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Office of the City Manager 

 

TO: HONORABLE MAYOR AND MEMBERS OF CITY COUNCIL  

FROM: WILLIAM A. HUSTON, CITY MANAGER 

RE: ADOPTED FISCAL YEAR 2011-12 PROGRAM AND FINANCIAL 
PLAN AND CAPITAL IMPROVEMENT PROGRAM 

 
 
Transmitted herewith are the adopted Program and Financial Plan and Capital 

Improvement Program for fiscal year 2011-12. The Program and Financial Plan is the 

operating budget for all City services. The Capital Improvement Program (a separate 

document) includes projects for fiscal year 2011-12 and projects for a seven-year period.  

 

Program and Financial Plan 

 

The adopted General Fund operating budget includes a reserve consistent with City 

policy and maintains core City services at levels established through the fiscal year 

2010-2011 budget which resulted in the freezing or elimination of 24 positions. There are 

no new programs or services included in the fiscal year 2011-12 budget.   

 

Each year the City Council is faced with decisions about allocating limited resources 

among a wide variety of needs.  Bridging the gap requires choices.  Over the years, City 

Councils have placed a very high priority on the Cityôs long-term financial stability and 

maintained service levels as best as possible. The City Councilôs premium on fiscal 

stability, together with high productivity put forth by City staff, has allowed the City to 

maneuver through challenging times. Those challenges continue into fiscal year 2011-

12.  The adopted 2011-12 operating budget is challenging due to continued economic 

uncertainty, high unemployment and a severely constrained housing market. 

Unfortunately these are national and regional conditions over which the City has 
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essentially no control. The layoff of nine (9) personnel in February 2010, freezing a 

number of vacant positions, and employee pension contributions helped to avert drastic 

program cuts last fiscal year and again in 2011-12. Sales tax revenue is 39.7% of total 

General Fund operating income for fiscal year 2011-12. Its performance is vital to the 

funding of core City services. While sales tax revenue is increasing, it remains below the 

peak level received in fiscal year 2007-08 and it is approximately the same amount 

collected in fiscal year 2006-07. Projected fiscal year 2010-11 sales tax is 4% higher 

than the original projected amount when the budget was adopted. The amount projected 

for fiscal year 2011-12 is 6.6% higher than the 2010-11 projected amount. 

 

This trend is encouraging but must be viewed in the context that it is still below the peak 

of $20.4 million in fiscal year 2007-08 and the economy remains volatile. Staff is 

comfortable with the projected amounts for fiscal year 2010-11 and 2011-12 but mindful 

of the fact that sales tax trends must be carefully monitored throughout the year. 

 

Projected fiscal year 2011-12 property tax revenue is approximately the same as the 

projected amount fiscal year 2010-11. Since fiscal year 2008-09, property tax revenue 

has been trending down due to the housing recession. As with sales tax, this important 

source of General Fund revenue will be carefully monitored throughout the year. 

 

A key component of the operating budget is the business end of providing City services. 

This includes cost centers such as equipment depreciation, liability, workerôs 

compensation and information technology.  The budget includes funds dedicated for 

each of these purposes, all of which require transfers from the General Fund. These 

funds, referred to as internal service funds, are reviewed annually to assess the level of 

funding required (including reserves) to assure monies are available to cover their 

obligations. For example, the Equipment Replacement Fund covers the cost to replace 

police vehicles, public works vehicles and other equipment needed to maintain the Cityôs 
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infrastructure. The Workerôs Compensation Fund is required to meet the Cityôs 

obligations under state laws. The Information Technology Fund is vital to the City 

maintaining its computer hardware and software systems critical to providing City 

services and being linked to systems that serve regional purposes (police data, links to 

regional, state and federal agencies, etc.). Without ongoing commitment to information 

technology, City services would suffer. 

 

The Cityôs Police and Public Works Departmentsô radio communication systems are 

integrated with the county wide 800 MHz system. It is a state of the art system but will 

need to be replaced by 2025 at a cost of approximately $4 million to the City. By 

accumulating the required funds over time, the funds will be available in the Equipment 

Replacement Fund.  

 

Over the past two years, transfers to the internal service funds have been reduced due 

to the recession. As part of an overall financial strategy to offset the loss of General 

Fund operating income, annual transfers to internal service funds were reduced or 

eliminated. But this approach cannot continue without consequences. For fiscal year 

2011-12, it is recommended that the following transfers be made from General Fund to 

the following internal service funds: 

 

 Liability   $ 1,677,034 

 Workers Compensation $ 880,000 

 Information Technology $ 100,000 

 Unemployment   $ 234,984       

     $ 2,892,018  

 

In addition to these transfers, a total of $1,368,800 is budgeted in the operating 

departments to be transferred to the Equipment Replacement Fund. These transfers 
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together with accumulated funds will move the internal service funds in the direction 

required to be actuarially sound.  

 

Another cost that affects the General Fund and limits the ability of the City to contain 

costs is regulatory requirements. In fiscal 2011-12 the General Fund will incur $1.3 

million in expenses to fund state and federal mandated water quality regulations. And 

$1.5 million will be expended on maintenance of public rights-of-way in order to qualify 

for Measure M funding. Added to this in the future will be the unknown costs associated 

with mandates imposed by state laws SB 375 and AB 31. These bills require cities to 

entitle higher density developments and link air quality to transportation planning. Also 

unknown at this time is what possible affects future efforts by the state and federal 

governments to realign services will have on municipal governments.      

 

The General Fund reserve based on adopted fiscal year 2011-12 expenditures and 

projected revenue is 20.6%. This amount is consistent with City Council policy of 

maintaining a General Fund reserve of between 20% and 25%. 

 

For many years the Cityôs policy was to maintain a 15% reserve. But a number of factors 

have resulted in the need to increase the reserve level. Foremost is the increasing 

complexity of the Cityôs budget. Changing economic conditions, higher risks associated 

with contemporary local government services and exposure to potential natural 

disasters, all require prudent financial management. Managing cash flow has become 

even more critical with revenue reductions. The General Fund reserve has also been an 

important component in developing budgets that utilize reserve funds as a resource to 

bridge the gaps during tough economic times. When used carefully, the General Fund 

reserve can backstop revenue shortfalls thereby avoiding deeper cuts in expenditures. 

What is essential, however, is utilizing this strategy as an exception on a very limited 

basis. The adopted fiscal year 2011-12 General Fund budget relies on $1.4 million in 
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planned use of reserves while maintaining a reserve of 20.6%. This amount protects the 

Cityôs financial interests and meets its cash flow needs.   

 

The other major operating fund is the Water Fund. In 2010 the City Council approved a 

new water rate structure which provides the revenue stream required to meet the water 

system operating and capital improvement needs. The adopted fiscal year 2011-12 

Water Enterprise Fund budget of $12,259,136 is balanced. A list and description of 

adopted fiscal year 2011-12 water system improvement projects is contained in the 

Capital Improvement Plan document.   

 

The adopted budget for all funds is $179,803,896 ($169,591,433 excluding the inter fund 

transfers). Of this amount the total operating budget is $102,216,669 and the capital 

improvement budget is $77,587,227. The General Fund totals $53,146,921 ($50,254,903 

excluding the transfers to the internal service funds) which is 29.6% (29.6% excluding 

the transfers to the internal service funds) of the total operating and capital budget. The 

adopted 2011-12 General Fund budget is 11.4% (5.4% excluding the transfers to the 

internal service funds) greater than the fiscal year 2010-11 authorized budget.   

 

Over the past two fiscal years, the City has weathered the recession without significant 

cuts to services. As noted above, cuts in expenditures, planned use of reserves, and 

careful management of internal service funds have been utilized. Careful monitoring of 

revenue and expenses coupled with the mid-year budget review made it possible for the 

City to take timely corrective actions when warranted. Fiscal year 2011-12 will certainly 

be no different. 

 

 

 

 



 
 

 

PAGE 6 

Capital Improvement Program Budget 

 

The fiscal year 2011-12 Capital Improvement Program budget includes $77,587,227 in 

projects. The Capital Improvement Program budget provides a description of each 

project by type (water, street improvement, flood control, traffic signal, park, etc.) and 

location. 

 

The Capital Improvement Program budget also includes $235,949,956 in projects over a 

seven-year period (2011-12 through 2017-18). 

 

By their nature, significant capital improvement projects typically require an extended 

period of time to complete. Large projects entail preliminary and final design, 

environmental clearance, land acquisition and construction contracts. Sometimes, larger 

projects need to be phased due to funding limitations. Another consideration is the 

impact of a capital improvement project on the annual operating budget (e.g., a new 

park results in higher General Fund operating costs).  The seven-year planning period 

allows the City Council to make decisions that involve setting priorities and trade-offs on 

how projects are funded and phased. Revenue streams dedicated by law to capital 

improvement projects (Gas Tax Fund, Measure M, etc.) are not sufficient in any one 

year to totally fund all projects. 

 

Each year the City Council makes policy decisions that affect the amount of funds 

committed for future capital improvement projects. At any given time, the total of 

resources reserved in the various capital improvement funds is not sufficient to complete 

the seven-year plan. Through the budget review process, the City Council establishes a 

planning tool and financial blueprint for long-term capital improvement projects. How 

projects are prioritized and whether discretionary General Fund income can be 

committed for capital improvements is decided through the seven-year plan. Another 
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consideration is whether operating income is available to support a capital improvement 

project. 

 

The seven-year Capital Improvement Program is updated each year as resources 

become available and priorities are re-assessed. Most funding allocated for capital 

improvement projects is restricted by law for specific purposes. Gas Tax, Measure M, 

water revenue, and any bond proceeds are earmarked solely for capital improvement 

projects. Historically, some amount is contributed from the General Fund that completely 

funds certain projects and supplements restricted funds for others. The amount of 

General Fund income available depends on the Cityôs overall financial health and 

demands on General Fund income for day-to-day services. Due to fiscal constraints, no 

General Fund transfer to capital improvement funds will be made in fiscal year 2011-12. 

Given the Cityôs large investment in infrastructure and other public assets, financing of 

capital improvement projects will continue to be a significant budget consideration. 

 

Staff looks forward to working with the City Council in implementing the Program and 

Financial Plan and Capital Improvement Program. 

 

Respectfully, 

 

 

 

William A. Huston 

City Manager 
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