
FOR THE COUNCIL MEETING OF NOVEMBER 2,2010 

COUNCIL AGENDA REPORT 

November 2, 2010 

TO: City Council 

FROM: City Manager 
Prepared By: Director of Administrative Services 

SUBJECT: FINANCIAL REPORT FOR THE FIRST QUARTER 
ENDING SEPTEMBER 30,2010 

RECOMMENDATION: 

That the City Council receive and file the Financial Report for the First Quarter Ending 
September 30,2010. 

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 first 
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. 

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

LP0 ,V/ 
RENE M. VISE 
Director of Administrative Services 

Attachment: Quarterly Financial Report 
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OVERVIEW  
 
This financial report completes the first quarter of 2010-11 for the City 
of Santa Maria.  The report concentrates on the General Fund and 
Enterprise Funds. 
 
The most wrenching recession since the 1930’s, purportedly, ended a 
year ago.  But the recovery, none too powerful to begin with, sharply 
slowed earlier this year.  Gross Domestic Product (GDP) grew by a 
feeble 1.56 percent at an annual pace in the second quarter, and 
since, seems to have been stuck somewhere similar.  GDP, in the 
second quarter of 2009, was 5.6 percent.  The housing market 
slumped after tax incentives to buy a home expired.  So few private 
jobs were created that unemployment looked likelier to rise than fall.  
Fears grew over the summer that if this deceleration continued, 
America’s economy would slip back into recession.1 
 
Fortunately, those worries now appear exaggerated.  The latest 
statistics, from reasonably good retail sales in August to falling claims 
for unemployment benefits, point to an economy that, though still 
weak, is not slumping further.  And history suggests that although weak recoveries often wobble for a quarter or 
two, recoveries rarely relapse into recession.  Pimco, which runs the world’s largest mutual fund, estimates that 
U.S. GDP will be in the range of 1.5 percent to two percent for the next year; far too slow to make much difference 
to the jobless rate.  Bill Gross and Mohamed A. El-Erian,2 Pimco’s co-chief investment officers, coined the phrase 
“new normal” in 2009 to describe the decreasing role of the U.S. in the global economy.  They forecast 
developed-market growth that is below historical averages in the next three to five years as economies struggle 
with mounting budget deficits and increased regulation after the 2008 collapse of credit markets.3 
 
This recession was the result of a financial crisis.  Recoveries after financial crises are normally weak and slow as 
banking systems are repaired and balance sheets rebuilt.  Typically, this period of debt reduction lasts around 
seven years, which means America would emerge from this period in 2014.  By some measures, households are 
reducing their debt burdens unusually fast, but even optimists do not think the process is much more than half 
over.  People can’t or won’t borrow because the value of their collateral – in particular, houses – has fallen.  
Banks are less able to lend because their capital has been depleted by bad loans or less willing because 
customers can’t meet tighter underwriting standards.  As of the end of June, there were 829 banks of the Federal 
Deposit Insurance Corp.’s list of problem banks, up from 775 in the first quarter.4  “Where we are in the economy 
shouldn’t be surprising,” said Vikram Pandit, CEO of Citigroup.  Mr. Pandit sees only two things ahead:  that 
American consumers will continue to cut their debt and that emerging markets will quickly grow.5 
 
Business investment in equipment, initially a bright spot in the recovery, has slackened.  Firms may be reluctant 
to invest and hire partly because of uncertainty over President Obama’s health care reform and regulatory and tax 
initiatives.  However, concern over consumer spending seems more important.  Government spending has helped 
fill the hole, with direct Federal injections of cash and tax cuts, but much of the Federal spending effort has been

                                            
1 Article from “The Economist”, September 18, 2010 Edition, Page 13 
2 Article from Bloomberg.com, October 5, 2010 “Fed Action Likely as U.S. Growth Slows, Pimco Says” 
3 Article from “The Economist”, September 18, 2010 Edition, Page 13 
4 Statistic from Bloomberg “Business Week”, September 6, 2010. Source: FDIC 
5 Article from “The Economist”, September 18, 2010 Edition, Page 93 
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neutralized by reductions in State and local spending.  And the stimulus is winding down.  The end of the housing 
tax credit has caused further reductions in the housing market.6 
 
Another negative aspect concerns the number of self-employed Americans, which is at its lowest level in eight 
years, a sign that the economic recovery isn’t yet strong enough to nurture new businesses.  The Labor 
Department reports some 6.8 million people worked for themselves in August, the fewest since January 2002.  
That’s down 13 percent from a record 9.98 million reached in December 2006, 12 months before the recession 
began.  Self-employment tends to increase during and immediately following economic slumps as tight labor 
markets prompt recently fired workers to venture out on their own.  The data this time reflects the tight credit and 
falling demand choking small businesses, says Scott Shane, an economics professor at Case Western Reserve 
University in Cleveland.7 
 
A recent positive note concerns corporate earnings.  In the second quarter, companies in the Standard & Poor 
500 reported average year-over-year earnings growth of 38 percent.  The balance sheets of these companies 
show $1.7 trillion in cash, money-market securities, and other liquid assets, the most in several years, yet they 
continue to invest their excess cash in safe, liquid investments such as government securities.  Corporations are 
hesitant to hire or invest in riskier projects, which would generate greater returns. 
 
On October 8, 2010, the State of California adopted an $87.5 billion budget.  The agreement comes 100 days 
after the start of the fiscal year, the longest period ever in which the State operated without a budget.  The budget 
relies on $5.3 billion in Federal funds for welfare, education and prison costs.  It also relies on $1.4 billion in 
additional tax revenues assuming the economy improves.  The plan also cuts spending by $7.5 billion in various 
programs such as heath and welfare, corrections and rehabilitation, etc., and relies on reduced pay and pension 
benefits to State employees.  It appears the State budget will not impact local government, at least not at the 
moment. 
 
To balance the State budget in 2009-10, the State took $460,000 in RDA tax increment, which is a direct 
reduction in General Fund reserves since the entire amount of tax increment revenue is used for debt service 
payments. For the current fiscal year, the State will take another $96,000 in tax increment to help balance their 
budget. 
 
At the start of the 2010-11 budget process, the City faced an $8 million General Fund deficit.  On March 16, 2010, 
staff presented a budget review report to the City Council and sought direction on financing options to deal with 
this massive deficit.  City Council directed staff to reduce operating expenses in General Fund departments (three 
percent in public safety departments and six percent in non-public safety departments); continue to engage 
employee groups in discussing salary and benefit concessions; reduce the financial contributions made to outside 
agencies by six percent; and use one-time Local Economic Augmentation Fund (LEAF) financing to help balance 
the 2010-11 General Fund Budget. 
 
GENERAL FUND  
 

General Fund  Budget 1st Qtr Percent

Balance, Start of Year 14,906,453$    14,906,453$    
Revenues* 53,606,770      7,447,020        13.9%
Expenditures* 54,143,800      11,455,450      21.2%
Balance 14,369,423$    10,898,023$    
* Includes Transfers

General Fund Balance.  The chart, to the left, shows 
with 25 percent of the year complete revenues are at 
13.9 percent of projections while expenditures are at 
21.2 percent of appropriations.  The City’s annual audit 
has not been finalized so the beginning fund balance is 
an estimate.  Revenues are less than budget primarily 

because property tax revenue is not received until December and April each year.  A discussion of the changes in 
each category follows in the “Major Revenue Variance” section of this report. 
 
At the end of each fiscal year, there are projects, contracts, and transactions not completed.  The remaining 
appropriations for those projects, contracts and transactions are brought forward into the current fiscal year, 
resulting in appropriations exceeding estimated revenues. 

                                            
6 Article from “The Economist”, September 18, 2010 Edition, Page 93 
7 Article from Bloomberg “Business Week,” September 27, 2010 Edition, Page 56 
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The City adopted the 2010-11 Budget using 
approximately $3 million in LEAF reserves.  The 
top left chart provides summary comparison 
information on revenues, expenditures, transfers 
and debt service for the first quarter ending 
September 2010 versus September 2009. 

General Fund 2010-11 2009-10 Over (Under)

Revenues:
  Taxes 4,339,317$       4,313,440$     25,877$         
  Licenses & Permits 176,875            306,530          (129,655)        
  Use of money 332,295            550,620          (218,325)        
  Inter-governmental 132,887            317,020          (184,133)        
  Charges for services 432,843            602,830          (169,987)        
  Other revenue 1,287,440         651,630          635,810         
Operating revenues 6,701,657         6,742,070       (40,413)          
  Transfers-in 745,363            768,930          (23,567)          
Total revenues 7,447,020$       7,511,000$     (63,980)$        

Expenditures:
  Public Safety 6,482,160         6,912,420       (430,260)        
  Recreation & Parks 1,741,900         1,897,780       (155,880)        
  Administration 1,542,080$       1,778,070$     (235,990)$      
  Community Development 606,490            629,170          (22,680)          
  Public Works 512,800            535,600          (22,800)          
Operating Expenses 10,885,430       11,753,040     (867,610)        
  Debt service                                                                       
  Transfers-out 570,020            627,460          (57,440)          
Total expenditures 11,455,450$     12,380,500$   (925,050)$     

Year- to-Date Comparison to Prior Year

 
Major Revenue Variances:  The following six 
revenue sources account for approximately 68 
percent of total General Fund revenues.  The 
sluggish economy has taken a heavy toll on the 
City’s revenues.  Nearly every key revenue source 
is down compared to prior years.  Though there 
are numerous differences between the individual 
revenues received during this year and prior years, 
a true picture of what is driving this revenue 
imbalance is below. 
 
Key variances include: 

 Sales Tax.  Receipts are approximately 
$160,000 greater compared to the first quarter 
of 2009-10.  However, receipts are $315,000 
less than the first quarter of 2008-09.  In 
addition, 25 percent of the City’s sales tax 
revenue is received in two installments:  half in 
January and half in May.  This was the result of 
the triple flip State budget balancing measures 
of 2004-05. 

General Fund         Budget
Received 

YTD Actual
Percent 

Received

Sales Tax 14,744,000$    2,921,630$      19.8%
Property Tax 14,061,400                              0.0%
Hotel/Bed Tax 2,020,500        646,730           32.0%
NHIS 3,750,000        1,029,984        27.5%
Interest 1,050,000        263,050           25.1%
Licenses, Permits, & Fees 1,360,700        176,880           13.0%
Total Key Revenues 36,986,600      5,038,274        13.6%
All Other Revenues 16,620,170      2,408,746        14.5%
Total Revenues 53,606,770$    7,447,020$      13.9%

 Property Tax.  Payments are received from 
Santa Barbara County in December and April 
of each year; therefore, the City has not 

received property tax as of September 30, 2010. 

 Hotel/Bed Tax.  Through September, receipts are about $30,000 greater than last fiscal year.  Bed tax is 
normally cyclical with the majority of revenue coming in the summer months. 

 Non-Hazardous Impacted Soils Program (NHIS).  The City’s NHIS 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 received are 27.5 percent of budget but $234,000 less than last year. 

 Interest.  Interest earned is in line with budget at $263,050.  Currently, the City earns less than one percent 
(0.5 percent) on cash required for operations, whereas rates on longer term investments earn approximately 
3.59 percent. 

 License, Permits, & Fees.  Permit revenue is at 13 percent of budget or approximately $177,000, which is 
$128,000 less than received in the first quarter 2009-10.  By comparison, this is about $486,000 less than the 
first quarter of 2006-07, during the peak of the construction boom. 

 
Expenditures.  For the first quarter ended September 30, 2010 expenditures are at 21.2 percent of budget.  The 
chart, on the following page, summarizes the results. 
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Key variances include: 

General Fund        Budget YTD Actual

Percent 
Expended

Police 21,589,590$             4,684,780$               21.7%

Fire 8,256,460                 1,797,380                 21.8%

Recreation & Parks 7,938,770                 1,741,900                 21.9%
Administrative Svcs 3,702,700                 870,380                    23.5%
Community Dev. 2,856,250                 606,490                    21.2%
Public Works 2,478,470                 512,800                    20.7%
City Manager 2,110,840                 370,970                    17.6%
City Attorney 1,011,630                 267,860                    26.5%
Mayor & Council 155,360                    32,870                      21.2%
Total Departmental 50,100,070               10,885,430               21.7%
Debt Service 1,570,460                 -                                0.0%
Transfers 2,473,270                 570,020                    23.0%

Total 54,143,800$             11,455,450$             21.2%

 

 City Attorney.  Over budget by 1.5 percent or 
$15,000, due primarily to defense against 
litigation brought by the Santa Maria Police 
Officers Association, against the City. 

 City Manager.  Under budget due to 
expenditures associated with yet to be paid 
contractual services with Santa Barbara County 
for animal control services. 

 Debt Service.  Payments on debt are due on 
December 1st and June 1st each year, which 
results in a zero percentage spent at September 
30, 2010. 

 
The bottom left chart summarizes the operating 
costs, by type and shows that each type of 
operating cost is within budget. 

        Budget YTD Actual
Over 

(Under)

Staffing 39,728,460$    8,846,830$      22.3%
Contracts & Services 5,426,600        938,780           17.3%
Materials & Supplies 2,636,190        572,180           21.7%
Maintenance & Operation 1,916,970        451,880           23.6%
Capital Outlay 391,850           75,765             19.3%
Total Departmental 50,100,070      10,885,435      21.7%
Debt Redemption 1,570,460                                0.0%
Transfers 2,473,270        570,015           23.0%
Total 54,143,800$    11,455,450$    21.2%

 
It should be noted that each category of costs are 
under budget.  Staffing is under budget by 
approximately one million dollars, or 2.7 percent. 
 
 
 
 
ENTERPRISE FUNDS 
 

The Statement of Revenues and Expenses for the 
quarter ended September 30, 2010 are shown on 
the chart to the left: 
 
Water/Wastewater Fund. Expenditures exceeded 
revenues by $6.2 million.  This is due in large part 
to large capital project expenses and payments for 
State Water.  State Water expenses were prepaid 
for water deliveries in future periods.  In the first 
quarter, the Water/Wastewater Fund spent $2.4 
million on capital projects such as the fixed base 
metering project for $1.7 million and $449,000 on 
water main replacements.  Also, one semi-annual 
debt service payment was made on the 93 and 97 
Water Bonds for $5.2 million.  This debt service 
payment included the annual principal payment of 

$2 million.  There are sufficient reserves in the Water/Wastewater Fund to cover the anticipated negative cash 
flow resulting from the quarterly loss. 

Water/ 
Wastewater Solid Waste Public Transit

8,179,490$       3,657,830$       446,360$         
Interest Income 50,470 26,630 230
Other Revenue 335,350 23,710 1,226,540

8,565,310 3,708,170 1,673,130

7,738,940 3,468,080 913,310
2,432,520 2,753,470 2,161,420
4,623,350

14,794,810 6,221,550 3,074,730
(6,229,500)$     (2,513,380)$     (1,401,600)$     

Total Expenses
Profit (Loss)

Total Revenues

Revenues
Charges for Service

Expenses
Operating 
Capital Expenditures
State Water Payments

Solid Waste Fund.  The Solid Waste Fund reports refuse collection and disposal activities.  Solid Waste 
expenditures exceeded revenues by $2.5 million.  Expenditures included $2.7 million of capital, which contributed 
to the quarterly loss.  The most significant capital expenditure was $2.5 million for the Los Flores Ranch 
Development Plan.  The annual budget for this capital item is $9.3 million.  There are sufficient reserves in the 
Solid Waste Fund to cover the anticipated negative cash flow resulting from the quarterly loss. 
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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 for 
the year ended June 30, 2010, user fares 
increased approximately $41,000 over the 
prior fiscal year.  Fare revenue in the first 
quarter of 2010-11 includes $238,000 in 
Clean Air Express receipts.  The graph, to 
the left, shows the increase in fare box 
revenues as of June 30 and first quarter 
ending September 30, 2010. 
 
The Transit Fund reported a loss of $1.4 
million in the first quarter, which is the result 
of capital expenditures of $1.6 million.  This 
includes the Transit Center - $1.2 million 
and six van replacements for $415,000. 

0

100,000

200,000

300,000

400,000

500,000

600,000

700,000

800,000

900,000

2005-06 2006-07 2007-08 2008-09 2009-10 2010-11



FOR THE COUNCIL MEETING OF NOVEMBER 2,2010 

COUNCIL AGENDA REPORT 

November 2,2010 

TO: City Council 

FROM: City Manager 
Prepared by: Director of Administrative Services 

SUBJECT: BUDGET AMENDMENTS - OPERATIONAL CHANGES RELATED TO 
THE 2010-11 FIRST QUARTER BUDGET REPORT 

RECOMMENDATION: 

That the City Council adopt a resolution approving operational changes for the first 
quarter ending September 30,2010. 

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 adjustment for incorporation 
into the 2010-11 Budget. 

DISCUSSION: 

PUBLIC SAFETY 

Appropriate 
enhancement equipment that will assist the City's Traffic Patrol Police Officers to 
enforce laws pertaining to red light violations. 

Due to cost considerations, the City's Red Light Enforcement Camera Program was 
forced into suspension this year. In lieu of the Red Light Enforcement Camera 
Program, an appropriation of $25,000 would allow the purchase and installation of traffic 
signal indicator light units that will assist the City's traffic patrol Police Officers to enforce 
traffic laws pertaining to red light violations. When mounted on traffic signals, the traffic 
signal indicator light unit provides, from a perpendicular vantage point, a direct visible 
indication of the status of the traffic signal light. Currently, this perpendicular vantage 
point is not visible. In the event of a red light violation, the traffic patrol police officer will 
be able to visually confirm that the vehicle in question is past the limit line at the 
moment that the traffic signal light turns red. This visual confirmation is essential when 
court testimony is necessary to uphold convictions. 



GENERAL GOVERNMENT 

Increase appropriations, in the Department of 
cover costs for possessory interest taxes. 

Services, by $45,000 to 

A taxable possessory interest may exist whenever there is a private, beneficial use of 
publicly-owned, non-taxable real property. Such interests are typically found where 
private individuals, companies or corporations lease, rent or use Federal, state or local 
government-owned facilities and/or land for their own beneficial use. 

The Redevelopment Agency (RDA) is required, by agreement, to reimburse Santa 
Maria Town Center East (SMTC) and Macy's for possessory interest tax. The lease 
agreement between the City and SMTC, recorded June 3, 1992, states that the 
possessory interest tax is that portion of real property taxes and assessments levied or 
assessed against the parcel that is attributed to the use of RDA-owned property for 
common area parking. A formula for calculating the reimbursement is outlined in the 
agreement that sets the portion of the common parking area in square feet that is 
eligible for reimbursement. Concerning Macy's, the RDA actually owns the parcel of 
land that is leased to Macy's. The lease agreement dated December 6, 1990, requires 
that the RDA, as the landlord, must reimburse Macy's, as the tenant, for any possessory 
interest tax related to the tenant's interest in the common area on the RDA-owned 
parcel. 

The Department of Administrative Services requests an appropriation of $45,000 to 
cover the possessory interest reimbursement. 

Fiscal Considerations: 
Recommended budget amendments require appropriating previously collected revenue 
from the Traffic Safety fund ($25,000) and fund balance reserves from the General 
Fund ($45,000). 

Impact to the Community: 
The budget adjustments contained in this staff report are recommended to enhance traffic 
safety to the community and provide for reimbursement commitments per lease 
agreements. 

RENE M. VISE 
Director of Administrative Services 


