OFFICE OF THE CITY AUDITOR LAURA L.DOUD, CPA
Long Beach, California City Auditor

May 7, 2009

Honorable Mayor and Members of the City Council,

Attached for your consideration is our Office’s “Independent Analysis of Citywide
General Fund Budget Process, Fiscal Year 2009.” This report is also being posted on
our website at www.cityauditorlauradoud.com for your constituents and other interested
members of the public to review.

The objective of this report was to provide greater transparency to the City’s budget
process, to provide an objective analysis to assist the Mayor and Council in considering
future budgets, and to assist the public in understanding how the City allocates its
budget. This report is complex and technical due to its subject matter. However, we
hope that the reader of this report will gain a greater understanding of terms critical to
the budget process, such as “base budget” and “discretionary base budget,” and how
budget cuts are calculated in this era of declining revenues.

This report examines only general fund and related fund spending, and thus it does not
examine monies that departments may receive from other funds. Additionally, this
report is a look at the budget process for one year, Fiscal Year 2009. Every budget
year is different, and processes detailed in this report may change for the FY10 budget
process. We believe an understanding of the complexities of a particular year’'s budget
process can help obtain a greater understanding of future budgets and thus contribute
to the public deliberation of our City’s priorities.

Financial Management has provided a response to our analysis, which we have
attached in its entirety to our report.

Please feel free to call me with any questions you may have.

Sincergly,

ura L. Doud, CPA
CITY AUDITOR

Cc: Patrick H. West, City Manager
Robert E. Shannon, City Attorney
Thomas M. Reeves, City Prosecutor
Lori Ann Farrell, Director of Financial Management

333 West Ocean Boulevard, 8th Floor, Long Beach, California 90802
OFFICE: (562) 570-6751 FAX: (562) 570-6167 E-Mail Address: Laura_Doud@LongBeach.gov
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Executive Summary

The following report and report attachments provide information on the development of
the Fiscal Year (FY) 2009 Proposed Budget. The building of the FY 09 proposed budget
was a multi-step process, led by Financial Management under the direction of the City
Manager. The procedures followed to develop the FY 2009 budget are included in this
report. We hope that this document clarifies the budget process and many of the terms
used, such as base budget, discretionary base budget, vacancy savings and
exemptions.

This report has been written to provide objective analysis to the Mayor and City Council,
Management and the public as to how the City’s budget was constructed for FY 09.
Transparency in budgeting is essential to ensure that the public receives a clear picture
of how the elected representatives have allocated resources on their behalf, and thus,
we aim to make the process as transparent as possible with this report.

In light of the impact of the fiscal challenges on the General Fund, the focus of our
report is on the development of the FY 09 General Fund budget. The process described
in this report applies to City Manager departments; however, in FY 2009, independent
and elected offices’ budgets were also reduced by the budget targets and vacancy
reductions noted in this report.

As a result of our analysis, we note the following:

e The amount by which a department has “cut” depends on the base number being
used (e.g., FY 08 Adopted Budget, FY 09 Base Budget or FY 09 Discretionary
Budget) and what is included in such “cuts” (e.g., whether projected increased
revenues are included). Thus, Management and the City Council should use a
consistent methodology to appropriately compare cuts from year to year.

e General Fund spending reductions ranged from 1.5% to 18.8% of FY 09 GF
Discretionary budgets (Attachment B, Column L).

e General plus Related Fund (RF)' spending reductions ranged from 1.8% to
18.8% of FY 09 General and Related Fund budgets (Attachment C, Column H).

e Spending reductions included cuts in General Fund spending and reallocation of
General Fund costs to other funds, where appropriate.

e Revenues submitted as “structural deficit solutions” need to be closely monitored
to ensure that they are realized.

! Related Funds are generally Internal Service funds that account for the financing of goods and services
provided by one department or agency to other departments or agencies of the governmental unit, on a
cost reimbursement basis. Related Funds include the following: Civic Center, Employee Benefits, General
Services, Insurance, Fleet, and Towing Funds.



The information provided in this report is intended to provide an independent and
general overview of the 2009 budget process. The focus of this report is on the
procedures followed to address the FY 09 GF structural deficit.

Background

Process Overview

Pursuant to section 302 and 1702 of the Charter of the City of Long Beach, California,
the City Manager is charged with preparing and submitting the annual budget for the
forthcoming year to the Mayor not later than 90 days prior to the beginning of each fiscal
year. The Mayor then presents the budget to the City Council as submitted by the City
Manager together with any comments and recommendations. Departments for which
the City Manager is not administratively responsible (elected offices, Harbor and Water
Departments) submit their budgets directly to the Mayor and City Council for
consideration.

The City Council may then amend the preliminary budget and adopt such preliminary or
amended preliminary budget no later than 15 days prior to the end of the current fiscal
year. The Mayor then has the option of exercising a line item veto for particular
expenditures, which the Council can override by a vote of six council members.

Deficit

Between fiscal years 2003 and 2007, the City addressed a $102 million General Fund
structural deficit through expenditure reductions and revenue increases. Long Beach
ended FY 2008 with a $4.1 million General Fund budget surplus. While a structural
balance appears to have been achieved for 2008, declining revenues, the stagnant
economy and the rising costs of city services resulted in an estimated $16 million
General Fund budget deficit for FY 2009. The City’'s FY Adopted 2009 budget reflects
General Fund spending reductions, revenue enhancements and reallocation of General
Fund costs to other funds where appropriate, to meet the $16 million deficit. For FY
2010, further reductions in General Fund spending or other solutions will be required to
meet rising costs and falling revenue streams.

In order to structurally balance the FY 09 budget, General Fund departments were
provided with savings targets based on their Discretionary Base Budgets and asked to
submit deficit reduction options (either cost reductions or new revenues) for the City
Manager's and City Council’'s consideration. Discretionary Base Budgets were
determined by reducing departments’ FY 09 base budgets by “exempt” amounts.
Exempt amounts included costs for sworn personnel and related overtime, revenue
generating operations, worker's compensation, general liability insurance and debt
service. Exempt amounts significantly reduced some department’s Discretionary Base
Budgets and their respective savings target amounts. Exemptions for all departments
totaled $255.7 million or 63% of the FY 09 General Fund.



Departments submitted their FY 09 proposed budgets to the City Manager for approval.
The City Manager approved budget was then presented as the FY 09 Proposed Budget
to the Mayor and to City Council for consideration.

Objectives

The objectives of our analysis of the fiscal year 2009 General Fund budget are as
follows:

e Provide transparency in the budget process.

e Provide an objective analysis to the Mayor, City Council and Management in
considering future budgets.

e Allow the public to better understand how the City compiles its budget.

Budget Process

Budget Policies and Budget Instructions

The Budget Policies and Instructions prepared by Financial Management and approved
by the City Manager are the guidelines that City Manager departments use to prepare
their respective proposed budgets for the next fiscal year. These budget instructions
may change annually, depending on the budgetary needs and constraints impacting the
City and are presented to departments at the beginning of the budget process, usually
in January or February each year. This document provides guidance on how
departments should approach fee increases, personnel and technology requests,
budget reductions, and prescribes the format departments must use to submit their
budgets. The fiscal year 2009 budget instructions were issued on January 9, 2008 at
the annual budget kick-off meeting.

Budget Kick-off

The Budget Kick-Off meeting is held primarily for City Manager department managers,
analysts and staff charged with preparing their departments’ budgets. This meeting is a
forum to explain the current fiscal year's budget policies and instructions for the
upcoming fiscal year, and provides departments with an opportunity to ask questions
regarding the budget instructions.



Base Budget

Building the Base Budget

An integral and initial step in the FY 2009 budget process was the development of the
FY 2009 Base Budget. Building the Base Budget was a multi-step process that involved
input into the BPREP system (citywide Budget system) by both the Budget Office and
Departments. Departments were asked to make technical corrections and program
changes as noted below without changing the bottom line at the full-time equivalent
(FTE), fund, department or character level. The steps involved in building the base
budget are summarized below:

e The Budget Office in Financial Management removed all FY 2008 one-time
revenues and expenses from BPREP.

e The Budget Office uploaded salary and benefit data from the City’s payroll
system into BPREP as of December 2008. This process captured salary and
benefit adjustments that were made during FY 2008 including step, merit and
promotional increases and negotiated MOUs, and this amount accounts for the
differences between FY 08 Adopted and FY 09 Base Budget personnel costs.

e Departments were provided with BPREP access to make technical changes:

o0 Adjust BPS (budgeted personnel system) records; for example, correcting
position titles or position vacancies.

0 Reallocate budgets between programs to properly reflect where funds
were to be spent. The reallocation could not result in changes at the FTE,
fund, department or character level.

0 Update grant budgets to their expected award levels.

Uncontrollable Costs and Revenue Adjustments to Base Budget

In addition to the adjustments made above, Departments were asked to submit
uncontrollable cost requests and new revenue requests (e.g., new cell tower revenues)
on a form prescribed by the Budget Office. Uncontrollable costs are unavoidable costs
resulting from contractual or other obligations, for example maintenance contracts with
annual Consumer Price Index (CPI) adjustments. Since these costs are City obligations,
the Base Budget must be adjusted to account for the cost increases. Once the City
Manager approved the uncontrollable cost and revenue requests, the Budget Office
adjusted the FY 2009 Base Budget by the requested amounts.

Discretionary Base Budget

The FY 09 Discretionary Base Budget (Attachment D) was calculated by subtracting
various “exempt amounts” from the FY 09 Base Budget. Each department’s savings
target was calculated on the basis of their FY 09 Discretionary Base Budget. These
“exempt amounts” are described as follows:



Approved Exemptions:

Departments submitted General and Related Fund exemption Request Forms to the
Budget Office for the City Manager’'s consideration. The City Manager approved certain
exemptions that were subtracted from the department’'s base budget. Approved
exemptions included costs that the City could not reduce due to contractual
requirements, such as leases and debt service, and revenue-offset services e.g.
Parking Citation operations that were determined to have no impact to the General
Fund (Attachment E).

Grant Funds Revenue Offset:
Special Revenue (SR) 120 general grant funds often require a General Fund match.
The General Fund match was exempted.

Pension Obligation Bond:

The FY 08 Adopted General Fund budget for Pension Obligation Bonds (POBS) totaling
$7.6 million was exempted. This amount funds the debt service payments of the POBs
that were issued to pay for the unfunded accrued liability of the City’s pension plan.

Workers’ Compensation & General Liability:
The FY 08 Adopted General Fund budget amounts for Workers’ Compensation for $15
million and for General Liability for $6.9 million were exempted.

Debt Service:
The FY 08 Adopted General Fund budgets that were set aside to make debt service
payments totaling $11.7 million were exempted.

Sworn Personnel, Dispatchers & Overtime:
The General Fund salary, benefit and overtime costs associated with the sworn fire and
police personnel and dispatchers totaling $189.5 million were exempted.

FY 2009 General Fund Budget Reduction Strategies

Reduction Strategies Based on FY 09 Discretionary Budgets:

Departments, including non-City Manager departments, were requested to reduce the
impact to the General Fund and Related Funds by about 10% of their respective FY 09
General Fund and Related Fund Discretionary Budgets (FY 09 Base Budget less
exemptions). Elected officials were asked to reduce their General Fund and Related
Fund budgets by 10% or approximately $2 million. Reductions could be submitted as
budget expenditure reductions, expenditure transfers to other funds and in some cases,
new revenues.

Expenditure Reductions were input into BPREP as a reduction of the department’s FY
2009 General Fund budget. Departments could achieve the spending reductions by
eliminating programs, reducing service hours or leaving vacant positions unfilled.



Expenditure Transfers were transfers from one fund to another fund within the same
department. Some department’s total budgets consist of more than one fund because of
the service areas that the department supports. For example, expenditures to support
beach maintenance operations are charged to the Tidelands Fund within the Parks,
Recreation and Marine Department whereas park community center operations are
charged to the General Fund. Approved expenditure transfers were input into BPREP
as a reduction of the department’s FY 2009 General Fund budget and an increase in
the department’s budget in another fund other than the General Fund or a Related
Fund.

New Revenues were input into BPREP as an increase in FY 09 Adopted General Fund
revenues. Only new revenue generation that is ongoing was permitted as a “Reduction
Strategy.” Natural growth or increases of existing fees were not accepted towards the
department’s reduction targets. These new revenues should be closely monitored in FY
2009 to ensure that the targets are met.

2.25% Vacancy Savings:

In addition to the reduction of Discretionary Base Budget noted above, a 2.25%
Vacancy Savings factor was applied to each department’s General Fund budget. This
factor was calculated by subtracting workers’ compensation, pension obligation bond,
sworn personnel & dispatchers from the departments’ General Fund personal services
budgets and applying a 2.25% factor. The resulting amount was entered in the vacancy
savings account as a reduction to departments’ General Fund budgets.

The results of the reductions in General Fund spending are presented here in Chart 1.
Details are presented in the Attachments to this report.



Chart 1: Reductions in General Fund Spending*

Reductions in GF Spending
as a % of Adopted Budget

Reductions in GF Spending
as a % of Discretionary

Reductions in GF & Related
Fund Spending as a % of

Department FY 08 FY 09 Discretionary FY 09
City Attorney -16.5% -18.1% -17.1%
City Auditor -11.5% -12.4% -11.9%
City Clerk -9.1% -14.3% -14.3%
City Manager -17.9% -18.8% -18.8%
City Prosecutor -9.8% -10.4% -10.4%
Mayor/Council -10.2% -10.7% -10.7%
Citywide -4.0% -8.5% -8.5%
Civil Service -1.4% -1.5% -1.8%
Comm Dev -15.4% -16.5% -16.5%
Development Svcs -9.1% -10.7% -12.2%
Fin Mgmt -2.2% -4.5% -8.4%
Fire -1.3% -13.5% -13.5%
Health -14.7% -17.0% -16.9%
Human Resources - - -16.5%
Library -12.6% -13.5% -13.5%
Parks, Rec.,Mrn -8.3% -9.8% -9.9%
Police -1.4% -6.6% -6.6%
Public Works -10.4% -18.6% -17.2%
Technology Svcs - - -16.5%
Total -4.3% -11.3% -13.0%

*The Chart above shows reductions in General Fund spending. Savings options that impacted only one
fiscal year (FY 09) and revenue solutions were excluded from this Chart.

FY 09 Budget Transmittal

Departments were instructed to submit their FY 09 budget in a program format, which
included itemized lists of requested enhancements, cost reductions and revenue
increases by program with dollar amounts and narrative impacts. For example,
submitting the budget in a program form provided information on the impact of budget
cuts to the El Dorado Regional Park program distinctly from the Recreation Classes

program.

Per the FY 09 budget instructions, departments were provided with General Fund and
Related Fund budget ceiling amounts that they could not exceed. Budget submittals that
exceeded the prescribed General and Related Fund budget ceilings (FY 09 General




Fund and Related Fund budgets less reduction amounts) were not accepted. Therefore,
enhancements were only considered if a department’'s budget submittal (net
enhancements, revenue solutions and reductions) was within the provided budget
ceiling.

Proposed Fee Increases

Departments were directed to propose fee increases for existing revenues to eliminate
inappropriate subsidies (for services like building inspections that should be supported
100% by revenues) or to increase fees by a CPI factor. The anticipated revenue
increase was added to the FY 09 Base Budget and used to reduce the General Fund
deficit. Departments could not use the fee increases of existing revenues to support
new spending or to meet their provided reduction targets.

Review of Personnel Changes and Technology Requests

City Manager departments were directed to submit all personnel changes including
additions to the Human Resources Department for review and approval prior to
submitting their Proposed Budget requests to the Budget Office.

All new technology requests for hardware, software and consulting services were
submitted to the Information Technology Governance Committee (ITGC) chaired by the
Director of Technology Services for evaluation. The ITGC provided recommendations
to the City Manager regarding department Technology Requests.

Budget Approval Process

In accordance with the City Charter, the City Manager presented the Fiscal Year 2009
Proposed Budget on July 1, 2008 to the Mayor. The Office of the Mayor presented the
Budget with his recommendations to City Council on August 1, 2008. The City Council
adopted the FY 09 Proposed Budget with their changes on September 9, 2008. The
City Council’'s changes to the General Fund are presented on Attachment B.



