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Santa Clara City of Santa Clara, California
i g § Eg?

Date: March 23, 2010

To: City Manager, Redevelopment Agency (RDA) Executive Director, Sports and Open Space
Authority (SOSA) Contract Administrator for the City Council, Redevelopment Agency
Board and SOSA Board Action

From: Director of Finance, Redevelopment Agency Treasurer, SOSA Director of
Finance

Subject: Acceptance of FY 2009-10 Mid-year Revenue Report

EXECUTIVE SUMMARY:

Staff has completed an analysis of revenues for the first half of FY 2009-10. This report includes comments
about the economy in general and the City’s revenue projections in key areas: General Fund, Electric Utility,
Water & Sewer Utilities, Redevelopment Agency, Convention Center and SOSA. Although, this report does
not include an analysis of the expected expenditures across the funds, comments are included on
expenditures where information is available. Additional expenditure analysis will be included in the budget
hearings in May and June.

Mid-year revenue performance has continued to be below budget expectations due to the lingering effects of
the national and regional recession. The recession, which started at the end of 2007, continues to have
adverse impacts on City revenues, especially sales tax and transient occupancy tax receipts. Although
economists indicate the technical end of the recession occurred in 2009, the impact on employment, housing,
retail sales, and tourism is likely to continue for some time. As a result, General Fund revenues are down
significantly for the year. Declines in General Fund revenues from 2008-09 to the current period are
summarized below.

General Fund Revenues (direct revenues) in 2008-09 were $129.0 million

Budgeted General Fund Revenues (direct revenues) for 2009-10 are $127.3 million, down 1.3%
from the prior year

Year-end General Fund Revenues (direct revenues) for 2009-10 are now projected to be $118.8
niitlion, 6.7% below budget

YOV

Y

This additional $8.5 million revenue shortfall increases the General Fund deficit well beyond the originally
adopted budget of $6.7 million. Partially offsetting this revenue shortfall are General Fund expenditure
savings which are currently projected to be about $2.1 million lower than assumed due primarily to the
managed hiring freeze and other departmental efforts to reduce expenditures. Staff will present an updated
projection during the budget study sessions in May and June.
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The primary reasons for revenue underperformance are as follows: Significant underperformance in sales
tax receipts, down $4.8 million from the adopted 2009-10 budget and almost $6.1 million from a very poor
year in 2008-09. In addition, transient occupancy tax receipts continue to be lower than expected with the
first half of 2009-2010 coming in about 30% below the down year in 2008-2009. Based on the poor
performance during the first half of the year, we now project that this revenue source will come in $1.5
million below budget (note that the budget was already $1.3 million below actual 2008-09 collections).
Declines in other revenue categories from budget are expected to total $2.9 million. Partially offsetting these
declines are categories where revenues are projected to be above budget. These include property and
franchise tax collections, business license fees, and homeowners tax relief payments from the State.

For the Electric Utility, revenues are running about 2.2% above last year although below budget projections.
Revenues from the sale of electricity are 47.5% of budget as of December 31, 2009 due to lower than
forecast sales. Developer contributions have increased over last year, but are still lagging behind budget
estimates. Actual operating expenses are running 47.5% of FY 2009-10 budget and are down 12.3% from
last year. Improving hydro conditions, lower energy prices and the implementation of approved rate
increases should minimize or eliminate any further withdrawals from reserves for this fiscal year. Staff
continues to monitor the situation and will return to City Council with recommendations as may be required.

With regard to the Water & Sewer Utilities, water sales are estimated to be 7.5% lower than last fiscal year
and may decline further. The effects of this decrease are compounded by decreases experienced in the
previous years. Over the last 10 years, potable water sales have decreased by 23%. Water customer service
charge revenues currently stand at 49.3% for the first six months of the fiscal year. Total revenues for the
utilities through December stand at 48.3% of budget due to much lower than forecasted sewer service
charges and water sales due to economic contraction in the business and residential sectors, and water
conservation due to the statewide drought. Expenditures were at 41.5% of budget as of December 31, 2009.

Redevelopment Agency revenues are expected to be over budget with tax increment tax collections expected
to exceed budget by $1.6 million due to higher than projected assessed valuation partially offset by shortfalls
in rental and interest income. These results do not take into account the pending outcome of litigation over
the State’s $1.7 billion RDA takeaway for 2009-10 and $350 million takeaway for 2010-11. If the litigation
is unsuccessful, the City must make a $9.8 million payment to the State this fiscal year and an additional
$2.0 million payment in 2010-11. It should also be noted that for 2010-11 there are significant commercial
appeals and revaluation requests that may impact RDA tax increment for the next several years.

Convention Center revenues are forecasted to come in ahead of budget and Sports and Open Space Authority
{(SOSA) revenues are projected to come under budget. These variances directly impact the General Fund, as

it subsidizes the Convention Center and will receive a lower transfer from SOSA.

Additional details on all funds are included in the Discussion section attached to this report.
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ADVANTAGES AND DISADVANTAGES OF ISSUE:

Given the significant impact the recession has had on the City’s current fiscal year projections, it is in the
City’s interest to carefully monitor revenues and expenditures throughout the year. There are no
disadvantages to this plan.

ECONOMIC/FISCAL IMPACT:

The overall impact on the City’s FY 2009-10 General Fund is a forecasted deficit of approximately $13.5
million compared to the adopted budget deficit of $6.7 million, an increase of $6.8 million. This deficit is
projected to grow in 2010-11 as salary and benefit costs will rise based on labor contracts and revenue
growth will not keep pace. The City’s Electric Utility is not currently forecasted to require further draws on
reserves for the current fiscal year. The Water & Sewer Utilities revenues are forecasted at $38.9 million,
below the budget of $43.6 million.

RECOMMENDATION:

That the Council, Agency and Authority accept the FY 2009-10 Mid-year Revenue Report.

Director of Finance

Redevelopment Agency Treasurer
Director of Finance (SOSA)

APPROVED:

1 LI

Jennifer Sparacino

City Manager

Executive Director for Redevelopment Agency

Contract Administrator for Sports and Open Space Authority

Documents Related to this Report:
Exhibit 1) City of Sante Clara Revenue Analysis Revised Estimates for 2009-10
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DISCUSSION:

The following highlights the midyear FY 2009-10 revenue results compared to the same period last year and
discusses the changes in forecasted revenues compared to the FY 2009-10 budget.

GENERAL FUND:

Property Tax (Including Property Tax in Lieu of Vehicle License Fee): The City received $9.5 million in
property taxes compared to $9.7 million for the same period last year, down 1.7%. The County Assessor’s
final assessed valuation for the City in 2009-10 represents a 0.8% increase over the prior year, somewhat
higher than the expectation when the budget was prepared. We now project that the City will collect $29.7
million, or about $0.4 million more than the budget.

The City of Santa Clara successiully participated in the Proposition 1A securitization program which fully
backfilled the $3.1 million in property tax borrowed by the State. The State is solely responsible for all
issuance costs and interest being paid for the program.

A word of caution on property tax collections for 2010-11. Under Proposition 13, County Assessors are
required to adjust the assessed valuation of all properties that did not change ownership by the lesser of 2%
or the percent change in the California Consumer Price Index (October to October percent change). For the
first time since Proposition 13 passed in 1978, this factor was negative at -0.237%. This means that even
before considering requests for Proposition 8 valuation adjustments or appeals, our base assessed valuation
will decline for 2010-11 compared to 2009-10. It is anticipated that the impact of other valuation
adjustments and appeals will push this decline further into negative territory resulting in a decline in property
tax collections in 2010-11. Staff is in contact with the Assessor’s Office to monitor their progress in
calculating our 2010-11 assessed valuation.

Sales Tax: Sales tax revenues include the remaining City % cent sales tax receipts and payments made
through the County from property tax collections to replace the % cent sales tax lost through the triple flip
(i.e., property tax in lieu of sales tax). This category also includes the City’s share of the ¥ cent Proposition
172 sales tax. Sales tax revenue for the first half of FY 2009-10 was $11.6 million compared to $14.0
million for the same period last year, down $2.4 million, or 17.2%. Sectors in decline include Retail which
is down 10.1%, Construction which is down 31.4%, Transportation (New and Used Autos) which is down
(down 9.0%), Food Products (Restaurants) which is down 11.1%, and Business to Business which is down
26.7%. The only sector with an increase is Miscellaneous (Health Care and Government) which is up 1.7%.
Based on the mid-year sales tax receipts and input from the City’s sales tax consultant (Muni Services), the
year end estimate for sales tax has been revised down to $29.7 million. This equates to $4.8 million or
13.9% under budget.

Transient Occupancy Tax (TOT): TOT revenues were slightly under $4 million for the first half of FY
2009-10, compared to §5.8 million last year. This is a significant decline of 31.2%. The beginning of the
new calendar year will reflect the revenues from large block and group contracts, which are typically
negotiated for January-December calendar years. Based on industry experts who took into account the
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impacts of the recession, the adopted budget was reduced for 2009-10 compared to 2008-09. OQur current
collections are tracking below this lower budget and TOT revenue is now forecasted to be $1.5 million under
budget.

Other Revenue Sources in the General Fund: The attached table (Exhibit 1) shows that revenues are
projected to be above budget in the franchise tax, business license, and homeowners tax relief categories.
These amounts are more than offset by revenues which are projected to be under budget in the documentary
transfer tax, fines & penalties, use of money & property, other revenue, and development-related fee and
charges for services categories.

General Fund Summary: In summary, the General Fund revenues are currently expected to come in $8.5
million below the FY 2009-10 budget.

ENTERPRISE FUNDS:

Electric: Customer service charges for the sale of electricity were $127.5 million for the first half of FY
2009-10 compared to $125.8 million for the same period last year, up 1.3%. This represents 47.5% of the
FY 2009-10 adopted budget. Operating expenditures for the first half of F'Y 2009-10 were $135.7 million
compared to $154.1 million for the same period last year. The balance in the Cost Reduction Fund was $82.9
million at December 31. Improving hydro conditions, lower energy prices and the implementation of
approved rate increases should minimize or eliminate any further withdrawals for this fiscal vear. Staff
continues to monitor the situation and will return to City Council with recommendations in the near future.

Water: Customer service charges for the Water Utility were $12.7 million for the first half of FY 2009-10
compared to $12.7 million in 'Y 2008-09. Although water rates were increased by 8.5% effective July 1,
2009, revenue did not increase due to a continued decrease in the volume of water sold. This decrease is due
in part to water conservation but mostly the result of declining water sales in the industrial and commercial
sectors. Based on these figures, 49.3% of the FY 2009-10 budgeted revenue has been received to date. The
Water Utility Customer Service Charges are projected to be $23.4 million, or 91% of budgeted revenues of
$25.8 million.

Sewer: Customer service charges for the first half of FY 2009-10 for the Sewer Utility were $8.2 million
compared to $7.4 million for the same period last year, up 11.1%. This represents 46.1% of the adopted
budget. The increase in revenue is due to the sewer rate increases that became effective on July 1, 2009.
However, the Sewer Ultility Customer Service Charges are projected to be $15.5 million for the year, down
13.2% from budgeted revenues of $17.8 million. This is due to a 9.5% decline in industrial and commercial
sewer discharges for the past year, as a result of further economic contraction in the manufacturing and
commercial sectors.

Recycled Water: Customer service charges for Recycled Water were $896 thousand for the first half of FY
2009-10 compared to $874 thousand for the same period last year, up 2.5%. Approximately 57.3% of the
adopted budgeted revenue has been received. The Recycled Water Utility revenues are projected to be $1.4
million at year end, an increase of 5% over the previous year.
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Solid Waste Clean-Up Campaign: Solid Waste customer service charges were $738 thousand for the first
half of F'Y 2009-10 compared to $732 thousand for the same period last year, up 0.8%. The City is
anticipated to meet budget in this area.

REDEVELOPMENT AGENCY':

The Redevelopment Agency received $12.4 million of property tax increment during the first six months of
FY 2009-10. This compares to $11.6 million received last year, an increase of 6.5%. Based on higher
assessed valuation for 2009-10, year-end collections are estimated to exceed budget by about $1.6 million.

The figures above do not reflect the one-time RDA takeaway signed into law by the Governor on July 29
2009 (ABX4-26). A payment of $9,834,223 must be made by May 10, 2010. Note that as was the case with
the 2008-09 proposed RDA takeaway, a suit has been filed by the California Redevelopment Association
claiming that this takeaway 1s unconstitutional. A ruling on this suit is expected before the payment is due.

For 2010-11, assessed valuation in the RDA project areas will likely decline. This is due to the base assessed

valuation decrease discussed in the property tax section of this report and the impact of large commercial
appeals that have been filed. This decline is expected to result in lower tax increment collections.

SPORT AND OPEN SPACE AUTHORITY:

SOSA revenues were §1.3 million for the first half of 2009-10. This is a decrease of $115 thousand or 8.6%
compared to the same period last year. This represents 44.7% of the FY 2009-10 adopted budget. Based on
these results it is expected that SOSA will not meet its revenue budget.

CONVENTION CENTER:

The Convention Center’s revenues for the first six months were $1.6 million compared to $1.8 million for
the same period last year, down 12.6%. Although revenues are down compared to last year, they are running
somewhat higher than budget and are expected to exceed budget by about $0.3 million at year-end.
Combined with expected expenditure savings, the General Fund subsidy is expected to be lower than budget.
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