Executive Summary

Introduction

The Fiscal Year 2011 Adopted Budget
continues the corrective fiscal actions that
began in Fiscal Year 2007 and continued
through Fiscal Years 2008, 2009, and
2010. In October 2009, the Mayor released
an update to his Five-Year Financial
Outlook, which projected a General Fund
shortfall of $179 million in Fiscal Year 2011.
In order to mitigate this deficit, the Mayor
presented a plan to City Council, and in
December 2009 the City Council
addressed the projected Fiscal Year 2011
deficit and adopted the Fiscal Year 2011
General Fund Proposed Budget.
Subsequent to the City Council adopting
the Fiscal Year 2011 General Fund
Proposed Budget, and as a result of the
continued decline in General Fund revenues, slow economic recovery, and the increased annual
payment for the City's annual pension contribution, a projected deficit of approximately $33.0 million
was identified for the General Fund. This new deficit has been addressed in the Fiscal Year 2011
Adopted Budget through additional measures described in this section.

City Budget Overview

The City of San Diego's Fiscal Year 2011 Adopted Budget of $2.76 billion is comprised of six fund
type categories: General Fund, Debt Service and Tax Funds, Special Revenue Funds, Enterprise
Funds, Internal Service Funds, and Capital Improvements Program. Table 1 shows the change in
budgeted expenditures from Fiscal Year 2010 to Fiscal Year 2011 by fund type.

Table 1: Total City Expenditure Changes Fiscal Years 2010 - 2011 by Fund Type

FY 2010 FY 2011 Percent

Fund Type Adopted Budget Adopted Budget Change Change
General Fund $ 1,129,706,375|$ 1,096,228,151|$ (33,478,224) (3.0)0%
Special Revenue Funds! 343,052,585 362,677,490 19,624,905 5.7%
Debt Service and Tax Funds 3,654,129 5,964,097 2,309,968 63.2%
Enterprise Funds 863,068,584 884,026,175 20,957,591 2.4%
Internal Service Funds? 126,322,518 107,756,485 (18,566,033) (14.7)%
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Table 1: Total City Expenditure Changes Fiscal Years 2010 - 2011 by Fund Type

FY 2010 FY 2011 Percent
Fund Type Adopted Budget Adopted Budget Change
Capital Improvement Program? 453,241,092 299,619,898 (153,621,194) (33.9)%
Total* $ 2,919,045,283|% 2,756,272,296|$ (162,772,987) (5.6)%

1 The Fiscal Year 2010 Adopted Budget and the Fiscal Year 2011 Adopted Budget includes all Maintenance Assessment Districts
(MADs).

2 The Fiscal Year 2010 Adopted Budget and the Fiscal Year 2011 Adopted Budget includes the fund type restructure of the Energy
Conservation Fund from Special Revenue Funds to Internal Service Funds.

3 The Fiscal Year 2010 Adopted CIP Budget excludes grants and other funding sources requiring additional City Council action. This is a
change from the Fiscal Year 2010 Adopted CIP Budget publication and is due to new requirements resulting from the transition to SAP.
The Fiscal Year 2011 Adopted Budget excludes continuing (or prior year) appropriations for capital projects that span multiple years.

4 The Fiscal Year 2010 Adopted Budget and the Fiscal Year 2011 Adopted Budget exclude the City Employees’ Retirement System
Fund.

Figure 1 displays the Fiscal Year 2011 Adopted Expenditure Budget by fund type.
Figure 1: Fiscal Year 2011 Adopted Expenditure Budget by Fund Type

General Fund 39.77 %

Special Revenue Funds 13.16 %

Debt Service
and Tax Funds 0.22 % .
Capital
Improvement Program 10.87 %

Internal Service Funds 3.91 %

Enterprise Funds 3207 %

Table 2 presents the changes in budgeted revenues from Fiscal Year 2010 to Fiscal Year 2011 by
fund type.
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Table 2: Total City Revenue Changes Fiscal Years 2010 - 2011 by Fund Type

FY 2010 FY 2011 Percent
Fund Type Adopted Budget Adopted Budget Change Change
General Fund $ 1,129,706,375|$ 1,096,228,151|$ (33,478,224) (3.00%
Special Revenue Funds? 376,195,054 331,287,761 (44,907,293) (11.9)%
Debt Service and Tax Funds 3,322,841 5,564,460 2,241,619 67.5%
Enterprise Funds 1,078,240,410 1,138,724,611 60,484,201 5.6%
Internal Service Funds? 129,426,648 109,258,944 (20,167,704) (15.6)%
Total® $ 2,716,891,328|% 2,681,063,927 |$ (35,827,401) (1.3)%

1 The Fiscal Year 2010 Adopted Budget and the Fiscal Year 2011 Adopted Budget includes all Maintenance Assessment Districts
(MADs).

2 The Fiscal Year 2010 Adopted Budget and the Fiscal Year 2011 Adopted Budget includes the fund type restructure of the Energy
Conservation Fund from Special Revenue Funds to Internal Service Funds.

3 Non-General Fund operating revenues may be less than operating expenditures due to the use of fund balance.

General Fund

Departments within the General Fund
provide core community services, such as
public safety (including police and fire
protection), parks and recreation, library
services, and refuse collection, as well as
vital support functions such as finance,
legal, and human resources. These core
services are primarily supported by major
revenue sources that include property tax,
sales tax, transient occupancy tax, and
franchise fees.

The City's Fiscal Year 2011 Adopted

Budget reflects General Fund revenues

and expenditures totaling $1.10 billion,

representing a decrease of $33.5 million or

a 3.0 percent decline over the Fiscal Year 2010 Adopted Budget. The Fiscal Year 2011 Adopted
General Fund Budget includes 7,067.98 budgeted full-time equivalent (FTE) positions, a decrease of
328.94 FTE positions from the Fiscal Year 2010 Adopted General Fund Budget. The net decrease in
General Fund positions is primarily due to the reduction of 485.16 FTE positions from the Fiscal Year
2011 Proposed General Fund Budget approved by City Council in December 2009. In addition,
included in the Fiscal Year 2011 Adopted General Fund Budget is the addition of positions for City
facilities that were partially staffed in the prior fiscal year and 135.61 FTE positions related to the
conversion of hourly and temporary wage expenses to FTE positions.

Figure 2 summarizes the Fiscal Year 2011 Adopted General Fund budgeted expenses by
department. Only those departments with a total General Fund expenditure budget of over $10.0
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million are displayed. All other General Fund departments are combined in the "Other" category. For
a complete review of the expenditures by department in the General Fund, refer to the Financial
Summary and Schedules Section of this Volume.

Figure 2: Fiscal Year 2011 Adopted General Fund Expenditures by Department (in Millions)
385

400 -
350 —
300 —
250 —
200—
150 —
100 —
50 —
0

67 63

Police
Fire-Rescue
Park & Recreation
Other
Engineering & Capital Projects
General Services
City Attorney
Storm Water
Library
Environmental Services
City Treasurer

Citywide Program Expenditures

>
=)
o
S
=
=
=}
D
=
=
K=}
T
£
L
=
kS
k=
53
E
]
o
D
(=]

Note: The Other category includes: City Council, Neighborhood Code Compliance, Personnel, Community & Legislative
Services, City Clerk, Purchasing & Contracting, Financial Management, Administration, Real Estate Assets, City Auditor,
Debt Management, Human Resources, Reservoir Recreation, Business Office, Council Administration, Office of Homeland
Security, Office of the IBA, Ethics Commission, Office of the Chief Financial Officer, Office of the Mayor and COO, Office
of the Assistant COO, and Public Works.

City Planning & Community Investment
City Comptroller

Debt Service and Tax Funds

Debt Service Funds are used for the payment of principal and interest on the General Obligation
Bonds for Public Safety Communication projects. The Tax Fund contains monies that are borrowed
from the sale of Tax and Revenue Anticipation Notes (TRANS) on a short-term basis to meet the
cash-flow requirements of the City prior to the receipt of property tax revenues. The Fiscal Year 2011
Adopted Budget for Debt Service and Tax Funds totals $6.0 million. Other debt service obligations of
the City related to the financing and issuance of bonds are budgeted within the departments'
operating budgets.

Special Revenue Funds

Special Revenue Funds account for revenues that are received for specifically identified purposes.
The larger funds include TransNet, Gas Tax, and Special Promotional Programs. The Fiscal Year
2011 Adopted Operating Budget for Special Revenue Funds is $362.7 million, representing an
increase of $19.6 million or 5.7 percent from the Fiscal Year 2010 Adopted Budget. The net increase
of $19.6 million is due to: 1) budgeting the Utilities Underground Program operating expenditures in
the operating budget; in prior years these expenditures were budgeted in the City's Capital
Improvement Program; and 2) the decrease in expenditures in the Special Promotional Programs
Fund related to the decline in transient occupancy tax revenue.

Enterprise Funds

Enterprise Funds account for specific services that are funded directly through user fees. These
funds include Water, Metropolitan Wastewater, Development Services, Refuse Disposal, Recycling,
Golf Course, and Airports. Typically, these funds are intended to be fully self-supporting and are not
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subsidized by the General Fund. The Fiscal Year 2011 Adopted Budget for all Enterprise Funds is
$884.0 million, representing an increase of $21.0 million or 2.4 percent from the Fiscal Year 2010
Adopted Budget. This increase is primarily the result of the following changes:

» Public Utilities budget increased by $27.2 million due to the increase in water rates set by the
San Diego County Water Authority.

« Other Enterprise Fund departments decreased by $6.3 million.

Internal Service Funds

Internal Service Funds are created to finance and account for services provided by one City
department to another City department. Services provided by Internal Service Fund departments are
paid by fees or fund transfers. The Fiscal Year 2011 Adopted Budget for Internal Service Funds
totals $107.8 million, which is a decrease of $18.6 million or 14.7 percent from the Fiscal Year 2010
Adopted Budget. The net decrease of $18.6 million is primarily due to significant reductions in the
Fleet Replacement Fund.

Capital Improvement Funds

The Capital Improvements Program (CIP) budget allocates existing funds and anticipated revenues
to rehabilitate, restore, improve, enhance, and increase the City's capital facilities. This budget
supports the design and construction of a wide range of infrastructure improvement projects and
other significant capital infrastructure investments. The Fiscal Year 2011 Adopted CIP Budget totals
$299.6 million. This is a reduction of $153.6 million or 33.9 percent from the Fiscal Year 2010
Adopted CIP Budget of $453.2 million.t

The Fiscal Year 2011 CIP budget process incorporates two significant changes which contribute to
the reduction between Fiscal Years 2010 and 2011 budgets. Projects are budgeted in the Fiscal
Year 2011 Adopted CIP Budget to conform to the Budget Policy (Council Policy 000-02). As a result,
costs that are not capital in nature have been moved to operating budgets. In addition, a new feature
has been added to the Fiscal Year 2011 budget, shown under the heading "Fiscal Year 2011
Anticipated" in Volume Il of the Fiscal Year 2011 Adopted Budget, to identify and separate funding
that was uncertain to be received at the time the budget was proposed but may be appropriated
during the fiscal year. For Fiscal Year 2011, an additional $222.5 million of funding for CIP projects is
shown as anticipated funding and is not appropriated.

Deferred capital projects and Americans with Disabilities Act (ADA) obligations are two of the eight
significant priorities maintained in the Five-Year Financial Outlook issued in October 2009. Since
Fiscal Year 2008, approximately $142.0 million has been appropriated for facilities, streets, storm
drain and other deferred capital projects, funded by proceeds from land sales, bond financing, and
Proposition 1B funding. A second proposal for bond financing is anticipated to come before City
Council in late Fiscal Year 2011 or Fiscal Year 2012 to continue to address a portion of the City's
approximately $900 million backlog of deferred projects. In addition, $30.0 million of land sale
proceeds has been appropriated to support ADA improvements since Fiscal Year 2008. Until the real
estate market improves, the City is not budgeting additional ADA projects in Fiscal Year 2011.

Summary of Major General Fund Budget Changes

This section shows the major contributors to the 3.0 percent decline in revenues and expenditures in
the General Fund in the Fiscal Year 2011 Adopted Budget. The four largest revenue sources in

1 The Fiscal Year 2010 Adopted CIP Budget excludes grants and other funding sources requiring additional City Council
action. This is a change from the Fiscal Year 2010 Adopted CIP Budget publication and is due to new requirements
resulting from the transition to SAP (OneSD).
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major General Fund revenues—property tax, sales tax, transient occupancy tax (TOT), and
franchise fees—account for approximately $710.8 million or 64.8 percent of the total General Fund
revenues. The decline in these four major revenues in the Fiscal Year 2011 Adopted Budget
accounts for approximately $31.6 million or 94.3 percent of the total General Fund decline of $33.5
million compared to the Fiscal Year 2010 Adopted Budget. In Fiscal Year 2011 property tax is
budgeted at $390.1 million, an increase of $7.4 million or 1.9 percent from the Fiscal Year 2010
Adopted Budget. The Fiscal Year 2010 Adopted Budget was based on an estimated decline in
assessed values that was larger than the actual decline. The Fiscal Year 2011 property tax budget
shows a marginal decrease from updated Fiscal Year 2010 property tax year-end projections, due to
an assumed drop in local assessed values. This revenue decline is slightly offset by a forecasted
reduction in refund payments to property owners for negative reassessment applications (which are
also projected to decrease). Sales tax is budgeted at $187.5 million, which represents a decrease of
$22.7 million or 10.8 percent from the Fiscal Year 2010 Adopted Budget due to the decline in
consumer spending and the high unemployment rate in the City and region. TOT is budgeted at
$66.1 million, a decrease of $9.8 million or 12.9 percent from the Fiscal Year 2010 Adopted Budget
due to the decline in local tourism. Franchise Fees are budgeted at $67.2 million, a decrease of $6.5
million or 8.9 percent from the Fiscal Year 2010 Adopted Budget due to a decline in refuse haulers
tonnage and a decline in natural gas prices.

The decrease in expenditures is mainly due to the elimination of 485.16 FTE positions and reduction
in non-personnel expenditures approved by City Council during the adoption of the Fiscal Year 2011
General Fund Proposed Budget in December of 2009. In addition, other General Fund budget
changes include an increase in the City's Annual Required Contribution (ARC) to the Retirement
System of approximately $52.7 million and the reduction of contracts and outlay non-personnel
expenditures.

Tables 3 and 4 display the overall net changes to both General Fund revenues and expenditures
from the Fiscal Year 2010 Adopted Budget to the Fiscal Year 2011 Adopted Budget.

Table 3: General Fund Revenue Adjustment Over Fiscal Year 2010 Adopted Budget

Major Revenue Categories (in millions)
Property Tax $ 7.4
Sales Tax (22.7)
Safety Sales Tax (0.8)
Transient Occupancy Tax (9.8)
Property Transfer Tax 0.2
Franchise Fees (6.5)
Interest Earnings (2.4)
Motor Vehicle License Fees (0.8)
Other Revenue Increases and Budgetary Adjustments 1.9

TOTAL REVENUE REDUCTION! $ (33.5)

1 Refer to General Fund Revenue section of this document for more detailed information regarding General Fund revenue decline.
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Table 4. General Fund Expenditure Adjustment Over Fiscal Year 2010 Adopted Budget

Major Expenditure Adjustments (in millions)
Salaries and Wages $ (37.5)
Retirement Annual Required Contribution 52.7
Other Fringes (10.8)
Supplies 2.7)
Contracts (21.1)
Information Technology (5.3)
Capital Expenditures (2.6)
Other Expenditures (7.2)
TOTAL EXPENDITURE REDUCTION $ (33.5)

Table 5 represents the expenditure change in the General Fund from the Fiscal Year 2010 Adopted
Budget to the Fiscal Year 2011 Adopted Budget.

Table 5: General Fund Expenditure Summary Fiscal Years 2010 - 2011

FY 2010 Adopted Budget FY 2011 Adopted Budget

Total General Fund Budget 1,129,706,375 1,096,228,151

Percent Change from Previous Year (5.3)% (3.00%

Table 6 identifies the allocation of General Fund dollars to the Police and Fire-Rescue Departments
compared to the other General Fund departments. In Fiscal Year 2011, the General Fund adopted
budget decreased by approximately $33.5 million or 3.0 percent from Fiscal Year 2010, with the
Police and Fire-Rescue Departments receiving approximately 51.7 percent of the total General Fund
expenditures and other General Fund departments receiving 48.3 percent of the total General Fund
expenditures.

Table 6: General Fund Expenditure Summary Fiscal Years 2010 - 2011 by Category

FY 2010 Adopted Budget FY 2011 Adopted Budget

Police and Fire-Rescue Budgets $ 589,351,139($ 566,746,272
Percent of Total General Fund Budget 52.2% 51.7%
Other General Fund Department Budgets $ 540,355,236 |$ 529,481,879
Percent of Total General Fund Budget 47.8% 48.3%

Total City Personnel

The Fiscal Year 2011 Adopted Budget includes a total of 10,222.09 FTE positions with 7,067.98, or
69.1 percent, of these positions budgeted within the General Fund. Table 7 presents the change in
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positions from Fiscal Year 2010 to Fiscal Year 2011 including positions for the Maintenance
Assessment Districts by fund type.

Table 7: Total City FTE Position Changes Fiscal Years 2010 - 2011

FY 2010
Adopted

FY 2011

Adopted Percent

Fund Type

Budget

Additions?

Reductions

Reorganizations

Budget

Change

Change

General Fund 7,396.92 162.22 (491.16) —| 7,067.98| (328.94)| (4.4)%

Special Revenue 285.40 21.12 (33.94) - 272.58 (12.82) (4.5)%
Funds??

Enterprise Funds 2,437.22 56.74 (66.03) - 2,427.93 (9.29) 0.4)%

Internal Service 387.10 8.66 (4.40) - 391.36 4.26 1.1%
Funds®

Other Funds 65.00 0.24 (3.00) - 62.24 (2.76) (4.2)%

TOTAL 10,571.64 248.98 (598.53) —| 10,222.09| (349.55)| (3.3)%

1 Total number of budgeted positions includes an increase of 189.98 FTE positions through the conversion of hourly and temporary
help expenses to FTE positions.

2 Total number of budgeted positions includes positions from Maintenance Assessment Districts (MADS).

3 The Fiscal Year 2011 Adopted Budget includes the fund type restructure of the Energy Conservation Program from Special Revenue
Funds to Internal Service Funds.

The Fiscal Year 2011 Adopted Budget represents a net reduction in the City's budget of 349.55 FTE
positions1 from the Fiscal Year 2010 Adopted Budget. The net reduction is a result of eliminating
approximately 599 filled and vacant positions and the addition of approximately 249 positions due to
the budget neutral conversion of hourly and temporary wage expenses to full-time equivalent
positions, existing facilities that were partially staffed last fiscal year, an increase in staffing for
Enterprise Funds, and other priorities. The eliminated positions are positions that are no longer
funded in the City's budget and represent a real reduction in labor costs. The position additions
related to the conversion of hourly and temporary wage expenses to FTE positions do not represent
an increase in salary and wages to the City. In previous fiscal years, departments had the ability to
hire hourly employees from their hourly or temporary help budgets; however, this practice has
changed with the new budget system. The total wages budget for these two accounts has been
combined in Fiscal Year 2011 into one account and has also been converted into an FTE basis.

As shown in Table 7, of the nearly 328 position net change to the General Fund, approximately 136
positions are additions related to the conversion of the hourly and temporary wage expenses to FTE
positions; 27 are new positions; 485 positions were removed per the Fiscal Year 2011 General Fund
Proposed Budget adopted by City Council in December 2009; and six positions were reduced per
the Fiscal Year 2011 General Fund Adopted Budget. A total of 13 net positions were reduced from
Special Revenue Funds as a result of the addition of six new positions related to the conversion of
the hourly and temporary wage expenses to full-time equivalent positions, the addition of 21 new
positions, and the elimination of approximately 34 positions from the Fiscal Year 2011 Adopted
Budget. Within the Enterprise Funds, 44 positions are additions related to the conversion of the

1 This net reduction of positions includes the elimination of 523.79 FTE positions as part of the Fiscal Year 2011 General
Fund Proposed Budget approved by City Council in December 2009, and the addition of 189.98 FTE positions due to the
conversion of hourly and temporary wage expenses to FTE positions.
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hourly and temporary wage expenses to FTE positions; 13 are new positions; and 66 positions were
removed from the budget resulting in a net decrease of nine positions. A total of four net positions
were added in the Internal Service Funds as a result of four positions being added due to the
conversion of the hourly and temporary wage expenses to FTE positions, the addition of four new
positions and four positions being eliminated.

Table 8 further illustrates the annual budgeted FTE positions, salaries and wages, fringe, and total
personnel expenditures by fund type. A total of $649.9 million has been budgeted for salaries and
wages, and $420.4 million budgeted for fringe expenditures resulting in a total budget of $1.07 billion
in personnel expenditures citywide.

In previous fiscal years, estimated vacancy savings were factored into the fiscal year budgets based
upon an anticipated percentage of vacant positions. With the implementation of the Human Capital
Management module of SAP and the new Public Budgeting Formulation system, the City has the
ability to provide funding only for filled positions. This new approach has been incorporated in the
development of the Fiscal Year 2011 Adopted Budget. The City identified all vacant positions as of
December 2009 and adjusted for changes in position status in March 2009 for departments with less
than 50 positions. As a result, the Fiscal Year 2011 Adopted Budget includes funding only for those
positions filled at the time the aforementioned review was completed. The result is that the
departments will need to appropriately manage their Fiscal Year 2011 personnel expenditures to
their available allocated appropriations.

Table 8: Fiscal Year 2011 Adopted Personnel Expenditure Budget

Budgeted Salaries Budgeted

Budgeted FTE and Personnel

Fund Type Positions Wages Budgeted Benefits Expenses
General Fund 7,067.98|% 478,598,954 |% 311,313,264|$% 789,912,218
Special Revenue Funds!? 272.58 17,151,054 10,239,427 27,390,481
Enterprise Funds 2,427.93 129,742,847 82,738,521 212,481,368
Internal Service Funds?2 391.36 20,071,308 13,369,144 33,440,452
Other Funds 62.24 4,351,057 2,746,723 7,097,780
Total 10,222.09|$ 649,915,220 ($ 420,407,079($ 1,070,322,299

1 Total number includes positions and personnel expenditures from Maintenance Assessment Districts (MADS).

2 The Fiscal Year 2011 Adopted Budget includes the fund type restructure of the Energy Conservation Program from the Special
Revenue Funds to Internal Service Funds.

Table 9 shows the change in the number of budgeted positions in the General Fund over the last two
fiscal years. In Fiscal Year 2011, General Fund positions decreased by 328.94 FTE positions, or
approximately 4.4 percent from the Fiscal Year 2010 Adopted Budget. This net decrease is primarily
due to the reductions identified in the Fiscal Year 2011 General Fund Proposed Budget approved by
City Council in December 2009, conversion of hourly and temporary wage expenses to full-time
equivalent positions, the addition of staff for existing facilities that were partially staffed last fiscal
year, and the addition of other priority staff.
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Table 9: General Fund FTE Position Summary Fiscal Years 2010 - 2011

FY 2010 Adopted Budget FY 2011 Adopted Budget*

Total General Fund Budgeted FTE Positions 7,396.92 7,067.98

Percent Change from Previous Year (2.0)% (4.4)%

1 Total number of budgeted positions includes an increase of 135.61 FTE positions through the conversion of hourly wages to full-time
equivalent positions.

Figure 3 summarizes the Fiscal Year 2011 General Fund FTE positions by department. Only those
departments with over 50 General Fund budgeted FTE positions are displayed. All other General
Fund departments are combined under the "Other" category. For a detailed look at the budgeted
FTE positions in the General Fund refer to the Financial Summary and Schedules section of this
Volume.

Figure 3: Fiscal Year 2011 Adopted General Fund FTE Positions by Department

Police 35.9%

City Treasurer 1.6%

ity Comptroller 1.1%
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Park & Recreation 10.7%
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Storm Water 1.7%
Development Services 0.8% —  / CityCouncl 1.3%

General Services 5.3% Environmental Services 20%
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Community Investment 0.9%
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Note: The Other category includes: Purchasing & Contracting, City Clerk, Community & Legislative Services, Real Estate
Assets, Financial Management, Debt Management, Administration, Human Resources, City Auditor, Reservoir Recreation,
Business Office, Administration, Office of Homeland Security, Office of the IBA, Ethics Commission, Office of the Chief
Financial Officer, Office of the Mayor and COO, Office of the Assistant COO, and Public Works.
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Table 10 represents the allocation of FTE positions per employee labor group within each fund type.
The largest employee labor group, Municipal Employees Association (MEA), represents 36.9
percent of General Fund positions and 43.0 percent of all City positions.

Table 10: Fiscal Year 2011 Adopted FTE Positions by Labor Group

Special Internal
General Revenue Enterprise Service
Labor Group Fund Funds Funds Funds Other Funds
MEA 2,605.94 100.50 1,493.33 161.56 39.24 4,400.57
IAFF LOCAL 145 886.62 31.40 2.00 - - 920.02
ASFCME LOCAL 127 860.60 62.99 802.16 204.00 - 1,929.75
SDPOA 1,971.35 - - - - 1,971.35
Teamsters Local 911 134.80 - - - - 134.80
DCAA 139.32 - - - - 139.32
Classified / 142.77 44.00 74.23 19.60 6.00 286.60
Unrepresented
Unclassified / 316.58 33.69 56.21 6.20 17.00 429.68
Unrepresented
Elected Officials 10.00 - - - - 10.00
Fund Total 7,067.98 272.58 2,427.93 391.36 62.24 10,222.09

Table 11 displays the percentage of positions in the Police and Fire-Rescue Departments compared
to the remaining General Fund departments. The Fiscal Year 2011 Adopted Budgets for the Police
and Fire-Rescue Departments include 3,684.29 FTE positions or approximately 52.1 percent of total
General Fund FTE positions. The budgeted positions in the Police Department decreased from
2,754.75 FTE positions in Fiscal Year 2010 to 2,538.20 FTE positions in the Fiscal Year 2011
Adopted Budget primarily due to reductions in vacant sworn positions, civilian positions, Police
Service Officers, Police Investigative Aides, and the additions related to the conversion of hourly and
temporary wage expenses to FTE positions. For the Fire-Rescue Department, the number of FTE
positions decreased from 1,187.63 FTE positions to 1,146.09 FTE positions primarily due to
reductions in vacant sworn positions and additions related to the conversion of hourly and temporary
wage expenses to FTE positions.

Table 11: General Fund FTE Position Summary Fiscal Years 2010 - 2011 by Category

FY 2010 Adopted Budget FY 2011 Adopted Budget?!

Police and Fire-Rescue Budgets $ 3,942.38|$ 3,684.29
Percent of Total General Fund Budget 53.3% 52.1%
Other General Fund Department Budgets $ 3,454.54|% 3,383.69
Percent of Total General Fund Budget 46.7% 47.9%

1 Total number of budgeted positions includes an increase of 135.61 FTE positions through the conversion of hourly wages to full-time
equivalent positions.
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The Fiscal Year 2011 Adopted Budget reduces 539.53 FTE positions from the City's budget. This is
in addition to the elimination of 883.00 FTE positions in the previous four fiscal year budgets. The
Fiscal Year 2011 position cuts that have been included in this budget are part of the Mayor's ongoing
effort to streamline the City's workforce. Table 12 shows the total number of net FTE position
reductions from Fiscal Year 2007 through Fiscal Year 2011. Note that the Fiscal Year 2011 amount
excludes the addition of the 189.98 FTE positions due to the conversion of hourly and temporary
wage expenses to FTE positions. These positions do not represent an increase in salary and wages
to the City, but represent an improvement in budgeting and accounting for labor costs.

Table 12: Total City FTE Position Reductions by Fiscal Year

FY 2010
Adopted

FY 2011
Adopted
Adopted Budget Adopted Budget Adopted Budget Budget?! Budget?

(38.00) (629.71) (57.82) (157.18) (539.53) (1,422.24)

L Includes the elimination of 150.95 FTE positions as part of the Fiscal Year 2009 Revised Budget approved by City Council.

2 ncludes the elimination of 523.79 FTE positions as part of the Fiscal Year 2010 General Fund Proposed Budget approved by City
Council in December 2009.

FY 2007 FY 2008 FY 2009

Total Budgeted Fringe Allocations

Fixed fringe costs are fixed and variable expenses that meet specific obligations established through
agreements with the labor unions, City ordinances, or the City's Reserve Policy, regardless of
current FTE count or salary amounts. Fixed fringe costs include the San Diego City Employees'
Retirement System's (SDCERS) Annual Required Contribution (ARC), and contributions for
Workers' Compensation, Long-Term Disability, Other Post-Employment Benefits (OPEB), and Risk
Management Administration (RMA). These expenditures account for $320.2 million, or 76.2 percent,
of budgeted fringe in Fiscal Year 2011. Remaining fringe allocations vary with salaries or positions.

Table 13 displays the citywide fringe allocation which totals $420.4 million for Fiscal Year 2011 of
which $311.3 million, or 74.1 percent, is budgeted in the General Fund.

Table 13: Fiscal Year 2011 Annual Budgeted Fringe by Fund Type

Internal
Service
Funds

Special
Revenue
Funds

General
Fund

Enterprise

Funds Other Funds

Fringe Type

Fringe Totals

Retirement ARC $177,627,537 5,109,348 | $ 38,868,559 |$ 6,209,090 |$ 1,341,360 | $229,155,894

Supplemental Pension 9,126,995 688,437 5,460,417 880,005 165,611 16,321,465
Savings Plan

Retirement Offset 4,790,779 214,560 2,599,132 263,265 79,549 7,947,285
Contribution

Retirement DROP 1,408,944 51,475 348,996 52,504 17,657 1,879,576

Employee Offset 8,961,599 257,404 1,023,034 136,359 90,810 10,469,206
Savings

Workers' 14,945,463 215,149 3,139,987 550,071 95,040 18,945,710
Compensation

Flexible Benefits 37,659,481 1,600,182 12,740,313 2,143,400 422,007 54,565,383
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Table 13: Fiscal Year 2011 Annual Budgeted Fringe by Fund Type (Cont’'d)

Special Internal
General Revenue Enterprise Service
Fringe Type Fund Funds Funds Funds Other Funds Fringe Totals
Risk Management 6,220,746 230,732 2,085,925 356,184 56,840 8,950,427
Administration
Long-Term Disability 3,824,736 141,989 1,097,074 171,256 39,709 5,274,764
Unemployment 888,275 32,951 254,091 39,940 9,266 1,224,523
Insurance
Medicare 5,289,275 196,744 1,539,539 245,003 58,212 7,328,773
Other Post- 40,199,698 1,482,244 13,475,892 2,300,759 367,140 57,825,733
Employment
Benefits!
Unused Sick Leave 334,138 12,473 95,415 15,184 3,522 460,732
Retirement 401 Plan 28,478 4,590 8,110 4,898 - 46,076
Retiree Medical Trust 7,120 1,149 2,037 1,226 - 11,532
Fund Type Totals $ 311,313,264 | $ 10,239,427 | $ 82,738,521 | $ 13,369,144 |$ 2,746,723 | $420,407,079

1 Reflects the annual pay-as-you-go portion and also reflects the contribution to pre-fund future liabilities.

City Retirement Contributions

The City's payment for retirement benefits in Fiscal Year 2011 is budgeted at $238.6 million and is
described below:

* The SDCERS ARC, which was determined by SDCERS' actuarial valuation as of June 30,
2009, is $229.1 million and assumes no negative amortization with the use of a 20-year
amortization schedule of the Unfunded Actuarial Accrued Liability (UAAL). Approximately
$177.6 million or 77.5 percent of the ARC is budgeted in the General Fund.

» The Retirement Offset Contribution or "pick-up" represents the amount of City employees'
retirement contributions that the City pays as an offset for employees. The Fiscal Year 2011
Adopted Budget amount is $7.9 million; a $0.8 million reduction over the Fiscal Year 2010
Adopted Budget..

* Inaddition, $1.5 million is budgeted in the Citywide Program Expenditures Department for the
Preservation of Benefits Plan contribution to SDCERS to cover benefit payments in excess of
Internal Revenue Service (IRS) limits.

The Retiree Health or Other Post Employment Benefits (OPEB) UAAL as of June 30, 2009 is
approximately $1.3 billion and the ARC for Fiscal Year 2011 for Retiree Health was determined by
the actuarial valuation as of June 30, 2009 to be $120.3 million. This valuation assumes a 6.69
percent discount rate based on the City's current level of pre-funding. The City entered into an
agreement on January 18, 2008 with the CalPERS Employer Retiree Benefit Trust (CERBT) to pre-
fund expenses related to post-employment healthcare benefits. The City budgeted $57.8 million in
Fiscal Year 2011, which is comprised of $32.8 million for the annual retiree health benefits payments
(pay-as-you-go) and $25.0 million for pre-funding retiree health care benefits. The $25.0 million is
expected to be transferred to CERBT during Fiscal Year 2011.
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Employee Offset Savings (EOS)

The labor negotiations in Fiscal Year

2005 resulted in the reduction of the

City's "pick-up" (Retirement Offset

Contribution). These agreements

specified that the savings the City

realizes as a result of this reduction

must be used to address the City's

pension UAAL. Each City department

is charged based upon its respective

payroll and these funds are

transferred into the EOS account. In

Fiscal Year 2006, the City issued

approximately $100 million in

Tobacco Securitization Bonds and

transferred these funds to SDCERS as a contribution to the pension system above the ARC to
address the UAAL. In order to backfill the Tobacco Settlement Revenues securitized in Fiscal Year
2006 and to protect the programs previously supported with the Tobacco Settlement Revenues, a
portion of the EOS funds is transferred each year to the General Fund. The Fiscal Year 2011
Adopted Budget for Employee Offset Savings is $10.5 million.

Retirement DROP

In accordance with the Deferred Retirement Option Program (DROP) adopted in Fiscal Year 1997,
the City is required to match 3.05 percent of the DROP participants' salary. The Fiscal Year 2011
Adopted Budget for Retirement DROP is $1.9 million.

Workers’ Compensation

State Workers' Compensation laws ensure that employees who are injured or disabled on the job are
provided with fixed monetary awards. These laws are intended to reduce litigation and to provide
benefits for workers (and their dependents) who suffer work-related accidents or illnesses. State
Workers' Compensation statutes establish this framework of laws for the City of San Diego. The
Workers' Compensation contribution in the Fiscal Year 2011 Adopted Budget is $18.9 million.

Long-Term Disability

The Long-Term Disability (LTD) contribution in the Fiscal Year 2011 Adopted Budget is $5.3 million.
This contribution includes funding of $2.3 million toward the Long-Term Disability Fund Reserves in
accordance with the City's Reserve Policy.

Flexible Benefits

An Internal Revenue Service (IRS) qualified cafeteria-style benefits program is offered to all eligible
employees. All employees in one-half, three-quarter, or full-time status are eligible. The Fiscal Year
2011 Adopted Budget for Flexible Benefits is $54.6 million.
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Supplemental Pension Savings Plan (SPSP)

The City opted out of Social Security in January
1982 and replaced it with the Supplemental
Pension Savings Plan (SPSP). SPSP accounts
provide a way for eligible employees to add to
their savings for retirement income, which is in
addition to SDCERS' benefits. Employees hired
before July 1, 2009 must pay a mandatory 3
percent and can voluntarily contribute up to an
additional 3.05 percent for employees hired
after July 1, 1986, or 4.5 percent for employees
hired on or before July 1, 1986. This amount is
deducted from employees' paychecks and
placed into an SPSP account for the employee.
The City also matches these contributions up to
6.05 percent and this amount is deposited into
the employee's SPSP account. The Fiscal Year
2011 Adopted Budget for SPSP is $16.3 million.
Due to labor concessions in the previous fiscal
year, some employee groups have the option to
waive the City's match to employee mandatory
contributions or take a 3 percent salary
reduction. The Fiscal Year 2011 budget reflects
the selections made by employees.

A new retirement plan for employees hired on or

after July 1, 2009 is now in effect and includes a

defined contribution savings plan with a mandatory employee contribution of 1 percent of payroll and
a retiree medical trust with a mandatory employee contribution of 0.25 percent of payroll. These
amounts are deducted from employees' paychecks and placed into the employees' accounts. The
City matches these contributions.

Risk Management Administration

The Risk Management Administration (RMA) rate is established to support the appropriated
expenditures that fund all of the programs and services provided by the Risk Management
Department, which is an Internal Service Fund. These services include the administration of
Workers' Compensation, Public Liability and Loss Recovery, Safety and Environmental Health
Services, Employee Benefits, Savings Plans, Long-Term Disability, and Employee Assistance
programs. The Fiscal Year 2011 Adopted Budget for Risk Management Administration is $8.9
million.

Medicare

Medicare is a federal tax established by the Federal Insurance Contributions Act (FICA) that all
employees and employers are required to pay. The application of this rate applies to all City
employees and is based on earned income, including any earned income related to overtime and
other employee special pays. The Fiscal Year 2011 Adopted Budget for Medicare is $7.3 million.
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Unemployment Insurance

Unemployment Insurance provides
temporary unemployment benefits
to eligible workers who are
unemployed and meet State law
eligibility requirements to receive
the benefit. The Fiscal Year 2011
Adopted Budget for
Unemployment Insurance is $1.2
million.

Unused Sick Leave

Employees hired prior to July 1,

1975 who have accrued sick leave

on the City Comptroller's payroll

records upon termination will be

paid out an amount not to exceed

50 percent of their balance at their

current salary rate. An employee

may also use this sick leave in the

same manner as annual leave while employed. The Fiscal Year 2011 Adopted Budget for Unused
Sick Leave is $0.5 million.

Funding of Annual Leave

In the past, the City had not completely funded the additional expense of Annual Leave paid to
employees who end their employment with the City with leave balances. While a portion of annual
leave expense has been absorbed in departmental budgets, there will be a large number of
employees with high leave balances expected to retire over the next several years. The Fiscal Year
2011 Adopted Budget includes $1.9 million and is based on anticipated retirements from the
Deferred Retirement Option Plan (DROP) within the fiscal year and the projected value of the
accrued annual leave balance.

Funding for Operations of Facilities

The Fiscal Year 2011 Adopted Budget includes $0.5 million in operating funds for new facilities that
were open for only part of Fiscal Year 2010. Establishing an annual operating budget to enhance a
partial year budget for staff and other operational costs is referred to as an "annualization.” This
funding will provide annual support to facilities that opened during Fiscal Year 2010 and received
partial funding.

Park & Recreation — Facility Annualizations

The Park & Recreation Department's Fiscal Year 2011 Adopted Budget includes funding for the
entire year for the following facilities that opened in Fiscal Year 2010. The Fiscal Year 2011 Adopted
Budget includes funding for an additional 3.76 FTE positions and operational funding totaling
$462,117 for these facilities:

» Alice Birney Elementary School Joint Use

o Additional 0.08 FTE position to complete the annual staffing requirement. The full year's
operational needs is 0.13 FTE position (0.05 FTE position was included in the Fiscal Year
2010 Adopted Budget)

City of San Diego -40-

Fiscal Year 2011 Adopted Budget



Executive Summary

e Citywide Park Maintenance Support

o Additional 1.00 FTE position to complete the annual staffing requirement. The full year's
operational need is 4.05 FTE positions (3.05 FTE positions were included in the Fiscal
Year 2010 Adopted Budget)

« Naval Training Center/Liberty Station Phase II

o Additional 0.37 FTE Grounds Maintenance Worker Il position to complete annual staffing
requirements. The full year's operational need is 2.52 FTE positions for the maintenance
of the park (2.15 FTE positions were included in the Fiscal Year 2010 Adopted Budget)

e« Ocean Air Recreation Center

o Additional 1.21 FTE positions to complete the annual staffing requirement. The full year's
operational need is 4.85 FTE positions (3.64 FTE positions were included in the Fiscal
Year 2010 Adopted Budget)

* Open Space Additional Acreage - 200 Acres
o Additional 1.00 FTE position to fund one full year of operations
* Roosevelt Middle School Joint Use

o Additional 0.10 FTE position to complete the annual staffing requirement. The full-year's
operational need is 0.17 FTE position (0.07 FTE position was included in the Fiscal Year
2010 Adopted Budget)

Citywide Reorganization/Restructuring

The Fiscal Year 2011 Adopted Budget restructuring of several departments is a result of executive
management and department-initiated reorganizations. Reorganization includes restructuring of
departments and major divisions within a department and is intended to increase the overall
efficiencies and effectiveness of City operations. The discussion below provides an overview of
significant changes to the City's organizational structure that are included in the Fiscal Year 2011
Adopted Budget.

Public Utilities Department

Specific administrative and financial functions previously included in the Metropolitan Wastewater
(MWWD) and Water branches of the Public Utilities Department have been consolidated into a new
administration branch. The Public Utilities Department is now comprised of four branches that are
funded by both the Water Enterprise Fund and the Sewer Enterprise Fund: Public Utilities
Administration, MWWD-Muni, MWWD-Metro, and Water. Though the different branches cover all the
tasks required by the Public Utilities Department, separate accounting is maintained for each fund.
The consolidation of certain administrative and financial functions common to the two enterprise
funds created opportunities for greater efficiency, reduced personnel costs, and enhanced services
to both internal personnel and external customers.

Citizens' Review Board on Police Practices

As a result of the Fiscal Year 2010 Budget Amendment, the Citizens' Review Board on Police
Practices program was transferred from the Administration Department to the Human Resources
Department. This City Charter-mandated program reviews and evaluates citizen complaints against
police officers and the discipline arising from such complaints. The Administration Department will
continue to coordinate the administrative hearings for police regulated businesses and pay for the
services provided by the Hearing Officers.

-41- City of San Diego

Fiscal Year 2011 Adopted Budget



Executive Summary

Disability Services Program

The Disability Services Program ensures that every facility, activity, benefit, program and service
operated or funded by the City is fully accessible to, and useable by, people with disabilities in
accordance with the Americans with Disabilities Act, as well as other federal, state and local access
codes and disability rights laws. The Disability Services Program was transferred from the Human
Resources department to the Public Works business group in order to better align the program's
project implementation and revenue providing functions. Disability Services realizes benefits and
synergies from being organizationally aligned with the Engineering & Capital Projects department,
General Services department and the Real Estate Assets department.

Fiscal Actions in the Fiscal Year 2011 Adopted Budget

The City of San Diego remains committed to restoring fiscal stability, addressing its financial
obligations, and meeting its responsibility to provide essential core services to San Diego residents.

The Fiscal Year 2011 Adopted Budget contains funding for the full payment of the pension ARC,
funding for retiree health pay-go and a contribution to the retiree health trust and funding for storm
water obligations. Due to the decline in revenues and the significant increase to the City's pension
payment, the City will suspend contributions to the General Fund, Public Liability and Workers'
Compensation reserves in Fiscal Year 2011 while maintaining current reserve levels. Over the past
three years, $30.0 million of land sale funding has been budgeted to support projects to meet
Americans with Disabilities Act (ADA) requirements. Until the real estate market improves, the City is
not budgeting additional funding for ADA projects in Fiscal Year 2011.

In addition to the $103.0 million budgeted for deferred capital needs, the City expects to receive
approximately $19.6 million in Proposition 1B funds in Fiscal Year 2011 for street projects.

Funding the Pension Plan

The Fiscal Year 2011 Adopted Budget includes funding for the City's Pension Plan which is a critical
component of the City's long-term fiscal health and stability. For Fiscal Year 2011, the SDCERS ARC
is $229.1 million. This amount was determined by SDCERS"' actuarial valuation as of June 30, 2009
and was transferred to SDCERS on July 1, 2010. In Fiscal Year 2009, the Mayor and City Council
approved a new pension reform plan (effective July 1, 2009) which is expected to achieve savings in
the City's pension payments in future years. Without regard to such savings, the City does not expect
a reduction in the ARC payment for Fiscal Year 2012. The market smoothing methodology spreads
market losses over future years. Thus, a significant percentage of the market loss from Fiscal Year
2009 has not yet been captured by the ARC calculations to date, with the result that even if a
significant increase in annual investment return occurs, it is not expected to reduce the ARC
payment for Fiscal Year 2012.

Maintaining Reserves

Healthy reserves help insulate City services against costs of emergencies such as natural disasters.
In addition, since the City's reserves are one of several factors considered by rating agencies, a
strong reserve balance may help maintain credit ratings. The City currently maintains several
reserves for its operations, including the Emergency Reserve for the General Fund (established to
fund unanticipated liabilities for natural disasters, catastrophic occurrences, and judgments),
Development Services Reserve funds, Risk Management Reserve funds, and Public Utilities
Reserves among others.

The City's Reserve Policy calls for: a) the maintenance of adequate reserve levels for all of its
reserves including the Emergency Reserve and the Appropriated Reserve in the General Fund; b)
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enhanced operating reserves for Enterprise Funds such as Water and Wastewater; c) a capital
reserve; and d) other types of reserves. The City's policy currently defines a goal of having a
minimum of 8 percent of General Fund revenues held in reserves by Fiscal Year 2012. As part of the
deficit mitigation plan for Fiscal Year 2011, contributions to the General Fund, Public Liability, and
Workers' Compensation reserves have been suspended in Fiscal Year 2011. The General Fund will
maintain the current 7 percent reserves in Fiscal Year 2011 and the reserves for Public Liability and
Workers' Compensation funds will be maintained at current levels as well. Revisions to the City's
Reserve Policy are currently underway to incorporate these timing changes.

Retiree Health Care Costs

The City continues to fund retiree health care
benefits, otherwise known as OPEB, as this annual
cost is expected to increase substantially in future
years. As of the June 30, 2009 actuarial valuation,
the citywide Fiscal Year 2011 OPEB ARC is $120.3
million for the City's post-retirement medical benefit
program. The valuation assumed a 6.69 percent
discount rate and determined a total actuarial
accrued liability of $1.3 billion. The Fiscal Year 2011
Adopted Budget includes $57.8 million, which is
comprised of $32.8 million for the annual retiree
health benefits payments (pay-as-you-go) and $25.0
million for pre-funding retiree health care benefits in
a trust fund administered by CalPERS, the California
Employers' Retiree Benefits Trust. Through a joint
retiree health study group comprised of
management and the Municipal Employees
Association, Deputy City Attorneys Association, and
International Association of Fire Fighters Local 145
labor unions, the City is currently studying options
around its retiree health care program. Negotiations
to possibly restructure this program to make it more
affordable and sustainable will begin in Fiscal Year 2011.

Municipal Storm Water Permit Compliance

Compliance with the Municipal Storm Water Permit required by the California Regional Water Quality
Control Board significantly impacts the City's budget. The Fiscal Year 2010 Adopted Budget included
$37.7 million to fund programs to comply with the permit including storm water pollution prevention,
street sweeping, and storm drain maintenance. In Fiscal Year 2011, the City will continue to comply
with the permit requirements by funding programs and services with the Fiscal Year 2011 Adopted
Budget of $35.4 million.

Corrective Actions Carried Forward from the General Fund Budget
Adopted December 2009

On October 1, 2009, the Mayor released the Fiscal Year 2011-2015 Five-Year Financial Outlook,
which identified a projected General Fund shortfall of $179 million in Fiscal Year 2011. In order to
mitigate this projected deficit, on November 24, 2009, the Mayor presented the Fiscal Year 2010
Budget Amendment Report and Fiscal Year 2011 Proposed General Fund Budget followed by an
addendum released on December 4, 2009. The Mayor recommended, among other actions, a
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decrease in expenditures that included the elimination of 486.16 General Fund FTE positions in
Fiscal Year 2011. On December 2009, the City Council addressed the projected Fiscal Year 2011
deficit and adopted the Fiscal Year 2011 Proposed General Fund Budget. The anticipated Fiscal
Year 2010 savings of $24.6 million have been set aside and have been incorporated into the Fiscal
Year 2011 Adopted Budget to address the projected Fiscal Year 2011 deficit. Adjustments that were
approved as part of the Fiscal Year 2011 Proposed General Fund Budget are reflected in Table 14.
These adjustments reflect a total FTE reduction of 524.79, decreased personnel and non-personnel
expenditures totaling $140.3 million, and increased revenues totaling $19.9 million. Most of these
adjustments have been included in the Fiscal Year 2011 Adopted Budget. Below are the most
significant of these adjustments:

One-time solutions included expenditure reductions totaling $58.2 million and revenue
increases totaling $13.8 million. Expenditure reductions included the suspension of the Gen-
eral Fund Contributions to the Reserves ($27.5 million), restructuring of the payment obliga-
tions for the McGuigan Settlement ($25.2 million) and the postponement of a sprinkler
system at the City Administration Building ($5.5 million). Revenue increases included the
transfer of Mission Bay Improvement Funds to the General Fund ($4.3 million) and the
release of undesignated fund balances to the General Fund ($9.5 million). Additional detalil
on the one-time solutions is included in the One-Time and On-Going Solutions subsection of
this document.

On-going solutions included expenditure reductions totaling $17.5 million and revenue
increases totaling $2.6 million. Expenditure reductions consisted of decreased funding for the
Annual Required Contribution (ARC) to the citywide pension due to a lower than anticipated
payment obligation ($9.7 million), Information Technology savings to the General Fund ($3.0
million), a ten percent reduction in Special Promotional Program Arts and Culture expendi-
tures ($700,000), decreased Transient Occupancy Tax funding for Convention Center opera-
tions and maintenance ($500,000), and reduced funding for deferred maintenance debt
service payments ($3.6 million). However, due to the slowdown in real estate sales and the
negative outlook for revenues coming into the Capital Outlay Fund in Fiscal Year 2011, this
solution was not used. The debt service payment for deferred capital projects is budgeted in
the General Fund for Fiscal Year 2011. The revenue increase of $2.6 million is attributed to
the anticipated revenue resulting from the adoption of a Parking Utilization Study. Additional
detail on the on-going solutions is included in the One-Time and On-Going Solutions subsec-
tion within this document.

The Environmental Services Department reduced a total of 40.58 FTE positions due to a
revised work schedule and reorganization of service delivery, resulting in a personnel expen-
diture savings of $2.1 million and associated non-personnel expenditure savings of $2.5 mil-
lion. Additionally, the extension of the Miramar Place Operations Station repayment schedule
resulted in a $900,000 budgeted cost savings; however, actual cost savings of $1.0 million
were ultimately achieved.

The Fire-Rescue Department reduced a total of 63.00 FTE positions, resulting in a personnel
expenditure savings of $13.0 million. Approximately $11.5 million of the total personnel sav-
ings realized is attributed to the implementation of the rolling brownouts, which eliminated
eight fire engines from active service. Non-personnel expenditure savings of $1.2 million
were realized through the reduction of equipment and facilities expenditures ($100,000),
reduction in uniform allowances ($180,000), cancellation of fire academies ($101,000),
reduction of equipment warranties ($114,000), and the suspension of scheduled increases in
the size of the reserve fleet ($600,000).
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» The Library Department reduced a total of 48.68 FTE positions resulting in a personnel
expenditure savings of $2.7 million. Approximately $2.0 million of the total personnel savings
is attributed to the reduction of branch library operating hours from 41 to 36 hours per week
and the consolidation of several library service points into the Central Library. Non-personnel
expenditure savings of $1.0 million were realized primarily due to the reduction of library
grant match funding ($326,000), the reduction of electronic database research terminals and
software licenses ($250,000), and the reduction of branch library hours and service points
($370,000).

» The Park and Recreation Department reduced a total of 31.68 FTE positions resulting in a
personnel expenditure savings of $1.6 million and associated non-personnel expenditure
savings of $1.9 million. Approximately $1.3 million of the position reduction related savings is
attributed to the cessation of the park turf fertilization program ($689,000) and the park main-
tenance reorganization initiative ($600,000). The remaining non-personnel expenditure sav-
ings of $375,000 are attributed to the suspension of the San Dieguito JPA payment
($295,000) and the reduction of Kumeyaay Lake maintenance expenditures ($80,000).
Lastly, revenue increases of $174,000 were realized, primarily due to the transfer of cellular
antenna funds.

* The Police Department reduced a total of 261.75 FTE positions resulting in a personnel
expenditure savings of $8.5 million and associated non-personnel expenditure savings of
$878,000. Approximately $6.6 million of the position reduction related savings is attributed to
the elimination of 48 police service officers ($2.5 million), 41 civilian positions ($2.4 million),
21 police investigative aides ($1.1 million), and reductions to funding for canine operations
($644,000). The remaining non-personnel expenditure savings of $2.5 million is attributed to
the reduction of landscaping and janitorial services ($470,000), the reduction of the harbor
patrol unit ($68,000), reduction in data services ($912,000) and decreased general non-per-
sonnel expenditures ($1.0 million).

» The Fleet Services division of the General Services Department reduced a total of $10.2 mil-
lion in non-personnel expenditures. These savings are primarily due to the increase in the
vehicle replacement lifecycle and the reduction of underutilized vehicles.

One-Time and On-Going Solutions

Suspension of Contribution to Reserves

The Workers' Compensation Reserve is maintained as a contingency in the event the annual
expense for claims exceeds the annual "pay-go" budgeted amount. The Fiscal Year 2011 Adopted
Budget does not include additional funding for the Workers' Compensation reserves in Fiscal Year
2011. The 22 percent reserve level achieved in Fiscal Year 2010 will be maintained in Fiscal Year
2011 instead of reaching 30 percent as projected in the City's Fiscal Year 2011-2015 Five-Year
Financial Outlook. While the City is committed to funding reserves in the Workers' Compensation
and Public Liability funds, the goal of funding 50 percent of outstanding liabilities in both funds by
Fiscal Year 2014 has been revised due to the one-year suspension of reserve contributions based
on the continued economic downturn. The Revised Fiscal Year 2011-2015 Five Year Financial
Outlook, released on April 2010, has extended the reserve goal targets through Fiscal Year 2018,
resulting in annual reserve contributions to the Workers' Compensation Fund of approximately $6.2
million citywide. The City's Reserve Policy, once revised, will reflect the new targets.

The Public Liability Reserve level was $17.1 million at the end of Fiscal Year 2010, or 15 percent of
potential claims liability. These reserves are maintained to fund self-insured retention expenses
related to the fund that may exceed the annual budgeted claims expense. The Fiscal Year 2011
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Adopted Budget does not include additional funding for the Public Liability Reserves in Fiscal Year
2011 and the 15 percent reserve level is expected to be maintained in Fiscal Year 2011. The goal of
reaching a 50 percent reserves for this fund by Fiscal Year 2014 was re-evaluated in the Revised
Fiscal Year 2011-2015 Five Year Financial Outlook released on April 2010 which has extended the
reserve goal targets through Fiscal Year 2018, resulting in annual reserve contributions to the Public
Liability Fund of approximately $5.7 million. The City's Reserve Policy, once revised, will reflect the
new targets.

Fund Balance Transfer & Mission Bay Revenue

An additional $4.3 million in Mission Bay revenues has been set aside in Fiscal Year 2010 to be
transferred to the General Fund in Fiscal Year 2011, while an additional $9.5 million will be
transferred to the General Fund from obsolete funds. Obsolete funds are those funds that were
created from General Fund revenue in order to serve a specific purpose that is no longer needed,
and can therefore be transferred back into the General Fund.

Parking Utilization Study

A parking utilization study has been proposed to City Council that will update technologies
associated with the collection of parking meter revenue and to determine how to optimally set
parking meter rates at certain hours to maximize revenue by increasing the utilization of metered
spaces. This change in parking meter pricing is expected to increase revenues by $2.6 million
annually and provide additional revenue on an on-going basis. The Fiscal Year 2011 Adopted
Budget includes this additional revenue; however, City Council had not yet approved this revision to
parking meter pricing at the time this budget publication was released.

Information Technology Savings

The City has begun selectively sourcing its Information Technology services by opening competitive
bids, with the goal of lowering costs and maintaining (or possibly increasing) service performance
levels. This includes help desk and desktop support, voice/data network, telecommunications, and
data center services and is expected to produce savings of $3.0 million in Fiscal Year 2011 with
potentially higher on-going savings in future fiscal years.

The Help Desk and Desktop Support Service is the first of several RFPs the City issued for
Information Technology services. The purpose of this procurement was to utilize a fair and
competitive RFP process to identify the best provider of help desk services for the City and deliver
cost savings for Fiscal Year 2011. The other competitive RFPs will include Data Center, Voice/Data
Network & Telecommunications, and Applications Support. The competitive bidding process for
these other services will further reduce costs beyond Fiscal Year 2011.

Transient Occupancy Tax Support Reduction

The City supports certain programs with transient occupancy tax revenue, including local arts and
culture initiatives and support of the maintenance efforts at the convention center. Revenue transfers
to these two programs is reduced by $1.2 million in the Fiscal Year 2011 Adopted Budget.

Debt Service for Deferred Capital Projects

The Fiscal Year 2011 Proposed General Fund Budget (adopted by Council in December 2009)
included a solution that allowed for the Capital Outlay Fund to pay the principal portion of General
Fund debt service. However, due to the slowdown in real estate sales and the negative outlook for
revenues coming into the Capital Outlay Fund in Fiscal Year 2011, this solution was not used. The
debt service payment for deferred capital projects is budgeted in the General Fund for Fiscal Year
2011.
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Table 14: Fiscal Year 2011 Budget Amendment

Full-Time Non-
Equivalent Personnel Personnel General Fund
Department Positions Expense! Expense!  Expenditure!  Revenue! Net Impact?*
One-Time Solutions -|% —|$ (58,200,000)|$ (58,200,000)|$ 13,813,808($% 72,013,808
On-Going Solutions - (9,714,890) (7,800,000) (17,514,890) 2,600,000 20,114,890
Administration (3.00) (245,237) (36,380) (281,617) - 281,617
Assistant Chief Operating (2.00) (184,879) (9,226) (194,105) - 194,105
Officer
Business Office (2.00) (203,981) (116,256) (320,237) - 320,237
City Attorney - (1,501,571) - (1,501,571) - 1,501,571
City Comptroller (11.00) (680,260) (701,038) (1,381,298) (182,064) 1,199,234
City Council - - (25,000) (25,000) - 25,000
City Planning & (7.20) (566,340) (614,745) (1,181,085) - 1,181,085
Community Investment
Community & Legislative (2.50) (210,852) - (210,852) 112,800 323,652
Services
Debt Management (3.00) (253,607) (90,902) (344,509) - 344,509
Department of IT - - (137,774) (137,774) - 137,774
Development Services- (6.00) (287,641) (1,380) (289,021) - 289,021
NCC
Engineering & Capital (2.00) (115,072) (1,226,072) (1,341,144) - 1,341,144
Projects
Environmental Services (12.35) (716,084) (2,583,107) (3,299,191) - 3,299,191
Ethics Commission (1.00) (75,854) - (75,854) - 75,854
Financial Management (1.00) (77,940) (197,897) (275,837) (158,648) 117,189
Fire-Rescue (63.00) (12,964,331) (1,156,431) (14,120,762) - 14,120,762
General Services- (4.00) (295,644) (171,000) (466,644) 2,488,422 2,955,066
Facilities
General Services-Street - - (527,655) (527,655) 940,107 1,467,762
Human Resources (2.00) (150,802) (197,524) (348,326) - 348,326
Library (48.68) (2,676,362) (1,010,592) (3,686,954) - 3,686,954
Office of the Chief - - (2,000) (1,000) - 1,000
Financial Officer
Office of the City Clerk - — (25,000) (25,000) 38,395 63,395
Office of the City (14.00) (682,519) (213,700) (896,219) (124,000) 772,219
Treasurer
Park and Recreation (31.68) (1,557,058) (2,227,561) (3,784,619) 173,953 3,958,572
Personnel (2.00) (85,953) (185,000) (270,953) - 270,953
Police Department (261.75) (8,539,259) (3,327,246) (11,866,505) - 11,866,505
Public Works — — (10,000) (10,000) — 10,000
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Table 14: Fiscal Year 2011 Budget Amendment (Cont’'d)

Full-Time Non-
Equivalent  Personnel Personnel General Fund
Department Positions Expense! Expense!  Expenditure!  Revenue! Net Impact?*
Purchasing & Contracting (3.00) (223,222) (202,175) (425,397) - 425,397
Real Estate Assets (4.00) (263,881) (8,985) (272,866) - 272,866
Storm Water - - (2,500,000) (2,500,000) - 2,500,000
GENERAL FUND TOTAL (486.16)|$ (42,273,240)|$ (83,503,646)($(125,776,886)|$ 19,702,773|$ 145,479,660
Concourse and Parking —$ -$ (187,000) |$ (187,000) |$ 100,000($ 287,000
Garage
Department of IT (4.00) (290,736) (300,750) (591,486) - 352,774
Environmental Services (28.23) (1,424,147) (754,348) (2,178,495) - -
Qualcomm Stadium - - (651,000) (651,000) 138,000 789,000
Risk Management (4.40) (245,986) (50,000) (295,986) - 207,190
Special Events - (3,191) (67,511) (70,702) - 70,702
Commission for Arts & - - (81,700) (81,700) - 81,700
Culture
General Services-Fleet - —-| (10,210,000)| (10,210,000) - 7,030,000
Services
General Services- (2.00) (161,689) (123,769) (285,458) - 221,801
Communications
NON-GENERAL FUND (38.63)|$ (2,125,749)|$ (12,426,078)|$ (14,551,827)|% 238,000($ 9,040,167
TOTAL
TOTAL23 (524.79)|$ (44,398,989)|$ (95,929,724)($(140,328,713)($ 19,940,773|$ 154,519,826

1 Figures include Fiscal Year 2010 annualized amounts.
2 This amount includes Deferred Maintenance Debt Service reductions that were not taken in Fiscal Year 2011.
3 This amount includes 1.00 FTE position reduction in the Police Department that was not taken in Fiscal Year 2011.

Additional Corrective Actions in the Fiscal Year 2011 General Fund
Adopted Budget

As a result of continued decline in General Fund revenues, slow economic recovery, and increased
annual payment for the City's annual pension contribution, a projected deficit of approximately $33.0
million was identified after the adoption of the Fiscal Year 2011 General Fund Proposed Budget in
December 2009. This new deficit has been addressed in the Fiscal Year 2011 Adopted Budget
through additional measures described in this section.

Subsequent to the City Council adopting the Fiscal Year 2011 Proposed General Fund Budget,
SDCERS released its June 30, 2009 actuarial valuation which determined the City's ARC to be
$16.3 million higher citywide than projected in the Fiscal Year 2011 Proposed General Fund Budget
adopted by City Council in December 2009. After budgeting the City's total personnel and benefit
costs, the ARC contribution for the General Fund was determined to be $7.2 million higher.

In addition, in Fiscal Year 2010, General Fund major revenues and many departmental revenues
were lower than expected, creating a lower baseline for revenue projections in Fiscal Year 2011. As
a result of this drop in revenue in Fiscal Year 2010, an additional revenue shortfall of approximately

City of San Diego -48-
Fiscal Year 2011 Adopted Budget



Executive Summary

$14.6 million was projected for Fiscal Year 2011 and remediated in the Fiscal Year 2011 Adopted
Budget. Additionally, the solution in the General Fund budget adopted in December 2009 to fund the
principal portion of the debt service payment from the Capital Outlay Fund ($3.6 million) is no longer
viable until the real estate market improves, and therefore the full debt service expense is budgeted
in the General Fund. Also, an Appropriated Reserve of $4.1 million was established in the General
Fund as a contingency for unanticipated, non-emergency needs that arise during the year. Lastly,
$3.6 million in increased funding for unbudgeted Police Recruits was incorporated into the final
budget. These changes resulted in a new budget gap of approximately $33.0 million that is resolved
in this Fiscal Year 2011 Adopted Budget.

The following are new corrective actions or adjustments to the budget actions taken in December
2009. These budget adjustments are included in the Fiscal Year 2011 Adopted Budget to address
the additional projected deficit amount of $33.0 million.

McGuigan Settlement Financing

The Fiscal Year 2011 General Fund Proposed Budget approved by City Council in December of
2009 assumed that the first debt service payment of approximately $6.7 million would occur in Fiscal
Year 2011; however, based on the new debt structure, the first payment for the General Fund of
approximately $7.9 million will be due in Fiscal Year 2012.

The McGuigan Settlement, in the case William J. McGuigan v. City of San Diego et. al., was
modified, as approved by the City Council on March 9, 2010, allowing the City to prepay to SDCERS
approximately $38.3 million, the remaining settlement balance as of June 30, 2010. Under the terms
of the modification and in order to direct a final payment to SDCERS, the City made a cash payment
of approximately $5.5 million and financed the balance, approximately $32.8 million, through a third
party financial institution. The City will make four annual payments related to the financing to the third
party equaling approximately $9.0 million in Fiscal Years 2012 through 2015. The General Fund
proportionate share of these payments equal approximately $7.9 million annually. There is no
payment due in Fiscal Year 2011. This lawsuit involved the alleged underfunding of the pension
system by the City and all payments made to SDCERS under the settlement are credited against the
Unfunded Actuarial Accrued Liability

Reduction to Contracts and
Equipment Outlay Budgets

As part of the Fiscal Year 2011
Adopted Budget, General Fund
departments were required to
review all expenditures related to
contractual services and equipment
outlay in order to identify potential
budgetary savings and to ensure
that the requests were aligned with
the department's budget priorities.
As a result, the Fiscal Year 2011
budget includes savings of $6.5
million in contracts and equipment.

Adjustment to Fleet Rates

The citywide motive equipment
usage allocations have been
reduced due to rate reductions associated with the use of fund balance in the Fleet Services
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Operations Fund. In Fiscal Year 2010, the fund is projecting to end the year with an estimated $5.8
million fund balance. As a result, rate allocations have been reduced resulting in savings to the
General Fund of $4.4 million in Fiscal Year 2011. The allocations for motive equipment replacement
have been reduced by $9.4 million citywide ($6.6 million for the General Fund) to align purchases of
motive equipment with available funding. The City is evaluating funding requirements and methods
of supporting the purchase of City vehicles to better align resources to replacement needs.

Retiree Health Pay-Go

The Fiscal Year 2010 projections for retiree healthcare pay-go costs were estimated to be $29.2
million. Based on this projection the budget for Fiscal Year 2011 is $32.8 million and assumes a 12.6
percent average growth rate from the June 30, 2009 OPEB Actuarial Valuation resulting in savings of
$4.4 million citywide ($3.0 million General Fund) from the amount included in the Fiscal Year 2011
General Fund Proposed Budget approved by Council in December 2009.

Workers' Compensation Contribution

The Workers' Compensation pay-go contribution was reduced by $1.4 million citywide ($1.9 million in
the General Fund) to better align budgeted expenditures with expenditure trends. These savings are
reflected in the Fiscal Year 2011 Adopted Budget.

Public Liability Contribution

The Public Liability pay-go contribution was reduced by $2.9 million in the General Fund based on
current expenditure trends. These savings are reflected in the Fiscal Year 2011 Adopted Budget.

Debt Service Savings

On March 23, 2010 and April 27, 2010, the City Council authorized the financing of the 2010A
General Fund Lease Revenue Refunding Bonds. The combined refunding included the restructuring
of the 2009A Deferred Capital Improvement Bonds and two other refundings -- 1996A San Diego
Jack Murphy Stadium Lease Revenue Bonds and the 1996B Balboa Park/Mission Bay Park
Refunding Certificates of Participation. These refundings will result in an annual debt service savings
of $1.2 million over the remaining term. The annual savings of $1.2 million in the General Fund is
reflected in the Fiscal Year 2011 Adopted Budget.

General Fund Revenues

General Fund revenues are dependent on the financial health of the local economy in addition to
the State and nationwide economy. As the local, State, and nationwide economic outlook continues
to decline for the upcoming fiscal year, General Fund revenue growth rates are reviewed and
revised. Based on updated period revenue reports, economic trends that affect specific revenues
within the General Fund, forward looking indicators, and guidance provided by the State and other
sources, the budget for Fiscal Year 2011 has been updated to reflect this continually updated
economic information.

» San Diego County tourism is forecasted to improve in Fiscal Year 2011, with stabilization and
slight improvement in the average daily room rates, revenue per available room, and occu-
pancy rate (CONVIS).

» Leading economic indicators for San Diego County have increased by 8.6 percent during the
last 14 months as of May, 2010 (University of San Diego, Index of Leading Economic Indica-
tors).

* The unemployment rate in the City and County of San Diego has held increased to 10.0 per-
cent compared to 9.3 percent a year ago. However, the May unemployment rate of 10.0 per-
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cent is an improvement in comparison to the 11.1 percent unemployment rate in January
(California Employment Development Department).

Foreclosures in the County of San Diego totaled 16,045 for the last twelve months, from June
2009 to May 2010, which represents a 9.9 percent decrease for the previous twelve-month
period (June 2008 - May 2009).

Notices of default in the County of San Diego, which are the best indicator for future foreclo-
sures, totaled 31,192 for the last twelve months, from June 2009 to May 2010, which repre-
sents a decrease of 11.5 percent decrease for the previous twelve-month period (June 2008
- May 2009).

Total home sales in the San Diego County for the last twelve months (as of May 2010) totaled
39,811 homes compared to 37,136 a year ago; while home prices in the County have also
increased 18.0 percent over the last twelve months, from $297,663 to $351,279 (DataQuick
Information Systems).

While the preceding information was used in the development of revenue projections for the Fiscal
Year 2011 Adopted Budget, updated economic information has become available.

The County and City of San Diego unemployment rate increased to 10.5 percent in June
2010 from 10.0 percent in May 2010. Job losses occurred in government, education, and
health services sectors since May (California Employment Development Department/US
Bureau of Labor Statistics).

The median home price in San Diego County declined by 0.5 percent in June 2010 to
$349,661, while home sales stayed relatively steady at 3,831 countywide. Countywide fore-
closures through July 2010 have averaged 1,195 homes per month in 2010, compared to an
average of 1,291 homes monthly in 2009. Notices of default have averaged 2,096 per month
in 2010, compared to an average of 3,192 per month in 2009. (DataQuick Information Sys-
tems / County of San Diego Recorder's Office)

The index of leading economic indicators for San Diego County increased 0.2 percent in
June 2010. This was the fifteenth consecutive month in which the index has registered an
increase mainly driven by increasing local consumer confidence and building permits issued
(University of San Diego, Index of Leading Economic Indicators).

The City continues to review these and other economic indicators throughout the fiscal year for the
development of updated revenue projections for Fiscal Year 2011. This updated economic
information, revenue receipts, and other relevant information will be reflected in the City's quarterly
budget monitoring reports.

Figure 4 displays the Fiscal Year 2011 Adopted General Fund Revenues by Major Revenue
Category.
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Figure 4: Fiscal Year 2011 General Fund Revenues - $1.10 Billion

Property Tax 35.6%
Revenue from

Other Agencies 0.2%

Sales Tax 17.1%

Interest Earnings 0.2%
Fines,
Forfeitures, and Penalties 3.0%

—_Revenue from
Money and Property 4.0%

Other Revenue 0.2%

Charges for Licenses & Permits 29%
Current Services 13.3% ]
M Transient Occupancy Tax 6.0%
otor
Vehicle License Fees 0.3% Safety §a|es Tax 06%
Other Financial Franchise Fees 6.1%
Sources and Uses 10.2% Property Transfer Tax 04%

Table 15 demonstrates the growth rates for Fiscal Years 2009 to 2011 for the major General Fund
revenues. Forecasting of revenue growth rates is important in determining funding for most General
Fund expenditures. It should be noted that for the purpose of revenue forecasting, budgeted growth

rates listed below are applied to Fiscal Year 2010 year-end projections and do not represent the
percentage increase from one year's budget to the next.

Table 15: Major Revenue Growth Rate

FY 2009 Adopted FY 2010 Adopted FY 2011 Adopted

Major Revenue Sources
Property Tax 5.8% (3.3)% (0.1)%
Sales Tax ! 0.8% (1.4)% 1.3%
Transient Occupancy Tax 6.0% (3.4)% 0.2%
Franchise Fees?

SDG&E 7.5% 2.8% %

Cable Franchise Fees 7.5% 2.4% 1.6%

1 Does not include Proposition 172 sales tax. Growth rate in taxables sales and Bradley-Burns receipts is 0%, growth in revenue of 1.3%

is due to “triple-flip” calculations.

2 Franchise fees do not include underground utility surcharge.
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User Fees

User fees are charges for services provided by the City to residents and businesses. On March 10,
2009, the City Council adopted the User Fee Policy, which includes guidelines for establishing a
comprehensive user fee schedule. In addition, it requires that the full cost of services be identified
and all fees be categorized according to the level of cost recovery. The objective of the Poalicy is to
bring existing fee levels in-line with service costs to ensure that all reasonable costs incurred in the
provision of services are being recovered.

The User Fee Policy states that a comprehensive user fee study shall be conducted every three
years; between such time, fees will be adjusted annually during the budget development process
based on the Consumer Price Index (CPI) rate to maintain the cost recovery level. In accordance
with the adopted Policy, all General Fund fees were evaluated in a comprehensive study in Fiscal
Year 2010. As a result of the study, many fees were revised according to target cost recovery rates,
and new fees were identified and implemented.

In Fiscal Year 2011, the total budgeted increase in user fee revenue as a result of fee adjustments is
$134,100.

* City Planning & Community Investment: $50,000
» Engineering & Capital Projects: $55,100
* Neighborhood Code Compliance: $29,000

The City Planning & Community Investment and Engineering & Capital Projects departments
adjusted fees to maintain target cost recovery levels. The fee adjusted in the Neighborhood Code
Compliance Division of the Development Services Department is a State-mandated fee; the State
increased this fee effective January 1, 2010.

State of California Budget Impacts

The State's FY 2011 Budget May Revise, released in May 2010, addressed the Fiscal Year 2011
estimated deficit of $19.1 billion. None of the solutions identified in the Governor's May Revision to
address this deficit affected revenue sources for the City of San Diego. However, due to continued
uncertainty in the economy that may affect the State's revenue forecasts, the Governor has identified
certain "triggers" to balance the budget based on any potential reduction in revenues from forecasted
levels. These "triggers" do not include the appropriation or reduction of any revenues remitted to the
City of San Diego. However, the possibility of redirecting local gas tax revenues, dedicated to road
improvement projects, to the State's general fund still exists as on option to the State in Fiscal Year
2011 (should their fiscal condition change from forecasted levels).

For Fiscal Year 2010, the City's gas tax revenues were classified under Proposition 42 (also known
as AB 2928) revenue, which was generated from a 6 percent tax on each gallon of gasoline, and
HUTA (Highway User's Tax Account) gasoline tax, which was generated from a flat 18 cent tax on
each gallon of gasoline. Both Proposition 42 and HUTA revenue distributed to cities and counties
from the State are used for road improvement projects and are deposited into a set-aside special
revenue fund by the City. In March 2010, the California Governor signed AB 86, AB 89, and SB 70,
which restructured the State's portion of gasoline tax. These bills eliminated the 6 percent tax on
each gallon of gasoline in favor of a flat tax of 17.3 cents per gallon (to be adjusted annually for
inflation). The amount of revenue generated by the new 17.3 cent tax will be distributed according to
provisions set in these bills, i.e., replacement of the revenue that was to be received by each
jurisdiction under Proposition 42. Although these funds distributed to each jurisdiction are no longer

-53- City of San Diego
Fiscal Year 2011 Adopted Budget



Executive Summary

considered Proposition 42 revenues, the State mandates still require the use of these funds on road
improvement projects.

This restructuring of gasoline taxes did not affect the 18 cent per gallon tax that generates HUTA
revenues. For Fiscal Year 2011, the City budgeted $13.3 million to be received in Proposition 42
'replacement revenue' and $21.6 million in HUTA gas tax.

The restructuring of gasoline taxes allows both HUTA and the Proposition 42 'replacement revenues'
to be redirected back to the State's general fund if the State's legislature votes in majority to do so.
The City could receive a repayment obligation from the State for lost revenue amounts if the State
were to redirect these revenues back to their General Fund. However, the State would not have to
pay interest based on these borrowed funds, and could borrow funds from cities every fiscal year.
This $34.9 million in combined Proposition 42 ‘replacement revenues' and HUTA revenue may
potentially be redirected to the State in Fiscal Year 2011 based on any changes in their estimated
deficit above the "triggers" solutions presented by the Governor.

California's Proposition 1B (known as the Highway Safety, Traffic Reduction, Air Quality, and Port
Security Bond Act) was established in 2006 to provide over $1 billion in funds to cities and counties
throughout California for local transportation improvement projects. In Fiscal Year 2008, the City
received $21.2 million from Proposition 1B funds. The City did not receive any Proposition 1B
revenue in Fiscal Years 2009 or 2010, but is expected to receive another disbursement of $19.6
million in Fiscal Year 2011. In addition to these funds, the City is expected to receive State money
restricted for specific purposes. The expected annual payment for the Citizen's Options for Public
Safety (COPS) included in the budget is $1.6 million to be used for funding of law enforcement.

Fiscal measures taken by the State are being monitored by the City for their potential effects on
revenues and expected cash flows, including the State's potential appropriation of local gas tax
revenues.

Fiscal Policies

The City has made progress in developing sound fiscal policies to guide decision making. The City
has established a new Budget Policy to guide the creation of the City's budget, and continues to
modify existing policies and procedures to foster responsible fiscal management. A detailed
explanation of these fiscal policies is included in the Fiscal Policies section of this Volume.
Economic Recovery

Our community looks to the City of San Diego for leadership and planning to help stem the tide of
economic woes and prepare us to be well-positioned for future economic expansion. The City has
made it a top priority to focus on economic recovery as a municipal corporation and for its residents.

The City is focusing its efforts on regaining fiscal stability through a number of programs and
initiatives:

» Business Support and Expansion Programs

* Economic Roundtables

» Small Business Development Programs

* Federal and State Stimulus Programs

The City's economic policies will also continue to focus on the growth of its economic base. This
base primarily consists of four "clusters" or groups of related industries: manufacturing, international
trade and logistics, tourism, and the military.
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Reengineering and Competitive Government

The Reengineering Program oversees the City's Business Process Reengineering (BPR) studies,
conducts efficiency studies, and provides support for management reforms and effectiveness
improvements. In this time of decreasing revenues, the Reengineering Program helps identify
efficiency gains that can permit "smart" budget reduction proposals and works to improve efficiency
to support organizational success, even in an environment of fewer resources.

BPR is the redesign of work processes (activities, services, or functions) for substantial
improvement. Efficiency studies also aim to improve efficiency and effectiveness but are more
flexible in their approach to problem solving.

Competitive government is defined as a government with processes in place to validate that service
quality and costs are as good as, or superior to, any legitimate provider available. This may be
achieved via direct outsourcing, managed competition, benchmarking, and bid-to-goal processes.

City Management Program

The City Management Program (CMP) integrates strategic planning and performance monitoring
efforts with the budget decision-making process. Its goal is to create a more strategically-oriented
organization that optimizes its operations to serve the City's residents in the most effective and
efficient way possible. Consistent with Balanced Scorecard principles, the CMP is designed to infuse
accountability for performance into City services at every level of the organization. In addition, the
CMP improves communication within the City and to the residents of the City, it instills accountability
into our actions, and supports data-based decision making.

Being strategic and proactive in its approach to governance is integral to achieving the City's goals.
The CMP is intended to ensure that the City creates and adheres to its goals and priorities. The use
of strategic planning enables the City to map its goals and manage the tools and resources
necessary for achieving them. The strategic planning process takes a top-down approach beginning
with the formulation of the City Strategic Plan at the citywide level and subsequent development of
tactical plans at the department level that are aligned with it.

Conclusion

The Fiscal Year 2011 Adopted Budget for the City totals $2.76 billion, with $1.10 billion budgeted in
the General Fund. A total of 349.55 net FTE positions has been removed from the City's Fiscal Year
2011 Adopted Budget. This decrease is mainly due to the elimination of 523.79 FTE positions from
the Fiscal Year 2011 General Fund Proposed Budget approved by City Council in December 2009.
In addition, 189.98 FTE positions were added due to the conversion of hourly and temporary wage
expenses to full-time equivalent positions. This Fiscal Year 2011 Adopted Budget incorporates the
fiscal policies and initiatives outlined in the Mayor's updated Five-Year Financial Outlook which was
released in October 2009, and carries forward budget solutions adopted by City Council in
December 2009. The Fiscal Year 2011 Adopted Budget also solves the additional projected shortfall
of $33.0 million identified after the December budget actions that resulted from the continued decline
in General Fund revenues, slow economic recovery, the higher than expected payment for the City's
annual pension contribution, and other priority expenses.
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