
FOR THE COUNCIL MEETING OF MAY 4,2010 

COUNCIL AGENDA REPORT 
May 4,2010 

TO: City Council 

FROM: City Manager 
Prepared By: Director of Administrative Services 

SUBJECT: FINANCIAL REPORT FOR THE THIRD QUARTER ENDING 
MARCH 31, 2010 

RECOMMENDATION: 

That the City Council receive and file the Financial Report for the Third Quarter Ending 
March 31, 2010. 

BACKGROUND: 

Four times each year, City staff completes a comprehensive analysis of City finances 
including projected fund balances, revenues to date, departmental budgets, expenditures, 
encumbrances, and potential adjustments. This financial report summarizes the third 
quarter financial analysis. 

DISCUSSION: 

The attached report provides an overview of the current economic outlook on the State 
and National levels; General Fund revenues, expenditures, projected fund balances; and 
activity in the three Enterprise Funds. Though this information is not audited and does 
not contain all the usual year-end adjustments, accruals, or disclosures, the information 
does provide a picture of the City's activity and the developing financial trends. 

General Fund operating expenditures are $1.8 million less than budget; revenues are 
$3.3 million less than last fiscal year at this time. This is quite alarming given the fact that 
going into this fiscal year, revenues were already reduced $2.9 million. Staff is closely 
monitoring major revenue sources and all significant variances are discussed in the Third 
Quarter Report. 

Also attached, for Council's consideration, is a budget amendment report requesting four 
separate appropriation increases, three personnel-related and one capital-related. 

Impact to the Community: 
The interim financial statement provides the community with an understanding of the 
financial activity of the City's primary funds. 

!lL-~ V~/ 
RENE M. VISE 
Director of Administrative Services 

Attachment: Quarterly Financial Report 
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City of Santa Maria 
Quarterly Financial Report 
Third Quarter Ending March 31, 2010 

May 4,2010 

OVERVIEW 

This financial report completes the third quarter of 2009-10 for the 
City of Santa Maria. The report concentrates on the General and 
Water Resources Funds. 

For calendar year 2009, output of the U.S. economy shrank 2.4 
percent, the worst single-year decline since 1946. The U.S. has 
lost 8.4 million Jobs since the recession began in December 2007, 
the most of any slowdown in the post-World War II era. It will take 
years for the economy to reverse this decline in jobs. Weak labor 
markets remain the single-biggest risk to economic growth for the 
coming years. 

However, signs of an economic recovery arose in the fourth quarter 
of 2009. The economy expanded at a 5.6 percent annual rate and 
corporate profits climbed. Fourth quarter profits, reported by the 
Commerce Department, increased by $108.7 billion to $1.47 trillion. 
Earnings jumped 31 percent from the same period in 2008, the 
biggest increase since 1984. Growing demand means retailers 
such as Best Buy may be able to sustain gains in profits even as 
Americans face rising foreclosures and a jobless rate that 
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economists anticipate will decline slowly from its 26-year high reached last year. The U.S. economy IS expected 
to grow three percent in 2011 after contracting 2.4 percent in 2009, according to the median estimate of economic 
forecasts. Unemployment is expected to average 9.7 percent in 2011 and is expected to fall to nine percent in 
2012, based on the median estimate. 

The housing market continues to remain weak. A new wave of foreclosures is expected to impact the market by 
the end of 2010. About four million U.S. homeowners are 90 days or more delinquent on their home loans or in 
foreclosure proceedings. The large number of foreclosures are likely to push home prices back down in the fourth 
quarter of the calendar year. A majority of foreclosures will occur in California where home prices have dropped 
the most and the unemployment rate is 12.5 percent compared to 9.7 percent nationwide. As of December 2009, 
11.4 percent of California homeowners were 90 days late on their loans whereas the delinquency rate nationwide 
is 8.4 percent 

Since the recession began in December 2007, Congress has passed two stimulus packages ($1Ei8 billion in 
February 2008 and $787 billion in February 2009). The economy has been growing for more than six months, yet 
job creation is sluggish. The underemployment rate - the unemployed, those employed part-time, and those 
discouraged persons who have stopped looking for Jobs - is at 16.9 percent 

In 2010-11, the State of California faces at least a $20 billion general fund budget deficit It is anticipated that 
legislators will once again seek to divert local tax revenues from cities to finance the State budget, as well as 
develop other funding schemes that will result in a direct reduction of vital local services to communities across 
California. Cities across the State are uniting to take a stand against this scenario and the League of California 
Cities is leading this charge by pursuing a State-wide initiative to protect local tax revenues. 

The pain of the recession is felt by local governments. In 2010-11, for example, the City of Santa Barbara is 
facing an estimated $9 million budget shortfall, approximately nine percent of that City's General Fund. 
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Santa Barbara County's unemployment rate, as of February 2010, was 9.9 percent and Santa Maria's and 
Lompoc's unemployment rate was 15.3 percent and 17.2 percent, respectively. On a bright note, in February, the 
median selling price of a home in Santa Maria was $230,000, up 4.5 percent from a year earlie'. Though 
residential construction activity remains dismal, there are development projects currently in the process; namely, 
Marian Medical Center is erecting a new facility; a new store, Vallarta Market is proposed at 1875 North 
Broadway; and Federal stimulus money will eventually be pumping millions of dollars into Santa Maria through the 
levee repair, street overlay, and concrete projects. 

The City of Santa Maria is known to be fiscally responsible and live within its means. However, the effects of the 
National and State economies have severely impacted the City's finances and it appears that recover, will occur 
slowly. 

GENERAL FUND 

General Fund 

Balance, Start of Year 
Reve nues'" 
Expenditures~ 

Balance 
." Includes Transfers 

Bud get 

$ 14,812,102 
53,432,070 
55.463,180 

$ 12,780,992 

YT 0 Actual 

$ 14,812,102 
29.793,770 
38,088,690 

$ 6,517,182 

Percent 

55.8% 
68.7% 

General Fund Balance. The chart, on 
the left, shows that with 75 percent of the 
year complete, revenues are at 55.8 
percent of projections while e>:penditures 
are at 68.7 percent of appropricltions. The 
chart also reports the audited fund 
balance of the General Fund, which at the 
start of 2009-10, IS $14.8 million. The 

projected balance of $12.8 million is a calculation based on budgeted revenues and expenditures In past years, 
the year-end fund balance would exceed budget when actual revenues exceeded forecast amounts and 
operational expenses were less than budgeted. However, because of the recession - revenues are "ignificantly 
less than expected and expenditures have been reduced but still exceed current year revenues 

Through Three-Quarters of the Fiscal Year: 

General Fund FY 2009-10 FY 2008-09 
Revenues: 

Taxes $ 19,442,930 $ 21,227,100 

Ucellses & Permits 1,097,470 988,710 

Use of money 888,370 1.325,910 

Inte r~governme nta I 1,018,380 1.051,860 

Charges for services 1,828,930 2,622.190 

Other revenue 3,207,710 3,653,200 

Operating revenues 27,483,790 30,868,970 

Transfers-in 2,309,980 2,196,500 

Total revenues $ 29.793,770 $ 33,065,470 

Expenditures: 

Public Safety S 21.272.110 $ 22,466,276 

Public Works 1,755.980 1,830,376 

Recreation & Parks 5}90,090 5.846.113 

Community Dev. 1,955.950 1991.086 

Administration 5,106,550 5}67607 

Operating Expenses 35.880,680 37,902058 

Debt service 325.630 188,390 

Transfers-out 1.882,380 1.776.555 

Total expenditures $ 38,088,690 S 39,867,003 

Over (Under) 

$ (1,784,170) 

108,760 

(437,540) 

(33,480) 

(793,260) 

(445,490) 

(3,385,180) 

113,480 

$ (3,271,700) 

$ (1,194,166) 

(74,396) 

(56,623) 

(35,136) 

(661,057) 

(2,021,378) 

137,240 

105,825 

$ (1.778,313) 

Total revenues and transfers (as seen on 
the chart on the left) are less than budget 
and significantly less than the prior year 
Total revenues to date are approximately 
$3.3 million less than last year at thiS 
time, while departmental expenditures are 
$1.8 million less than the prior year. The 
inability of current year revenues to meet 
current year expenses is a real concern 
and one that is not being dealt with lightly 

To put this in perspective, ,hould thiS 
decline in revenues continu,= for the 
remainder of the year, total General Fund 
revenues could come in approximately 
two million dollars less than anticipated 
This is quite alarming given the fact that 
going into this fiscal year revenues were 
already reduced S2.9 million. 

The chart, to the left, provide" summary 
information on year-to-date revenues, 
expenditures, transfers, and debt service 
through the third quarter of the fiscal year 
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Major Revenue Variances: The following seven revenue sources, which account for approximately 70 percent 
of total General Fund revenues, have the greatest variances when compared to last year's totals. The sluggish 
economy has taken a heavy toll on the City's revenues. Nearly every key revenue source is down compared to 
the same penod last year. The $3.3 million reduction In revenue is especially troubling because this reduction is 
more than twice the $1.6 million reduction reported in the prior year's third quarter report. Though there are 
numerous differences between the individual revenues received during the first three quarters of this year and last 
year, a true picture of what is driving this revenue imbalance is below. 

Gereral Fund 

Sales Tax 
Prope rty Tax 
Property Tax in Lieu 
HoteVBed Tax 
IlT4"'cted Soils 
Interest 
Licenses, Pennits. & Fees 

Total Key Revenues 

All Other Revenues 
Total Revenues 

Budget 

$ 15,400,030 
7,593,310 
6,098,870 
2,300,000 
4,000,000 
1,230,120 
1,021,540 

37,643,870 

15,788,200 
$ 53,432,070 

Received 
YTDActuai 

$ 8,237,459 
4,312,550 
3,211,180 
1,328,610 
1,943,813 

780.260 
1,097,470 

20,911,342 

8,882,428 
$ 29,793,nO 

Percent 
Received 

53.5% 
56.8% 
527% 
57.8% 
48.6% 
63-4% 

107.4% 
55.6% 

56.3% 
55.8% 

Key variances include: 

• Sates Tax Receipts are 54 percent 
of budget and are projected at two 
million dollars less than the prior year 
Dunng the remaining three months of 
this fiscal year and durrng the first two 
months of the next fiscal year 
beginning July 1", approximately $56 
million of In-lieu (Triple Flip) sales tax 
and Aprrl to June sales tax will be 
accrued These receipts Will increase 
the percent of revenue received; 
however, actual receipts are 
expected to be $1.5 million less than 
budgeted at year-end 

• Property Tax Under Proposition 13, property tax may not exceed one percent of the property's market value 
and may Increase by no more than two percent per year Properties are normally assessed upon new 
construction. sale of the property or significant declines in assessed value With the recent hOUSing market 
collapse. bank foreclosures and short sales of homes, property values have been significantly reduced and so 
have property tax revenues. Revenues are at 55 percent of budget and are $549 000 less than last year ThiS 
loss of revenue Will negatively affect revenues in the long-term. Note In prior financial reports, Property Tax in 
Lieu was Included in Motor Vehicle License Fees. However, the growth or decline in Property Tax In Lieu is tied 
to the Cltys assessed valuation. Therefore, Property Tax In Lieu will be considered a subset of property tax 
from here forward 

• Non-Hazardous Impacted Soils (NHIS). Though the City's NHIS Program continues to be a Win-win for the 
community (oil companies dispose of non-hazardous soils and the City's General Fund receives revenues to 
supplement operations) revenues are $1,081,000 less than last year and are at 486 percent of budget Delays 
in existing and pending contracts have caused this variance and staff anticipates that this revenue should be 
approximately 5750 000 less than budget by year-end. ThiS revenue IS not conSidered an "on-going" revenue 
source as 011 companies may, at any time, curtail current operations. which would leave a tremendous negative 
Impact on City finances 

• Hotel/Bed Tax Receipts are approximately $85,000 less than the pnor year and at 58 percent of budget The 
decline In consumer spending and travel has negatively Impacted thiS revenue source Staff anticipates 
year-end actuals to be approximately $280 000 less than budget 

• Interest The credit freeze by the banking Industry and the slow down In the economy has reduced Interest 
rates for all Investments At this time last year. the City was earning 1 82 percent on cash balances and 
approximately 3.72 percent on investments Currently, the City earns less than one percent (57 percent) on 
cash reqUired for operations, while rates on long-term investments are approximately 345 percent The 
reduction In Interest rates has resulted in the City receiVing $142 330 less in revenues to date 

• Construction Permits The only positive variance shown on the chart above is In construction permits 
Construction permits collected In the past nine months total $1.097,470 and are currently seven percent higher 
than budget ThiS Increase is minimal compared to permit revenues In recent years and IS pnmanly attributable 
to commercial development. as there have been relatively no new home construction activities 
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Expenditures Three quarters through the fiscal year, expenditures are at 687 percent of budget, while overall 
operating costs (excluding debt service and transfers) are five percent less than expected For comparison 
purposes. actual expenses are $1.8 million less than the prior fiscal year. The chart below summarizes the 
results. 

Key varianceB include: 

• City Attorney. Over budget by 3.3 
percent or $42,215 which is due primarily 
to costs incurred in defending the City 
against litigation filed by the Santa Maria 
Police Officers Association (SMPOA). 
Total litigation expenditures through 
March were over $109,000 and it is 
anticipated that an additional $440,000 
will be needed to eventually close-out 
these matters In future year budgets. 

• Debt Service. Under budget by 3.3 
percent as the December debt service 
payment IS for Interest only, while the 
remaining Interest and principal will be 
paid In June 

The chart On the right summarizes the 
operating costs, by type and shows that 
each type of operating cost is within 
budget While staffing costs account for 
approximately 73 percent of the overall 
General Fund expenditures, it should be 
noted that staffing expenses are $1.4 
million less than last fiscal year 

Mayor & Council 

City Attorney 

City Manager 

Administrative Svcs 

Community Dev. 

Recreation & Parks 

Fire 
Police 
Public Works 

Total Departmental 
Debt Service 

Transfers 

Total 

Staffing $ 
Materials & Supplies 
Maintenance & Operation 
Contracts & Services 
Capital Outlay 
Total Departmental 
Debt Redemption 
Transfers 
Total $ 

:.:, " --:; ;1,\, __ ;':"<."<..-:<-,,:: Percent' ~< 

YT.P~lu~f:i'~xper14~b: 
$ 170,890 

1.1 09 860 

2.358.690 

3,531,080 

3 024 000 

8.151,030 

8.624,160 

21,616,100 

S 116,810 684% 

2,654,980 

51,240.790 
1499110 

2723.280 
S 55.0463.180 $ 

40.734.790 $ 

2.701.980 
1.802410 
5283.470 

718,140 
51240,790 

1,499,110 
2.723.280 

55463.180 I 

874,610 788% 

1,537,430 652% 

2,577.700 73 0% 
1,955950 647% 

5.790.090 71 0% 

6185.090 717% 
15,087,020 698% 

1.755,980 661% 

35.880,680 700% 
325,630 217% 

1.882,380 69 l e/c 

38088.690 687% 

'".,;;':,,".:: --
. VrO'Ai:tqalc 

Over 
(Und.rj.· 

29.010,250 712% 
1.804,940 668% 
1.339,030 743% 
3.499.000 662% 

227.460 317% 
35.880.680 700% 

325.630 21 7% 
1,882.380 691% 

38,088.690 687% 

Though the expenditures are below 75 percent, departments are being encouraged to make a concerted effort to 
reduce all expenditures, Including staffing, supplies and services, and capital outlay during the remainder of 2009-
10 Due to the shortfall In revenues, the City will have to use its one-time reserves to finance ongoin(l operating 
expenditures thiS fiscal year The City spent a number of years building those reserves and if "on-going" 
expenditures are not reduced or if revenues continue to fall, reserves will need to be used to fmance operational 
expenses over the next several years 

ENTERPRISE FUNDS 

Statement of Revenues and Expenses for the Nine Month Period Ending March 31, 2010 are shown below 

Waterl 
Was tBwafei:-· 

Revenues 

Charges for Service S 22,908,160 

Interest InC()ffie 232,040 

Other Revenue 1.289,950 

Total Reve nu e!; 24,430,150 

Expenses 

Operating 13406.620 

Capital EXlX!nditures 18,696,110 

State Water Payments 12,550,130 

Total Expens e~ 44,652,860 

Profit (Loss) S 120222.71 0) 

·So!id Waste 

$ 11.913.920 

489,910 

55,470 

12,459,300 

10,566110 

4.553.880 

15,119,990 

S (2.660.690 1 

Pub1lc Trci~it 

S 673.090 

87.550 

9.992,220 

10,752,860 

4,578,860 

13,860 

4.592,720 

$ 6.160.140 

WaterlWastewater Fund. The chart to the 
left shows WaterlWastewater expenditures 
exceed revenues by $202 million The 
expenditures exceed revenues pri-narlly as a 
result of large capital projects and from 
pre-payments for State Water 
ApprOXimately $16 million was exoended for 
the Wastewater ExpanSion Project This 
project IS vital to the community since the 
current wastewater plant was operating at 
near capacity In addition, $590581 spent 
on water main replacements has contributed 
to expenditures exceeding revenues State 
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Water expenses of $16.6 million were prepaid for water deliveries in future periods. However, one quarter of 
these expenses is recorded In each quarter, rather than reporting the full expense when paid Accounting, In this 
manner, for State Water costs results in $4.15 million of State Water expenses deferred until the fourth quarter. 

Solid Waste Fund. The Solid Waste Fund reports refuse collection and disposal activities. Refuse expenditures 
exceed revenues by $2,6 million. Capital outlay/project expenses, in the amount of $4.5 million, are responsible 
for the third quarter loss. The four primary capital project expenses include: $2.4 million for the Los Flores Ranch 
Development Plan; $605,232 for the Santa Maria Recycling Park; $550,455 for landfill closure costs; and 
$252,642 for post closure maintenance. The Solid Waste Fund current reserves are sufficient to cover the 
planned negative cash flow 

Transit Funds. The City operates the Santa Maria Area Transit (SMAT) and BREEZE transit systems, which are 
funded by a combination of Federal grants, State transportation funds and user fares. The City has endeavored 
to meet the transportation needs of the community by providing numerous routes and services. Staff IS pleased 
to report that during the first three quarters of the fiscal year, user fares Increased approximately $56,710 over the 
prior fiscal year. This Increased use of transit buses (and Increased user fares) could be driven by the current 
recession and the residents need for Inexpensive transportation Consequently, the farebox recovery ratio year
to-date is 27 percent 

The following chart shows the increase in fare box revenues 

Santa Maria Transit Fares at 03/31 
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FOR THE COUNCIL MEETING OF MAY 4,2010 

COUNCIL AGENDA REPORT 

May4,2010 

TO: City Council 

FROM: City Manager 
Prepared by: Director of Administrative Services 

SUBJECT: BUDGET AMENDMENTS - OPERATIONAL CHANGES RELATED TO 
THE 2009-10 THIRD QUARTER BUDGET REPORT 

RECOMMENDATION: 

That the City Council adopt a resolution approving operational changes for the third 
quarter ending March 31,2010. 

BACKGROUND: 

As part of the City's budget process, staff periodically presents to City Council for 
consideration, various operational recommendations in conjunction with the quarterly 
budget review. Staff is presenting the following operational adjustments for 
incorporation into the 2009-10 Budget. 

DISCUSSION: 

General Government 

City Attorney 

Increase appropriations by $144,000 to cover the costs of legal expenses related to 
lawsuits, grievances, and other personnel-related matters in the Police Department. 

During the last year, the Santa Maria Police Officers Association (SMPOA) and 
individual Police Department employees have filed multiple claims against the City. The 
continuing costs of defending these litigation matters thus far have exceeded the 
appropriation authority for legal expenses. During the fiscal year, these types of legal 
defense costs are specifically accounted for. Staff cannot accurately budget for these 
unknown expenses so, toward the end of the fiscal year, these expenses are brought 
forward as budget amendments. Since these expenses were not anticipated and were 
not part of the 2009-10 Budget, the City Attorney's Office requests an appropriation of 
$144,000 to the litigation expense accounts in the City Attorney's Office budget to 
finance these continuous escalating costs. 



Year-to-date expense associated with Police Department personnel-related matters 
amounts to over $109,000 in the City Attorney's budget. Another $35,000 in costs are 
expected to be incurred by year-end, necessitating the transfer. In fact, total combined 
legal expenses, in the City Attorney's budget and the City Manager's budget, are 
anticipated to be over $186,000 by year-end to address Police Department 
personnel-related matters. To close each open case, it is estimated that it will cost an 
additional $440,000 in future year budgets. 

Human Resources Division 

Increase appropriations by $42,200 to cover the costs of legal expenses related to 
personnel matters in the Police Department. 

Over the last year, there has been an increase in the number of complaints filed by 
Police Department employees. In addition, a higher than normal number of appeals 
relative to police department employee disciplinary matters have been filed. Due to the 
considerable costs involved in investigating and defending these complaints and 
appeals, the contractual services account in the Human Resources Division has 
exceeded its original appropriation authority. Unfortunately, many of these claims are 
still not closed and will continue to cost the City in legal fees and staff time. The City 
Manager's Office requests an appropriation of $42,200 to the contractual services 
account in the Human Resources Division budget to cover these continuing costs. 

Other City Funds 

Increase appropriations by $429,250 to cover the costs of legal expenses related to 
personnel matters. 

Due to higher than anticipated claims expenses associated with personnel matters, the 
contractual services account of the Liability and Multi-Peril Insurance Fund is currently 
over expended. Since staff is not anticipating any significant claim expenses for the 
remainder of this fiscal year, an additional $429,250 in appropriations should be a 
sufficient amount to cover any routine claim-related expenses during the next 90-day 
period. 

Utilities 

Reduce appropriations in the Wastewater Fund by $8.1 million and increase 
appropriations in the Growth Mitigation Fund by the same amount. 

The Wastewater Treatment Plant Expansion Phase II cumulative costs totaled $19.7 
million. This amount included design, environmental studies, permitting, engineering 
services, construction management, and construction. The construction phase 
appropriations totaled $18 million in the 2008-10 budget cycle. Initially the project was 
funded 60 percent from the Wastewater Fund and 40 percent from the Growth 
Mitigation Fund based on an estimate pertaining to how much of the project was 

'--------------------------------------------- ---



attributed to renovation versus capacity increase for future growth. Further analysis 
resulted in a 55 - 45 percent split. This split was noted in Bid 2008/01 (dated May 2008) 
with 55 percent of the project attributed to renovation, or $9.9 million from the 
Wastewater Fund, and 45 percent attributed to the capacity increase with $8.1 million 
from the Growth Mitigation Fund. However, the entire appropriation was budgeted in 
the Wastewater Fund. Staff is requesting a budget amendment to reduce 
appropriations in the Wastewater Fund by $8.1 million and increase appropriations for 
the Growth Mitigation Fund by the same amount. 

Fiscal Considerations: 
The recommended General Government budget amendments require appropriating fund 
balance reserves from the General Fund. The recommended Other City Funds budget 
amendment requires appropriating fund balance reserves from the Liability Insurance 
Fund. 

There are sufficient reserves in these funds to finance this request. 

Impact to the Community: 
The budget adjustments contained in this staff report are recommended to continue 
service delivery without decreasing the level of service to the public. 

RENE M. VISE 
Director of Administrative Services 


