TOWN OF APPLE VALLEY
TOWN COUNCIL STAFF REPORT
To:

Honorable Mayor and Town Council Date: February 24, 2015

From:

Marc Puckett
Assistant Town Manager

Subject:

FISCAL YEAR 2014-2015 MID-YEAR BUDGET REVIEW

T.M. Approval: _____________________

Item No:

Budgeted Item:

7

Yes

No

N/A

RECOMMENDED ACTION:
1. That the Town Council receive and file the Fiscal Year 2014-2015 Mid-Year
Budget Review Report.
2. Approve Budget Amendment Number 15-15.
SUMMARY:
Discussed, herein, for your review and consideration, is the Fiscal Year 2014-2015
Mid-Year Budget Review Report. This report provides an update on the Town’s
progress towards implementation of its one-year financial plan, its adopted operating
and capital improvement budget, as of December 31, 2014, the fiscal mid-year for
Fiscal Year 2014-2015. Specific attention is focused on the Town’s General Fund.
The primary purpose of this report is to provide an update on the status of the Town’s
budget, highlighting any changes or issues that may need to be addressed since the
budget’s adoption on June 10, 2014. To that end, included within this report are
certain proposed budget adjustments to various revenue sources and categories of
expense due to financial events occurring subsequent to adoption of the budget
which are discussed herein.
The Mid-Year Budget Review report also briefly highlights any changes in economic
conditions that may have impacted the Town’s budget during the current fiscal year
and briefly discusses challenges the Town may need to address during preparation
of the proposed Fiscal Year 2015-2016 Operating and Capital Improvement Budget.
BACKGROUND:
The Town Council adopted the FY 2014-2015 Operating and Capital Improvement
budget on June 10, 2014. The Adopted Operating and Capital Improvement budget
is the Town’s one-year spending plan for FY 2014-2015. It serves as a planning
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guide for the ensuing fiscal year and demonstrates progress towards implementation
of the Town Council’s long-term goals as outlined in the Vision 2020 plan. The
adopted budget also demonstrates how established short-term goals and objectives
will be implemented over the next year. It demonstrates how available resources are
matched against the Town’s service priorities to provide essential services to the
community. It underscores the Town’s continued commitment to provide more
efficient services to residents and maintains adequate resources for unforeseen
emergencies.
After adoption, financial events occur throughout the course of the year that impact
upon the budget and the implementation of spending priorities outlined therein.
These events necessitate adjusting the budget projections from time to time during
the course of the fiscal year to keep the spending plan up-to-date based on current
financial conditions.
Staff is proceeding to implement a “best practices” approach to the budget
development process. In doing so, staff modified the mid-year budget process last
year, and again this year as part of overall efforts to continually improve the quality of
information provided to Council. This process is part of an on-going effort and
additional process improvements will be evident in the upcoming budget
development process for Fiscal Year 2015-2016.
There are several estimated revenue and appropriation adjustments proposed by
staff based upon actual experience and/or historical data contained herein.
In total, adjustments to the various estimated revenue projections in the FY 20142015 General Fund adopted budget amounts to an increase of $574,100
Adjustments to the various departmental and non-departmental categories of budget
appropriations in the General Fund totaled to an increase of $207,392. On an “all
funds” basis, total revenues are proposed to increase by $1,957,588 and total
expenditures are proposed to increase by $1,360,702. These mid-year adjustments
to the FY 2014-2015 General Fund adopted budget will be considered by Council at
its February 24, 2015 Town Council meeting, and are summarized in Budget
Adjustment number 15-15 and Exhibit A attached hereto.
Staff will be making a presentation summarizing the proposed changes to the budget
outlined in the attached exhibit and highlighting financial events occurring at the State
and local level since adoption of the budget at the February 24, 2015, Council
meeting.
Due to external factors affecting the Federal, State, and local economy, it was felt
that a brief review of the Town’s revenue and expenditure structure may be helpful in
understanding some of the challenges ahead in the coming year’s budget cycle. This
review will focus primarily on the Town’s key revenue sources and expenditure
categories considered of general interest and also primarily responsible for these
challenges.
From time to time, the Town Council may approve additional appropriations for
various programs and services throughout the course of the fiscal year. Some of the
additional appropriations that may be approved throughout the year include
adjustments to project appropriations due to increasing the scope of the project or for
those programs that receive grant funding after adoption of the budget.
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The Town, as a matter of fiscal conservancy, does not typically budget grant
revenues until such time as the grant award has been received and receipt of the
grant funding is eminent.
Integration of the budget into the Town’s accounting system and internal control
processes is essential in demonstrating the strength of the Town’s financial policies
and management practices. This process is essential, for example, during a financial
management assessment performed by credit rating agencies, such as Standard &
Poor’s or Moody’s Investor Services. To that end, it is noteworthy that the Town’s
Standard & Poor’s debt rating was recently upgraded from A- to A.
The budgetary integration process is demonstrated through adoption of reasonable
and comprehensive budget assumptions with budget reviews and revisions
performed at interim periods throughout the course of the fiscal year.
The focus of the mid-year budget review presentation is primarily the Town’s General
Operating Fund revenues and expenditures. The majority of the Town’s operating
expenditures are accounted for within this fund. Other special revenue fund budgets,
such as the Community Development Block Grant (CDBG) or Home Funds do not
usually require adjustments at mid-year due to the specific nature of the resource
allocations and program requirements. When revenues for these special revenue
funds are not fully expended during the year, balances are carried forward for reappropriation in the subsequent years’ budget process. Adjustments to other funds
are submitted to Council on an “as needed” basis periodically throughout the year.
The total adopted General Fund budget for FY 2014-2015 was $25.9 million. The
table below is a summary of the total resources and resource requirements for the
adopted FY 2014-2015 General Fund budget:
TABLE 1
General Fund Summary
Estimated Revenues
Transfers In
Total Resources

$ 20,234,502
5,820,307
$26,054,809

Adopted Budget
Approp. To Fund Balance

$ 25,887,310
167,499

Balance

-0-

All Town departments have provided feedback to the Finance department regarding
the status of their current year’s expenditures and budgetary performance as
projected through the end of the fiscal year. A comparison of budget-to-actual
performance by department for the first six (6) months of the fiscal year is included in
Exhibit B.
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Based on staff’s analysis of the current year’s operating revenues and expenditures
and, based upon information and input provided by all departments, staff
recommends the following adjustments to the FY 2014-2015 budget highlighted
below and as outlined in the attached Budget Adjustment Number 15-15 (Only
significant General Fund changes have been highlighted):
REVENUES:
Property Tax: Per the County Assessor’s Office, with respect to property values, the
residential real estate market has stabilized and pockets of improvement in assessed
values can be seen throughout the County. Overall, although there appears to be
some slight improvement in the real estate market, the taxable values have increased
less than anticipated and will increase only slightly by up to 2% for the next year. The
Assessor’s Office had anticipated an increase in the Assessment roll of 4.0% to 5.5%
growth in the current fiscal year which would have included “Prop. 8” recoveries of
between 4-6%. However, taxable values remained mostly flat resulting in only a slight
increase in property taxes for the fiscal year to date. The Assessor’s Office is again
projecting that taxable values may increase slightly by as much as 6.0% or more in
some areas which may include 5–7% in Prop. 8 recoveries again for FY 2015-2016.
Significant appreciation in property values during FY 2015-2016 and corresponding
taxable values may occur during the next two (2) fiscal years. However, more
information will be available regarding property tax estimates and collections once
the County Assessor has completed preparation of the Assessor’s roll.
Sales Tax: Sales tax revenue collections are estimated to increase by approximately
3.2% through June 30 based upon the year-to-date sales tax collections. Sales tax
revenues are expected to continue to increase slightly over the second half of the
fiscal year as retail sales continue to pick up momentum throughout the County. As a
result, an upward adjustment in the Town’s sales tax revenue estimates for FY 20142015 is proposed in the amount of $133,800 from $4,177,500 to $4,311,300.
Pass Through PA#2: A one-time adjustment to revenue estimates for Pass through
payments from PA#2 will increase the pass through revenue by $218,188. This
increase in revenues is primarily resulting from adjusted distribution formulas for local
taxing entities as a result of the RDA dissolution process.
Animal Sheltering Services: An adjustment to the service contract with the County
of San Bernardino to reflect the level of service provided increase revenue estimates
by $118,100 for the remainder of the FY 2014-15 fiscal year.
Other Revenues (Transfers In): Other revenue adjustments included an anticipated
reduction in Business License Fee revenues of $33,000, reduction in Investment
earnings of $88,000 due to lower interest rates and an increase in Transfers In of
$890,900 due primarily to an adjustment in the calculation of franchise fees.
EXPENDITURES:
Contract Services: Contract services accounted for $27,430 of the proposed
appropriation increases in the General Fund across all departments. The additional
expenditures were primarily resulting from planned future consulting contracts to
assist various departments such as Economic Development, Finance, Town
Manager’s Office, General Government and Public Facilities.
Meetings & Conferences: Additional travel has been necessary for various staff
members including the Town Manager and Council Members as a result of the RDA
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dissolution process and pending State and Federal legislation. Staff has attended
four meet and confer processes with the State Department of Finance. Additionally,
several staff members including the Town Manager and Council Members have
continued and/or become more active in League of California Legislative Advocacy
Committees. Some of these commissions and committees are County-wide and/or
State-wide. Also, Town staff and Council Members will be traveling to Washington,
D.C. to meet with congressional delegates and staff members from various Federal
agencies. These additional unanticipated expenditures will increase budgeted
appropriations for meetings & conferences by approximately $17,000 across all
departments in total through the end of the fiscal year.
Legal Costs: The legal costs for the Town’s contract attorneys are on track to
increase by $155,550 through the end of the fiscal year. These increased legal costs
are primarily due to costs related to the AVRWC rate case, Yermo water system,
animal hoarding complaints and medical marijuana dispensaries.
Hardware and Software: Costs related to Information Technology services are
expected to decrease for the remainder of the fiscal year by approximately $68,300.
These budgetary savings are due to contracting out IT services to Top Notch
Computing. This service contract has proven to be beneficial to the Town in that
service delivery has increased to all departments. This improved level of service
occurred with a corresponding decrease in the cost of service.
Insurance Costs: The budgeted appropriations for insurance costs continue to
decrease due to good stewardship and claims management by the Risk Management
staff. Insurance costs are expected to decrease by $43,000 for the remainder of FY
2014-2015.
Replaced Copiers: Staff replaced the Town’s copier machines with less costly and
more efficient copier machines. As a result, copier costs have decreased by
approximately $27,000 annually.
Fuel Costs: Declining fuel costs are anticipated to save the Town approximately
$50,000 over the remainder of the fiscal year. These savings may be short-lived as
fuel costs have increased by over $0.50 over the past two weeks and appear to be
headed even higher. Some commodity traders have projected that fuel costs will
stabilize at current levels for the next fiscal year through the presidential election. If
fuel costs do stabilize at these levels, the Town will save approximately $150,000 in
fuel costs through November 2016.
Including all adjustments to revenues and appropriations, the General Fund budget
for FY 2014-2015 is estimated to be approximately $26.1 million. The table below is a
summary of the total resources and resource requirements for the adopted FY 20142015 General Fund budget including the adjustments as proposed:
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TABLE 2
General Fund Summary
Estimated Revenues
Proposed Rev. Adjustments
Transfers In

$ 20,234,502
574,100
5,820,307

Total Resources

$26,628,909

Adopted Budget
Prop. Approp. Adjustments
Total Adj. Appropriations
Approp. To Fund Balance

$25,887,310
207,392
$26,094,702
534,207

Balance

-0-

SUMMARY:
The FY 2014-2015 budget was adopted with a planned appropriation to General
Fund available fund balance. Following adoption of the budget, Council approved
additional appropriations for various programs, services, and carryovers from FY
2013-2014. As of the June 10, 2014 adoption of the FY 2014-2015 budget, the
planned appropriation to available fund balance in the General Fund amounted to
$167,499. As of December 31, 2014, revenue adjustments increased total available
resources in the General Fund by $574,100. These revenue increases were partially
offset by appropriation increases in the amount of $207,392. These net adjustments
increased the appropriation to fund balance from $167,499 to $534,207 as of midyear. These proposed revenue and expenditure adjustments are outlined in Exhibit A
(Attachment 2).
ALTERNATIVES CONSIDERED:
No alternatives were considered.
FISCAL REVIEW:
The attached Exhibit A summarizes the adopted adjustments in revenue estimates
and appropriations (expenditures) to the current year’s adopted Operating and
Capital Improvement budget reviewed herein. The attached budget adjustment, BA
15-15, summarizes the adopted increases in revenue estimates and appropriation
adjustments.
Exhibit B summarizes the changes in revenue estimates and budgetary performance
for all departments and all funds reflective of all budget amendments previously
approved by Council through December 31, 2014.
The net result of these changes in revenue estimates and appropriation adjustments
increased the appropriation to fund balance from $167,499 to $534,207 as of the FY
2014-2015 mid-year report.
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LEGAL REVIEW:
No legal review is required for this item.
CONCLUSION:
The attached budget adjustment (BA 15-15) proposed to Council for consideration at
its February 24, 2015 Council Meeting, summaries proposed changes in the adopted
FY 2014-2015 Operating Budget. Staff is committed to ensuring that the Town
continues its conservative fiscal practices; adopts sound, responsible, financial plans;
and maintains its high-level of service delivery to the community in the most costeffective and efficient manner possible.
ATTACHMENTS:
1.
2.
3.
4.
5.

Budget Amendment 15-15
Exhibit A – Mid Year Budget Adjustment Summary
Budget to Actual Comparison by Fund/Department/Division
General Fund/Parks & Rec./Golf Course Revenue Projections
Calculation of Projected Fund Balances – June 30, 2015
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BUDGET AMENDMENT REQUEST
Requesting Department

Finance

15-15

Prepared By

Date Prepared

Marc Puckett

February 24, 2015

REVENUES AND OTHER FINANCING SOURCES
Account Description

Fund

Dept

Various General Fund Revenue

1001

Various

Multi Species Grant Revenue
Solid Waste Trash Collection Fees

4910
5510

4822
0000

Account No.

Various

Amendment
Amount

574,100

6816-0000
6770-0000
REVENUE TOTA L

474,700
908,788
1,957,588

EXPENDITURES AND OTHER FINANCING USES
Amendment
Amount

Account Description

Fund

Dept

Account No.

Various General Fund Expenditures

1001

Various

Various

207,392

Measure I Projects

2120

5210

Various

53,000

Multi Species Grant Expenditure

4910

4822

8940-0000

474,700

Wastewater Capital Projects

5010

4210

9300-0000

(265,290)

Solid Waste Franchise Transfer

5510

7510

9610-1001

890,900

EXP ENDITURE TOTA L

1,360,702

PURPOSE

To adjust various revenue and expenditure sources as recommended by staff at
mid-year budget review and in the amounts as noted per the attached Exhibit A
Department Director

Date

ATM Fin. & Admin./Asst. Fin. Dir.

Date

Town Manager

Date

Entered by

Date
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