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INDEPENDENT AUDITORS’ REPORT 

City Council Members 
City of Torrance 
Torrance, California 

Report on the Financial Statements 

We have audited the accompanying financial statements of the governmental activities, the 
business-type activities, each major fund, and the aggregate remaining fund information of the City of 
Torrance (the City), as of and for the year ended June 30, 2019, and the related notes to the financial 
statements, which collectively comprise the City’s basic financial statements as listed in the table of 
contents. 

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with accounting principles generally accepted in the United States of America; this 
includes the design, implementation, and maintenance of internal control relevant to the preparation 
and fair presentation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditors’ Responsibility 

Our responsibility is to express opinions on these financial statements based on our audit. We 
conducted our audit in accordance with auditing standards generally accepted in the United States of 
America, and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free from 
material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the basic financial statements. The procedures selected depend on the auditors’ judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditors consider internal control relevant to the City’s 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 
of the City’s internal control. Accordingly, we express no such opinion. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluating the overall presentation of the 
financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinions. 
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Opinions 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of the governmental activities, the business-type activities, each major 
fund, and the aggregate remaining fund information of the City of Torrance, as of June 30, 2019, and 
the respective changes in financial position and, where applicable, cash flows thereof and the 
budgetary comparison for the General Fund for the year then ended in accordance with accounting 
principles generally accepted in the United States of America. 

Emphasis of Matter 

As discussed in Notes 18 and 21(e), the City restated the beginning balances of the fund balance of the 
general find and the net position of the private-purpose trust fund. Our opinions are not modified with 
respect to this matter. 

Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the 
management’s discussion and analysis, the schedules of changes in the net pension liability and related 
ratios and the schedules of contributions of the pension plans, the schedule of changes in the net 
pension liability and related ratios and the schedule of contributions of the enhanced retirement defined 
benefit plan, and the schedule of changes in the net OPEB liability and related ratios and the schedule 
of contributions of the other post-employment benefit plan, identified as Required Supplementary 
Information (RSI) in the accompanying table of contents, be presented to supplement the basic 
financial statements. Such information, although not a part of the basic financial statements, is required 
by the Governmental Accounting Standards Board, who considers it to be an essential part of financial 
reporting for placing the basic financial statements in an appropriate operational, economic, or 
historical context. We have applied certain limited procedures to the RSI in accordance with auditing 
standards generally accepted in the United States of America, which consisted of inquiries of 
management about the methods of preparing the information and comparing the information for 
consistency with management’s responses to our inquiries, the basic financial statements, and other 
knowledge we obtained during the audit of the basic financial statements. We do not express an 
opinion or provide any assurance on the information because the limited procedures do not provide us 
with sufficient evidence to express an opinion or provide any assurance.  

Other Information 

Our audit was conducted for the purpose of forming opinions on the financial statements that 
collectively comprise the City’s basic financial statements. The introductory section, combining and  
individual fund financial statements and schedules, statistical section and other supplementary 
information related to continuing disclosures reporting are presented for purposes of additional 
analysis and are not a required part of the basic financial statements. 
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Other Matters (Continued) 

Other Information (Continued) 

The combining and individual fund financial statements and schedules, as listed in the table of 
contents, are the responsibility of management and were derived from and relate directly to the 
underlying accounting and other records used to prepare the basic financial statements. Such 
information has been subjected to the auditing procedures applied in the audit of the basic financial 
statements and certain additional procedures, including comparing and reconciling such information 
directly to the underlying accounting and other records used to prepare the basic financial statements 
or to the basic financial statements themselves, and other additional procedures in accordance with 
auditing standards generally accepted in the United States of America. In our opinion, the combining 
and individual fund financial statements and schedules are fairly stated in all material respects in 
relation to the basic financial statements as a whole. 

The introductory section, statistical section and other supplementary information related to continuing 
disclosures reporting have not been subjected to the auditing procedures applied in the audit of the 
basic financial statements and, accordingly, we do not express an opinion or provide any assurance on 
them. 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated 
December 26, 2019 on our consideration of the City’s internal control over financial reporting and on 
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements 
and other matters. The purpose of that report is to describe the scope of our testing of internal control 
over financial reporting and compliance and the results of that testing, and not to provide an opinion on 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering City’s internal control 
over financial reporting and compliance. 

Irvine, California 
December 26, 2019 
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As management of the City of Torrance, California (City), we provide readers of the 
Comprehensive Annual Financial Report (CAFR) this narrative overview and 
analysis of the City’s financial activities for the fiscal year ended June 30, 2019. It is 
recommended this information be read in conjunction with the City’s transmittal letter 
in the preceding section and the accompanied financial statements, which 
immediately follows this section, in order to obtain a thorough understanding of the 
City’s financial condition at June 30, 2019. 
 
FINANCIAL HIGHLIGHTS 

• Total assets and deferred outflows or resources of the City exceeded its 
liabilities and deferred inflows of resources by $78.0 million, as of June 30, 
2019. Of this amount, $428.2 million represents net investment in capital assets, 
$46.4 million represents net position restricted for specific purposes, and 
($396.6) million represents unrestricted net position. ($372.1) million represents 
net position for governmental activities and ($24.5) million represents net 
position for business-type activities. 

• The City’s total net position at fiscal year-end decreased $17.8 million, to $78.0 
million, which is primarily driven by a reduction in Net Pension Liability of $18.0 
million offset by a reduction in deferred outflows for the City’s pension plan 
(CalPERS) by $30.4 million.  

• The City’s net capital assets increased by $6.3 million or 1.3% to $491.5 million 
as of June 30, 2019 as the City continues to invest and complete capital 
projects. 

• The City’s long-term debt increased by $3.7 million or 6.2% to $63.0 million as 
of June 30, 2019. However, specifically in the City’s governmental activities, 
outstanding long-term debt reduced by $1.3 million or 2.2% as the City 
continues to make its installment payments reducing this debt. Within the City’s 
business-type activities, long-term debt increased by $5.0 due to the installment 
loan agreement to drill and construct a new water well, for the North Torrance 
Well Field Project. 

• The City’s net pension liability decreased from $491.4 million in fiscal year 2017-
18 to $473.4 million in fiscal year 2018-19, a reduction of $18.0 million or 3.7%. 

• The City’s net other post-employment benefits (OPEB) liability decreased from 
$49.4 million in fiscal year 2017-18 to $47.9 million in fiscal year 2018-19, a 
reduction of $1.5 million or 3.1%. 

• At the end of the fiscal year, the City’s governmental funds reported total year 
ending fund balances of $93.3 million, compared to $97.9 million at the end of 
the prior fiscal year (as restated), which is a decrease of $4.6 million. 

• The General Fund reported an ending fund balance of $30.1 million ad of June 
30, 2019, compared to $35.1 million as of June 30, 2018 (as restated), which 
represents a decrease of $5.0 million. This decrease is year primarily due to 
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transfers to the Capital Improvement Fund for capital projects and transfers to 
supplement the Self Insurance Fund.   

 
OVERVIEW OF THE BASIC FINANCIAL STATEMENTS 
 
This annual report consists of a series of financial statements found in three main 
sections: government-wide financial statements, fund financial statements, and 
notes to the basic financial statements.  
 
The City implemented Governmental Accounting Standards Board Statement No. 75 
(GASB 75) in fiscal year 2017-18 which addresses the accounting and financial 
reporting for Postemployment Benefits other than pensions. The City implemented 
Governmental Accounting Standards Board Statement No. 68 (GASB 68) in fiscal 
year 2014-15 which addresses the accounting and financial reporting for pension 
plans. The City has also presented its financial statements under the reporting model 
required by GASB No. 34 Basic Financial Statements – and Management’s 
Discussion and Analysis (MD&A) – for State and Local Government since fiscal year 
2001-02. 
 
Government-wide financial statements. The government-wide financial 
statements are designed to provide information about the financial activities of 
the City as a whole and presents a longer futuristic view of the City’s finances, 
similar to private-sector businesses. These reports separate functions that are 
principally supported by taxes and intergovernmental revenues (governmental 
activities) from other functions that recover all or a significant portion of their 
costs through user fees and charges (business-type activities). Governmental 
activities include all of the City’s basic services, such as general government, public 
safety (police and fire), public works, community development, and culture and 
recreation. Property taxes, sales taxes, utility users’ taxes, and occupancy taxes 
finance most of these activities. Business-type activities include functions such as 
the City’s airport, transit, water, sanitation, sewer, emergency medical services, 
parks and recreation, and cultural arts center funds. 
 
The Statement of Net Position provides information using the accrual basis of 
accounting on all assets, deferred outflows of resources, liabilities, and deferred 
inflows of resources reported as net position. Over time, changes to a City’s net 
position may serve as one indicator of whether the financial position of the City is 
improving or deteriorating. Additional factors such as changes in the City’s revenue 
receipt pattern need to be considered in assessing the overall health of the City. 
 
The Statement of Activities provides information showing how the City’s net position 
changed during the fiscal year. The changes in net position are reported when 
revenues are earned and expenses are incurred, regardless of the timing of related 
cash flows.    
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Fund financial statements. The City establishes funds as a grouping of related 
accounts to maintain control over resources that have been segregated for specific 
activities or objectives. The City, like other state and local governments, uses fund 
accounting to ensure and demonstrate compliance with finance-related legal 
requirements. Additionally, some funds are required to be established by State law 
and by bond covenants. All the funds of the City can be divided into three categories: 
governmental funds, proprietary funds, and fiduciary funds. 
 
Governmental Funds. Governmental funds are used to account for essentially the 
same functions reported in the governmental activities in the government-wide 
financial statements. However, governmental fund financial statements focus on 
near-term inflows and outflows of spendable resources, as well as balances on 
these spendable resources at fiscal year-end. These funds are reported using an 
accounting method called modified accrual accounting, which measures cash and all 
other financial assets that can readily be converted to cash. This information is 
helpful in assessing the City’s near-term financing requirements. Fund financials also 
report the City’s operations in greater detail compared to the government-wide 
statements by providing information about the City’s most significant funds. 
 
Because the focus of governmental funds is narrower than that of the government-
wide financial statements, it is useful to compare information presented in the 
governmental funds with the governmental activities. This provides readers with a 
sense of the long-term impacts from the City’s near-term financing decisions. The 
governmental funds balance sheet and the governmental funds statement of 
revenues, expenditures and changes in fund balances are both accompanied by a 
reconciliation to the government-wide financial statements to facilitate comparison 
between governmental funds and governmental activities. 
 
The City maintains 32 individual governmental funds for financial reporting purposes. 
Information is presented separately in the governmental funds balance sheet and in 
the governmental funds statement of revenues, expenditures, and changes in fund 
balance for the General Fund, which is the only major fund this fiscal year. Data for 
the remaining 31 non-major governmental funds are combined into a single, 
consolidated presentation. Individual fund data for each of these non-major 
governmental funds is provided in the non-major funds supplementary information 
section of this report (governmental, special revenue, capital, and debt service). 
 
Proprietary Funds. Proprietary funds are used to account for the same functions 
reported in the in the government-wide financial statements, with a greater level of 
detail including cash flows. The City maintains two types of proprietary funds: 
enterprise funds and internal services funds. Enterprise funds are used to report the 
same activity as business-type activities in the government-wide financial 
statements. Internal service funds are an accounting device for funds that provide 
supplies and services to other programs and activities within the City as well as a 
way to account for inter-fund charges for City departments. The city uses internal 
service funds to account for its fleet services, risk management, and 
postemployment benefits operations. The proprietary fund financial statements 
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provide information for the Transit System, Water, Sewer, and Emergency Medical 
Services funds, which are consider major funds of the City. 
 
Fiduciary Funds. Fiduciary funds consist of private-purpose trust funds and agency 
funds. The City is the trustee, or fiduciary, for its employees’ pension plans. It is also 
responsible for other assets that, because of a trust arrangement, can be used only 
for the trust beneficiaries. All of the City’s fiduciary activities are reported in separate 
Statement of Fiduciary Assets and Liabilities. We exclude these activities from the 
City’s other financial statements because the City cannot use these assets to finance 
its operations. The City is responsible for ensuring that the assets reported in these 
funds are used for their intended purposes. 
 
Fund financial statements. The notes to the basic financial statements provide additional 
information that is essential to a full understanding of the data provided in the government-wide 
and fund financial statements. These notes should be read in conjunction with the financial 
statements to have a greater understanding of the status of the City. 
 
GOVERNMENT-WIDE FINANCIAL ANALYSIS 
 
As noted earlier, net position can be a useful indicator, over time, of a government’s 
financial position. In the case of the City, assets and deferred outflows of resources 
exceeded liabilities and deferred inflows of resources by $78.0 million at the close of 
this fiscal year. 
 
As shown on the next page, the City’s net position is broken down to three main 
categories: net investment in capital assets, restricted, and unrestricted. Currently, 
the majority of the City’s net position, $428.2 million, is associated with investment in 
capital assets. The City uses these capital assets to provide services to citizens, 
therefore, these assets are not available for future spending. An additional portion of 
the City’s net position, $46.4 million, represents resources that have restrictions on 
how they may be used. The remaining balance of the City’s net position, ($396.6) 
million, represents the City’s unrestricted net position. Due to the implementation of 
GASB 68 and GASB 75, which updated the way the City reported pensions and 
other post-employment benefits, this has made this value negative. The City 
continues to implement its financial plan, paying its CalPERS pension unfunded 
accrued liability (UAL) payments each year, to ensure that the net City’s net pension 
liability is reduced over time. 
 
The City’s net position for fiscal year 2018-19 compared to 2017-18 is shown in 
Table 1: 
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Total current and other assets decreased $40.6 million or 16.5% from the prior fiscal 
year. Governmental activities decreased by $45.3 million and business-type 
increased by $4.7 million. The decrease in governmental activities is primarily due to 
a timing change in the $40 million repayment of the annual Tax Revenue 
Anticipation Note (TRAN) occurring before June 30th, when in prior years it had 
happened after July 1. It is expected this new timing of repayment will continue next 
year, lowering the current assets for the City at fiscal year-end. As a result of this re-
payment there is a corresponding reduction in current liabilities at year-end in the 
amount of $40.0 million described below. 
 
Total deferred outflows of resources decreased by $30.4 million or 25% from the 
prior fiscal year. Governmental activities decreased $24.9 million and business-type 
activities decreased $5.5 million. Per GASB 68, deferred outflows are a consumption 
of net assets related to a future reporting period. As a result of changes in actuarial 
assumptions, including a reduction in the discount rate in the Fiscal Year 2016-17 
GASB 68 Valuation report (used for the Fiscal Year 2017-18 annual report) this had 
increased the plan’s pension liability. This increase was expensed over a three year 
period to smooth the effect for the City. This annual report includes the second year 
of these impacts, and as this increase is expensed it reduces the deferred outflows 
accordingly. 

2019 2018 2019 2018 2019 2018

$137.8 $183.1 $67.7 $63.0 $205.5 $246.1 

336.6     330.7           154.9       154.5 491.5 485.2 

Total assets 474.4 513.8 222.6 217.5 697.0 731.3 

76.4 101.3         14.7         20.2 91.1       121.5 

564.9 581.0 88.4 87.9 653.3 668.9 

14.7 54.3 20.7 14.2 35.4 68.5 

Total liabilities 579.6 635.3 109.1 102.1 688.7 737.4 

        17.2         16.0            4.2            3.6 21.4         19.6 

279.7 272.7 148.5 153.2 428.2 425.9 

46.4 45.4 46.4 45.4 

(372.1) (354.2) (24.5) (21.3) (396.6) (375.5)

Net Position ($46.0) ($36.1) $124.0 $131.9 $78.0 $95.8 

           Activities           Activities                Total

Current and other assets

Table 1
Statement of Net Position

(In Millions)

   Governmental      Business-type

Unrestricted

Capital assets

Long-term debt

Other liabilities

Deferred inflows of resources

Deferred outflows of resources

Restricted

Net investment in capital assets
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Total current and other liabilities decreased $33.1 million or 48.3% from the prior 
fiscal year. Governmental activities decreased by $39.6 million and business-type 
activities increased by $6.5 million. The decrease in governmental activities is 
primarily driven by the timing of the $40 million repayment of the annual TRAN used 
by the City to pre-pay CalPERS and PARS payments. It is expected the new timing 
of this payment will continue, avoiding the year over year variance. The increase in 
business-type activities is primarily driven by increased accrued liabilities in the 
Transit Fund at year-end. 
 
Total long-term liabilities decreased $15.6 million or 2.3% from the prior fiscal year. 
Governmental activities decreased $16.1 million and business-type activities 
increased $0.5 million. The decrease in this category is primarily driven by a 
reduction in overall net pension liability of $18.0 million and a reduction in OPEB 
liability of $1.5 million compared to the prior fiscal year. 
 
Overall, the City’s total net position decreased a total of $17.8 million which is 
primarily driven by a reduction in Net Pension Liability of $18.0 million offset by a 
reduction in deferred outflows related to the City’s state run pension plan (CalPERS) 
by $30.4 million. Net position of the City’s governmental activities amounted to 
($46.0) million. $279.7 million is invested in capital assets such as land, buildings, 
machinery, infrastructure, equipment and other capital improvements; $46.4 million 
is restricted for streets & highways, capital projects community development, public 
safety and debt service; and ($372.1) million is unrestricted. The net position of the 
City’s governmental activities decreased by $9.9 million (FY2018-19 is ($46.0) 
million compared to FY2017-18 is ($36.1) million). There were no prior period 
adjustments in the City’s governmental activities this past year. Net position of the 
City’s business-type activities amounted to $124.0 million. $148.5 million is invested 
in capital assets, and ($24.5) million is unrestricted.   The net position of the City’s 
business-type activities decreased by $7.9 million (FY2018-19 is $124.0 million 
compared to FY2017-18 is $131.9 million). There were no prior period adjustments 
in the City’s business-type activities this past year. 
 
Changes in net position 
 
The City’s total revenues are $333.8 million and total costs of all programs and 
services are $351.6 million which amounted to a change in net position of ($17.8) 
million during the year (See Table 2).    
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Governmental Activities: Revenues. The City’s governmental activities total 
revenues of $222.1 million, by category, are shown below in Figure A-1.  
 
 

2019 2018 2019 2018 2019 2018

Charges for services $12.4 $11.5 $85.7 $83.2 $98.1 $94.7 

Operating grants/contr 17.2 18.2 22.7 18.4 39.9 36.6 

Capital grants/contr 9.9 5.2 1.6 0.3 11.5 5.5 

Property taxes 52.0 49.3                       -                        -  52.0 49.3 

Sales taxes 49.2 47.2                       -                        -  49.2 47.2 
Utility Users Tax 31.0 30.3                       -                        -  31.0 30.3 
Occupancy Tax 11.6 11.6                       -                        -  11.6 11.6 
Business License Tax 9.2 9.2                       -                        -  9.2 9.2 
Other taxes 13.9 13.3                       -                        -  13.9 13.3 

7.9 4.7 1.5 0.4 9.4 5.1 

Motor vehicle tax (unrestricted) 0.1 0.1                       -                        -  0.1 0.1 
7.7 5.4                   0.2                   0.3 7.9 5.7 

222.1 206.0 111.7 102.6 333.8 308.6 

             35.4                  34.1                       -                        -  35.4 34.1 

            121.5               120.3                       -                        -  121.5 120.3 

             29.5                 29.4                       -                        -  29.5 29.4 

              18.5                  20.1                       -                        -  18.5 20.1 

              16.9                  16.4                       -                        -  16.9 16.4 

                2.6                    2.6                       -                        -  2.6 2.6 
                    -                         -                    3.4                   3.5 3.4 3.5 

                    -                         -                  39.1                29.6 39.1 29.6 
                    -                         -                 43.3                38.3 43.3 38.3 

                    -                         -                    5.3                   5.9 5.3 5.9 
                    -                         -                  12.4                 16.7 12.4 16.7 
                    -                         -                    2.3                   2.4 2.3 2.4 

                    -                         -                    7.6                   7.5 7.6 7.5 
Emergency Medical Services                     -                         -                  13.8                 14.2 13.8 14.2 

    224.4       222.9       127.2        118.1      351.6         341.0 

              (2.3)               (16.9)               (15.5)              (15.5)              (17.8)               (32.4

(7.6) (7.5) 7.6 7.5 0.0 0.0 

($9.9) ($24.4) ($7.9) ($8.0) ($17.8) ($32.4)
Net Position-beginning             (36.1)                35.8               131.9              148.2               95.8                184  
Prior Period adjustment 0.0 (47.5) -                   (8.3)                                    -                 (55.8

Net Position-ending ($46.0) ($36.1) $124.0 $131.9 $78.0 $95.8

  Governmental Business-type
      Activities      Activities

Table 2
Summary of Changes in Net Position

(In Millions)

               Total

Revenues

Public safety

Expenses
General government

Increase (decrease) in net 

Cultural Arts

Parks and Recreation

Total expenses
Excess of revenues over expenses

Miscellaneous

Total revenues

Transfers

Public works

Culture and recreation

Program revenues:

General revenues:

Investment earnings

Community development

Interest on long term debt
Airport

  before transfers

Transit
Water

Sewer
Sanitation
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Overall, revenues for the City’s governmental activities increased by $16.1 million, or 
7.8%, as a result of consistent growth across all revenue streams. The largest 
category of revenue for governmental activities is property tax (including all rolls), 
which represents 23% of total governmental activities revenues. This category 
totaled $52.0 million in fiscal year 2018-19, compared to $49.3 million in fiscal year 
2017-18, which is an increase of $2.7 million or 5.4%. The second largest category 
is sales and use tax, which represents 22% of total governmental activities 
revenues. This category totaled $49.2 million in fiscal year 2018-19, compared to 
$47.2 million in fiscal year 2017-18, which is an increase of $2.0 million or 4.3%. The 
third largest category is utility user’s tax, which represents 14% of total governmental 
activities revenue. This category totaled $31.0 million in fiscal year 2018-19, 
compared to $30.3 million in fiscal year 2017-18, which is an increase of $0.7 million 
or 2.4%. Utility Users Tax revenue growth continues to lag due to receipts in 
telecommunications and cellular. This is the result of residents continuing to cut 
cable services and opt for streaming services in their place. 
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Governmental Activities: Functional Expenses. The City’s governmental activities 
total expenditures of $224.4 million as shown below in Figure A-2.  
 
 

 
 
The City’s governmental activities expenditures increased by $1.5 million, or 0.7%, 
when comparing fiscal year 2018-19 with fiscal year 2017-18. The largest category 
of expense for governmental activities is public safety, which represents 54% of total 
governmental activities expenses. It should be noted that this does not include the 
Emergency Medical Services Fund expenditures, which is included in the business-
type activities. This category totaled $121.5 million in fiscal year 2018-19, compared 
to $120.3 million in fiscal year 2017-18, which is an increase of $1.2 million or 1.0%. 
The second largest category is general government, which represents 16% of total 
governmental activities expenses. This category totaled $35.4 million in fiscal year 
2018-19, compared to $34.1 million in fiscal year 2017-18, which is an increase of 
$1.3 million or 3.9%. The third largest category is public works, which represents 
13% of total governmental activities expenses. This category totaled $29.5 million in 
fiscal year 2018-19, compared to $29.4 million in fiscal year 2017-18, which is an 
increase of $0.1 million or 0.4%.  
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Governmental Activities: Expenses and Program Revenues. The following chart, 
Figure A-3, compares program revenues and expenses for governmental activities 
(excluding interest on long-term debt). 
 

 
 
 
The comparison of direct expenses and program revenues demonstrates the extent 
to which each functional area is self-financing or draws from the general revenues of 
the City. A higher percentage of program revenues to direct expenses indicates a 
particular function is more self-sustaining through program revenues generated by 
activities of that function. In contrast, a lower percentage of program revenues to 
direct expenses indicates a function is primarily financed through general revenues. 
 
The function with the highest percentage of program revenues to direct expenses in 
fiscal year 2018-19 is community development. Community development had 
expenses of $16.9 million and program revenues of $13.9 million, which is a ratio of 
82%. The higher percentage indicates that most of the program expenses in this 
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category are financed by revenues generated within the community development 
category. 
 
The function with the lowest percentage of program revenues to direct expenses in 
fiscal year 2018-19 is public safety. Public safety had expenses of $121.5 million and 
program revenues of $3.8 million, which is a ratio of 3%. However, with public safety, 
it should be noted that the Emergency Medical Services fund, which generates 
additional program revenues is categorized as a business-type activity in the 
government-wide reporting area and is not included in these figures. 
 
Business-type Activities: Revenues. The City’s business-type activities total 
revenues of $111.7 million, by category, are shown below in Figure A-4. 
 
 

 
 
Overall, revenues for the City’s business-type activities increased by $9.1 million, or 
8.9%, as a result of consistent growth in charges for services and operating grants. 
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The largest category of revenue for governmental activities is charges for services, 
which represents 76.7% of total business-type activities revenues. This category 
totaled $85.7 million in fiscal year 2018-19, compared to $83.2 million in fiscal year 
2017-18, which is an increase of $2.5 million or 3.1%. The second largest category 
is operating grants, which represents 20.3% of total business-type activities 
revenues. This category totaled $22.7 million in fiscal year 2018-19, compared to 
$18.4 million in fiscal year 2017-18, which is an increase of $4.3 million or 23.2%. 
This increase is primarily driven by an increase in operating grants and contributions 
received by the City’s Transit Fund, most notably Measure M funding. 
 
Business-type Activities: Expenses. The City’s business-type activities total 
expenses of $127.2 million, by category, are shown below in Figure A-5. 
 

 
 
The City’s business-type activities expenditures increased by $9.1 million, or 7.8%, 
when comparing fiscal year 2018-19 with fiscal year 2017-18. The largest category 
of expense for business-type activities is the City’s Water Fund, which represents 
34% of total business-type activities expenses. This category totaled $43.3 million in 
fiscal year 2018-19, compared to $38.3 million in fiscal year 2017-18, which is an 
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increase of $5.0 million or 13.0%. This change is directly related to increased 
spending on capital projects in the City. The second largest category is the City’s 
Transit System Fund, which represents 31% of total business-type activities 
expenses. This category totaled $39.1 million in fiscal year 2018-19, compared to 
$29.6 million in fiscal year 2017-18, which is an increase of $9.5 million or 32.4%. 
This increase is due to a one-time bad debt expense of uncollected capital 
maintenance operating revenue of $4.5 million in fiscal year 2018-19 and increased 
accrued liabilities at year end. The third largest category is the City’s Emergency 
Medical Services fund, which represents 11% of total business-type activities 
expenses. This category totaled $13.8 million in fiscal year 2018-19, compared to 
$14.2 million in fiscal year 2017-18, which is a decrease of $0.4 million or 2.8%. 
 
Business-type Activities: Expenses and Program Revenues. The following chart, 
Figure A-6, compares program revenues and expenses for the city’s business-type 
activities. 
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The comparison of direct expenses and program revenues demonstrates the extent 
to which each business-type activity area is self-financing, draws from its fund 
balance, or is supplemented with operating transfers. Since the chart above is a 
comparison of direct expenses and program revenues, it also does not include any 
operating transfers out to other funds. Overall the City’s business-type activities fund 
their own operations, except the Cultural Arts Center, Parks and Recreation, and the 
Emergency Medical Services. These three programmatic areas require general fund 
transfers each year to support the daily operations.   
 
 
FINANCIAL ANALYSIS OF THE CITY’S MAJOR FUNDS 

 
Governmental funds 

 
 The focus of the City’s governmental funds is to provide information on near-term 

inflows, outflows, and balances on spendable resources. As the City completed the 
year, its governmental funds reported a combined fund balance of $93.3 million.  
 
General Fund 
 
The General Fund is the main operating fund of the City and the only fund reported 
as a major fund this year. General Fund revenues increased $10.8 million or 6.1% 
from the prior fiscal year. The largest revenues source in the General Fund is 
property tax (including all rolls), which increased $2.5 million of 5.1%. The second 
largest revenue source in the General Fund is sales and use tax, which increased 
$2.0 million or 4.3%. The third largest revenue source in the General Fund is utility 
users tax, which increased $0.7 million or 2.4%. Utility Users Tax revenue growth 
continues to lag due to receipts in telecommunications and cellular. Despite this 
laggard, the City continues to experience consistent growth in its major revenue 
streams. This is the result of residents continuing to cut cable services and opt for 
streaming services in their place. These three revenue streams represent 70.6% of 
total General Fund revenues. 
 
General fund expenditures increased $12.4 million or 7.3% from the prior fiscal year. 
This is primarily driven by an increase in public safety expenditures of $6.8 million or 
6.3%; an increase in general government expenditures of $2.5 million or 13.1%; and 
an increase in community development of $0.5 million or 6.4% over the prior fiscal 
year. These three expenditure categories represent 79.5% of total General Fund 
spending. These increases are not driven by new positions, but rather the costs of 
existing positions including cost of living adjustments and associated position costs, 
such as CalPERS pension costs. 
 
The decrease in General fund balance is $5.0 million this year primarily due to 
transfers to the Capital Improvement Fund for capital projects and transfers to 
supplement the Self Insurance Fund.  
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Proprietary funds 

 
 The Enterprise Funds provide the same basic type of information found in the 

government-wide financial statements but in more detail. The major funds reported 
are the Transit System Fund, Water Fund, Sewer Fund, Sanitation Fund and 
Emergency Medical Services Fund.   
 
The Transit Fund has a decrease in fund equity of $9.3 million this year due to a 
one-time audit adjustment expensing uncollected capital maintenance operating 
revenue of $4.5 million and increased accrued liabilities at year-end.  
 
The Water Fund had a decrease in fund equity of $0.2 million primarily due to 
increased spending on capital projects.  
 
The Sewer Fund had an increase in fund equity of $0.5 million. This Fund improved 
over the prior year’s deficit of ($0.1) million, due to overall reductions in operating 
expenditures.  
 
The Emergency Services Fund has a decrease in fund equity of $0.5 million 
primarily due to a reduced subsidy required from the General Fund to cover current 
liabilities at year end.  
 
General Fund Budgetary Highlights 
 
Over the course of the year, the City has made revisions to its budget upon City 
Council’s approval.  The budget amendments fall into the following categories: 
 
•   Program modifications presented to the Finance and Governmental Operations 

Committee during its first quarter and mid-year budget review presentations.  
Upon approval of the Finance and Governmental Operations Committee, these 
program modifications were taken to City Council for further approval. 

 
•   Budget transfers within the respective General Fund departments are also 

subject to approval by the department head and City Manager’s Office. 
 

During the First Quarter Budget Presentation the following modification was 
approved, with the cost being absorbed by the Water, Sewer and Sanitation Funds:  
 

• Add 1.0 Human Resources Technician to City Manager’s Office (0.50 in Civil 
Service and 0.50 in Human Resources)  

• Delete 0.50 Intern II position from City Manager’s Office, Human Resources 
Division 

• Add $13,950 to Human Resources Division materials budget 
 
During the Mid-Year Budget presentation there were no program modifications. 
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Although the City amended its expenditure budget, actual expenditures were $7.5 
million below the final adopted budget amounts. This is primarily due to salary 
savings caused by vacancies in various departments and savings from materials, 
supplies and services during the year. However, the resources available for 
appropriation were $9.8 million below the final adopted budgeted amount which was 
primarily due to the underperformance in sales tax, utility users’ tax (UUT), and 
occupancy tax. 
 
The City’s General Fund balance of $30.1 million differs from the General Fund’s 
budgetary fund balance of $29.1 million because $1.0 million of encumbrances are 
included for budgetary purposes. 
 
 
CAPITAL ASSET AND DEBT ADMINISTRATION 
 
Capital Assets   
 
The City’s investment in capital assets for its governmental and business type 
activities as of June 30, 2019 amounts to $491.5 million (net of accumulated 
depreciation).  The investment in capital assets includes land, right of way, buildings 
and improvements, equipment, construction in progress, easement and 
infrastructure assets.   
 
 

 
 
 
The total capital assets in the governmental activities increased by $5.9 million 
($336.6 million compared to $330.7 million in 2017-18) and the business-type 
activities increased by $0.4 million ($154.9 million compared to $154.5 million in 
2017-18). More detailed information about the City’s capital assets and its activities 
during the year is shown in Note 3 of the Notes to the Basic Financial Statements.  
 

2019 2018 2019 2018 2019 2018

Land $78.0 $78.0 $8.8 $6.9 $86.8 $84.9 

Right of Way 19.3 19.3                 -               -  19.3 19.3 

Construction in progress 22.0 16.0 5.1 14.1 27.1 30.1 

Infrastructure 151.8 153.6 102.5 94.5 254.3 248.1 

Buildings and improvements 43.7 42.9 6.2 5.3 49.9 48.2 

Equipment 21.8 20.9 30.9 32.3 52.7 53.2 

Easement                   -                  -  1.4 1.4 1.4              1.4 

Total $336.6 $330.7 $154.9 $154.5 $491.5 $485.2

Table 3
Capital Assets

(net of depreciation, in millions)

         Activities        Activities           Total
     Governmental   Business-type
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Long-term debt   
 
At the end of the fiscal year, the City had total bonded debt outstanding of $59.3 
million as shown in Table 5.  More detailed information about the City’s long-term 
liabilities is presented in Notes 6 and 7 of the notes to the basic financial statements. 
 

 
 
 
The City currently has $58.0 million of outstanding bonded debt or 0.2% of assessed 
value of all real and personal property of the City. During fiscal year 2018-19 the 
total bonded debt of the City decreased by $1.3 million.  The decrease is primarily 
due to the annual payments on of the City’s current outstanding certificates of 
participation. 
 
The City’s General Fund has a “AA” rating for Lease Revenue Obligations from S&P 
Global Ratings (Standard & Poor’s) and a “Aa2” from Moody’s Investor Service.  The 
City’s short term note rating is an SP-1+ from S&P Global Ratings. 
 
Additionally, the City’s Water Fund has outstanding debt of $5.0 million due to the 
installment sale agreement to fund the North Torrance Well Field Project. 
   

  
ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES 
 
Key Highlights of the 2019-20 Budget 
 
The City Council adopted in May 2019, the first year (2019-20 fiscal year) of the Two 
Year Operating budget. This budget is balanced and forecasts a balanced budget 
throughout the next five years. The five year projection reflects revenue growth of 
2.6% to 2.7% which is consistent with the five-year forecast presented in 2018-19.  
 
Self-Insurance Fund: 
 
The budget increases the General Fund contribution by an additional $200,000 
annually for the 2019-20 budget and through the five year forecast. 
 

2019 2018 2019 2018 2019 2018

Revenue bonds and notes

(backed by specific tax
and fee revenues) 58.0$     59.3$     5.0$        -$       63.0$     59.3$     

Table 4
Outstanding Debt

(In Millions)

          Activities            Activities                 Total
      Governmental       Business-type
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Police Equipment Replacement Fund: 
 
The budget includes a new annual subsidy of $100,000 in the General Fund to fund 
the replacement of automatic license plate readers (ALPR) and unmanned aircraft 
systems (UAS), better known as drones. 
 
Employee Pensions: 
 

• The City is primarily a service organization with 77% of the General Fund 
budget in labor. 

• Pension costs are based on the State CalPERS actuarial evaluation. Recent 
revisions have impacted City pension costs as follows: 

o Reducing the discount rate to 7.0% beginning with June 30, 2018 
valuation 

o Increased mortality rates 
o Amortizes gains/losses over 20 years rather than 30 years (effective 

June 30, 2019 valuation). 
• CalPERS pension costs as percentage of the general fund budget is 22.7%. 

This is projected to peak at 23.7% of the general fund budget in the 2022-23 
fiscal year.  

o In FY2015-16 the City made an additional contribution to CalPERS in 
the amount of $3.2 million and in FY 2016-17 the City set aside 
another $3.4 million to offset pension obligations bringing the total to 
$6.6 million. The City also sets aside an additional $210 thousand 
dollar payment to CalPERS annually. 

• The City has implemented several “tiered” pension benefits that transfers 
more of the pension costs to new employees while reducing some pension 
benefits. This plan currently realizes savings of over $3.8 million annually, 
which will increase as new employees are hired. 

 
 
Other Post-Employment Benefits (OPEB): 
 

• The City continues to fund its actuarially determined contributions (ADC) for 
Other Post-Employment Benefits. 

• OPEB mainly covers health benefits for retirees of roughly $136 a month for 
Miscellaneous employees and up to an additional $130 to $332 a month for 
Fire and Police retirees. 

 
Workforce: 
 
The City is experiencing an increase in employee retirements and staff turnover as 
the current workforce ages.  Efforts toward recruitment indicate a shortage of viable 
qualified candidates in the current labor market. 
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Employee Memorandums of Understanding (MOUs): 
 
Wage and benefit packages have been settled for all labor groups. Fire MOUs are 
set to expire June 2022, Police MOUs are set to expire December 2023, with others 
expiring in June 2020.   
 
CONTACTING THE CITY’S FINANCIAL MANAGEMENT 

 
This financial report is designed to provide our citizens, taxpayers, customers, and 
investors and creditors with a general overview of the City’s finances and to 
demonstrate the City’s accountability for the money it receives.  If you have any 
questions, about this report or need additional financial information, contact the City 
of Torrance Finance Department, 3031 Torrance Blvd., Torrance, California 90503. 
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N O N - M A J O R  S P E C I A L  R E V E N U E  F U N D S

Special Revenue Funds are used to account 
for the proceeds of specific revenue sources 
(other than expendable and nonexpendable 
trusts) that are restricted by law to expenditure 
for specified purposes. 

The PARKS AND RECREATION FACILITIES 
FUND is used to account of the revenues 
and expenditures in connection with the 
City’s park and recreation facilities tax.

The RENTAL ASSISTANCE PROGRAM FUND is 
used to account for the operations of the  
Federal rental assistance program which  
provides relief for lower income families. 

The SEISMIC EDUCATION FUND is used to 
account for the training and developing  
of the City’s staff on seismic activities. 

The STREET LIGHTING ASSESSMENT FUND is used 
to account for the revenues and expenditures 
associated with the maintenance and use of 
the City’s street lighting system.

The DRAINAGE IMPROVEMENT FUND is used to 
account for the revenues and expenditures in 
connection with the improvement of the  
City’s drainage system.

The PARKS, REHABILITATION AND OPEN 
SPACE, PARK EQUIPMENT REPLACEMENT, 
AND GREENWOOD PARK IMPROVEMENT  
REPLACEMENT FUNDS are used to account 
for the resources generated by a fee  
imposed on new dwelling construction 
and certain remodeling of dwellings.

The PROPOSITION A FUND is used to develop 
and improve local public transit, paratransit 
and related transportation infrastructure.

The PROPOSITION C FUND is used to improve 
transit service and operations, reduce traffic 
congestion, improve air quality, efficiently  
operate and improve the condition of the 
streets and freeways utilized by public transit 
and reduce foreign fuel dependence.

The MEASURE M LOCAL RETURN FUND is used for 
street and roads improvements, traffic control 
measures, bikeway and pedestrian improve-
ments, and public transit services.

C O M P R E H E N S I V E  A N N U A L  F I N A N C I A L  R E P O R T

The MEASURE R LOCAL RETURN AND HIGHWAY 
FUND is used for planning, right of way 
acquisitions, engineering, administration, 
construction improvement, maintenance, 
and operation of public streets and roads, 
highways and exclusive public mass transit 
guide ways.

The VANPOOL RIDESHARE FUND is used to  
account for rideshare revenues from Prop 
C and fares, and to account for rideshare 
expenses.

The BICYCLE TRANSPORTATION FUND is used 
to account for the revenues and  
expenditures in connection with the  
City’s bicycle transportation program.

The ANIMAL CONTROL FUND is used to  
account for animal licenses, permits and  
operations of the Animal Control Program.

The LOW MOD HOUSING FUND is used  
to account for the revenues and expenditures 
in connection with developing and managing 
affordable housing for low, very low and  
extreme low income households.

The DEVELOPMENT IMPACT FUND is used to  
account for the transportation, utility  
undergrounding, sewer storm drain, Police & 
Fire impact fees that will be used to finance 
facilities identified by the study’s needs list.

The GEOLOGIC HAZARD ABATEMENT FUND  
is used to account for the costs of  
installation and construction of improvements 
necessary to the prevention,  
mitigation, abatement, or control of a  
geologic hazard within the City.

The STATE GAS TAX STREET IMPROVEMENT FUND 
is used to account for the State gasoline tax 
revenues received from the State which are 
used for maintenance and improvement of 
the City’s streets.

The AIR QUALITY MANAGEMENT DISTRICT FUND 
is used to account for City compliance with air 
quality management regulations.

The MEADOW PARK PARKING LOT DISTRICT 
FUND is used to account for the revenues and 
expenditures generated through the cleaning 
and maintenance of the Meadow Park park-
ing lot district.

The POLICE INMATE WELFARE FUND is  
comprised of any money, refund, rebate 
or commission received from a telephone 
company or pay telephone provider when 
the money is attributable to the use of pay 
telephones which are primarily used by 
inmates while incarcerated.

The GRANTS AND DONATIONS FUND is used 
to account for monies received for the  
purpose of providing educational, cultural 
and recreational needs of the community 
and for specific infrastructure projects.

The COMMUNITY DEVELOPMENT BLOCK 
GRANT FUND is used to account for the 
funds allocated by the US Department 
of Housing and Urban Development to 
the City for community and infrastructure 
development.

The FEDERAL HOUSING AND REHABILITATION 
FUND is used to account for the activities of 
the Federal Housing and Rehabilitation Grant.

The ASSET FOREFEITURE FUND  is  used to 
account for resources used solely for 
investigation, detection and prosecution 
of cr iminal activit ies.  This includes the 
purchase of equipment, investigation 
training, and developing/acquir ing 
personnel resources.

The PROPOSITION 1B FUND is used to account 
for monies received from the State out of the 
State general obligation bonds for the purpose 
of providing roadway extension, rehabilitation 
and reconstruction.

The DNA SAMPLING FUND is used to  
account for DNA sampling of arrestees  
that is reimbursed by the State.
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N O N - M A J O R  C A P I T A L  P R O J E C T  F U N D S

The Capital Project funds are used to account for resources used for the acquisition or construction of major 
capital facilities, except for those financed by certain Special Revenue and Proprietary Funds.

The CAPITAL IMPROVEMENT FUND is used to account for construction of street improvements, storm drain  
and building improvements and other capital projects within the City.

The TORRANCE PUBLIC PROPERTY FINANCING CAPITAL PROJECT FUND is used to account for construction  
of capital improvements related to an emergency operation center and any other public capital  
improvements selected by the City.

C O M P R E H E N S I V E  A N N U A L  F I N A N C I A L  R E P O R T
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N O N - M A J O R  D E B T  S E R V I C E  F U N D S

The Debt Service funds are used to account for the accumulation of resources for, and the payment of,  
principal and interest on specific long-term obligations of the City.

The TORRANCE PUBLIC PROPERTY FINANCING DEBT SERVICE FUND is used to account for debt service related  
to certificates of participation issued to provide for the refinance of a lease obligation that financed certain 
facilities and capital improvements within the City and the acquisition of real property for a regional transit 
center.

C O M P R E H E N S I V E  A N N U A L  F I N A N C I A L  R E P O R T
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I N T E R N A L  S E R V I C E  F U N D S

The Internal Service funds are used to account for financing of goods or services provided by one City department  
to other departments of the City and to other governmental units on a cost-reimbursement basis.

The SELF-INSURANCE FUND is used to finance and account for the City’s risk management and self-insurance  
programs.

The FLEET SERVICES FUND is used to finance and account for the City’s vehicular equipment.
 
The POSTEMPLOYMENT/COMP ABSENCES FUND is used to account for interfund charges to the City’s departments  
for postemployment benefits and compensated absences.

C O M P R E H E N S I V E  A N N U A L  F I N A N C I A L  R E P O R T
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A G E N C Y  F U N D S

The Agency funds are used to account for assets held by the City in a fiduciary capacity for individuals, 
governmental entities and others.

The SPECIAL DEPOSITS FUND is used to account for private donations, deposits and other funds disbursements 
on projects of the general government.

The FLEXIBLE BENEFITS FUND is used to account for unspent pre-tax benefits funds collected from the  
participating employees of the City.

The ENVIRONMENTAL TRUST FUND is used to account for the cost of analysis and evaluation of air  
pollutants potentially derived from refineries.

The PROPERTY ROOM EVIDENCE FUND is used to account for the safekeeping and disbursement of evidence 
held in the Police property room.

The TORRANCE TOURISM BUSINESS IMPROVEMENT DISTRICT FUND is used to account for funds contributed  
by lodging businesses to market the area, including promotional activities, special events, and programs  
in order to increase business.

The INTEROPERABILITY NETWORK OF THE SOUTH BAY FUND is used to account for funds contributed by  
Network member cities to enhance the public safety and general government land mobile radio  
capabilities of it’s members by developing and managing a wide-area interoperable government  
communications network. 
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S T A T I S T I C A L  S E C T I O N
(Not covered by Independent Auditors’ Report)

C O M P R E H E N S I V E  A N N U A L  F I N A N C I A L  R E P O R T
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O T H E R  S U P P L E M E N T A R Y  I N F O R M A T I O N 
(Not covered by Independent Auditors’ Report)

C O M P R E H E N S I V E  A N N U A L  F I N A N C I A L  R E P O R T
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