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Council Meeting of 
June 2,2009 

Honorable Mayor and Members 
of the City Council 

City Hall 
Torrance, California 

Members of the Council: 

The City Manager respectfully transmits his proposed budget to the City Council. The operating 
budget as proposed is balanced for the 2009-10 and 2010-1 1 fiscal years, as well as the out 
years through the 201 3-14 fiscal year. This budget becomes the City Council's and may be 
revised and amended as directed by your Honorable Body. 

The proposal before you is a reflection of City policies and goals and is consistent with the City's 
Strategic Plan. Actions taken by this Council and prior Council's have allowed the City to 
effectively manage and balance budgets especially during difficult times such as these. 

The worldwide economic downturn is challenging all cities, as well as many if not all States' 
budgets. The California state budget crisis has exceeded $21 billion and is likely to climb over 
the next several years if no action is taken by the State legislators. 

As the City faces immediate budget 
short-falls, it is prudent to avoid short- 
term solutions that do not address the 
City's long-term needs. The two-year 
budget plan before you addresses the 
immediate budget shortfall with a plan 
to address the longer term financial 
issues the City faces. While the 
budget as presented is balanced, it 
contains some difficult choices. These 
choices are necessary to balance the 
budget over the next two years, over 
the five-year projection and to provide 
the ability to fund changes over the 
long-term. 

The two-year budget eliminates a $4.5 
million General Fund projected 
structural deficit in the 2009-1 0 fiscal 
year and addresses an additional $8 - 
$1 0 million deficit through the end of 
the five year forecast, the 201 3-14 fiscal year. The recession is directly related to both the budget 
shortfall in terms of lower tax revenues and large investment losses of pension assets. 

2009-10 Fiscal Year (Selected Funds) 

Budget 

Surplus1 

Sources Uses (Deficit) 

General Fund $173,534,416 $173,534,416 $ 

Enterprise Funds: 

Airport 11,632,000 11,625,738 6,262 

Transit 23,806,684 23,806,684 

Water 28,879,000 28,313,549 565,451 

Emergency Medical 10,244,959 10,244,959 

Sanitation 11,591,110 11,591,110 

Cultural Arts 2,181,066 2,181,066 

Sewer 2,330,242 2,330,242 

Parks & Recreation 8,177,239 8,177,239 

Animal Control 454,018 454,018 

Internal Services 

Fleet 6,315,738 6,071,323 244,415 

Self Insurance 4,030,833 4,030,833 



The revenues for the City's enterprise funds were not as dramatically affected by the recession 
and personnel costs tend to be lower as a percentage of their budget as a whole. These funds 
are required and are projected to be balanced. 

The General Fund budget has been re-balanced through internal adjustments of $1.04 million; 
reductions in recurring expenses of $2.0 million; an increase in the cost recovery of user fees by 
$868,000; maintaining the subsidy level for the Parks and Recreation Enterprise Fund at $3.75 
million and subsidizing the City's Cultural Arts Center at the $786,000 level. In addition, the 
document before you reduces reserves for wage adjustments starting in the 2009-10 fiscal year 
and provides very limited reserves in the out years of the five year plan beginning in 201 1-12. 

Historically, the operating budget has relied on $600,000 from prior year carryover. The budget 
before you relies on an additional $620,000 of one time monies (Reserve for Balancing 
Strategies) for the 2009-1 0 fiscal year. This will assist with timing issues as we implement the 
above balancing strategies if approved. 

Internal Adiustments 

TRANS - The City began issuing Tax Revenue Anticipation Notes (TRANS) two years ago. 
These notes assist the City in managing its cash flow needs through the first five months of the 
fiscal year (July - November) when the cash flows are negative until the first major installment of 
property taxes is received in early December. This program has generated additional investment 
earnings of $540,000 for the 2007-08 fiscal year and $1,080,000 for the 2008-09 fiscal year. 
These funds were originally set aside as an additional funding mechanism for the capital budget. 
At this time, staff is recommending placing funds from the TRANS into the Benefit Rate Mitigation 
Reserve and use 10% of the balance annually to assist in balancing the operating budget 
($540,000) for the 2009-1 0 fiscal year and thereafter. It is also recommended that any balance 
above $10 million be transferred to funding capital needs of the City. 

GASB 45 - In 2004, the Government Accounting Standards Board (GASB) issued Statement 45 
to provide more complete, reliable, and decision useful financial reporting regarding the costs and 
financial obligations the governments incur when they provide post employment benefits other 
than pensions (OPEB) after December 2006. Even though there was no "funding" requirement, 
the City set aside an additional $1.5 million last fiscal year to begin fully funding post employment 
healthcare benefits. Depending on who holds the funds, the government entity or a "fiscal agent", 
the discount rate allowable changes from 4.25% to 7.75% which changes the annual funding 
level, a difference of about $500,000 annually. At this time staff is recommending to place these 
funds with a 3rd party and will return to Council with an item in the coming months. 

Department Revisions 

As stated before, the document before you recommends difficult choices. Departments were 
asked to submit 2% and 4% reduction scenarios and, for the most part with the exception of 
Police and Fire, most of the 2% submittals were accepted which provides a total of $830,400. At 
the 2% level, with the exception of 4.2 positions in the General Fund (all vacant or underfilled) 
most of all the revisions are in materials, supplies, and professional services. The reductions 
submitted also included a total of $195,900 outside the General Fund. Again, most of the 
reductions are in the materials and supplies area, with the exception of 3.2 positions (all vacant). 
These submittals will be taken in the 2009-1 0 fiscal year which assists in the balancing of the 
2010-1 1 fiscal year, the 2"d year of the two-year budget. 



Fire and Police also submitted like scenarios. 
The City Manager has worked with these two 
high priority departments to achieve some 
reductions but to minimize the impact to the 
community, therefore, 1.2% was used for Fire 
and Police, $400,000 and $690,000 
respectively. Details for the departments as 
well as the discussion papers for Police and 
Fire are included in the "Department Revisions" 
section of the budget book. 

Fee Adjustments - Cost Recoverv 

Comm Development 
Comm Services 

General Services 
Human Resources 

Many of our City departments provide services to our community. The services provided are 
discretionary by the user and the goal, where practical, is to offset the cost of providing the 
service. The current cost recovery for 
these services is about 66%. The last 
City-wide user fee study was conducted in 
2003. Staff is recommending increasing 
the cost recovery rate, departments as a 
whole, to 81 % based on department 
recommendations. A fee hearing has 
been noticed to the public to explore 
staff's recommendation. As 
recommended, fee 
revenues would increase by 
$868,000 annually. The list 
of fee adjustments as well 
as the cost analysis is 
under the "Fee 
Adjustments" section in the 
budget book. 

Maintaining Subsidy 
Levels 

Parks & Recreation 
Increase 

Non Resident Fee - increasing from $10 to $20 $ 80,000 
Swim Programs 40,000 

Youth Sports 17,000 
Other 40,000 

$ 177,000 

Proposed Fee Adjustments 
Current Proposed Remaining Increased 

Recovery Recovery Subsidy Revenue 

Animal Control 34% 39% $ 87,000 $ 7,000 
Engineering 41 % 58% 77,000 30,000 
Fire Prevention 60% 86% 209,000 370,000 
Haz Mat 70% 92% 65,000 177,000 
Planning 36% 61 % 446,000 275,000 
Police 77% 78% 194,000 9,000 

Total 66% 81 % $ 1,078,000 $ 868,000 

Cultural Arts Fund - The subsidy for the Cultural Arts Fund was increased in 2007-08 in order to 
maintain a reserve for capital replacement of equipment and improvements at the Cultural Arts 
Center. Staff was to return with a plan to address fees charged for the use of our facilities. The 
current subsidy is applied to the three different operating areas: meeting rooms, classrooms, and 
the theatre. Staff is recommending increasing rental and labor rates to bring the theatre and 
classroom subsidy level 
more in line with the 
subsidy for meeting 
rooms at 31%, as 
reflected in the chart. 
The increase in rental 
rates does include City 
users such as Parks 
and Recreation classes, which is the biggest user of classroom rental. 

Cultural Arts Center Enterprise Funds 
Subsidy % of Budget Proposed Inc % of Budget 

Meeting Rooms $ 194,000 31 % 31 % 
Classrooms 323,000 66% 147,090 36% 
Theatre 633,000 65% 240,000 40% 

$ 1,150,000 $ 387,090 



Parks & Recreation Fund - This fund receives $3.75 million in subsidy from the General Fund or 
about 45% of all costs. Fees for this Fund were last looked at in 2003 and, at this time, the 
department is recommending modest fee increases of $1 77,000. During this upcoming budget 
cycle, staff will complete the subsidy analysis to see if the current policy is meeting the City's 
goals in this area. Staff will return to Council once the analysis is completed. 

Staff is recommending enhancing the "Scholarship Program" and "Community Grant Programii by 
$50,000 each from one time funds to help transition in the above increases. 

Uncertain Future: FY 2012 & Bevond 

While we plan over a five year horizon, the high level of uncertainty with regards to the State 
budget and the depressed economy makes projections difficult. Reserves are one mechanism to 
help deal with the uncertainties that face us in the upcoming years. 

2008-09 Reserve Balances May-09 

Economic Anomaly $ 10,781,349 

Program Contingencies 660,000 

Economic Development 990,334 

Balancing Strategies 3,679,559 

Litigation 500,000 

Program Innovation 195,433 

Revolving Nuisance Abatement 80,000 

Benefit Rate Mitigation 3,761,021 

Security Improvements 124,207 

Proposition A Exchange 1,500,000 

Compensated Absences 250,000 

Alternate Fuel Vehicles 1,781,164 

Gen'l LiabNVkrs Comp. 5,074,323 

Economic Anomaly and Other Reserves 
The City's current funding policy for the Economic Anomaly Fund is to have up to 10% of the 
combined General Fund, Parks & Recreation Fund, Cultural Arts Center Fund, Animal Control 
Fund and the Emergency Medical Service Fund net adopted appropriation level or about $17.6 

million. This Fund has a current balance of 
$1 0.1 million. In addition, the City has an 
additional $3.7 million in the Reserve for 
Balancing Strategies and $3.7 million in the 
Reserve for Benefit Rate Mitigation for a total of 
$1 7.5 million. 

These reserves provide some flexibility to 
smooth out economic swings, buffer the loss of 
State and Federal revenues, and to support 
City operations during emergencies such as 
natural disasters. 

State Retirement (PERS) Rate Hike 
The California Public Retirement System 
(PERS) has sustained losses of 5.1 % for the 
fiscal year ending 2008 and is projected to 
have losses in the range of 26% (based on the 

latest published rate of return dated 3/09) for the fiscal year ending 2009. This becomes more 
significant when you factor in the portfolio projected a rate of return of 7.25% annually. There is a 
two-year lag in rate adjustments and rate impacts will not be felt until the 201 1-12 fiscal year. 

PERS does apply rate smoothing techniques to stabilize rates over the long-term; however, 
given the magnitude of the projected losses, PERS has proposed temporarily to modify their rate 
smoothing formula for the next two fiscal years. This modification will help delay and soften the 
spike in PERS rates over the next several years. 

Originally, staff projected PERS increases to be in the $3.2 million range based on losses of 
16.9%. Since then, PERS has continued to suffer additional investment losses in the range of 
26% and the PERS increase, without modification, now stands at $9.7 million. The modification 



to "smoothing" the increase is more gradual and is projected to be $6.6 million in the 201 3-14 
fiscal year. 

State Budget 
The State has a budget shortfall of $21 billion. As reported on May 21 by the Legislative 
Analyst's Office (LAO), the proposed solutions of the Governor consists of about $10 billion of 
spending reductions, $7.5 billion of borrowing, and around $3.5 billion of revenue actions. 
Included in the borrowing portion of the Governor's proposal is to suspend Proposition 1A 
(measure approved in 2004) and borrow almost $2 billion of property taxes received by cities, 
counties, and special districts. The City's share based on 8% of the 2008-09 property tax 
revenues would be approximately $4 million. The monies are required to be paid back by the 
State within three years. The City is on record opposing this budget solution. Should the State 
go down this path, staff would recommend using one-time reserves to offset the "lending". The 
State budget process is far from over and staff will closely monitor the process. 

General Fund Revenues and Expenditures 

Fiscal % increase 
Year Revenues Expenditures - 

2009-1 0 1.6 2.5 
2010-1 1 3.3 3.0 
201 1-12 2.9 2.9 
201 3-1 3 3.7 3.7 
2013-14 4.0 3.9 

Approximately 71 % of General Fund Revenues is 
derived from three revenue sources: Sales Tax 
($45.1 M), Utility Users' Tax ($35.0 M), and 
Property Tax ($35.9 M). With regards to the 
expenditures, Police and Fire comprise 55% or 
$88.5 million of General Fund expenditures 
(including emergency medical services). 

Properfy Taxes - Torrance continues to have a 
strong property tax base and continues to grow. 
The City's property and economic base includes a 
mix of high-end residential properties and sizable 
commercial and retail components. The City has a 
large property tax base of $23.4 billion in fiscal year 
2008, an increase of 5.4% over 2007 and a growth 
of over 38% over the past five years. Residential 
property market values in the City have experienced 
double digit declines over the last several years and as the value of assessment decreases so 
does the tax receipts for the county, school district and the City of Torrance. Staff projections 
reflect a modest growth of 3% annually, growing to 5% in the 5th year of the forecast. 

$ 39,932 35.3 
Utility Users' Tax 

$116,106 65.6 

Sales Tax - Sales Tax is the largest revenue source of the 
General Fund. It represents about 35% of General Fund 
revenues and is projected to decline by one percent in the 
upcoming fiscal year but pick up as the economy returns. 
Torrance continues to be the 4th largest producer of sales 
tax in the County, where the City of Los Angeles, the 
County of Los Angeles and Long Beach are 1 ,2  and 3 
respectively. 

Utility Users' Tax (UUT) - Overall, UUT revenues are 
projected to increase 3% annually due to the increase in 
commodity prices of oil and utility rates. 

Sales Tax 

Auto Sales - New 15.80% 

Department Stores 12.30% 

Restaurants 9.50% 

Miscellaneous retail 8.80% 

Leasing 6.60% 

Service Stations 6.20% 

Apparel Stores 5.70% 

FurnitureIAppliance 5.60% 

Bldg. Materials - Retail 4.30% 

Office Equipment 3.10% 

Food Markets 3.00% 

All Others 19.10% 

TOTAL 100.00% 



Operational Reviews 

Airport - By redeploying current personnel, changing some aspects and job duties, and aligning 
department expertise, the City could free up to two full time equivalents (FTE) positions to 
maintain several newly constructed median, repair additional sidewalk and streets without adding 
additional staff. (See Operational Reviews) 

Outdoor Lighting/Electrical - The City can gain some efficiencies from transferring the outdoor 
lighting repair and replacement from General Services to Public Works, which is currently being 
done on an overtime basis by General Services. Public Works can then make some changes to 
extend traffic control maintenance hours to 6:30 pm from 3:30 pm to cover the evening commute. 
(See Operational Reviews) 

Refuse Rates - The Refuse Fund has been able to provide a "green waste" program to 8,000 
homes, about 27% of the residents, within their existing budget. It is expected that landfill costs 
will increase as we approach the year 2012 when the Puente Hills landfill is due to close. In 
addition to other increases in operating costs, as well as rolling out the "green waste" program to 
our remaining residents, it is expected that a rate adjustment will be needed in the fall of this year. 

Water Rates - Torrance water rates have been very stable over the past 14 years. The only rate 
increase has been for pass through adjustments to offset higher imported water costs. Imported 
water costs are projected to increase in double digits over the next several years. One of the 
strategic goals of the department is to reduce our dependence on imported water. By doing this 
we will enhance water reliability, minimize impacts to our customers during times of drought, and 
stabilize long-term water costs. Maintaining our current well production and increasing local 
water resources is key to accomplishing our goal. It is anticipated that a new rate proposal will be 
brought forward once the business plan and water rate study is completed later this year. 

Capital 

The City has deferred action on extending the City's five-year Capital Budget due to the 
depressed economy and the ongoing threat from the State taking away City funds. However, 
there are two projects that staff would like to address now: 

American Disabilities Act - Compliance 
The funding request is for $360,000 to perform design work for City facilities to improve 
accessibility to those with disabilities. This would be the first of four phases. Funding for the 
other phases will be brought back when the Capital Budget is updated. 

Brush Chipper - Replacement of three 
Brush chippers are evolving with new technology, safety features and fuel efficiencies. These 
three chippers are all over 12 - 16 years old and do not meet Portable Equipment Registration 
Program (PERP) requirements for air quality standards. The cost to replace these three chippers 
is $99,000. 

The budget before you reflects a continuing effort of using economic resources of the City to 
address the primary needs of the community. It preserves necessary reserves and lives within 
current revenue sources and continues to use one-time funding for one-time budget modification 
requests, capital outlay and capital projects. 



The Council should be commended for their fiscally conservative approach and for making 
difficult budgetary decisions, especially during the last four fiscal years. The fiscally conservative 
approach by the Council is reflected in the City's investment grade "A" bond rating. 

The budget, as submitted, is balanced for the 2009-1 0 and 201 0-1 1 fiscal years and forecasts a 
balanced budget throughout the five year forecast. The budget modifications included in this 
budget are recommended for approval by the City Manager. The budget document now before 
you, with the concurrence of the Council, may be revised and when revised will become the City's 
operating budget for the 2009-1 1 fiscal years. Please note that any additional funding 
requirements would require offsets to the other areas of the budget. 

The City Council is requested to take input from the public, review the recommended budget and 
concur or modify this document. Any revisions requested will be incorporated into the City's 
operatin budget for the 2009-1 1 fiscal years. No formal action is required until after the closing 9 of the 2" public hearinglbudget workshop. 

Respec3fqlly submitted, 
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