends we are watching over the
next several months are highlighted below.

Fiscal Cliff

Talk of increased risk of recession during 2013 dominates
the financial news now with the Presidential election decid-
ed. The so-called “fiscal cliff” - the combination of lapsing
tax cuts (i.e., tax increases) and spending cuts necessary to
reduce the federal deficit - is argued by some to have the
potential to send the US economy back into another pro-
longed recession. Reduced government spending, it is ar-
gued, will increase unemployment, and the lapsing “Bush tax
cuts” will reduce discretionary spending among US taxpay-
ers. The triggers for those impacts is set for January |, 2013
short of any action taken by the Congress and the President
to avert those impacts. State and city governments, it is felt,
have the potential to see a further deterioration of tax rev-
enues, and fewer federal funds will be available to pay for
transportation and social services. The National League of
Cities, the League of California Cities, and other govern-
ment associations are watching this issue closely to deter-
mine what short- and long-term impacts may result if the
US economy “comes closer to the guard rail” in January.

State and Local Tax Measures Approved

The Governor’s tax measure to stave off significant cuts to
education and social services - Proposition 30 - was ap-
proved with a 54% approval rating. The passage of this
measure will increase income taxes on those earning over
$250,000, increase the State sales tax rate by /4% for four
years, and provide public safety realignment funding which
will assist counties and local municipalities in dealing with
the costs associated with public safety services passed down
to the local level.

In addition, voters in San Mateo County approved
Measure A which will increase the sales tax rate in San
Mateo County by 1/2%. These taxes provided funding
to the County to avoid cuts to public safety, parks and
social service programs. Combined with the outcome
of Proposition 30, consumers in Foster City will pay a
sales tax rate of 9.0% on January |, 2013.

According to the League of California Cities’ Financial
Consultant, Michael Coleman, over 70% of the local
tax measures placed on the November 2012 ballot by
cities, counties, schools, and special districts were ap-
proved by voters. City general tax measures, in partic-
ular, garnered an 80% passage rate. Several news
agencies in California used the terms “benevolent” in
terms of describing Californians attitudes toward fund-
ing local services. This is an interesting trend that will
be studied closely in terms of future local measures
affecting Foster City and County citizens.

State Legislature Shifts the Balance of Power

Based on preliminary election results, there may be a
shift in the balance of power in the State Legislature in
this election. Assembly Democrats appear to have
won 4 seats from Republicans, garnering 70%, or a
supermajority, of votes in the House. Moreover, 26
out of 40 State Senators, or 65%, are now Democrat,
just one vote shy of a supermajority. Votes are still
being counted in a couple of close races. While this
may make it easier for the Legislature to pass local tax
measures by a supermajority vote without needing to
go to the public for a vote, the Governor has indicat-
ed that he will not approve any tax increases that
were not approved by the electorate. Nevertheless,
the shift in the balance of power may have a significant
impact on legislation approved at the State level, and
will be watched very closely in terms of impacts to
local municipalities like Foster City.
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