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CITY MANAGER’S BUDGET MESSAGE

Mayor Ward and Members of the City Council:

| am very pleased to present the Fiscal Year 2006-2007 budget. This spending plan
builds upon our tradition of providing excellent service in a cost effective manner.

In last year’s budget we discussed two very important issues affecting our finances:
pension costs and the State budget crisis. Over the past three years, pension costs have
risen by over $4 million as a result of the stock market declines in the early part of the
decade, coupled with enhanced benefits awarded to our employees in order to remain
competitive in the marketplace. The State’s financial crunch also resulted in $672,000
being diverted from our FY 2004-2005 and 2005-2006 revenues. These two issues
required us to utilize a portion of our Pension Stabilization Reserve to balance last year’s
budget. The City Council had the foresight to establish that reserve in 2003 in
anticipation of higher pension rates, a decision that has served us well as the year has
progressed.

Fast forward one year, and the financial picture brightens. Pension rates are finally
stabilizing (albeit at high rates) providing us predictability in a key labor cost; and the
State’s two-year diversion of our revenues is coming to an end. Proposition 1A, passed
by the voters in November 2004, providing some level of protection against further State
use of local revenues. Additionally, the economy has been strong. This year we
experienced robust performances in key General Fund revenues while expenditures have
again come in under budgeted amounts. As a result we are able to propose a balanced
budget without further use of the remaining Pension Stabilization Reserve which can be
redirected to other needs.

Despite the good news, challenges do exist that we need to face in the coming years. In
FY 2007, we are challenged to maintain and, in some cases, enhance service levels in an
environment that is replete with rising costs, some of which are out of our direct control.
In particular, this budget reveals increases in labor, benefit, energy, commaodity,
insurance, and support costs. Although our revenue base provides us the ability to
overcome these increased costs, the viability of our financial plan remains dependent on
continued revenue growth, particularly in the property tax, sales tax and transient
occupancy tax (TOT). Also, as we discussed last year, some non-operating funds are in
need of attention as we look to future years. These other funds include Street Lighting,
Parking, Wastewater and Stormwater funds which are discussed in further detail below.

The following section briefly summarizes some of the key service considerations and
economic factors that went into developing this budget and presents it in the context of
staffing levels, environmental issues and infrastructure maintenance. FY 2006
accomplishments and financial results are also summarized.



Staffing

As demands for services have increased over the years, the City has absorbed that
demand by adding responsibilities to our existing staff; utilizing overtime; and in some
cases expanding temporary and contract labor resources. While we have successfully
handled the added work in many areas, our ability to meet those needs has stretched us
thin. Because it is clear that service level demands in several key areas will not decrease,
additional full time permanent staffing is necessary in a number of areas. As a result, this
budget includes the following four new full time positions.

Police School Resources Officer: The City works very closely with the School District
to ensure that our school campuses are safe environments for our children to learn and
grow. Additionally, the Police Department in partnership with the School District,
actively promotes drug abuse prevention. Currently, Mira Costa is the only campus in
which a School Resource Officer is assigned. However, the School District and Police
Department believe that we can make additional strides by having a presence in the
middle and grammar schools. As a result we have included the addition of one new
police officer to be assigned as a School Resource Officer.

Building Maintenance Worker. For the past twenty years, the City’s buildings and
facilities have been maintained by a staff of two. Yet in the past five years, we have
added several new facilities including the Cultural Arts Center, the Metlox Town Square
and parking structure, and Marine Avenue Sports fields. Soon the new Police & Fire
facility and Civic Center plaza will be opening, adding additional square footage to be
maintained. We have added these facilities without an increase in building maintenance
staffing. An additional Building Repair Craftsman is included in this budget to address
this need.

Recreation Registration Clerk: The Parks and Recreation Department relies heavily on
part time labor to deliver services. While that model works well for seasonal needs, class
instructors or other temporary assignments, the department’s registration function
requires consistency and a trained workforce in order to provide adequate service. For
many years, we have relied on two part time positions for this important function. These
employees have worked virtually full time hours, but because they are part time, received
no benefits. This raises equity issues since these positions work side-by-side with full
time staff, with benefits, performing similar work. Despite this, we have been fortunate to
retain excellent registration staff. However, in order to ensure continued service levels
and retention of trained individuals, we have included the conversion of one of the part
time positions to full time while reducing part time hours of the second position.

Dial-A-Ride Dispatcher: The remaining new full time position is a Dial-A-Ride
dispatcher. Similar to the Recreation Registration Clerk, we have depended on part time
labor working full time hours for this key service position. Over the years, Dial-A-Ride
operations have expanded and now provide service seven days a week from 8 AM to 5
PM. Our residents have come to rely on this valuable service as their lifeline to outside



activities. Converting one part time dispatcher to full time will add consistency and
improve service levels for this important function while adding little cost. This position
will be funded entirely by Proposition “A” revenue with no impact on the General Fund.

While we have provided for these four positions in this budget, there are several other
areas that we are monitoring and that we may need to address in the near future. These
include a Geographic Information Systems Technician as we expand and rely more
heavily on geo-based information systems, a Recreation Supervisor to handle many of
programs and duties that were previously performed under contract by Charlie Saikley,
and a Community Development Permits Technician to assist with building and planning
issues at this busy counter.

Environmental Issues

Demands for our resources and services come not only from within our community, but
from outside agencies. Increasingly, environmental safeguards and protections are being
mandated to cities with no corresponding source of funding. For example, State and
Federal mandates require that we implement a number of stormwater quality
improvement projects, including education/outreach programs and studies to identify
sources of pollution. The intent of these regulations are to reduce harmful discharges into
the ocean. Additionally, National Pollutant Discharge Elimination System (NPDES)
programs require storm drain cleaning and business inspections including restaurants,
laundry facilities and gas stations.

Environmental initiatives don’t stop with stormwater. New regulations on wastewater
(sewer) systems will be phased-in over the next three years, which among other things
requires us to periodically video tape our entire wastewater system, control discharges of
fats, oils and greases, and install systematic redundancies. These added costs are likely to
require future rate adjustments in order to sustain these operations and protect our
environment. It has been ten years since the City had an independent outside review of
our utility rates. We recommend that this take place in the near future.

The California Air Resources Board and South Coast Air Quality Management District
have implemented new regulations that require diesel exhaust particulate traps for certain
heavy duty trucks. This will require several of our large fleet vehicles to be retrofitted
with expensive pollution control devices.

On a related note, during FY 2006-2007 we will be recommending the transition of our
Household Hazardous Waste Collection Facility services from the City of Redondo
Beach facility to the county-run collection facility at Hyperion, just north of our City.
This change will not only provide our residents with a broader range of hours in which to
utilize these services, but will also reduce our annual costs by $115,000 since the county
provides this free of charge for all residents.

Certainly our coastal location with our clean air and pristine beach reminds us of the
importance of protecting the environment. And our last resident survey reinforced our
community’s position that safeguarding the ocean and beach is their number one priority.



However, with most of these initiatives come costs for which, in some cases, there is no
current funding source. Moving forward, we will need to identify and develop resources
if we are to meet these important mandates.

Infrastructure Maintenance

With the grand opening of our new Police & Fire facility, and the Metlox plaza and
parking structure, this budget includes new costs for operations and maintenance. In
addition to the full time building maintenance position discussed above, we are realizing
increased utility, janitorial, elevator and escalator maintenance, fire alarm monitoring,
and new parking facility maintenance costs. Additional costs will be incurred for plaza
cleaning and fountain maintenance at both facilities. These expenditures were anticipated
during the planning stages of both projects, and are a necessary part of operating public
facilities. Many of these costs impact the Parking Fund, which may need additional
revenues in the near future in order to sustain operations.

As we look beyond the completion of the Police & Fire Facility, we are beginning the
planning process for the next round of major capital improvements. Funds were allocated
this past year for us to embark on a strategic facilities planning process. A subcommittee
comprised of Councilmembers Tell and Aldinger have been working with staff to select
and recommend to Council a consultant to engage the community to identify our future
needs for community centers and other public facilities. This effort will dovetail with the
School District’s review of surplus property. In the event surplus exists, the City could
consider acquiring and utilizing those parcels for other community needs. A contract for
the consultant will be presented to Council in early summer, with community meetings
beginning in the fall. Ultimately, the results of the study will be factored into our capital
improvement plans. Of course, funding sources will need to be identified.

Even before the possibility of a strategic facilities study, funding of future capital projects
was going to be a challenge. The bulk of our CIP Fund revenue is dedicated to debt
service payments for the Police & Fire facility. Consequently, we will be relying mainly
on General Fund surpluses to generate the funds needed for projects (fortunately, the year
end surpluses have been healthy in recent years, but there is no assurance that will
continue). Depending upon our capital plans, we may need to consider a new revenue
stream to meet our needs in the future.

This budget also invests in the replacement and maintenance of our City vehicle fleet
with an emphasis on keeping this resource functional and cost effective.

FY 2006 Accomplishments & Financial Results

The purpose of this budget message is to highlight the key aspects of the budget, draw
your attention to major changes from last year, and discuss the challenges ahead. But
before we launch into more details of the FY 2006-2007 budget, I think it is important to
recognize some of our accomplishments over this past year. Needless to say, we have
much for which to be proud:



e We are nearing completion of our new Police & Fire facility, and are planning the
grand opening for this summer. While the project has experienced delays for
various reasons, we expect the project be completed within budget.

e The Metlox development is open for business! This project was years in the
making, and judging by the crowds enjoying the plaza, restaurants, shops and
services, it is a great success!

e We have completed 60% of the refurbishment of the Strand Walkway, and expect
final completion by December 2006. This landmark walkway is heavily used all
year long and will serve our community well for decades to come.

e The Live Oak Park baseball field was completely refurbished from a temporary
parking facility for the Civic Center, back to a ball field. The renovation
improved drainage, replaced fencing, and added a batting cage.

e Along with other construction regulatory changes, the City Council authorized the
hiring of our first Residential Construction Officer. This position has been a great
success in working with the developers and neighbors to mitigate the impacts
from home remodeling and construction.

e With the Utility Underground Assessment District lawsuit decided in our favor, a
comprehensive booklet has been distributed to all residents to provide factual
details of undergrounding. Additionally, a loan program has been proposed for
qualified residents in need of assistance. We are moving forward with a survey of
pending districts to reaffirm support for undergrounding, and are ready to assist
those neighborhoods in favor of proceeding.

e The Police Department is under new leadership with the recruitment of Chief Rod
Uyeda. Chief Uyeda brings many years of law enforcement experience to us, and
in the short time he has been here, has been active in, and accessible to, the
community. We are pleased to have him on our team.

e Under the scrutiny of new auditors, the City completed our FY 2005 financial
audit in good form, receiving a “clean” unqualified opinion and a sound bill of
financial health.

Financial results of FY 2005-2006 are also favorable, resulting in a projected General
Fund surplus of approximately $3 million. This surplus leads, along with the leveling of
CalPERS rates, leads us to recommend two transfers from the General Fund to address
current and future needs. Firstly, the Insurance Fund needs to be bolstered due to
continued increases in workers compensation costs. Therefore, we recommend
transferring the balance of the Pension Stabilization Reserve ($1,343,904) to the
Insurance Fund for this purpose. Secondly, we recommend transferring $2,459,711 in
unreserved General Fund balance to the CIP Fund for Council’s discretionary use for
projects. The transfer of funds into the Capital Improvement Fund also facilitates the
creation of a $1 million “UAD Loan Program” reserve to earmark funds for this potential
need. As result of these transfers, an unreserved fund balance of $1 million has been
retained in the General Fund to be available for unplanned needs.

These current year results and transfers position us well for FY 2006-2007, discussed in
more detail in the following section.



BUDGET OVERVIEW

The FY 2006-2007 Budget reflects our City’s strong financial performance, the
maintenance of prudent financial policies, investment in our infrastructure and
continuation of our outstanding day-to-day services. As projected in the five year
forecast, staff is pleased to present a balanced General Fund budget as we come off of
two years of State takeaways. The use of reserves in FY 2005-2006 effectively softened
the impact of this State diversion and has left us in a sound financial posture. This being
said, the rising cost challenges discussed over the last several years are readily apparent
in this year’s budget, reminding us of the need to remain attentive in protecting our
revenue sources and exercising appropriate cost controls.

At first glance, citywide revenues are estimated to increase significantly by 13%, or $8.5
million, over FY 2005-2006. As was the case in the past two years, these variances are
best explained by backing out the impact of extraordinary capital infrastructure projects.
In the recent past we factored out the bond proceeds for the construction of the Police &
Fire facility and the voter approved underground utility districts. In FY 2006-2007, we
again are faced with similar adjustments including: significant grant funded projects ($3.2
million in 2007), and Construction Fund Interest Earnings ($270,000 in FY 2006). If we
back out the impact of these proceeds, citywide revenues are expected to increase by a
notable $6.27 million or 9.67% over the prior year.

On the other side of the budget equation, expenditures across all funds are increasing
materially by $6.06 million or 9.46% once extraordinary capital expenditures are factored
out.

As has been the case in the recent years, the FY 2007 budget reflects a significant
increase in employee labor and benefit costs. The prior year increase was fueled by
CalPERS rates and benefit levels. This year’s increase is attributed to several key factors
including: the cost of maintaining competitive wage & benefits; the impact of wage
growth on retirement rates and overtime; an increase in workers compensation costs; an
increase in part time pay rates and hours to sustain increased demand and service levels;
and normal growth in medical insurance coverage. Of course the addition of the four new
employees noted above also adds to the expenditure base.

Beyond labor costs, several other areas of expenditure increases deserve mention this
year:

e Utility and maintenance costs have risen significantly given increases in
commodity rates combined with new facility demands. In FY 2007 utility costs will
increase by $161,000, led by electricity and natural gas. Fleet and garage costs have
risen by $383,000 due to the rising cost of fuel and vehicle replacements. Building
and maintenance costs have risen by $252,000 given the activation of the new safety
facility and parking structures combined with the overall energy rate hikes. Other
increases include liability insurance, information systems, and general administrative
support. Considering all of these internal support services, utility, and maintenance



functions, the FY 2007 budget has increased by approximately $825,000 over the

prior year.

e FY 2007 marks the first year of full debt service for our Police & Fire facility.
This being the case, debt levels have increased by $234,000 as anticipated.

e This year’s budget reflects the several new program initiatives designed to
enhance customer service levels, meets demands, and comply with regulatory
requirements. These requests include:

(0}

$241,375 in the Community Development department to convert key
documents from an unsupportable medium (microfiche) to electronic
format (CD-ROM) to allow for user-friendly and expedient staff and
customer access. This project will be performed by a contractor and
should be completed within one year.

$50,000 in increase in the Parks & Recreation department budget for
expanded senior services

$299,000 in enterprise upgrades and controls as a result of increased
environmental oversight and regulations at both State and Federal levels.
Some of these new year costs include water system security upgrades,
stormwater hydrology studies and catch basin controls, sewer system
inspections and expanded availability of refuse and recycling receptacles.

$76,410 to upgrade existing voicemail and emails systems.

$73,076 for enhanced Police equipment including new fingerprint printing
technology and audio recording devices.

$770,700 in vehicle and equipment replacements to maintain current fleet
levels. The vast majority of these vehicles support Police & Fire safety
needs and are paid from internal replacement fund reserves.

Clearly increased operating costs present us with an ongoing challenge that can only be
handled through cost control and/or revenue enhancing measures. The completion of the
citywide user fee study two years ago was the first step towards addressing this structural
budget issue. This budget includes an update to the study as a part of a tri-annual process.

With the start of FY 2007, we celebrate the successful completion of the City’s two
landmark projects — the new Police & Fire Safety Facility and the Metlox
Development/Parking Structure. Additionally, Strand improvements are proceeding
nicely. These projects highlight the City’s investment in community infrastructure which
has been accomplished within the bounds of the financial plans put into motion several
years ago. The bulk of these project costs were cash financed as the City has prudently
set aside reserves towards their realization. This year’s budget reflects the debt financing



expenditures related to these projects and incorporates these costs into the five year
forecast. Our forecasts validate our City’s ability to fund debt service in all related funds
in line with our initial estimates provided to City Council and to our bond rating agencies.

Debt service for FY 2006-2007 approximates $3.4 million and includes: $818,500 for the
first full year of debt service on Police & Fire; $856,571 of annual debt service for the
Metlox parking structure and town square; $324,695 in long standing Water &
Wastewater improvement bonds; $550,440 for the financing of the Marine Sports Fields;
$268,304 in underground utility bond debt which exists as an assessment pass-through
appropriation on the City’s books; and $190,746 for the lease/purchase of a fire truck and
sewer vacuum jet truck. Both the Parking Fund and, to some extent, the Capital
Improvements Fund, have been fully burdened by these debt levels making future capital
projects dependent upon realized surplus reserve contributions and/or enhanced revenue
measures.

An executive summary schedule of revenues, expenditures, reserves and changes in fund
balances is presented in the Summaries section of this budget.

FUND SUMMARIES

GENERAL FUND

The General Fund will have an estimated FY 2005-2006 fiscal year end surplus of $3
million, a level similar to FY 2004-2005. This is due to revenues exceeding budget by
approximately $2.8 million and the existence of conservative budgeting controls and
close departmental monitoring, which will result in $770,000 in expenditure savings. This
is particularly satisfying when we consider that last year’s budget projected a deficit
given the State takeaway of $672,000.

REVENUES:

FY 2006-2007 General Fund revenues are projected to increase by $4,447,150 to
$45,546,810 (up 10.8%). The General Fund balance on June 30, 2007 is projected to be
$15,765,836, sufficient to meet the Financial Policies requirement and required reserves
for existing liabilities. At the end of FY 2006-2007, staff projects a Financial Policy
Designation of $9,100,473, a reserve for accrued leave and other liabilities of $1,665,363,
and an Economic Uncertainty reserve of $4 million. The Pension Stabilization reserve of
$1,343,904 has been transferred to the Insurance Fund in response to multi-year rising
cost patterns. The undesignated fund balance at year end 2007 is projected at $1 million
to be allocated at City Council’s discretion.

The following is a brief description of major revenues and notable changes within
General Fund revenues:

¢ Property Tax increased by $2,203,000 (19%). When backing out the affect of the
FY 2005-2006 State takeaway of $672,000, Property tax increased by $1,531,000 or
12%, to $13,798,000. This increase reflects the continued strength in the real estate
market and active remodeling activity in Manhattan Beach. Beginning this year, we



will be receiving the VLF as a true, increased property tax allocation, with growth
tied to property values. Property Tax continues to be the single biggest revenue
source for the General Fund, representing 30% of all General Fund revenues.

¢ Sales Tax is estimated to grow moderately to $7,857,000 (up 6.74% or $496,000).
Sales Tax is our second largest revenue source, accounting for 17% of the General
Fund. Our reliance on just fifteen retailers for nearly half of our sales tax revenues
continues as a concern, given the importance of this revenue source.

¢ Transient Occupancy Tax (Hotel Bed Tax), totals $2,735,000, up $201,000 or
7.93%. Last year we experienced a nice increase in this revenue, the result of the
opening of the Shade Hotel at the Metlox site, and The Belamar. The increase in this
revenue also benefits the Capital Improvements Fund since a portion of the total tax
(not included in the numbers above) is dedicated to the CIP fund.

¢ Business License Tax increased $77,000 or (3.5%) for a total budget of $2,277,000.
The growth is reflecting continued stability in business activity.

¢ Vehicle License Fee (VLF) revenues are now tied to growth in property taxes (the
result of the State’s “triple flip” of 2004-2005). For historical purposes, we
temporarily continue to account for those funds as vehicle license fees. As a result,
VLF increases by $432,000 to $2,774,000 — an improvement beyond our initial
expectations.

¢ Interest Earnings increases to $161,000, or 20%, to $961,000. The effects of higher
interest rates will result in increased earnings on higher available cash balances.

¢ Miscellaneous Rents and Concessions reflects an increase of $124,000 (96.9%).
Last year, with the anticipation of the Metlox commercial development opening
midway through the year, we budgeted a portion of a full year’s rent. Now that the
project is completed, we will realize a full year of ground lease payments ($241,000).

¢ Building and Planning fees are increasing by $175,000 (18.5%). Building and
remodeling activity, particularly in the residential sector, continues to be strong.

EXPENDITURES:
Overall General Fund expenditures are projected to increase by $3,694,219, or 8.83%.

As a service organization, the majority of our expenses are associated with personnel
costs. In fact, 73% of our General Fund expenses are labor related. Salary and benefit
costs represent the bulk of the overall General Fund increase at $2,415,400, an increase
of 8.14% from last year. Of that amount, $1,605,628 is direct salary and wage
adjustments necessary to stay competitive in the marketplace. The balance of the
increase ($809,772) reflects medical insurance, workers compensation costs and pension
costs. The level of increase in this expenditure group, although explainable, is higher
than anticipated in past projections and presents a challenge to be carefully monitored as
we set our future plans for both the General Fund and all other City funds.



In FY 2006-2007, the City will incur pension costs of 43.5 cents for every dollar in Police
salary, 38.4 cents per dollar of Firefighters salary, and 14.2 cents per dollar in salary for
non-safety personnel. Safety rates have decreased very slightly from last year by less than
one third of one percent. The Non-safety personnel rate is up modestly by less than 1%.
Staff expects the leveling of these rates to continue due to the PERS newly applied rate
smoothing methodology which is designed to even-out large swings in rates. We expect
FY 2007-2008 rates to approximate 06-07. For this reason, we have recommended
transferring the remaining Pension Stabilization Reserve balance to the Insurance Fund.
This will continue our effort to stabilize and address another labor related high cost
pressure point — workers compensation.

Last year, PERS, with which the City contracts for medical insurance, applied a new
regional approach to employee medical coverage. PERS analyzed claims data on a
regional basis and determined that southern California counties’ experience with medical
costs was lower than the northern half of the state. As a result, our premiums were
reduced last year by $95,000. That was a one time benefit. Overall, medical insurance
rates continue the upward trend. Additionally, new full time employee positions (with
benefits) add to the overall increase. As a result, we have budgeted an increase in
medical insurance of $214,156, or 9.6%.

Workers compensation costs reflect an increase of $111,300, or 6.9%, based on recent
claims experience, mostly in the safety services. The FY 2007 budget escalates the rate of
charge outs to departments in response to current conditions, accounting for this increase.
This will help support the Insurance Fund, in addition to the recommended transfer of
$1.3 million from the General Fund.

Internal Service Fund allocations charged to the General Fund have increased by a
combined total of $1,385,902, or 12.3%. This reflects internal charges to departments for
such activities as fleet rental and maintenance operations, building maintenance expenses,
Information Systems support costs and liability insurance expenses. This year’s increase
in cost is attributable to several factors including: increased facility maintenance costs,
higher commodity and utility rates, a new full time building maintenance position in FY
2007, and the addition during last fiscal year of a new Information System Specialist and
Residential Construction Officer.

Lastly, the majority of the new budget initiatives mentioned above relate to the General
Fund exclusively, resulting in a further appropriation increases.

Once you factor out the labor related expenses noted above, internal service allocations,
and newly approved cost initiatives, the remaining General Fund budget increased by
1.7%.

CAPITAL IMPROVEMENTS & CONSTRUCTION FUNDS

In recent years, City Council created dedicated revenue sources for the Capital
Improvements Fund through increases in the Transient Occupancy Tax, on-street parking
meters and citation rates. This is projected to generate $1,237,062 for FY 2006-2007, an



increase of $109,635 (9.7%) over FY 2005-2006. This fund is benefiting from the
growth in Hotel Bed Tax revenue discussed above.

In FY 2001-2002, Council agreed that the CIP fund, along with its revenue sources,
would be dedicated to funding the Police & Fire facility debt service ($818,500 per
annum). Any other projects would be funded from available fund balance and General
Fund surpluses on a pay-as-you-go basis. Council intentionally did not prioritize the
remaining list of unfunded projects, with the exception of the recently completed El Porto
Parking Lot Improvements, and the Strand Improvement Project (total cost $4.5 million)
currently under construction. With the Police & Fire Facility nearing completion, and the
associated debt service provided for, other capital projects may be considered.

The City’s CIP and construction funds account for capital improvement projects funded
by general use revenue sources. With Police & Fire and Strand project funding
completed, the only project included in FY 2006-2007 is the final year of the City’s
contribution to the Mira Costa Track for $10,000. Any added projects will be determined
by the City Council from a list of unfunded projects that has been developing until the
Police & Fire facility is completed.

Within the budget, the CIP Fund will receive a transfer of $2.46 million from the General
Fund from available unreserved fund balance. When added to the unreserved CIP fund
balance, the fund is expected to have an unreserved fund balance of $3.46 million at the
end of FY 2006-2007 for use at City Council’s discretion. Additionally, this budget
establishes a $1 million reserve, within the CIP Fund, to facilitate the newly approved
Underground Assessment District Loan Deferral Program. This reserve exists over and
above the $3.46 million available for other projects.

SPECIAL REVENUE FUNDS

The Street Lighting and Landscaping Fund derives its revenues from assessments to
property owners. As discussed last year, the FY 2007 budget presents a fund which is in
dire need of an increased level of assessment revenue and repair given existing
Proposition 218 restrictions. The FY 2006-2007 assessment basis remains fixed with no
increase from the prior year. The General Fund contributes $57,831 to this fund in
support of the Streetscape zone which is comprised of our downtown area. Any increase
in special district assessments requires a vote under Proposition 218. Current trends
indicate that this fund will exhaust its reserves by FY 2008 making the need to re-
visit an overall assessment plan a critical item of discussion. Without such actions,
General Fund transfers to support cost levels will be inevitable. This budget projects
a fund balance of under $50,000 at the end of FY 2007.

The Gas Tax Fund reflects revenues of $754,750 which is $26,250 (3.6%) higher than
the prior year level. Expenditures are projected at $787,589, an increase of $30,973. The
increase is mainly attributable to changes in projected capital projects, which include the
annual repaving and resurfacing program ($725,000). Expenditures in this fund change
annually in response to street related capital infrastructure demands. The fund balance
remains healthy and in line with projections.



The Asset Forfeiture Fund includes estimated revenues of $21,250 consisting only of
interest earnings on the fund’s balance. The City has made it a practice not to budget
revenues from asset seizures because the revenue stream is unpredictable. By doing so,
the City avoids the appearance of any impropriety in the seizing, sale or acquisition of
forfeited property. FY 2006-2007 operational expenditures equal $62,575. Funds totaling
$58,080 are also appropriated for the purchase of portable digital recording devices for all
police officers.

The Federal and State Grants Fund reflects $3,220,000 in expected grant revenue to
cover several significant infrastructure projects. These include funds to widen the south
side of Rosecrans and underground utilities between Parkway and Redondo avenues
(%$1,550,000), Proposition 50 pervious pavement and low flow stormwater trial projects
($940,000), Highland Avenue overlay ($630,000) and expansion of an alternative fuel
dispensing station ($100,000).

The Proposition “A” Fund established for the Dial-A-Ride and other transportation-
related programs reflects revenues of $551,000 and expenditures of $574,619. This year’s
budget includes the conversion of a part time Dial-A-Ride dispatcher to full time status.
Additionally, Proposition “A” funds will be used to fund a replacement transit service for
the MTA line 439, which runs through Manhattan Beach. The MTA will be
discontinuing this important service in 2006-2007, therefore, $80,000 has been budgeted
to contract with Beach Cities Transit to continue this route within Manhattan Beach.
$10,000 remains in support of “Ocean Express” and $25,000 in Proposition “A” funds
are included in the Public Works budget to provide ride sharing incentives to employees.

The Proposition “C” Fund, established for transportation and street improvement
programs, reflects estimated revenues of $464,850 and expenditures of $34,649. Future
projects include installation of dual left hand turn lanes at Manhattan Beach Boulevard
and Sepulveda, currently scheduled in FY 2008-2009. This fund’s expenditure levels
change from year to year given capital needs and fund balances remain in line with
expectations and projections.

The AB 2766 Fund includes revenues of $46,400 and expenditures of $2,000 in support
of the City’s clean air efforts. In the past, these resources were used to fund the
incremental difference in cost between regular and clean air vehicles. No clean air fleet
purchases are expected this year although these funds will be used to mitigate the future
cost of purchasing clean vehicles as they are approved for purchase.

ENTERPRISE FUNDS

Revenues in the Water Fund are estimated at $7,066,345 for FY 2006-2007. The current
rates are adequate to fund operating and capital projects, repay the debt from the
Certificates of Participation issued in 1996 and fund specifically identified upcoming
capital projects. FY 2006-2007 expenditures in this fund equal $7,596,851, and include
$500,000 for annual water line replacements. A review of this fund budget will reveal
that we are anticipating higher costs of supply in FY 2007 and an absence of incentives to
sell water well rights, causing a moderate use of reserves which was anticipated for some
time. Insurance and internal support costs are on the rise for many of the reasons noted in



the General Fund discussion above. Additionally this budget includes the expenditure of
$64,000 in water security and system enhancements in response to Federal requirements.
Lastly, an electrician position was partially moved to this fund in support of increased
direct service needs for this utility system.

Revenues in the Wastewater Fund are estimated at $1,412,840 with expenses estimated
at $1,593,676 (up by $188,287) for FY 2006-2007. Expenditures include $350,000 for
annual on-going sewer line replacement activities. As mentioned earlier, new mandates
on Wastewater system operators are being imposed at the State levels. As a result, we
have included $100,000 for mandatory testing of the wastewater system. Although the
fund remains healthy at this time, it is important to note that more of these types of
requirements are expected to be imposed making future rate hikes a necessity in
order to provide service and meet legal requirements. Given these conditions, staff is
preparing to facilitate an update to the multi-year Water/\Wastewater rate and utility study
to refresh the City’s ten year-old plan.

The Stormwater Fund contains budgeted revenues of $353,600 and expenditures of
$557,961. Expenditures include $260,000 for the City’s matching portion of a grant to
test previous pavement and low flow diversion. The pervious pavement has the potential
to reduce stormwater flows by allowing water to be absorbed by the underlying soil as
opposed to being channeled out to the ocean. In FY 2004-2005, the Storm Water fund
received a transfer-in from the General Fund of $150,000 to sustain operations. Because
current assessments are not sufficient to sustain the program in the future,
additional General Fund transfers, or a Proposition 218 vote to increase the
assessments, will be required to adequately fund this operation. Similar to the
Wastewater Fund, Stormwater is under increased regulatory and environmental pressures,
which will result in increased costs.

The Refuse Fund revenues for FY 2006-2007 are projected to be $3,880,060 and
expenditures to be $3,973,637 resulting in a decrease in fund balance of $93,577. This
year’s budget includes $40,000 for additional and replacement refuse and recycling
receptacles for various locations throughout the City. The Fund balance remains healthy
and revenues are expected to cover operational costs for the next several years. This
particular budget proposes ceasing the use of the Community Hazardous Waste
Collection Facility (CHWCF) that we jointly fund with the City of Redondo Beach given
the existence of other customer friendly and viable cost saving options. This
recommendation has the potential of saving the fund and rate payers $115,000 per year
once implemented.

The Parking Fund accounts for collections and expenditures for street meters and City
owned lots. For FY 2006-2007 this fund is projected to have $1,343,984 in operational
revenues and $1,597,659 in expenditures. The operational deficit is caused by a
combination of the annual debt service ($856,571) for the new downtown parking lot,
and increased operation and maintenance costs as a result of the new structure. For
example, one-half of the new full-time building maintenance position recommended in
this year’s budget is appropriately charged to the Parking Fund. Added costs for Metlox
Plaza cleaning due to higher than expected usage, as well as increased contract



maintenance costs, add to the expenses. As a result of the imbalance of revenues and
expenditures, a transfer of $50,000 from the General Fund to the Parking Fund is
necessary to maintain policy levels. A parking meter rate increase will need to be
considered in the near future in order to sustain this fund and the operations it
supports. At the end of FY 2006-2007 the budget projects a total unreserved fund
balance of $16,951

In addition, $370,000 is budgeted for a capital improvement project within the North End
business district. These funds are coming from reserves collected from, and established
for, the North End Business Improvement District. Once those funds are expended,
$72,607 is projected to remain in reserve for the district.

The County Parking Lot Fund accounts for the two county-owned parking lots
commonly referred to as El Porto and 26™ Street. This fund is projected to have
$414,200 in revenues and $325,400 in operating expenditures. Excess funds may be
transferred to the General Fund after accounting for the County’s share of revenue and
our own financial policy reserves. The FY 2006-2007 budget includes a transfer of
$150,000 in accumulated reserves to the General Fund as provided for in our agreement
with the County

The State Pier and Parking Lot Fund relates to the operational activity for the State
owned pier parking lots. This fund is projected to have $369,950 in revenues and
$197,649 in expenditures, the majority of which are for maintenance and operation of the
pier and parking lots.

INTERNAL SERVICE FUNDS

The City operates four Internal Service funds that are designed to provide for the
operation, maintenance and replacement of facilities or equipment, or serve to spread the
cost of an internal function across the user departments.

The FY 2006-2007 Insurance Reserve Fund budget contains revenues of $3,082,180
and anticipated expenditures of $2,976,787. These amounts have increased materially
over last year as the five year trend of higher costs continues to be reflected throughout
City departments. The Insurance Reserve Fund allocates expenditures to City
departments based on actual claim history over the past five years. Departments that
have had the greatest exposure receive the largest charge from the fund. During FY
1998-1999, Council established a fund reserve policy at an average of $2 million plus any
booked claims. The FY 2006-2007 budget includes a transfer of $1,342,904 from the
General Fund to the Insurance Fund to maintain that policy level and add a cushion to
mitigate the impact of possible future expense increases and resulting transfers.

The Information Systems Fund provides for the operation of the City’s Information
Systems division, including maintenance of the City’s computer network and hardware
infrastructure. The division’s budget is charged out to the departments based on the
number of devices (workstations and printers) being utilized. In FY 2006-2007, the
Information Systems Fund’s revenues are $1,014,360 and its expenditures are
$1,016,005, which includes $211,000 for capital equipment and services to enhance the



City’s email redundancy services, as well as the full year cost of the new Information
Systems Specialist approved during FY 2005-2006. At the end of the year this fund’s
balance is projected to be $225,775 which is adequate for operations.

The Building Maintenance and Operations Fund consists of programs from two
different departments. The fund provides for Public Work’s Building Maintenance
program which maintains City facilities and grounds, and the Finance Department’s
General Services program which ensures that office equipment (telephones, photocopiers,
etc.) is maintained. The fund’s FY 2006-2007 budget includes revenues and expenditures
of approximately $1,196,533. Expense levels in this fund have increased by $279,767.
Expenditures associated with this fund are allocated to departments based on their
number of employees and the square feet of building they occupy.

The Fleet Management Fund is charged to departments in two separate line items - fleet
maintenance and fleet rental. Fleet maintenance accounts for repairs and routine vehicle
maintenance based on the average maintenance and repair cost according to the type and
number of vehicles a department operates. The fleet rental charge provides for the
replacement of City vehicles, and is a straight-line depreciated charge based on the cost
and expected life of each vehicle. In FY 2006-2007, the Fleet Management Fund projects
a sufficient fund balance to provide for vehicle replacement purchases, while building
reserves for future replacements. This year’s budget includes $932,446 for the
replacement of eighteen vehicles and equipment citywide. This fund’s reserve balance at
the end of 2007 is estimated to be $1,369,339. The vehicle replacement schedule can be
found in the Appendix.

DEPARTMENTAL HIGHLIGHTS

The fiscal year 2006-2007 operating budget includes the following important initiatives
and highlights, many of which are also discussed in each departmental section of the
budget:

Management Services

Funds totaling $205,000 have been budgeted in the City Council Contingency fund for
unanticipated expenditures for FY 2006-2007. This provides Council with flexibility to
address unforeseen events without the need to appropriate from reserves.

The Management Services budget includes $65,200 for the March 2007 City Council
election. It also includes $25,000 for the biennial resident satisfaction survey, which will
be performed in fall 2006. Most notably, the City Manager’s budget includes $250,000
for the carry forward of the facility strategic plan designed to identify community facility
needs through resident input.

Finance

The Finance Department is planning two important projects: replacement of legacy
business licensing software ($33,860 budgeted in FY 2006), and implementation of



redundancy systems for the City’s email system ($61,000). These projects will improve
systems stability for these mission critical applications.

The FY 2007 Budget proposes updating the City’s user fees in FY 2006-2007. This
requires the assistance of an outside contractor at a cost of $6,000. The results of the
update will be presented to Council for consideration of increased fees.

Overall, Finance’s budget increased by $123,309 (3.18%). This increase was moderated
by the elimination of one-time capital equipment purchased in the prior year. The
increase is due mainly to salary and benefit increases.

Human Resources

The Human Resources Department is responsible for the City's risk management
function. Insurance costs continue to increase significantly, by $295,013 (11%), mostly
attributable to rising claims for workers’ compensation, liability and property insurance
(up $238,182 or 16%). Expenditures for insurance are processed through an Internal
Service Fund and, as such, these increased costs are allocated to all departments citywide.

Overall, the General Fund appropriations of Human Resources increased by $45,927 or
6.5%, mainly attributable to labor and internal service costs.

Parks and Recreation

The Parks and Recreation Department budget includes a number of changes for FY 2006-
2007. Two new full time positions, a registration clerk (net cost of $2,000) and a Dial-A-
Ride dispatcher (net cost of $6,000 in Proposition “A” funds), have been provided for in
this budget. Also, an expansion of senior services ($50,000) has been funded. These
funds will go towards increased staff support hours, senior excursions and trips, and other
supply costs.

In 2003, City Council agreed to support the construction of a new track at Mira Costa
High School by making five annual payments of $10,000. This budget includes the 5"
and final payment in that series.

The Transportation program includes $80,000 to support a replacement transit service for
the MTA line 439, which runs through Manhattan Beach. The MTA will be
discontinuing this important service in 2006-2007, therefore, the funds have been
budgeted to contract with Beach Cities Transit to continue this route within Manhattan
Beach.

The General Fund appropriations of Parks & Recreation increased by $366,841 or 8%.
The increases are largely due to labor, insurance, expanded services, and internal service
costs. The Proposition “A” budget (Transportation) decreased by $123,566 or 18% due to
the absence of the sale of transportation dollars to other cities. Such sales are not
expected given increased costs for the 439 line.



Police

After years of planning and months of construction, the Police Department will be
moving in to their new headquarters this summer. The new building, which is a joint
facility with the Fire Department, will provide state-of-the-art facilities for many years to
come.

The Police Department’s FY 2006-2007 budget includes $106,000 (including equipment)
for an additional sworn officer who will serve as our second School Resource Officer
(SRO). Through our partnership with the School District, we have identified campus
safety and drug abuse prevention as top priorities, which the SRO will help address.

This budget includes the Police Department’s share of the on-going debt service
($409,250) for the new Police & Fire facility (located within the CIP fund). This cost is
being shared equally with the Fire Department. This budget also reflects the continuation
of a long term operating lease cost of $143,200 in payment of the RCC facility. $107,400
of this cost appears in the Police budget with the balance of $35,800 allocated to Fire.
The City’s overall assessment for RCC services increased by 8.9% ($110,400) over FY
2005-2006 to $1,354,400. The Police Department’s share of the total cost is $996,400.

The budget includes the purchase of a number of replacement vehicles to maintain safe
and effective operation of the Police fleet. The vehicles presented, at a cost of $600,200,
support the patrol, traffic, investigations and parking control functions.

Overall, the department’s General Fund budget reflects an increase of 9%, or $1,484,532.
This represents 40% of the total increase in the General Fund. The source of these cost
increases can be primarily explained by a $1.05 million increase in labor related costs
including salaries, overtime, benefits and workers compensation costs. We expect PERS
retirement rates to be level going forward. Currently, PERS costs approximately $2.6
million for sworn Police employees). Other cost increases in this department budget
include an additional $350,000 in maintenance and utility costs.

Fire

Like the Police Department, the Fire Department will also be relocating to their new
headquarters in summer 2006. The new building provides modern facilities from which
the department will operate, and will be a community asset for many years to come.

Overall, the General Fund Fire budget reflects an increase of 9.6%, or $777,051. This is
21% of the total increase in the General Fund. As is the case with the Police Department,
the increases relate to labor costs such as workers compensation and liability costs
($47,220), sworn retirement benefits ($123,285), contractual salary increases ($186,230),
and overtime costs ($85,167) to accommodate contractual minimum staffing levels.
Similar to Police, PERS pension rates are expected to finally level off approximating
$1,398,320 in FY 2006-2007.

This year’s budget also includes the Fire Department’s share of the partial year of debt
service ($409,250) for the new Police & Fire facility (located in the CIP fund). This cost



is being shared equally with the Police Department and reflects a full year of debt service
versus a partial year in FY 2006 — an increase of $120,000. Other cost increases in this
department budget include an additional $77,900 in maintenance and utility costs.

The Fire Department budget includes $35,800 for the Fire Department’s share of the long
term operating lease of the RCC facility. As mentioned above, the City’s overall
assessment for RCC services increased by 8.9% ($110,400) over FY 2005-2006 to
$1,354,400. The Fire Department’s share of the total cost is $358,000.

Community Development

Over the past few years, the Community Development department has experienced
continued significant residential building and construction volume. Commercial
developments such as the Manhattan Village Mall renovations, Metlox, and Skechers,
coupled with tremendous residential remodeling and construction, has increased our
permit and plan check revenues as well added to our property tax base.

In FY 2006-2007, we are expecting a slight reduction in the growth rate of building
activity. As a result, revenues for such services as building and other construction
permits reflect only modest gains over last year’s budget. This is partly attributable to no
new large scale developments on the horizon.

The 2006-2007 budget includes $241,365 to convert existing historical property data on
all parcels in the City, from microfiche to an electronic format. This will enable these
records to be easily accessed via the City’s network as opposed to the current process of
locating the microfiche and loading it into a reader. Because microfiche as an industry
standard is being phased out, we have been converting records to an electronic format
whenever property records are being updated. The budgeted funds are to convert all
existing property records to the electronic format without waiting for activity for that
parcel to prompt the conversion. This provides the added benefit of not having to search
multiple locations (microfiche and electronic) when looking for property information.

Overall, the General Fund appropriation for Community Development increased by
$468,125 (15.7%), mainly due to the file conversion project noted above, the inclusion of
a new Residential Construction Officer in FY 2006, labor costs, and increased internal
allocations.

Public Works

Changes in the Public Works Department budget can be explained primarily by
reviewing Capital Improvement Project (CIP) appropriations and comparing them to the
past year. Capital projects heavily weigh into this department budget. Additionally, this
particular year, the Public Works budget reflects increased levels of facility support,
dramatic cost increases in fuel, electricity and gas, an investment in equipment
replacements, and a rise in enterprise fund regulatory costs.



When considering all fund types, including special revenue, enterprise and grant funds,
the overall Public Works budget decreased by $1.88 million (6%). This variance is
explained by reviewing large dollar capital projects which include the following:

(0}

The final appropriation of $5.4 million to complete the construction of the new
Police & Fire facility was included in the prior year budget, and not repeated in
FY 2007. The total cost of the project is $40.7 million was funded using a
combination of cash reserves and debt.

The final appropriation of $1.5 million to complete the renovation of the Strand
was also present in the prior year and not in FY 2007. The total cost of this project
is $4.5 million.

$3.2 million in additional street improvement and maintenance projects in the
Grant Fund including $1.55 million for Rosecrans widening, $940,000 for
pervious pavement low flow diversion project, $630,000 for Highland overlay,
and $100,000 for an expansion of the alternative fuel station. $260,000 of the
pervious pavement project in matching seed money dollars is contributed from the
Stormwater fund.

Additional $383,442 in vehicle, equipment, maintenance and operational costs for
the fleet.

Other cost increase areas include the additional of the Building Repair Craftsman,
general salary and benefits, contract services, maintenance expenses and utilities.

The Public Works General Fund budget has increased by 5.15% or $260,691.

CONCLUSION

This document is the result of an extraordinary effort from staff in every City department.
We believe that we have produced an excellent document that is thorough and easy to
use. We are proud to point out that last year’s budget once again received awards both
from the California Society of Municipal Finance Officers and from the Government
Finance Officers Association.

In our on-going efforts to provide our citizens with ample opportunities to review and
comment on the budget, several public meetings were held:

Date

5/16/06 City Council Chambers

-
3
@

Location

o
2
S
o
<

Budget and Capital Improvement Plan Introduction



5/17/06 Manhattan Heights Community Center/Room #2

Budget Q&A

5/18/06 City Hall/City Manager’s Conference Room
Budget Q&A

5/23/06 City Council Chambers
Council Study Session

6/6/06 City Council Chambers

Public Hearing & Budget Adoption

Copies of the operating budget and Capital Improvement Plan are available for public
review at City Hall in the Finance Department and City Clerk’s Office; and at the
Library. The budget is also available on line at the City’s website:

www.citymb.info.

I would like to take this opportunity to thank all the City employees who worked very
hard to develop this year’s budget. Special thanks to the Finance Department, especially
Bruce Moe, Russell Morreale, Henry Mitzner, Luisa Camba, Sherry Morelan, Sande

Johnson, Eugene Wee and Helga Foushanes.

Sincerely,

o hl

Geoff Dolan
City Manager

6:00 PM

6:00 PM

6:30 PM

6:30 PM



BUDGET USER’S GUIDE

Prior to July 1st of each year, the Manhattan Beach City Council adopts, by formal
resolution, an annual budget. This document serves as a financial plan, the purpose of
which is to identify the projected allocation and application of resources over the budget
cycle. The 2006-2007 Budget for the City of Manhattan Beach is presented in two
sections: The Operating Budget, and the Capital Improvement Plan (CIP). The Operating
Budget includes revenue projections and expenditure appropriations from the first year of
the CIP.

The published Operating Budget is designed to present summary information about the
City’s financial plans for the year in a user-friendly format. The Operating Budget is
organized by department, then by program (operating divisions within the departments).
Expenditures are displayed and subtotaled by type: Salaries & Benefits, Materials &
Supplies, and Capital Projects & Equipment. The Source of Funds tables indicate the
fund(s) to which a program allocates its expenditures. The Operating Budget also
includes the following sections:

Introduction Section - includes the Table of Contents, List of City Officials, City
Manager’s Letter of Transmittal, Budget User’s Guide, Budget Awards, and Organization
Chart.

Summaries Section - includes tables and graphs detailing City-wide revenues,
expenditures and fund balances.

Operating Budgets - includes program budgets by department, with narratives explaining
the function of the program, staffing levels, uses and sources of funds, and service
indicators.

Appendix - includes the City Council’s Work Plan, the City’s Financial Policies,
Resolutions for the Adoption of the Budget and Appropriations Limit, Schedules of
Funded Budget Requests Schedule of Administrative Service Charges, Summary of Debt
Service Payments, and demographic information.

BUDGET PROCESS

The City’s budget process begins in January of each year with the distribution of a budget
manual prepared by the Finance Department. The budget manual contains a budget
calendar, chart of accounts, forms for requesting new or additional items, and the general
policy and instructions for developing the budget for that fiscal year. Line-item budget
development is accomplished through the City’s financial system, which allows each
department to build its budget using computerized worksheets.

The individual departments are only directly responsible for developing the Materials &
Supplies line items and part-time employees’ salaries. The remaining Salary & Benefit
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information is calculated and entered by the Finance Department. All supplemental
budget requests (new personnel, service or equipment) are presented on separate forms
and are subject to City Manager review and approval before becoming part of the
operating budget. Once all the budget data is compiled, it is printed and distributed to the
City Manager and the departments.

In March, the Finance Director provides the City Manager with proposed revenue
projections. These revenue estimates are then reviewed with the department budget
requests to determine available funding levels for the fiscal year. The City Manager and
Finance Director then hold meetings with the departments to review the operating and
supplemental budget requests.

Once the budget data has been reviewed and any changes have been made by the Finance
Department, a proposed document is prepared. After final review and approval by the
City Manager, the proposed budget document is presented to the City Council in May.
At least one study session and public hearing are held by the City Council, and then the
budget is adopted by resolution prior to June 30.

During the fiscal year, the budget can be amended as necessary to meet the City’s needs.
The City Council has the legal authority to amend the budget at any time. Department
Heads and their designated representatives may only authorize expenditures based on
appropriations previously approved by City Council action, and only from accounts under
their organizational responsibility. Actual expenditures may exceed budget
appropriations by line-item, but may not exceed the department’s budget. The City
Manager has the authority to approve interdepartmental appropriation transfers as long as
they are within the same fund. Interfund transfers require a budget amendment by the
City Council.

BASIC ACCOUNTING

Manhattan Beach’s accounting system is maintained on a fund basis, in accordance with
governmental accounting standards. Each of the City’s twenty-five funds is considered a
separate accounting entity with a self-balancing set of accounts that records assets,
liabilities, fund equity, revenues and expenditures. Funds are established and segregated
for the purpose of recording specific programs or attaining certain objectives in
accordance with special regulations, restrictions, or limitations.

Funds are classified into one of three categories: governmental (general, special revenue,
debt service, and capital projects), proprietary (enterprise and internal service), and
fiduciary (trust and agency). Governmental funds account for activities usually
associated with a typical state or local government’s operation. Proprietary funds are
financed and operated in a manner similar to private business enterprises, where the
intent is to recover the costs of providing goods and services from user charges.
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Fiduciary funds are utilized in situations where the government is acting in a fiduciary
capacity as a trustee or an agent.

All governmental funds are budgeted and accounted for using the modified accrual basis
of accounting, which recognizes revenues when they become susceptible to accrual, i.e.
measurable and available.  Available means collectible in the current period or soon
enough thereafter to be used to pay liabilities of the current period. Examples of such
revenues include property tax, sales tax, and interest earnings. Expenditures are
recognized when the fund liability is incurred.

Proprietary fund revenues and expenses are budgeted and accounted for on an accrual
basis. Revenues are recognized in the period when earned, and expenses are recognized
when incurred. The following Classification of Funds describes, in detail, the various
types of funds and their purpose as established by the City of Manhattan Beach.

CLASSIFICATION OF FUNDS

GOVERNMENTAL FUND TYPES:

General Fund

The General Fund is used to account for resources traditionally associated with general
government which are not required to be accounted for in a separate fund including: sales
tax, property tax, transient occupancy tax, licenses and permits, fines and forfeitures.
This fund is used to finance most of the basic municipal functions, such as general
administration, public safety, parks and recreation, and community development.

Special Revenue Funds

The Street Lighting & Landscape Fund provides for the power, maintenance, and capital
improvements for the lighting system within the City of Manhattan Beach. Money is
received from a special assessment placed on each tax bill in the City, the amount of
which is determined by the benefit received by the owner of each property. Assessments
from Zone 10 of the street lighting district also provide for the maintenance of the street
beautification area in downtown Manhattan Beach.

The Gas Tax Fund is used to account for the City’s share of State and County gasoline
tax collection in accordance with the provisions of the State of California Streets and
Highway Code. Revenues are disbursed by the State based on population and must be
used towards the maintenance and repair of City streets that serve as State and County
thoroughfares.
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The Asset Forfeiture Fund is used to account for funds received through Federal and
State agencies for drug seizures in which the City participated. These funds must be used
to supplement, not supplant, the Police Department’s normal operating budget. The
amount of revenue will vary from year to year based on activity levels.

The Police Safety Grants Fund is used to account for any Federal, State, or local grants
received for law enforcement purposes.

The Federal & State Grants Fund is used to account for any Federal, State, or local
grants received, such as Block Grant or Park Bond funds.

The Proposition A and C Funds are used to account for proceeds from the half-cent sales
taxes generated by the approval of Propositions A and C by Los Angeles County voters.
These funds, which are administered by the Los Angeles County Metropolitan
Transportation Authority (MTA), are distributed based on population and must be used
for transportation-related projects.

The AB 2766 Fund is used to account for proceeds received from the additional vehicle
registration fee imposed by the State and regulated by the Air Quality Management
District (AQMD). These funds are distributed based on population and must be used for
programs designed to reduce air pollution from motor vehicles.

Capital Projects Funds

The Capital Improvement Fund is used to account for capital projects not eligible for
funding from other specific funding sources. Funding sources are derived from various
sources such as grant funds or transfers from the General Fund. In 1998-1999, City
council acted to designate specific revenue sources for this fund consisting of the 15% of
the City’s transient occupancy tax and the 25 cents incremental increase of parking meter
rates. Additionally, in FY 2000-2001, City Council added to this incoming dedicated
revenue stream by increasing street meter rates to $.75 per hour and most parking citation
rates to $30 from $26. Specific projects and their funding sources are described in detail
in the City’s Capital Improvement Plan.

The Police/Fire Facility Construction Fund was created in FY 2003-2004 and will be
used to account specifically for the Construction of the new Police/Fire Facility
scheduled to be completed in fall 2005. This fund will receive proceeds of capital
financing bond funds, anticipated to equal $14 million and transfers in of available
dedicated CIP reserves up to $25 million, to cover a total project cost of $39.3 million.

The Undergrounding Assessment Fund has been newly created for FY 2004-2005 and
will be used to account specifically for the construction of utility undergrounding in
recently established districts. The fund will serve as a pass through of the assessments
collected to pay the debt service for the improvements.
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Debt Service Funds

The Special Assessment Redemption Fund is used to account for principal and interest
payments on the Underground Utility Bonds issued in 1989. Proceeds of these bonds
were used to relocate utility lines underground in certain portions of the City. The bonds
are being repaid with proceeds from special assessments levied on the property owners
who benefited from the project.

PROPRIETARY FUND TYPES:
Enterprise Funds

The Water Fund is used to account for the operation of the City’s water utility system.
Revenues are generated from user fees, which are adjusted periodically to meet the costs
of administration, operation, maintenance, and capital improvements to the system.

The Stormwater Fund is used to account for the maintenance of, and improvements to,
the City’s storm drains. Revenues are derived from a storm drain assessment to property
owners, which is based on size and use of the parcel, and collected through the property
tax roles.

The Wastewater Fund is used to account for the maintenance of, and improvements to,
the City’s sewer system. Revenues are derived from a user charge placed on the water
bills.

The Refuse Fund is used to account for the provision of refuse collection and recycling
services in the City. The City bills both residential and commercial properties.

The Parking Fund is used to account for the general operations and maintenance of City
parking lots and spaces. The Parking Fund also accounts for the revenue generated by
City parking lots and spaces. The Parking Fund contains reserves for the Business
Improvement Districts (BIDs) to be used for future parking projects.

The County Parking Lots Fund is used to account for the operation and maintenance of
parking lots that are owned by Los Angeles County and leased to the City. Proceeds from
the meters and parking permits are divided 55 percent to the County, with an annual
guaranteed minimum of $130,000, and 45 percent to the City.

The State Pier & Parking Lot Fund is used to account for the operation and maintenance
of the Manhattan Beach Pier, comfort station, and four adjacent parking lots. These
properties are owned by the State, but controlled by the City through an operating
agreement.
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Internal Service Funds

The Insurance Reserve Fund is used to account for the City’s self-insured workers’
compensation and general liability programs. The fund collects premiums from
departments based on claims history.

The Information Systems Fund is used to account for the operation, maintenance and
replacement of the City’s Information Systems including the City-wide network and
related hardware and software. Revenues are generated from charges to departments
based on the number of PCs and printers in use.

The Fleet Management Fund is used to account for the operation, maintenance and
replacement of City vehicles. Revenues are generated from vehicle rental charges to
departments based upon the number, type, and age of vehicles operated.

The Building Maintenance and Operation Fund is used to account for the operation and
maintenance of certain City facilities. Revenues are generated by charges to user
departments based on their number of employees and square feet of building they occupy.

FIDUCIARY FUND TYPES:
Trust & Agency Funds
The Pension Trust Fund is used to account for the supplemental retirement and single

highest year programs previously provided by the City. Although the City has replaced
these programs, this fund accounts for the former employees still receiving these benefits.
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2006-2007 SCHEDULE OF REVENUES BY FUND & CATEGORY

2004-05 2005-06 2006-07 Increase Percent
Actual Adopted Adopted (Decrease) Change
Revenue from Property Taxes * $11,652,108 $11,595,000 $13,798,000 $2,203,000 19.00%
Revenue from Sales & Use Tax 7,266,585 7,361,000 7,857,000 496,000 6.74%
Revenue from Transient Occupancy Tax 2,090,230 2,534,000 2,735,000 201,000 7.93%
Business License Tax 2,285,524 2,200,000 2,277,000 77,000 3.50%
Revenue from Other Taxes 1,907,406 1,891,000 1,990,000 99,000 5.24%
Revenue from Permits 1,622,259 1,446,100 1,517,400 71,300 4.93%
Revenue from Fines & Forfeitures 1,794,249 2,332,300 2,332,300 0 0.00%
Revenue from Use of Property & Money 2,359,074 2,584,650 3,012,400 427,750 16.55%
Revenue from Vehicle License Fee * 2,346,811 2,342,000 2,774,000 432,000 18.45%
Revenue from Other Governments 415,497 140,010 160,010 20,000 14.28%
Revenue from Service Charges 4,122,558 3,709,600 4,085,700 376,100 10.14%
Miscellaneous Revenues 3,206,009 2,964,000 3,008,000 44,000 1.48%
Total General Fund $40,968,310 $41,099,660 $45,546,810 $4,447,150 10.82%
Street Lighting & Landscaping 421,666 437,536 446,879 9,343 2.14%
Gas Tax 744,964 728,500 754,750 26,250 3.60%
Asset Forfeiture 28,431 19,000 21,250 2,250 11.84%
Police Safety Grants 104,413 0 0 0 -
Federal & State Grants 0 680,000 3,220,000 2,540,000 373.53%
Prop A 544,001 496,600 551,000 54,400 10.95%
Prop C 481,531 443,600 464,850 21,250 4.79%
AB 2766 46,732 45,350 46,400 1,060 2.32%
Total Special Revenue Funds $2,371,738 $2,850,586 $5,505,129 $2,654,543 93.12%
Capital Improvement * 3,290,018 1,127,427 1,237,062 109,635 9.72%
Total Capital Project Funds $3,290,018 $1,127,427 $1,237,062 $109,635 9.72%



2006-2007 SCHEDULE OF REVENUES BY FUND & CATEGORY

2004-05 2005-06 2006-07 Increase Percent
Actual Adopted Adopted (Decrease) Change
Police/Fire Construction Fund
Interest Earnings & Financing * 12,304,140 250,000 0 (250,000) -
Total Police/Fire Construction Fund $12,304,140 $250,000 $0 ($250,000) -

Underground Utility Construction Fund
Bond Proceeds & Collections 3,394,314 21,608 0 (21,608) -

Total Police/Fire Construction Fund $3,394,314 $21,608 $0 ($21,608) -
Water $7,041,634 $7,008,845 $7,066,345 $567,500 0.82%
Stormwater 402,035 347,000 353,600 6,600 1.90%
Wastewater 1,374,380 1,436,190 1,412,840 (23,350) -1.63%
Refuse 3,673,146 3,595,415 3,880,060 284,645 7.92%
Parking 1,079,850 1,055,002 1,343,984 288,982 27.39%
County Parking Lots 381,330 400,000 414,200 14,200 3.55%
State Pier & Parking Lot 364,107 327,300 369,950 42,650 13.03%
Total Enterprise Funds $14,216,482 $14,169,752 $14,840,979 $671,227 4.74%
Internal Service Funds

Insurance Reserve 2,746,465 2,887,900 3,082,180 194,280 6.73%
Information Systems 760,244 800,290 1,014,360 214,070 26.75%
Fleet Management 1,453,423 1,497,922 1,694,598 196,676 13.13%
Building Maintenance & Operation 830,863 912,500 1,196,533 284,033 31.13%
Total Internal Service Funds $5,790,995 $6,098,612 $6,987,671 $889,059 14.58%
Underground Utility Assessment Fund 556,365 268,398 277,138 8,740 3.26%
Pension Trust 59,665 106,580 140,850 34,270 32.15%
Total Trust & Agency Funds $616,030 $374,978 $417,988 $43,010 11.47%

Grand Total $82,952,027 $65,992,623
($17,899,509) ($1,220,006)
$65,052,518 $64,772,617

$74,535,639
($3,497,138)
$71,038,501

$8,543,016 12.95%
(2,277,132)
$6,265,884 9.67%

Less Bond Proceeds & Capital Grants
Adjusted Comparative Total




2006 -2007 SCHEDULE OF REVENUE DETAIL BY FUND

2004-05 2005-06 2006-07 Increase Percent
Actual Adopted Adopted (Decrease) Change
3101 CYr Secured Property Tax $10,878,320 $11,759,000 $13,251,000 $1,492,000 12.69%
3101 State Revenue Diversion ** (6674,191) ($672,000) $0 $672,000 -
3102 CYr Unsecured Property Tax 645,844 639,000 669,000 30,000 4.69%
3103 PYr Secured Property Tax 108,412 0 0 0 -
3104 PYr Unsecured Property Tax 42,510 0 0 0 -
3105 Supplemental Property Tax 772,453 0 0 0 -
3106 Property Tax Collection Admin (188,011) (211,000) (196,000) 15,000 -7.11%
3107 Interest & Penalties 66,771 80,000 74,000 (6,000) -7.50%
Revenue from Property Tax $11,652,108 $11,595,000 $13,798,000 $2,203,000 19.00%
3201 Sales & Use Tax 7,266,585 7,361,000 7,857,000 496,000 6.74%
3202 Franchise Tax 903,490 980,000 1,064,000 84,000 8.57%
3203 Transient Occupancy Tax 2,090,230 2,534,000 2,735,000 201,000 7.93%
3204 Business License Tax 2,285,524 2,200,000 2,277,000 77,000 3.50%
3206 Real Estate Transfer Tax 688,616 622,000 625,000 3,000 0.48%
3207 PSAF Sales Tax 315,300 289,000 301,000 12,000 4.15%
3208 Admissions Tax 0 0 0 0 -
Revenue from Other Taxes $13,5649,745 $13,986,000 $14,859,000 $873,000 6.24%
3301 Building Permits 961,153 900,000 900,000 0 -
3302  Other Construction Permits 375,143 380,000 400,000 20,000 5.26%
3303 Home Occupation Permits 6,583 6,000 6,000 0 -
3304  Fire Code Permits 59,980 57,000 60,000 3,000 5.26%
33056 Bicycle Licenses - 100 100 0 -
3306 Outdoor Facilities Permits 1,694 2,000 2,000 0 -
3307 Film Permits 63,520 45,000 50,000 5,000 11.11%
3350  Other Permits 1,454 1,000 1,300 300 30.00%
3309 Building Permits Surcharge 0 0 43,000 43,000 -
3361 Animal License Fees 52,732 55,000 55,000 0 -
Revenue from Permits $1,622,259 $1,446,100 $1,517,400 $71,300 4.93%



2006 -2007 SCHEDULE OF REVENUE DETAIL BY FUND

2004-05 2005-06 2006-07 Increase Percent
Actual Adopted Adopted (Decrease) Change
3401 Vehicle Code Fines 197,624 304,000 304,000 0 -
3402 Parking Citations 1,576,957 1,992,000 1,992,000 0 -
3403 Fire Fines 0 300 300 0 -
3421 Municipal Code Fines 19,667 36,000 36,000 0 -
Revenue from Fines & Forfeitures $1,794,248 $2,332,300 $2,332,300 $0 0.00%
3501 Interest Earnings 699,477 800,000 961,000 161,000 20.13%
3505 Installment Fund Earnings 33 1,000 1,000 0 -
3508 Capital Fees Fund Interest 1,631 0 0 0 -
3509 Other Interest Income 32,864 13,000 13,000 0 -
3511 Misc. Rents & Concessions 9,478 128,000 252,000 124,000 96.88%
3512  Golf Course Rent 8,922 11,000 11,000 0 -
3513  Tennis Club Rent 194,585 235,000 235,000 0 -
3514  Tennis Club Percent Rent 130,419 137,200 133,200 (4,000) -2.92%
3515 Marriott Hotel Rent 643,203 587,000 722,000 135,000 23.00%
3516 Minimum Hotel Rent Payments 400,000 400,000 400,000 0 -
3517  Wireless Communication Income 62,556 62,000 67,000 5,000 8.06%
3518 1334 Building Lease 31,093 34,000 35,000 1,000 2.94%
3531 Tennis Club Parking Lot Lease 26,791 28,000 28,000 0 -
3532 Mall Parking Lot Lease 102,308 132,250 138,000 5,750 4.35%
3533 Post Office Lease 9,967 10,000 10,000 0 -
3534 Library Parking Lot Lease 5,746 6,200 6,200 0 -
Revenue from Use of Property & Money $2,359,073 $2,584,650 $3,012,400 $427,750 16.55%
3601 Vehicle License Fee ** 394,186 398,000 254,000 (144,000) -36.18%
3601 Property Tax In Lieu of VLF ** 1,952,625 1,944,000 2,520,000 576,000 29.63%
3602 Homeowners Property Tax Relief 141,032 139,000 144,000 5,000 3.60%
3603  Off-Hwy Vehicle In Lieu 1,258 1,010 1,010 0 -
3604  State Mandated Cost Reimbursement 3,110 0 15,000 15,000 -
3605 BCHD Grant 29,359 0 0 0 -
3607 STC Reimbursement 0 0 0 0 -