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FROM: PAMELA ARENDS-KING, FINANCE DIRECTOR

SUBJECT: FISCAL YEAR 2012-2013 MID-YEAR BUDGET REVIEW
SUMMARY:

The following is staff's review of the City's first seven (7) months of operations under the
adopted/amended FY 2012-13 Budget. Revenues and expenditures for each fund were
reviewed and adjusted based on the current economic climate and projected
expenditures reflect costs to date, service needs, and the timing of when funds would
be expended.

RECOMMENDATION:

It is recommended that the City Council approve these Non-General Fund
appropriations:

1. Approve a supplemental appropriation of $137,306 from the unappropriated
reserves of the Community Facilities District 06-1 Construction Annexation funds
for costs associated with Tustin Ranch Road Extension;

2. Approve a supplemental appropriation of $344,800 in the Community Facilities
District 06-1 Debt Service Fund for additional bond indenture payments made by
the fiscal agent;

3. Approve a supplemental appropriation of $2,000 in the Community Facilities
District 07-1 Construction Fund for administrative fees paid by the fiscal agent;

4. Approve a supplemental appropriation of $145,940 from the unappropriated
reserves of the Water Enterprise Fund for increase production costs;

5. Approve a supplemental appropriation of $77,000 from the unappropriated
reserves and revenues of the Air Quality Management District Fund, motor
vehicle registration subvention funds, to be used towards the annual
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maintenance cost for the Metrolink rail station parking structure and capital
projects;

6. Approve a supplemental appropriation of $187,625 from the unappropriated
reserves of the Land Held for Resale Fund for legal and property improvement
costs associated with land held for resale;

7. Approve a supplemental appropriation of $30,000 from the unappropriated
reserves of the Equipment Replacement Fund for costs associated with
improvement on the Police Department’s mobile command center, which will be
reimbursed by a County grant;

8. Approve a supplemental apprépriation of $1,000 from the unappropriated
reserves of the Supplemental Law Enforcement Fund for increase personnel
costs; and

9. Approve a supplemental appropriation of $47,927 from the unappropriated
reserves of the Park Development Fund for capital project costs associated with
Tustin Sports Park.

FISCAL IMPACT:

The attached Mid-Year Budget Review process is inclusive of all operating Departments
and City Funds. Each department reviewed its areas of responsibility and provided the
projections that are presented in this report. The projected year-end expenditures for all
funds are $115,145,766, which is $12,302,348 less than the amended Fiscal Year
2012-13 budget of $127,448,114. The overall reductions in expenditures are due to a
combination of operational savings and capital expenditures that were budgeted in FY
2012-13, which will be carried-over to the FY 2013-14 budget.

The FY 2012-13 Budget reflects any supplemental appropriations approved by the City
Council through January 31, 2013 as well as prior period encumbrances carried
forward.

The beginning Fund Balances that appear on Page 1 of the attached document reflect
audited balances as of the end of the last fiscal year, June 30, 2012. The fund balances
that are reported primarily reflect cash balances; thereby avoiding any non-cash or
restricted items.

The following discussion will focus on significant Mid-Year changes that have had an
impact on various funds of the City.
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GENERAL FUND
2012-13 General Fund Projections

The projected General Fund Revenues for FY 2012-13 are $47,916,004. This is an
increase of $2,525,592 from the adopted budget of $45,390,412. Increases in revenues
were primarily due to increased sales tax projections and the receipt of residual property
tax payments. The dissolution of the Tustin Community Redevelopment Agency
(TCRDA) created a process whereby residual property taxes (formerly tax increment)
would be distributed to taxing entities after all the pass-through payments, County
administrative fees, and recognized obligations on the Recognized Obligation Payment
Schedule (ROPS) have been distributed. The City will continue to see residual property
tax payments until all the recognized obligations have been paid off.

The City's two largest on-going revenue sources are sales and property taxes. The
gross property tax income is projected to be $7,612,100. This amount is $93,169 less
than actual FY 2011-12 property tax revenues. Property tax collection for next fiscal
year is anticipated to remain stagnant. Gross sales tax income for FY 2012-13 is
projected to be $21,146,022, an increase of $1,050,522 or 5% from the adopted budget
of $20,095,500. Additionally, the projected sales tax revenue is $1,479,344 higher than
FY 2011-12. Sales tax revenues for this fiscal year continue the positive trend of the
last few years.

The projected General Fund Expenditures of $46,842 368 includes all supplemental
appropriations approved by the City Council through January 31, 2013, but none has
been requested. This is a decrease of $1,193,605 from the adopted budget of
$48,035,974. The reductions in expenditures are primarily due to reduced salary and
benefits costs from the early retirement incentive. On August 14, 2012, the City Council
approved the PARS early retirement incentive whereby 35 employees voluntarily
enrolled in the early retirement incentive program. At the time, it was estimated that the
net annualized savings to the City would be approximately $1,017,718 and the net
saving over five years would be $4,500,658. The savings are derived from re-filling only
22 of the 35 positions either at the same level but at a lower grade (step A versus step
E) or at a lower level. Thus far, @ of the 22 positions have either been filled or will be
filled by the end of the month. It is projected that the savings for the current fiscal year
would be $1,271,105. However, some of the salary savings have been mitigated by an
increase in professional and consulting services ($177,500) to meet the demands and
workloads of the vacated positions as the recruitment process progresses. Total
General Fund expenses are projected to be 98% of the adopted budget, referenced on
page 4 of the attached report.
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The adopted FY 2012-13 budget included a planned use of reserves of $2,280,488
(expenditures exceeding revenues). The increase in sales tax and the residual property
tax payments increase the projected year-end revenues to $47,916,004, which exceed
the reduced projected expenditures, primarily due to the PARS early retirement
incentive, of $46,842,368 by $1,073,635 thereby increasing the estimated June 30,
2013 General Fund Fund Balance to $9,508,410. This amount represents 20.3% of
General Fund expenditures (excludes one-time transfers), which meets the City
Council’s Reserve Policy of a minimum General Fund Balance reserve of 20%.

OTHER SIGNIFICANT FUNDS
Capital Projects Fund

The current appropriations for capital projects for all funds, which are funded through
developer deposits, grants, special revenue sources (i.e. Measure M Turn-back,
Measure M2 Fair-share, Gas Tax, Community Development Block Grant, Bonds, etc.),
Successor Agency to the Tustin Community Redevelopment Agency (Successor
Agency), and Water Enterprise are estimated to be $72.3M (includes supplemental
appropriations recommended in this report). It is anticipated that $36.9M of the
appropriated amount will be expensed on capital projects during FY 2012-13. Capital
projects may span multiple fiscal years and it is anticipated that the remaining capital
expenditures will be expended in future fiscal years. Last fiscal year the City expended
$31.5M on capital projects.

Capital projects for current and future fiscal years include the Tustin Legacy Fire
Station, Tustin Ranch Road Extension, Newport Avenue, and others as outlined in the
City's Seven-Year Capita Improvement Plan (CIP). The projected year-end fund
balance for the Capital Projects Fund is $13,377,248. This amount includes $4,500,000
deposit from the Irvine Company, and $4,010,035 from State and Local Partnership
Program (SLPP) grant for the Tustin Ranch Road extension. A significant portion of the
remaining fund balance is reserved for matching funds for Proposition 10 and Measure
‘M”, as well as Maintenance of Effort requirements for Measure M2 Fair-share. Any
undesignated reserves are meant to address future projects detailed in the Seven-Year
CIP.

On October 27, 2010 the TCRDA issued $44,170,000 in MCAS Tax Allocation Bonds
for infrastructure related capital projects at Tustin Legacy. The bonds were secured
with a pledge of MCAS Redevelopment Project Area tax increment as the funding
source to make debt service payments. Pursuant to AB 1X 26, the County Auditor-
Controller will make all future debt service payments from Redevelopment Property Tax
Trust Fund (formerly tax increment). Additionally, bond proceeds can only be expended
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on enforceable obligations of the agency and for the original intended purpose of the
bonds. Currently, the Successor Agency has not received approval from the State
Department of Finance (DoF) to expend the remaining bond proceeds. AB 1484 has
mechanisms whereby the Successor Agency upon receiving a “Finding of Completion”
would be allowed to expend the remaining bond proceeds.

Community Development Block Grants (CDBG)

Projected CDBG revenues for FY 2012-13 are $512,268. The actual revenues for FY
2011-12 were $1,179,370. The nature of ongoing CDBG programs may result in the
skewing of expenditures from year to year. Some years will have much greater activity
due to capital improvements as funds have been accumulated for major projects. The
City receives CDBG funds on a reimbursement basis as funds are expended on
approved programs.

Measure M Funds

Measure M Funds include Measure M Turn-back, Measure M2 Fair-share, and project
specific Competitive Funds. Measure M/M2 funded capital improvement expenditures
for the current fiscal year is projected to be $5,370,949. The projects that are partially
funded through Measure M/M2 include the Enderle Center Drive and Vandenberg Lane
Intersection, battery backup system for various traffic signals, traffic signal controller
upgrades, signal synchronization, catch basins, Tustin Ranch Road extension, Newport
avenue extension, Red Hill ave rehabilitation, and Irvine Blvd rehabilitation.

Park Development Fund

The Park Development Fund Balance at year end is projected to be $3,103,416. The
funds are to be used for future park developments that include Tustin Legacy Park,
acquisition of additional park space in the southwest quadrant of the City, playground
renovations, and renovation of the Community Center kitchen.

Tustin Community Redevelopment Agency / Successor Agency
The Successor Agency to the former TCRDA was formed on February 1, 2012 as the

TCRDA was dissolved by AB X1 26. The Successor Agency is tasked with winding
down the former TCRDA. The Successor Agency can only pay enforceable obligations
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that are on the ROPS that have been approved by DoF. The ROPS needs to be
approved by the Successor Agency, Oversight Board, and DoF every six (6) months.
The January through June 2013 ROPS has enforceable obligations of $3,641,826,
includes Administrative Cost Allocation.

Water Enterprise

The Water Enterprise Fund is projected to have operating revenues of $16,319,400,
which is $2,438,900 greater than prior fiscal year actuals. This increase is due in part to
the water rate increase {adopted on June 15, 2010) and increase consumption. The
projected year-end operating expenditures are $14,448,196. The Enterprise is
projected to add $ $1,871,204 to the fund balance, which will be used for operating
reserves, meeting debt service requirements, and fund future capital replacements.

The 2011 Water Revenue Bonds were issued in May 2011 for the construction of
various capital infrastructure including Rawlings Reservoir, Edinger Avenue Well, and
Tustin Avenue Well. Rawlings Reservoir project (CIP No. 60136); the construction of
the reservoir is currently underway, it is anticipated that the reservoir will be completed
in 2013. Edinger Avenue Well (CIP No. 60165), the drilling phase of this project is
anticipated to commence in the spring or summer of this year.

It is anticipated that staff will return to Council later this year for the issuance of
additional! Water Revenue Bonds. The previously adopted water rate increase
anticipated the issuance of bonds in the current year to fund the construction of a well
and repair/replacement of Simon Ranch reservoir.

Risk Management Funds

The Risk Management Fund as represented in this report is a summary of the Liability,
Workers’ Compensation, and Unemployment Funds. The City is a member of the
California Insurance Pool Authority, a risk sharing pool made up of twelve Cities for both
liability and workers’ compensation coverage. The City is self-insured for the first
$250,000 of each liability claim (this is referred to as a self-insured retention) and the
first $400,000 of each workers’ compensation claim. The City is fully self-insured for all
unemployment claims. The Risk Management Funds Fund Balance was established
based on actuarial analysis and the City’s ability to fund it. The projected combined
year end Fund Balance for all three Risk Management Funds is $3,014,950.
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ECONOMIC / OTHER CONSIDERATIONS

Orange County Assessor Webster Guillory's report on housing sales and assessed
valuation will be available towards to later part of this month. However, it is anticipated
that increase property tax assessments, adjusted by CPI, may be mitigated by declining
median home prices resulting in stagnant property tax revenues.

Staff will continue to monitor Sales Tax and Property Tax trends throughout the year
and as we prepare the 2013-14 budget. We will prioritize the City’s goals and
objectives based on City Council policy direction as well as potential actions by the
State that could have negative impacts on the City’s future financial condition.

Frihnlbiondy: K /7/%{ %Mﬁ

Pamela Arends-King, Finance Directed Sean Tran,/Administrative Services
Manager

Attachments:
Mid-Year Budget Review


























































































