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CITY OF ENCINITAS
CITY COUNCIL

Y AGENDA REPORT
Meetin Date Ma 19 2010g Y

T0 Mayor and City Council

VIA Phil Cotton City Manager
Jennifer Smith Director of Finance

FROM Bill Dean ERGA Chair

SUBJECT Authorize a temporary suspension of the sales tax repayments as outlined in the
Encinitas Ranch Development Agreement and support development of an

amendment to the Agreement in which operational and emergency contingency
reserve accounts will be established and funded with surplus golf course revenues

BACKGROUND
The Encinitas Ranch Golf Course was developed as part of the larger Encinitas Ranch development
in 1998 Since that time the course had been managed by the Encinitas Ranch Golf Authority
ERGA a joint powers authority established for the purpose of providing a public entity to own
manage operate and maintain the golf course ERGA is managed by a board of five 5 directors
The Encinitas Ranch Golf Course is a tremendous community asset and its 11 year operation has

proven more than successful and at no cost to the City

Per the Encinitas Ranch Development Agreement ERGAs financial obligations are clearly
defined Specifically golf course gross revenues are used to pay operating and capital expenses as

well as required debt service on golf course and community facilities district CFD infrastructure
bonds After meeting those obligations surplus excess monies after meeting operational capital
and debt service requirements golf course net revenue is applied in the following order

l During the first ten 10 years beginning in 1998 surplus revenue may reduce the

developers obligation to repay sales tax previously advanced by the City no
payments to developer surplus above repayment is paid to City

2 For next six 6 years beginning in 2008 any surplus is shared equally between City
and developer with developersshare being credited against sales tax advance

3 After sales tax repayment has been made no further payment to developer until all
debt is retired City receives all surplus revenue

4 For 25 years after all debt is retired City and developer share surplus equally
5 Thereafter City receives all surplus revenue
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The ERGA Board annually adopts a oneyear operating budget Recently the Board enhanced long
term planning by establishing a six year financial plan consistent with City practice The six year
plan identifies the need and creates placeholders for operational and emergency contingency
accounts The Board feels strongly about the need to establish these contingency reserves to allow
for the continued long term operation of the course and to guard against catastrophic events andor
the realization of lower than anticipated revenues If ERGA experienced a fiscal emergency today
the Board would have no other option than to request financial support from the City or the

developer Fully funded contingency reserves will ensure ERGA continues its history of financial
selfsufficiency

As part of the Development Agreement the developer was conditionally advanced by the City 50
of the net sales tax generated from the Encinitas Ranch Town Center for the years 19962001 And
as outlined in the Agreement surplus golf course revenue is to be applied to the sales tax

repayment Surplus golf course revenues made the sales tax payments in both 2008 and 2009

ANALYSIS
Per the Joint Exercise Powers of Agreement ERGA has legal authority to make and enter into
contracts for the purpose of operating the golf course and may amend the existing Agreement to
establish and fund operational contingency reserve accounts However only the City Council may
authorize the temporary suspension of the required sales tax repayment

The existing Development Agreement does not identify a mechanism or formula to either establish
or fund contingency reserves Were a similar agreement to be developed today bond counsel
would identify the need to establish reserves and generally accepted accounting principles would
support such establishment The creation of contingency reserve accounts should not be considered
a short term reaction to todays economic climate rather it is a thoughtful planning mechanism

being recommended to help ensure the long term health of the course operation

FISCAL AND STAFF IMPACTS
The temporary suspension of repayment of the sales tax advance would have no economic

impact on the City of Encinitas The approximate amount owed is 760000 and the full balance
is subj ect to accrued interest charges at a rate equal to the California LAIF fund Thus no

economic resources are being foregone by the City as a result of any temporary suspension of
payments

There would be a nearerterm impact to the timing of City cash flows as the current 20092010

operating budget anticipates a payment of approximately 115000 The proposed 201020112nd
year revise operating budget anticipates a payment of approximately 135000 The budgets for
both of these years show sufficient resources above and beyond the targeted contingency and

budget stabilization reserves such that the impact of delaying these repayments would not create
a need to drawdown any existing reserves

RECOMMENDATION
That City Council authorize a temporary suspension of the sales tax repayments as outlined in the
Encinitas Ranch Development Agreement and support development of an amendment to the
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Agreement in which operational and emergency contingency reserve accounts will be established
and funded with surplus golf course revenues

ATTACHMENTS
Documents referenced in this agenda report are available for review by contacting the City
Clerks office Documents include

Encinitas Ranch Development Agreement
Encinitas Ranch Golf Authority Joint Exercise Powers Agreement
Encinitas Ranch Golf Corporation Articles of Incorporation
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