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TOWN OF APPLE VALLEY 
TOWN COUNCIL STAFF REPORT 

 

To:  Honorable Mayor and Town Council    Date: February 28, 2017 
 
From:  Marc Puckett, Assistant Town Manager Item No: 7 
  
Subject: FISCAL YEAR 2016-2017 MID-YEAR BUDGET REVIEW 

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

 
 
RECOMMENDED ACTION: 
 
1. That the Town Council receive and file the Fiscal Year 2016-2017 Mid-Year Budget 

Review Report. 
 
2. Approve Budget Amendment Number 17- 9 incorporating revenue and expenditure 

changes and carry forwards as proposed herein.  
 

SUMMARY: 
 
Discussed herein for your review and consideration is the Fiscal Year 2016-2017 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, 2016 and the fiscal mid-year for Fiscal Year 
2016-2017.  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 14, 2016. 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 2017-2018 Operating and Capital Improvement Budget. 
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BACKGROUND: 
 
The Town Council adopted the FY 2016-2017 Operating and Capital Improvement budget 
on June 14, 2016.  The Adopted Operating and Capital Improvement budget is the Town’s 
one-year spending plan for FY 2016-2017.  It serves as a planning 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 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 2017-2018. 
 
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 estimated revenue projections in the FY 2016-2017 General 
Fund adopted budget amount to a decrease of $17,886. Adjustments to the various 
departmental and non-departmental categories of budget appropriations in the General 
Fund totaled to an increase of $33,320. On an “all funds” basis, total revenues are 
proposed to increase by $148,515 and total expenditures are proposed to increase by 
$268,051. These mid-year adjustments to the FY 2016-2017 General Fund adopted 
budget will be considered by Council at its February 28, 2017 Town Council meeting and 
are summarized in Budget Adjustment Number 17- 9 and Exhibit A attached hereto. 
 
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 
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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. To that end, it is noteworthy that the Town’s 
Standard & Poor’s debt rating was recently re-confirmed as an “A” rating. 
 
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 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 FY 2016-2017 was $29.6 million. The table 
below is a summary of the total resources and resource requirements for the adopted 
FY 2016-2017 General Fund budget: 
 
TABLE 1 

General Fund Summary 
  
Estimated Revenues $  21,643,686 
Transfers In 7,489,857 
Approp. From Fund Balance 474,146 
Total Resources $  29,607,689 
  

Adopted Budget $  29,607,689 
  
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 2016-2017 budget highlighted below and as outlined in 
the attached Budget Adjustment Number 17-9 (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 clear 
signs of improvement in the real estate market, the taxable values have increased by 
about 5% which is slightly more than anticipated (3.5%), and are anticipated to increase 
slightly above 3.5% next year. The Assessor’s Office has provided a preliminary estimate 
of anticipated increase in the Assessment roll of 4.0% to 5.0% growth in property tax 
revenues for the FY 2017-2018 fiscal year which includes “Prop. 8” recoveries projected 
between 4-6%. There are still a total of 2,236 Prop. 8 parcels under review. Most of these 
parcels have been under the Prop. 13 limit since 2007. In FY 2016-2017, Prop. 8 
recoveries accounted for 1.46% of the increase in taxable values. Taxable values in Apple 
Valley have not increased at the same rate as many areas of San Bernardino County and 
have continued to lag forward-looking estimates each of the past three (3) years. Property 
tax revenues are projected to remain near current estimates for the remainder of the fiscal 
year resulting in no change in current revenue estimates of $2,774,600. Significant 
appreciation in property values during FY 2017-2018 and corresponding taxable values 
in excess of projections may occur during the next two (2) fiscal years due to new 
construction and Prop. 8 recoveries. More information will be available regarding property 
tax estimates and collections once the County Assessor has completed preparation of 
the Assessor’s roll. 
 
The State has completed the unwinding of the “Triple Flip” which sunset on December 31, 
2015. In March 2004, the voters of California approved Proposition 57, the California 
Economic Recovery Bond Act. The measure authorized the issuance of $15 billion in 
“Economic Recovery Bonds” to close the state’s operating budget deficit. Under 
Proposition 57, the bonds are repaid from a dedicated 0.25 percent increase in the state 
sales and use tax. The city/county portion of the sales and use tax rate imposed Bradley-
Burns Uniform Sales Tax law is reduced by 0.25 percent, such that there is no net impact 
on the total rate. Cities and counties are reimbursed for the reduced sales and use tax 
revenue with transfers of local property tax revenues that would otherwise have gone to 
schools. Schools are made whole from the state general fund and experience no negative 
impact. This mechanism was known as the “triple flip.” FY 2016-2017 will be the first fiscal 
year since 2004 that the Town has received the full 1% Bradley-Burns local sales tax.  
 
Sales Tax:  Growth in sales tax revenues has been inconsistent for the past six (6) 
quarters. Actually sales tax revenues were up 2.7% for the first quarter of FY 2016-2017. 
Sales tax revenues are estimated to remain flat or decrease slightly by 1.5% through 
June 30 resulting in a decrease in sales tax collections of approximately $102,000. Retail 
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sales have slowed in some areas throughout the County. As a result, a downward 
adjustment in the Town’s sales tax revenue estimates for FY 2016-2017 is proposed in 
the amount of $102,000 from $6,015,500 to $5,913,500. 
 
PEG Fees:  The Town began receiving PEG fees from Frontier and Charter 
Communications during the second quarter of FY 2016-2017.  It is anticipated that the 
Town will receive approximately $70,000 during this fiscal year.  These fees will be used 
to offset costs associated with the Town’s municipal access channels which will begin 
streaming content to residents during the next few weeks. 
 
EXPENDITURES: 
 
Contract Services – County Sheriff:  During preparation of the FY 2016-2017 proposed 
budget, staff was provided with a revised Schedule A to the County Sheriff contract which 
increased the contracted cost of sheriff services by $203,787 from $12,016,336 in 
FY 2015-2016 to $12,220,123 as proposed for FY 2016-2017. This 1.7% increase 
amounted to an additional $203,787 over the prior year’s costs.  In August, 2016, the 
County Sheriff provided staff with an additional revision to the Schedule A for FY 2016-
2017 increasing the contract costs by an additional $480,493 due to settlement of the 
Sheriff’s contract. The new revised total of $12,700,616 amounted to a one (1) year 
contract cost increase of 5.7% or $684,280.  The County Sheriff advised staff to expect 
increases in contract costs of over $500,000 each of the next two (2) years. Increases of 
this magnitude are not sustainable without a new revenue source to fund future 
public safety costs. The Sheriff’s contract amounts to 50% of General Fund operating 
expenditures. Over the past four (4) years, the Sheriff’s contract cost has increased by 
an additional $2,000,000 for the same level of service. 
 
Personnel Services:  As a result of the unanticipated increases in the County Sheriff’s 
contract costs, staff reorganized personnel and services resulting in a reduction in staffing 
levels and a net savings in the General Fund of $291,695 for FY 2016-2017. Due to these 
changes, General Fund savings for FY 2017-2018 are anticipated to be approximately 
$700,000. 
 
Election Costs: During preparation of the FY 2016-2017 Clerk’s Office budget, staff had 
requested the County Elections Office to provide a cost estimate for two (2) Council seats 
for the upcoming election. That information was not received until August after the Town’s 
budget had been adopted. The election estimate for two (2) Council seats provided by 
the County was $34,000. Staff had conservatively budgeted $50,000 for the costs of the 
November election. However, this estimate did not include the costs of the ballot measure 
backed by Liberty Utilities. This ballot measure increased the election cost estimate 
provided by the County by $50,000 to $85,000.  These additional costs were not budgeted 
and require an additional appropriation of $35,000 to fund the election costs. 
 
Police Department Facility Improvements:  The Town was awarded two (2) Homeland 
Security Grants totaling $43,000 for security improvements to the Police equipment yard.  
These improvements included construction of a split-block wall, iron security gates, key 
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pads, safety photo beams, card readers and an awning.  An additional appropriation of 
$69,330 from the Law Enforcement Facilities Fund available fund balance is requested 
to provide for matching funds for the grant and additional funding necessary to complete 
the project. 
 
OTHER BUDGETARY ISSUES: 
 
AVCE:  The Town’s Community Choice Aggregation Program (Apple Valley Choice 
Energy) will begin selling electricity to the Town’s residents on April 1.  Per the rate 
structure adopted by Town Council, participating Town residents will immediately begin 
receiving a 3% rate reduction from the SCE electricity rates now in effect.   There is a 60-
75 day lag in the revenue collections due to the timing of SCE’s billing cycles.  Staff will 
propose a further amendment to the budget to account for this activity as more information 
becomes available. 
 
Blue Cut Fire:  The Town’s Animal Shelter acted as the animal shelter for all small 
animals displaced by the Blue Cut Fire event.  During this event, Shelter staff worked 
around the clock to ensure proper care of all affected animals.  Over 500 animals came 
into the shelter during this event.  Costs associated with caring for these animals was 
approximately $36,000.  These expenditures are offset by reimbursements from CalOES 
through the County of San Bernardino. As a result, there should be no net effect on the 
current year’s budget. 
 
Project Carry-forwards:  There are a number of multi-year projects each year which 
require that the appropriation unspent as of June 30 be carried forward into the following 
fiscal year. Attachment 6 summarizes those projects that began in a prior fiscal year for 
which appropriations will be carried forward into the current fiscal year.  This action does 
not change the total amount appropriate for each project by Council and is only intended 
to match the appropriation to the expenditures per the project’s timeline. 
 
CalPERS Discount Rate Change:  Over the next three (3) years, CalPERS will phase 
in a reduction in the discount rate from the current level of 7.5% to 7%.  Decreases in the 
assumed rate of return or investment earnings will result in increased employer 
contributions. These increased employer contributions will first affect the Town’s budget 
in Fiscal Year 2018-2019. The additional employer contributions will range from 0.25% - 
0.75% of covered payroll annually based upon plan experience. 
 
Including all adjustments to revenues and appropriations, the General Fund budget for 
FY 2016-2017 is estimated to be approximately $29.7 million. The following table is a 
summary of the total resources and resource requirements for the adopted FY 2016-2017 
General Fund budget including the adjustments as proposed: 
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TABLE 2 

General Fund Summary 
  
Estimated Revenues $  21,643,686 
Proposed Rev. Adjustments (17,886) 
Transfers In 7,489,857 
Approp. From Fund Balance 524,352 
Total Resources                         $  29,640,009 
  
Adopted Budget                           $  29,607,689 
Prop. Approp. Adjustments                                      32,320 
Total Adj. Appropriations                           $  29,640,009 
  
Balance                                  -0-            

 

SUMMARY: 
 
The FY 2016-2017 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 2015-2016.  As of 
the June 14, 2016 adoption of the FY 2016-2017 budget, the planned appropriation from 
available fund balance in the General Fund amounted to $474,146.  As of December 31, 
2016, net revenue adjustments decreased total available resources in the General Fund 
by $17,886. Additionally, net appropriation increases in the General Fund amounted of 
$32,320. These net adjustments increased the appropriation from General Fund fund 
balance from $474,146 to $524,352 as of mid-year. 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, Budget 
Amendment Number 17- 9, 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, 2016. 
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The net result of these changes in revenue estimates and appropriation adjustments 
increased the appropriation from General Fund fund balance from $474,146 to $524,352 
as of the FY 2016-2017 mid-year budget report. 
 
CONCLUSION: 
 
The attached budget adjustment (Budget Amendment Number 17-9) and carry forwards 
proposed to Council for consideration at its February 28, 2017 Council Meeting 
summarize proposed changes in the adopted FY 2016-2017 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 cost-effective and efficient manner possible. 
 

 ATTACHMENTS:  
 

1. Budget Adjustment 17-9 
2. Exhibit A – Mid Year Budget Adjustment Summary 
3. Budget to Actual Comparison by Fund/Department/Division 
4. General Fund Revenue Projections 
5. Calculation of Projected Fund Balances – June 30, 2017 
6. FY 2016-2017 Project Carry-forwards  
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