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TOWN OF APPLE VALLEY 

TOWN COUNCIL STAFF REPORT 

 

To:  Honorable Mayor and Town Council  Date:     March 8, 2012 
 
From:  Marc Puckett, Director of Finance  Item No: 1 
 Finance 
  
Subject: FISCAL YEAR 2011-2012 MID-YEAR BUDGET REVIEW 

T.M.  Approval:_____________________ Budgeted Item:  Yes   No  N/A 

 
 
RECOMMENDED ACTION: 
 
That the Town Council: 
 

1. Receive and file the Fiscal Year 2011-2012 Mid-Year Budget Review Report 
2. Review and adopt the attached Budget Adjustment number 12-22.    

 

SUMMARY: 
 
Discussed herein for your review and consideration is the Fiscal Year 2011-2012 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, 2011, the fiscal mid-year for Fiscal Year 2011-2012.  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 August 9, 2011. 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 that 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 2012-2013 Operating and Capital Improvement Budget.  

 
BACKGROUND: 
 
The Town Council adopted the FY 2011-2012 Operating and Capital Improvement budget on 
August 9, 2011.  The Adopted Operating and Capital Improvement budget is the Town’s one-
year spending plan for FY 2011-2012.  It serves as a planning guide for the ensuing fiscal 
year. The adopted budget demonstrates how available resources are matched against the 
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Town’s service priorities to provide essential services to the community.  It demonstrates 
how established short-term goals and objectives will be implemented over the next year. 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 the 
budget and the implementation of spending priorities outlined therein.  These events, such as 
the State’s elimination of the Town’s Redevelopment Agency, necessitate adjusting the 
budget projections from time to time during the course of the fiscal year.   

Staff is proceeding to implement a “best practices” approach to the budget development 
process.  In doing so, staff has modified the mid-year budget process 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 2012-2013.  

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 2011-2012 
General Fund adopted budget amounts to $31,000.   Adjustments to the various 
departmental and non-departmental categories of budget appropriations in the General Fund 
totals $252,300. These mid-year adjustments to the FY 2011-2012 General Fund adopted 
budget are proposed as summarized in Budget Adjustment number 12-22 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 Special Council meeting to discuss the Mid-
Year Budget Review scheduled for March 8, 2012.  

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.  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.  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 
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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 re-appropriation 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 Fiscal Year 2011-2012 was $23.8 million. The 
table below is a summary of the total resources and resource requirements for the adopted 
Fiscal Year 2011-2012 General Fund budget: 

General Fund Summary 
  
Estimated Revenues $  17,745,050 
Transfers In       5,441,395 
Use of Fund Balance          575,298 
  

Total Resources $  23,761,743 
Adopted Budget     23,761,743 
  
Balance                                  -0-            

 

As a result of discussions at the budget workshops, Council determined that the following 
budget balancing strategies and adjustments would be made to close the General Fund 
structural imbalance of $831,000 in the proposed budget and provide for a $220,000 
reduction in the cost allocation transfer from the RDA Fund to the General Fund to help offset 
the potential loss of tax increment revenue.  The status of implementation of these budget 
balancing strategies are noted below: 

 Transfer 1 Deputy position to a grant funded position - Completed.  $142,000 
 Eliminate funding for IT Blade Server – Alternate funding identified. $100,000 
 Reinstate Emergency Preparedness funding - Completed.             ($  60,475) 
 Reduce Vehicle License Fees estimated revenues – Completed.            ($110,366) 
 Adjustment to Sheriff’s Contract – Completed.              ($  65,377) 
 Early Retirement Incentive – In Progress.     $140,000 
 Temporary hiring freeze – Completed     $142,000 
 Eliminate GIS Software funding – Alternate funding identified  $106,000 
 Reduce Charles Abbott contract services – Completed   $240,000 
 Adoption of two-tier retirement formula – Completed   $  30,000 
 Reduce travel and educational reimbursements by 50% - Completed $  38,500 
 Contract out Parks Maintenance       $200,000 
 Increase Parks & Recreation user fees – Not Completed   $  20,000 
 Various miscellaneous other adjustments to individual line items  $  42,000 

 
The total of all adjustments to the proposed Fiscal Year 2011-2012 that were adopted as part 
of the budget by Council amounted to $1,145,036.  Of the total number of adjustments, 
$755,036 were one-time adjustments and $390,000 may be considered structural 
adjustments to the budget. One-time adjustments do not solve structural budget imbalances. 
Absent other budgetary impacts, these imbalances will continue to exist and must be 
addressed as part of future budget cycles.  
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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 months of the fiscal year is included in Exhibit B.    

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 2011-2012 budget highlighted below and as outlined in the 
attached proposed Budget Adjustment Number 12-22 (Only significant General Fund 
changes have been highlighted):  

Revenues: 

Property Tax:  Per the County Assessor’s Office, with respect to property values, the worst 
of the recessionary decreases in property values have already been realized.  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 will remain flat to decreasing by up to 1% for the 
next year. The Assessor’s Office had anticipated a slight increase in the Assessment roll of 
0.75% to 1.0% growth in the current fiscal year.  However, taxable values decreased by 
almost 1% resulting in a reduction in property taxes of approximately $170,000. This 
decrease was partially offset by a $50,000 increase in the property tax – sales tax backfill 
“true-up” payment but the property tax – VLF backfill payment decreased by $36,000 
resulting in a net overall decrease in current year property taxes of approximately $156,000.  
No downward adjustment in property tax revenue estimates is proposed at this time since the 
shortfall appears to be offset by the net property tax collections from supplemental 
assessments and supplemental refunds relating to prior tax years.  The Assessor’s Office is 
projecting taxable values to remain flat to increasing very slightly for FY 2012-2013.  
Significant appreciation in property values and corresponding taxable values is not projected 
during the next two fiscal years.    

Sales Tax:  Sales tax revenue collections are up approximately 4.0% year-to-date. The 
Town’s sales tax collections have increased each quarter for the past six quarters based 
upon a comparison of the trailing twelve month period. Sales tax revenues are expected to 
continue to increase slightly over the second half of the fiscal year as retail sales begin to 
pick up momentum throughout the County. As a result, an upward adjustment in the Town’s 
sales tax revenue estimates for FY 2011-2012 is proposed in the amount of $189,000 from 
$4,977,000 to $5,166,000. On an adjusted basis, for the most recent quarter that information 
is available (July through September), countywide sales tax collections were up 10.0% on a 
year-over-year basis and up 9.0% as adjusted for accounting aberrations (double-up 
payments) on average when compared to the same period in the prior fiscal year. Statewide 
sales tax collections were up an average of 9.4%.  Sales tax collections for Apple Valley 
were up 2.6%, as adjusted, for the July through September, 2011 quarter and have lagged 
the statewide and countywide average increases in recent quarters.     

Code Enforcement Fees and Fines:  Code Enforcement fees are down significantly (by 
$200,000) due to Code Enforcement fees and fines being recorded within the same revenue 
line item. It was determined that there was no added utility in reporting these two revenue 
sources separately. These fees and fines are due to fines on foreclosed properties and 
abatement warrants on those properties. These fines are paid by the banks that hold the title 
to the foreclosed properties and sometimes can total several thousand dollars. However, the 
fines are reduced significantly, usually to $1,000 per violation, if the banks correct the 
violations and request a reduction in the fine amount.  Overall, the foreclosure activity has 
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decreased resulting in the need to correspondingly adjust current year revenue estimates 
downward.   

Other Revenues (Sale of Cell Easement): One-time revenues from the sale of a cell tower 
easement are up $57,000 to $357,000 over the initial budgeted projections of $300,000. Staff 
was successful in negotiating an increase in revenues from the sale of the easement over 
the initial budgetary projections.   

Expenditures: 

Early Retirement Incentive:  To date, ten employees have elected to take the early 
retirement incentive.  CalPERS implemented a new software system during the summer and 
fall of 2011. The implementation of the software system delayed the opening of the early 
retirement window and reduced budgetary savings the Town had anticipated during FY 
2011-2012 by $140,000.  Personnel savings in FY 2012-2013, however, are estimated to 
exceed approximately $900,000.  The amount of anticipated savings will be reduced if any of 
these positions are filled permanently, on a part-time basis, or if the duties are sub-
contracted to consultants.   

Parks Maintenance:   A Request for Proposals (RFP) was issued for parks maintenance.  
Responses to the RFP have been received and are being reviewed.  Based upon an initial 
review of the respondents’ estimates, the Town may be able to save as much as $500,000 
by contracting out Parks Maintenance.  If implemented, this savings will significantly reduce 
the $1,000,000 structural budget deficit in the Parks and Recreation Fund.   

Contract Services:  Contract services accounted for within the Town Council’s budget 
increased by $19,150. The additional funding was necessary to conduct the management 
360 evaluation and a team building exercise that was recently completed.   

Mileage Allowances:  Personal vehicle use by Council members is frequent and routine. 
Each member of Council serves on various commissions and committees as well as 
attending numerous community events. Some of these commissions and committees are 
County-wide and/or State-wide.  A $150 monthly mileage allowance was established to 
reimburse Council for the business use of their personal vehicles thereby increasing the 
budgeted appropriation for mileage allowances by $6,500 thru the end of the fiscal year.   

Legal Costs:  The legal costs for the Town’s contract attorneys is anticipated to exceed 
budgeted appropriations by $163,000 thereby increasing the budgeted appropriations of 
$325,000 to the estimated spending level of $488,000 at year end.   

Check 21 Software:  Finance department staff had budgeted appropriations in FY 2010-
2011 for implementation of Check 21 software. The software, although budgeted in FY 2010-
2011 was not received until FY 2011-2012.  This software allows staff to scan all checks 
received and clear the image of the check rather than processing the physical check.  
Implementation of this software significantly reduced banking charges and staff processing 
time for the checks. $28,500 needs to be re-budgeted in FY 2011-2012 for the cost of the 
software.   

CJPIA Insurance Costs:  Insurance costs for participation in the California Joint Powers 
Insurance Authority increased by approximately $60,000 from $785,000 to $845,000 for the 
fiscal year.     

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 
$50,000 annually.  
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Spay/Neuter Program:  Due to the increased number of animals taken in at the Animal 
Shelter, spay and neuter activities have increased proportionally.  As a result, an additional 
appropriation of $8,000 is necessary to continue spay/neuter activities.    

Graffiti Removal Program:   As a result of the increased need for graffiti removal this year, 
an additional appropriation of $29,500 is necessary to continue graffiti abatement activities.  

Including all proposed adjustments to revenues and appropriations, the General Fund budget 
for Fiscal Year 2011-2012 is estimated to be approximately $24.0 million. The table below is 
a summary of the total resources and resource requirements for the adopted Fiscal Year 
2011-2012 General Fund budget including the adjustments as proposed: 

General Fund Summary 
  
Estimated Revenues $  17,745,050 
Proposed Rev. Adjustments 31,000 
Transfers In  5,441,395   
Use of Fund Balance                                    796,598     
Total Resources                            $ 24,014,043 
  

Adopted Budget                            $ 23,761,743 
Proposed Approp. Adj.                                    252,300 
Total Adj. Appropriations                            $ 24,014,043 
  
Balance                                  -0-            

 

Other budgetary impacts worth noting include the following items: 

Landscape/Lighting District:    Electricity and related costs for the landscape/lighting 
district recently assumed by the Town increased annual appropriations by $6,000.  The $1.5 
million received in available funding for operational costs and future lighting district 
improvements was appropriated for future North Apple Valley infrastructure improvements.  

Apple Valley Golf Course:   The Town paid off two outstanding loans totaling $1,520,000 
on August 8, 2011.  At that time, the deed to the golf course was recorded in the name of the 
Town of Apple Valley.  As of that date, the golf course was valued at $1,440,000 based upon 
an independent appraisal of the property. Equipment appurtenant to the property was valued 
at $80,000 net of accumulated depreciation.   With the filing of the deed to the property, the 
Town also assumed the adjudicated water rights previously held by the Country Club to 700 
acre feet of water.  Based upon the most recent sales of water rights as recorded by the 
Water Master, these water rights had a market value of approximately $2.9 million to $3.6 
million at the time of acquisition.  Therefore, a gain of $2.9 million was recorded which 
eliminated most of the accumulated fund deficit in the Golf Course Fund.  

Parks and Recreation:  The Apple Valley WAVE program was discontinued due to low 
participation and logistical issues. The winding down costs for the program are estimated at 
$15,000.  At the beginning of the fiscal year, the pool was in need of significant repair 
including repair of the heat exchanger in one pool heater and replacement of a number of 
valves. These repairs were unbudgeted and are expected to cost approximately $14,500.   

Redevelopment Agency Dissolution Activities:  Clean-up bills were introduced to address 
issues related to the dissolution of redevelopment agencies. On February 2nd, Speaker John 
Pérez (D-Los Angeles) introduced AB 1585 to clean up certain provisions of the 
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redevelopment dissolution bill AB 1x 26. This bill includes an urgency clause and will require 
a two-thirds vote.  The bill makes various technical fixes to AB 1x 26 in an attempt to clarify 
the functions of successor agencies and oversight boards. The bill also seeks to protect 
affordable housing funds. 

Specifically, AB 1585: 

 Makes changes to the “administrative cost allowance” to include temporary 
increases in order to carry out enforceable obligations.  

 Expands the definition of “enforceable obligation” to include any loans specific to 
a project area or other specified obligations including those between a city and 
redevelopment agency prior to Dec. 31, 2010.  

 Allows cities to retain responsibility for housing functions previously performed by 
the redevelopment agency, including low and moderate income housing. Housing 
funds must be kept in a separate account and at least 80 percent of the funds 
must be encumbered within three years.  

 
SB 1151 would require the successor agency to prepare a long range asset management 
plan that outlines a strategy for maximizing the long-term value of the real property and 
assets of the former redevelopment agency for ongoing economic development and housing 
functions. The bill requires the agency to submit the plan to the Department of Finance 
(DOF) and the oversight board by December 1, 2012, and would require the approval of the 
plan by DOF and the oversight board by December 31, 2012. 

  
SB 1156 would enable cities and counties to establish a “community development and 
housing joint powers authority.” It permits cities and counties to form a joint powers authority 
(JPA) to assume the successor agency responsibilities. It also permits the JPA to establish 
an additional sales tax to fund sustainable economic development and affordable housing. 

 
SB 1220 (DeSaulnier), the Housing Opportunity Trust Fund Act of 2012, is a jointly 
sponsored bill by the California Housing Consortium and Housing California. These two 
groups joined together to sponsor this legislation that would establish a permanent source of 
funding for affordable housing. SB 1220 would impose a $75 fee on the recordation of each 
real-estate document. These funds will be deposited into a state-administered Housing 
Opportunity and Market Stabilization (HOMeS) Trust Fund to support the development, 
acquisition, rehabilitation, and preservation of housing affordable to low-income and 
moderate-income households. The funds could be used for emergency shelters, transitional 
and permanent rental housing, and foreclosure mitigation as well as home ownership 
opportunities. 

 
Finally, SB 986 (Dutton) Redevelopment: Bond Proceeds - This bill would provide that all 
bond proceeds that were generated by the former redevelopment agency shall be deemed to 
be encumbered and would prohibit a successor agency from remitting these proceeds to the 
county auditor-controller. This bill would also require that the proceeds of bonds issued by a 
former redevelopment agency must be used by the successor agency for the purposes for 
which the bonds were sold pursuant to an enforceable obligation, as defined, that was 
entered into either by the former redevelopment agency prior to its dissolution, or is entered 
into by the successor agency by December 14, 2014. This bill would also provide that if an 
enforceable obligation is not entered into by that time, or if the purpose for which the bonds 
were sold can no longer be achieved, then the bond proceeds shall be used to defease the 
bonds or to purchase outstanding bonds on the open market for cancellation. 
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The impact of Governor Brown’s State budget proposal on the Town of Apple Valley’s 
Redevelopment Agency would eliminate annual collections of property tax increment 
amounting to $6.6 million.  In addition, the Town has a total of $16.6 million in housing funds 
and bond proceeds that are at risk pending successful passage of the aforementioned 
legislation.  The Town would be able to fund previously existing debt obligations of the 
Agency from these funds.  However, no new debt may be issued.   
 
Also, as required by the State Controller’s Office, Staff has established the “Redevelopment 
Obligation Retirement Fund” to account for dissolution activities associated with winding 
down the Redevelopment Agency. 
 

SUMMARY  

The FY 2011-2012 budget was adopted with a planned appropriation from General Fund 
available fund balance. Following adoption of the budget, Council approved additional 
appropriations for various programs, services, and carryovers from FY 2010-2011.  As of 
December 31, 2011, the planned appropriation from available fund balance in the General 
Fund amounted to $575,298.  Additional appropriation requests in the amount of $252,300 
are also proposed in the General Fund as outlined in Exhibit A.  In addition, proposed 
revenue adjustments to the General Fund result in a net increase of $31,000 to General 
Fund revenues. The net result of these changes in revenue estimates and appropriation 
increases will increase the amount of the planned appropriation from the General Fund 
available fund balance by $221,300 (from $575,298 to $796,598).     

ALTERNATIVES CONSIDERED 

No alternatives were considered.  

FISCAL REVIEW 

The attached Exhibit A summarizes the proposed 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 12-22, 
summarizes the proposed 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, 2011.   

The net result of these changes in revenue estimates and appropriation increases will 
increase the amount of the planned appropriation from the General Fund available fund 
balance by $221,300 from $575,298 to $796,598.   

LEGAL REVIEW 

No legal review is required for this item.   

CONCLUSION 

The attached budget adjustment (BA 12-22) is recommended to Council for adoption.  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 cost-effective and efficient manner possible.  
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______________________ 

MARC R. PUCKETT 
Director of Finance 

  

ATTACHMENTS:  1) Budget Adjustment 12-22 
                                    2) Exhibit A – Mid Year Budget Adjustment Summary 
                                    3) Budget to Actual Comparison by Fund/Department/Division 
                                    4) General Fund/Parks & Rec./Golf Course Revenue Projections 
                                    5) Calculation of Projected Fund Balances – June 30, 2012 
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