
TO: City Council 

FROM: City Manager 

SUBJECT: FY2011-12 & FY12-13 Budget 

People underestimate their capacity for change. 
There is never a right time to do a difficult thing. 
A leader's job is to help people have vision of 
their potential. 

John Porter, author 

BUDGET PROCESS OVERVIEW 

The City of Capitola has received broad 
recognition for its sound fiscal planning during 
the recent economic downturn, and for its 
budget process that emphasizes long-range 
planning and effective program management. 

Significant features of this year's two-year 
Budget include the integration of Council goal­
setting into the budget process and the extensive 
use of measurable obj ectives. 

The Budget includes operating budgets for two 
years and a five year Capital Improvement Plan 
(CIP). While appropriations continue to be made 
annually under this process, this Budget is the 
foundation for preparing the budget in the 
second year. 

Additionally, unexpended operating 
appropriations from the first year may be carried 
over into the second year with the approval of 
the City Manager, and automatically for 
approved CIP and grant-funded projects. 

The budget process began in February of this 
year, with the mid-year report, followed by 

Council's establishment of Budgeting Principles. 
Those principles are contained in the next 
section, and include specific implementation 
targets. 

The draft Budget is prepared by staff based on 
the Council 's established Budgeting Principles 
and first reviewed by the City'S Finance 
Advisory Committee. That Committee's 
recommendation is then presented to the Council 
for their consideration of the draft Budget. 
Through a series of Budget hearings in May and 
June, Council may modify and adjust the Budget, 
with final approval due prior to the end of the 
closing fiscal year on June 30th

• 

Fiscal Status 

Recent fiscal years have been problematic for 
the City. Overall, total General Fund revenue 
declined from a high of $13,483,100 in fiscal 
year 2007/08 to a low of $11 ,994,305 in fiscal 
year 2009110, a 12.5% decline over two years. 
However over the last two years, total revenue 
has rebounded to a degree, with revenue for 
fiscal year 2010111 projected to be $12.3 million, 
a 3% increase over the 2009110 low. 
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The Budget includes very little change in 
revenue for FY 11-12 over FY 1 0-11. Losses 
primarily due the loss of revenue from Police 
Department Grants were off-set by revenue 
increases from Transient Occupancy Tax from 
the Fairfield Inn, the new credit card-enabled 
parking meters, and a slight increase in sales tax. 
However, expenditures continue to rise due to 
filling the long-standing Finance Director 
vacancy, and slight increases in previously 
negotiated MOU benefits with the employee 
groups resulting in a budget that remains 
constrained in discretionary expenditures. 

Unlike other jurisdictions in the region, the City 
has established a cap on the City' s contribution 
to employee pensions. As a result, the City's 
pension costs have remained flat over the last 
several years. Pension cost increases have been 
passed onto employees, and resulted in an actual 
decrease in employee take-home salary. 

Looking forward to future fiscal years, the City 
can anticipate increased revenue from Target 
opening in the Capitola Mall, and longer term 
efforts to redevelop the Mall in partnership with 
the Mall owner. Looking further ahead, the 
City's adopted economic development plan calls 
for the City to prioritize the rehabilitation of 
existing, and development of new overnight 
accommodations, while maintaining the 
character of the City's neighborhoods and 
shopping districts. 

In response to the March floods, the City was 
forced to allocate a significant amount of its 
Emergency and Contingency Reserves. While a 
considerable portion of those expenditures may 
be reimbursed by the State Office of Emergency 
Services and through insurance claims, the 
City' s cash flow position during this conung 
fiscal year is significantly impacted. 

Based on cash flow projections, staff does not 
anticipate a need to issue short term debt to 
cover operating expenditures this coming fiscal 
year. Instead staff proposes covering operating 
expenditures through inter-fund loans. However, 
the cash situation deserves close attention and 
Council will be updated during the fiscal year. 

Once all reimbursements have been paid, it is 
expected the City'S Emergency Reserve fund 

will be underfunded pursuant to the City'S 
financial policies. This proposed budget does 
not correct that due to the limited resources 
available for discretionary spending; however 
staff will present options to begin refunding the 
Emergency Reserve Fund during this year's 
budget hearings. 

Prior Year Accomplishments 

This last fiscal year has been eventful. The year 
began with the appointment of a new City 
Manager and Community Development Director, 
who joined an experienced and accomplished 
team of existing Department Heads. A 
settlement agreement potentially ending major 
litigation regarding the City'S Rent Control 
Ordinance was reached, and the City 
experienced its worst natural disaster in recent 
memory with a two day flooding event in March. 
In addition: 

• Long standing issues regarding the use of 
the Rispin property were resolved, and the 
building preserved. 

• Target announced purchase of site formerly 
occupied by Gottschalks in the Capitola 
Mall. 

• Council directed staff to prepare documents 
to consider closing the City-owned Pacific 
Cove Mobile Home Park. 

• A deal to facilitate the acquisition of 
Castle MHP was reached with a nonprofit, 
ending more than 8 years of litigation. 

• The City entered into a public/private 
partnership to facilitate Mall 
redevelopment. 

• The Police Department continued to 
provide high level of service, increasing 
DUI arrests 37% and traffic citations to 
levels significantly higher than 2009, with 
very low staff levels. 

• CouncillRDA meetings were consolidated 
to simplify public.meeting protocols. 

• The General Plan update process began on 
schedule. 

Mobile Home Litigation 

While this last fiscal year agreements were 
reached to settle litigation with mobile home 
park owners, should those agreements fail to be 
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implemented, this proposed budget would 
require adjustment. In order to bring the three 
pending cases to trial, staff recommends the 
allocation of $1 million in funds to cover 
litigation expenses. Those expenses would 
require City-service reductions. 

Below is a proposed strategy to fund $1 million 
in litigation expenses should the existing 
agreements with park owners break down. 

Source Amount 

Cut 50% Lifeguards $45,000 

Cut two police officer $260,000 
positions 

Cut 70% Community Grants $190,000 

Cut one parks maintenance $75,000 
crew 

Cut one Finance position $80,000 

Cut one position in City $70,000 
Manager's Department 

Cut all CIP expenditures $250,000 

Cut 50% Museum $30,000 

Total $1,000,000 

Budget Principles 

The table on the following page outlines the 
City's adopted budget principles for FY 2011-12. 
Included in that table are staff-recommended 
goals for the fiscal year. In addition, the table 
includes budget items necessary to accomplish 
those goals. 

The goals and budget items represent a summary 
of staffs proposed mechanisms to implement 
the City's budget principles. The table is 
intended to be an easily accessible document 
that summarizes the key City goals and projects. 
The table may be updated and amended during 
the budget hearing process. 
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Adopted Budget Principles I Staff Recommended Fiscal Year Goal I Proposed Budget Items 
Purpose : Develop projects and programs to maintain and enhance the quality of life in Capitola 

I. Fiscal Policy Principles 
1. Maintain a balanced budget • Maintain City operations within adopted a) Recruit and hire 

without depleting reserves or budget, ending year with a positive fund Finance Director 
selling assets solely for the balance 
purpose of balancing the budget • Negotiate updates with employee 

bargaining units with expiring agreements 

2. Support economic development • Obtain CDGS planning grant for Village b) Continue to provide 
programs along 41 st Avenue, in hotel staff support in City 
the Village, and other • Develop plan for revenue positive uses for Manager and 
commercial areas McGregor site Community 

• Develop 41 st Ave. redevelopment plans in Development 
coordination with General Plan departments for 

economic development. 
3. Maintain responsible level of • Consider strategic Recreation fee increases c) Consider 10% increase 

fees for service throughout the to maintain high quality program with fees in for some Recreation 
city organization line with other area programs fees for 2012/13 

• Increase other City fees by CPI d) Raise City fees by CPI 
including previous 
waivers 

II. Public Services 
Principles 

1. Maintain a transparent efficient • Upgrade City website e) Allocate $30,000 from 
government by ensuring • Implement on-line payment for appropriate IT Fund for website 
programs are in place that insure City fees/permits update 
public access to city officials and • Make searchable archive of Council meeting f) Increase City's ability to 
staff, financial reports, project agendas/packets available on-line accept credit cards , 
data, and other information • Establish a City social media presence while including 

reasonable fees 

2. Recognize the high priority the • Implement pilot Village foot patrol program g) Maintain PD staffing 
community puts on public safety through public/private partnership during levels at fiscal year 
by funding a fully budgeted and busy summer evenings 2010/11 
staffed Police Department • Fill officer vacancies h) $10,000 for officer 

• Increase PD administrative capacity recruitment and 
backgrounds 

i) Transfer one Finance 
staff person to PD 

3. Recognize and continue to • Continue to implement public art projects as j) Allocate $150,000 for 
support Capitola's rich art and money in the Arts Fund is available 41 st Ave art project 
cultural programs • Maintain existing cultural programming k) Allocate $1 0,000 for 

through the summer concert, movies and art mural on Monterey Ave 
events minimizing General Fund impacts I) Continue budgeting for 

concerts, movies, and 
art at the beach 

III. Public Improvement 
Principles 

1. Continue to maintain the City • Continue implementation of Pavement m) Allocate $250,000 in 
infrastructure by providing Management Plan CIP for PMP projects 
maximum funding for the • Complete Clares traffic calming project, n) Carry forward $200,000 
pavement management system • Pending funding authorization, complete in RDA funding for 
throughout the city Parking Structure design for CEQA Clares traffic calming 

0) Allocate $50,000 from 
Parking Fund to 
continue work on 
parking structure 
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2. Ensure programs are in place to • Develop long term plan for Pacific Cove p) Allocate $250,000 in 
judiciously respond to MHP site RDA for Rispin property 
development projects on the • Complete CEQAlpermits for new uses at improvements 
Rispin , McGregor and other Rispin Property q) Obtain $70,000 CDBG 
public and private properties • Develop revenue positive project plan for grant for PCMHP site 

McGregor plan 

3. Maintain and improve Capitola's • Develop alternative community garden site r) Allocate $270,000 from 
natural recreation resources and • Continue to increase solid waste diversion the General Plan 
support sustainable programs rates throughout city Maintenance Fund to 
that keep Capitola government continue the General 
and the community green Plan update. 

s) Continue $90,000 
funding for NPDES 
program and water 
quality monitoring. 

t) Continue staffing to 
monitor 2-year pilot 
commercial composting 
program and propose 
revisions as necessary 

u) Maintain $9,000 in 
funding for recycling 
education 

IV. Public Improvement 
Possibilities 

1. Support the Capitola Library • Complete Library program needs v) Allocate $125,000 in 
assessment process RDA funding to 

• Begin library design process commence library 
design 

w) Continue to fund 
payments pursuant to ' 
agreement with County 

2. Explore options to develop a • Develop options for skate and dog park x) Allocate staff resources 
skate park and dog park locations to hold hearings 

3. Improve pedestrian/ADA access • Continue to closely monitor ADA y) Continue $10,000 
in the City compliance in all new construction allocation for ADA 

• Integrate complete-street requirements into improvements in PW 
GP update budget 

• Ensure ADA access to all public projects z) Fund ADA ramp at 
Rispin through RDA 
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