Council Meeting of
November 20, 2007

Honorable Mayor and Members
of the City Council
City Hall
Torrance, California
Members of the Council:
Subject: 1% Quarter 2007-08 Budget Review

RECOMMENDATION

Recommendation of the Finance and Governmental Operations Committee that Your Honorable
Body concur with the following recommendations:

e Accept and file the First Quarter 2007-08 Budget Review Report and the City Treasurer’s
Investment Report

o Approve the allocation of fiscal year 2006-07 carryover

e Approve the program modifications for the following departments: Community Services,
Finance, Human Resources, Public Works and Transit

e Approve the capital projects program modifications for the following departments: City
Manager, Community Development, Community Services, Finance, General Services and
Human Resources

BACKGROUND/ANALYSIS

On Tuesday, November 6, the Finance and Governmental Operations Committee heard a
presentation from staff on the First Quarter 2007-08 Budget Review.

The Committee voted and accepted unanimously the First Quarter 2007-08 Budget Review
Report, the City Treasurer's Investment Report, the allocation of fiscal year 2006-07 carryover,
the program modifications and the capital projects program modifications.

At the Committee meeting the following program modifications and capital projects program
modifications were discussed (please see attachments C & D for detailed information):

Program Modifications:

e Community Services — approve the reallocation of 0.5 Senior Aide to 0.5 Library Page

e Community Services — appropriate funds for transportation and other trip costs for the Day
Camp program

e Community Services — appropriate funds for chemicals necessary to maintain the Benstead

Plunge

Finance — approve the reallocation of 1.0 Typist Clerk to 1.0 Account Clerk

Human Resources — approve the addition of 1.0 Human Resources Analyst

Human Resources — appropriate additional funds from the Self-Insurance Reserve Fund

Public Works — approve the reallocation of 1.0 Senior Tree Trimmer to 1.0 Public Works

Supervisor

Public Works — approve the reallocation of 2.0 Semi-Skilled Laborers to 2.0 Water Technician |

¢ Transit — approve the addition of 0.8 Customer Service Representative




Capital Projects Program Modifications

o City Manager — approve the expansion of the (Special Multi Agency Response Team) SMART
program to provide assistance in improving rundown properties
o Community Development & General Services — appropriate additional funding for a One Stop

Permit Center

e Community Services — appropriate funds for the development of the Lomita Right of Way

open space

o Community Services — approve appropriation for the Wilson Park maintenance and storage

building

e Community Services — approve additional funding for the Branch Libraries —Replace Stacks

project

o Community Services — appropriate funds to provide for de-thatching/turf improvements at

various City parks

e Finance — approve creation of a City match Cultural Arts Center Endowment Fund Reserve
Finance — add additional funding of $250,000 for the acquisition of property located at 465

Crenshaw Boulevard

e General Services — appropriate additional funding for the Police Department’s

communications electrical upgrade

e General Services — appropriate additional funding to bring City underground tanks and related

system into compliance

e General Services & Transit — appropriate funds to purchase and install FuelFocus™ fuel

management system at City dispensing sites

e General Services — approve purchase of gas range for Ken Miller Recreation Center kitchen
e Human Resources — approve funding for access compliance surveys of City facilities under

the Americans w/ Disability Act (ADA)

e Human Resources — approve funding to retrofit the Police Department building for ADA

accessibility

Currently, the City has reserve accounts established to aide in funding various financial activities.
Many of the reserves have been created to assist the City in times of economic uncertainties.
Every year, the City Council allocates year-end carryover (if available) to the appropriate reserve

accounts where needed.

The Committee recommends that the remaining 2006-07 year end carryover of $5,215,870 be

allocated to the following reserves:

Recommended use of Carryover:

Unallocated Carryover

2007-08 Capital Projects:

Police Wiring

Underground Tanks

Fuel Focus — Automated

One Stop Center

Lomita Right of Way

Wilson Park Maintenance

De-thatching Parks 4 ball fields

Library Stacks

ADA Access Compliance Survey

Retrofit Police Building for ADA accessibility

Expansion of SMART program

CAC endowment fund

Acquisition of property located at
465 Crenshaw Boulevard

$5,215,870

(300,000)
(266,400)
(130,000)
(900,000)
(500,000)
(220,000)
(170,000)
(170,000)
( 60,000)
(170,000)
(250,000)
(250,000)
(250,000)



Program Modifications:
Human Resource Analyst
FEAP Projects

Reserves:

Economic Anomaly
Program Innovation
Proposition A Exchange
Economic Development

Attachments:
Executive Summary

ocowy

( 55,000)
(274,470)

(500,000)
(150,000)
(300,000)
(300,000)

Respectfully submitted,

Finance and Governmental Operations Committee

oot

Councilwoman Bill Sutherland, Chair

o Tl

Councilwoman Hope Witkowsky, Member

Councilman Gene Barnett, Member

City Treasurer’'s Investment Report
Program Modifications (Limited Distribution)
Capital Projects Program Modifications (Limited Distribution)






ATTACHMENT A

Committee Meeting of
November 6, 2007

Honorable Chair and Members

of the Finance and Governmental Operation Committee
City Hall
Torrance, California

Members of the Committee:
Subject: First Quarter 2007- 08 Budget Review
RECOMMENDATION

The City Manager and the Finance Director recommend that the following items be approved by
the Finance and Governmental Operations Committee and recommended to City Council for
action:

Accept the First Quarter 2007-08 Budget Review Report
Accept the City Treasurer's Investment Report
Approve the program modifications for the following departments: Community Services,
Finance, Human Resources, Public Works and Transit
e Approve the capital projects program modifications for the following departments: City

Manager, Community Development, Community Services, General Services and Human
Resources.

EXECUTIVE SUMMARY

Revenues for the first quarter are projected to meet budget estimates and expenditures for all
City departments are within budget guidelines. There has been a change in reporting for
general fund revenues. To provide a more accurate picture of revenues, the major revenues
are being budgeted monthly to reflect seasonal activity. By displaying seasonal activity, the
budget reflects how much revenue is planned to be received instead of a straight percentage of
the expired fiscal year. The City has received approximately 18% of fiscal year 2007-08
revenues compared to 19% for the 2006-07 year. The seasonal budget is projected to be
$27,689,998 at September 30, 2007 and actual revenues received were slightly higher at
$29,213,317.

Torrance continues to have a solid underlying

A Snapshot of Torranc
economy. The City's tax and economic base includes P anee
a mix of high-end residential properties and a sizable _Population: 147,405
commercial and retail component. The City had a Peak Daytime Populetion (2 p.m.): 203.011
large property tax base of $22.2 billion in fiscal year 145§ %u,,_timluéﬁpk;;:es
2007. The $22.2 billion reflects a 7.1% increase over 6 Fire Stations
last year. The unemployment rate in the City of 1 Police Station, 1 Police Substation &
Torrance is 2.5% as of 09/30/07. The City's 234}:1)?@2 gog)?ge"g% Cﬁ)"tee;ss
unemployment rate has historically fallen under both 159 Sworn Fire Empfoyies
State and National averages of 5.1% and 4.7% 6 Public Libraries
respectively. Taxable sales for both the State of 90,000 Street Trees

550 Miles of Sidewalks
46 Parks & Recreation Amenities




California and the City of Torrance have continued to increase and are projected to reflect a
modest growth through the fourth quarter of calendar year 2008.

Year-end operations for the General
Fund, fiscal year ended June 30, 2007, Fiscal Year ended June 30, 2007
generated available carry-over of Variance
approximately $11.7 million prior to Favorable
commitments. The carry-over was Sources Uses (Unfavorable)
generated from a positive revenue
variance of $7.7 million caused primarily General Fund $162,812,127  $ 151,096,257 $11,715,870
from higher fhan pro;epted propeﬁy tax Enterprise Funds:
revenue derived from increases in real i
estate values, continued strong Airport 11070853 8518905 2,551,948
construction activity, and better than Transit 20,242,457 18,087,709 2,154,748
expected investment portfolio earnings. | V2 _ 23223435 22140372 1,083,063
Approximately $4_0 million was Emejrg(.ancy Medical 8,177,245 8,127,220 50,025
generated from expenditures of which Sanitation 10,782,998 10,135,554 647,444
$3.3 million was due primarily from Cultural Arts 1,767,537 1,767,537 0
position vacancies and $600,000 from Sewer , 2914034 1626340 1,287,604
unused material and professional Parks & Recreation 7,325,010 7,296,849 28,161
services budgets. internal Services

Fleet -Operation 6,858,908 4,519,179 2,338,729
Budget Outlook/Budgetary concerns Seff Insurance 4,286,566  4,965,1551 (678,985 )

The economic forecast for California continues to project an overall growth in payroll by 1.2%.
The 1.2% growth represents increases and decreases in various job categories with the net
change resulting in a modest 1.2% overall growth. The economy’s slowing is caused by the

LAO Forecast lagging housing market, foreclosures and the lack of
2006 2007 2008 | liquidity in the markets as a whole. The demand for
Personal Income 6.4 42 47 housing is down in Los Angeles County, which is reflected
age Growth 28 08 16 | bythe dropin home sales by 20%. Typically, as demand
axable Sales 53 44 a4g | decreases, inventories will build which will then put
Permits 163,300 130,000 134,100 downward pressure on price. On October 31, 2007, the
- 3.9 28 20 Federal Reserve lowered the federal funds rate by 25

basis points (0.25%) to 4-1/2%. Per the Federal Reserve,

"Economic growth was solid in the third quarter (calendar), and strains in the financial markets
have eased somewhat on balance. However, the pace of economic expansion will likely slow
down in the near term, partly reflecting the intensification of the housing correction. Today's
action, combined with the policy taken in September, should help forestall some of the adverse
effects on the broader economy that might otherwise arise from the disruptions in financial
markets and promote moderate growth overtime”. Essentially the Federal Reserve feels the
upside risks to inflation have been trumped by the downside risks to growth.

The decline in housing prices is concerning. Many counties in California, including Los Angeles
are bracing for requests for re-assessment and the decline in value of the property tax rolls.
Torrance has not seen month over month last year home values decline, in contrast the August
2007 compared to August 2006 increased by over 7.8%. Over the past couple of years,
property taxes have been projected to grow by about 4%. Property tax is the City’s third largest
revenue source for the General Fund and will be monitored closely in case actual receipts begin
to fall below current year projections.



Another area of concern exists that relates to retail sales. As the economy softens and
consumer confidence erodes the large ticket items and holiday sales may be adversely affected.
In addition, holiday sales will most likely take another hit due to possible inventory shortages
and product safety concerns for toys manufactured outside the United States.

Lastly, as reported at the mid-year 2006-07 Finance and Governmental Operations
Committee meeting, concerns exist in the collection of Utility Users’ Tax (UUT) on long
distance telephone calls. The Federal Government implemented a policy which eliminated
the Federal Excise Tax. Some telephone utility users’ tax suppliers have made inquiries
with regards of continuing to apply the City’s UUT on long distance service. The City
believes that the City's UUT ordinance still applies to long distance service. Staff has been
in discussions with the League of California Cities, as well as legal counsel, on the potential
impact of the Federal Government’s change in policy. Recently, some cities have elected to
change their existing UUT ordinance (by city council action) enhancing and redefining the
intent of the telephone UUT with respect to long distant phone calls. Other cities (Hermosa
Beach, Los Angeles and Pasadena) are placing the telephone tax on a ballot seeking
voter's approval of the telephone UUT tax. Staff is exploring the best alternative for the City
of Torrance and will keep your Honorable Body informed. As a reminder, the loss of
revenue to the City’s General Fund for the long distance component of the telephone UUT
is projected to be approximately $5-6 million annually.

Program Modifications: The following is a summary of the program modifications which is
being submitted for your Honorable Body’s approval. The specific detail of each
modification request is included in the 1 quarter 2007-08 Budget Review Report (see
Program Modifications Tab).

Community Services

o Convert Senior Aide to Library Page
e Day Camp

e Benstead Plunge

Finance
¢ Reallocate 1.0 Typist Clerk to 1.0 Account Clerk

Human Resources
e Add 1.0 Human Resource Analyst
¢  Workers’ Compensation

Public Works
o Reallocate 2.0 Semi Skilled Laborers to 2.0 Water Tech |
o Reallocate 1.0 Sr. Tree Trimmer to 1.0 Public Works Supervisor

Transit
o Add 0.8 Customer Service Representative



Capital Projects Program Modifications: The following is a summary of the capital

projects program modifications which is being submitted for your Honorable Body’'s

approval. These specific projects require consideration for funding at this time due to:
o the sensitivity of the projects

mandated programs

adversely affecting City operations

priority of the City Council and/or

supplementing an existing projects

The specific detail of each modification request is included in the 1° quarter 2007-08
Budget Review Report (see Capital Projects-Pgm Modifications Tab).

City Manager

o Community Redevelopment

Community Development
¢ One-Stop Center

Community Services
Development of Lomita Right of Way

L
¢ Wilson Park Maintenance and Storage Building (FEAP 340)
¢ Replace branch libraries shelving-replace stacks (FEAP 623)
o Turf improvements at various City parks

General Services

* Police Department Communications electrical upgrade (FEAP 567)
¢ Underground storage tanks and related systems (FEAP 445)

e Automated Fuel Focus Management System

Human Resources
e ADA access compliance survey of City facilities
¢ Retrofit Police Department for ADA accessibility

Respectfully submitted,
S 2

Eric E. Tsao

Finance Director




9 ATTACHMENT B

October 25, 2006
COMMITTEE MEETING
November 06, 2007

Honorable Mayor and

Members of the City Council
City Hall
Torrance, California

VIA:  Council Finance and Governmental Operations Committee

The Treasurer's Office and the Investment Advisory Committee have set out to develop
and implement investment procedures that insure the City’s investment objectives of a
high degree of asset safety, an adequate liquidity to meet operating and capital

expenditure needs and a reasonable return of the City’s investment assets given the
City's foremost goals of safety and liquidity.

Investment Summary

As of September 30, 2007 total investments of $302.1 million consisted of the following
categories:

1) Pooled Funds (Investment Portfolio) $ 166.1 million

2) Restricted Funds:

a. Debt issue proceeds $ 10.8 million
b. Deferred Compensation
1) 457 $ 115.7 million
2) 401(a) $ 4.4 million
c. Retirement Health Savings plan $ 3.4 million

The pooled Funds consist of surplus funds invested and managed directly by the City
Treasurer. To date the fund has generated year-to-date interest earnings of $2.0 million
and the effective rate of return equaled 4.70 %.

The restricted funds, made up of the Debt issue proceeds, Deferred Compensation
funds and the Retirement Health Savings Plan are invested accordingly:

1) Debt issue proceeds are invested through a trustee appointed under the Debt
Trust Indenture. The funds are invested at the direction of the City Treasurer.

2) Deferred Compensation fund is managed by a third party administrator - Great
West Life. Investment options made available to the participants are selected
and approved by the Deferred Compensation Committee. The fund is a self-
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directed program. Participants have the ability to direct their contributions
among several different investment options.

3) The Retirement Health Savings Plan is managed by a third party administrator —
ICMA Retirement. Investment Options are made available to the participants and
are selected by ICMA Retirement. Participants can direct their contributions
among several different investment options.

NOTE:. The Deferred Compensation Plans and the Retirement Health Savings Plan are
held in Trust for the benefit of the Participant or their Beneficiaries and is not an asset of
the City of Torrance.

Investment Forecast

The Federal Reserve Board has eased rates by 50 basis points (bps) at the last Federal
Open Market Committee (FOMC) meeting bringing the Fed Fund Rate to 4.75%. What
does this mean to rates across the short and intermediate curve? We would expect to
see lower rates along the yield curve; however the decrease should be most noticeable
on the short end of the curve. The FOMC will meet again in October and it will be
interesting to see if they continue to stay the course or continue to ease. The
determining factor is based on whether the economy is in a position to maintain a
steady pace of expansion. Economic recoveries are measured on consistent growth
from more than one indicator; however, decisions to ease have been driven by the
housing industry and the foreclosure concerns.

GASB 31 Impacts on Investments

GASB 31 took effect June 1997. The intent of GASB 31 is to bring to light potential
liquidity problems by requiring municipalities to mark to market their securities with a
maturity greater than one year. This paper gain or loss must be booked against
investment earnings at year-end.

One way to avoid the gain/loss issue is to limit all purchases to maturities of less than
one year. This condition would then preclude a market valuation and allow investments
to be carried on a book value basis. This situation could reduce earnings potential in
the loss of yield that a security with a longer term would usually offer.

Within our investment policy we adhere to a buy and hold philosophy. Therefore, our
current strategy will not change in light of GASB 31. We will continue to invest the
portfolio out along the yield curve. At the same time we keep enough liquidity to meet
current and future obligations.

At the present time the monthly investment report tracks all securities by listing the face
value, book value and market value. The portfolio paper gain or loss is the difference
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between book and market value. The unrealized gain/loss is noted monthly even
though it is not physically applied to earnings until year-end.

Investment Strategy

For the past three months, the portfolio activity consisted of purchases of $82.7 million
and redemptions of $79.9 million. For every security that matured, it has been replaced
by a purchase of a new security.

Beginning in mid-December the investment portfolio should begin to increase due to the
collection of Property tax, business license fees and occupancy tax. This is when the
investment activity will pick up. Currently, the yield curve has widened and with the
potential of the Fed’s continuing to cut the Fed Funds rate, we expect to see a lower
rate of return. However, our strategy will remain the same by investing in the 2-5 year
range.

To be consistent with the City’s objectives of high degree of Asset safety, all
investments will be invested in high quality rated instruments or those guaranteed by
the “full faith and credit” of the government.

Recommendation
Accept and file the 1% Quarter Report.

Respectfully submitted,

. ?@,\)& I )y vt
T Linda M. Barnett
City Treasurer

CONCUR:

ommittee Member



