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a.LPalos Verdes General Plan

F.1 Introduction and Goals

Providing City services, maintaining the City’s infrastructure and implementing
various goals and policies of the General Plan depends on the City’s ability to
prudently manage its revenues and expenditures. The Fiscal Element of the General
Plan establishes the policy framework upon which short and long-term financial
decisions are made.

As noted in the Introductory Section of the General Plan, in California, all cities are
required to prepare and maintain a General Plan outlining the direction of the
community focusing on seven elements: land use, circulation (transportation),
housing, conservation, open space, noise and safety. In addition to these elements, the
City of Rancho Palos Verdes goes beyond basic compliance with State law by also
including a Fiscal Element in its General Plan.

The City values prudent and responsible fiscal management as described in the
practices throughout this fiscal element. Additionally, the availability of funding, and
its appropriate use, guides all aspects of City government. Thus, the Fiscal Element
contains the City’s financial policies and provides the overall framework upon which
all fiscal decisions are made to achieve the goals laid out in each of the Plan’s elements.

To set the context for this Element, its Goals are as follows:

1. It shall be a goal of the City to hold_taxes and assessments the-preperfy—tas—to a
miinimum and to continually explore and analyze the advantages and disadvantages of
alternate or new sources of revenue.

(PLANNING COMMISSION RECOMMENDED CHANGE TO THE GENERAL
PLAN UPDATE STEERING COMMITTEE’S RECOMMENDED GOAL)

2. It shall be a goal of the City to explore cooperative financing strategies that might be
undertaken in association with others.

3. It shall be a goal of the City to takemaximum-advantage consider the use of regulatory
legislation and other options to obtain contributions, dedications, reservations (option

to purchase) and rights of way (i.e., easements).
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4. It shall be a goal of the City that revenues generated by development shall be sufficient
to caver the costs related to such development

5. It shall be a goal of the City to thoroughly evaluate capital asset expenditures fo
ensure that available financing eHerratives—are is sufficient to meel related ongoing
operaling expenditures.

(FINANCE ADVISORY COMMITTEE AND PLANNING COMMISSION
RECOMMENDED CHANGE TO THE GENERAL PLAN UPDATE STEERING
COMMITTEE’'S RECOMMENDED GOAL)

6. It shall be a goal of the City to maintain a prudent general fund reserve.

7. It shall be a goal of the City to consider all available funding sources for City
expenditures.

8. It shall be a goal of the City to maintain competitive rates for taxes and fees

charged for the use of community resources.
(NOTE: THIS IS A NEW GOAL RECOMMENDED BY THE FINANCE ADVISORY
COMMITTEE AND PLANNING COMMISSION)

9, It shall be a goal of the City to adopt a balanced budget.
(NOTE: THIS IS A NEW GOAL RECOMMENDED BY THE FINANCE ADVISORY
COMMITTEE AND PLANNING COMMISSION)

L’lﬂ. It shall be a goal of the City to control the growth of expenditures.

(NOTE: THIS IS A NEW GOAL RECOMMENDED BY THE PLANNING
COMMISSION) |

F.1.1 Purpose of the Fiscal Element

The Fiscal Element of the General Plan establishes the policy framework necessary to
guide all of the City’s short and long-term fiscal decisions. In addition to identifying
policies that City officials will follow in conducting the financial affairs of the City, it
serves as a planning document to assist in making fiscal decisions from a
comprehensive perspective. It is intended to ensure that the fiscal aspects of policy
issues are considered whenever and wherever possible. It does so by establishing
clear relationships between City goals and policies and their fiscal needs and
impacts.

In particular, the Fiscal Element:

+ Defines and describes the City’s financial planning structure, including its:
o Financial Management Structure
o Approach to Budgeting

o Financial Planning
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o Use of Reserves

o Capital Improvement Planning

o Revenue and Expenditure Management

¢ Accounting and Financial Reporting Practices
o Purchasing

c Debt Management

« Analyzes the City’s past and present fiscal health, and identifies its revenue
and expenditure base;

+ Identifies the long range goals needed for fiscal sustainability and establishes
the action strategies necessary to achieve these goals; and

+ Sets forth the foundation for the City’s financial policies.

F.1.2 Format of the Fiscal Element

The Fiscal Element is arranged in several sections designed to take the reader
through a logical progression of information that provides the proper context for the
establishment of the City’s financial goals and policies, The first section is Financial
Management. This section discusses the various financial planning tools of the City,
including a discussion of how the General Plan is used as a important financial
planning tool. The next section, Fiscal Health, Revenue and Expenditure Structure,
provides an important discussion on the limitation that California municipalities
face in raising revenues and provides an overview of the City’s revenue and
expenditure structure. The final section addresses general Projected Economic
Conditions and Issues, which generalizes the City’s projected fiscal health and
identifies potential fiscal issues in relationship to future development and
infrastructure improvements within the City.

F.2 Financial Management

Financial Management Structure. Financial management in the City of Rancho
Palos Verdes is supported by a number of City-wide systems and processes that
impact most every financial decision made. The systems provide a structure that
ensures accountability for services provided. Rancho Palos Verdes also maintains a
system of internal financial management practices and controls that support sound
fiscal stewardship. These include financial planning, accounting and reporting
practices, purchasing, and capital planning.

As the City Council has ultimate fiscal responsibility for the City, financial reporting
is an important component of Financial Management. The City Council is provided
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with a Midyear Financial Report, periodic cash position reports, periodic reports of
reserve position, a Year-End Financial Report, and an overview of the
Comprehensive Annual Financial Report.

General Plan. The General Plan is a prescriptive document that expresses the
desired future for a local jurisdiction. It is both a statement of purpose and a
statement of general direction. As a statement of purpose, the General Plan portrays
a vision of the City’'s future and identifies long-range goals. As a statement of
direction, it declares the current policies of the City Council to achieve the goals, and
the strategies which the staff will deploy to implement those policies. The General
Plan not only paints the picture of the desired future of the City, but also prescribes a
course of action for moving from existing conditions to desired conditions. City
priorities and goals reflected in the General Plan are the basis for the City’s budget.

Approach to Budgeting. The City’s budget is more than just a compilation of
revenues and expenditures. It represents a financial and policy implementation
plan. The budget establishes a legal operating and capital plan for each fiscal year to
ensure compliance in conformance with local and state laws. In addition, it is a
communication medium for the City Council, staff and the public. It encompasses
the City’s commitment to match the delivery of quality, customer-oriented services
to the community with the financial resources available. The City strives to prepare
an annual balanced budget. Due to the City's limited ability to raise revenues,
careful consideration is given to service expansion or additions. To aid with
financial planning and improve the efficiency of the budget process, a two-year
budget document is prepared; however, the budget is adopted annually by the City
Council.

City Staff annually prepares the Five Year Financial Model as required by City
Council policy. The Model includes all funds of the City and its component units
(Redevelopment Agency and Improvement Authority). Staff also develops a Five
Year Capital Improvement Plan (CIP) which allows the programming and planning
of capital facilities and improvements. The Model and the CIP help staff and the
City Council to develop the annual operating budget by projecting into the future
what anticipated revenues and expenditures may be and identifying those larger CIP
projects that may be funded during the annual operation budget.

Financial Planning. While annual budget review and approval is a sound business
practice and is required by the State of California Government Code and the City’s
Municipal Code, an understanding of the City’s long-term financial picture is more
important than just looking at a one-year snapshot. While preparing the Five Year
Financial Model, Staff works with all departments to assess expected trends for
future expenditures and performs a complete analysis of all revenues based on a set
of assumptions. After developing future estimates, fund balances are analyzed to
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ensure that reserves are maintained and expenditures do not exceed funding
sources. FEach year, the City Council appointed Finance Advisory Committee is
presented with the draft Model and provides comments prior to the City Council’s
review at the Budget Workshop. The Budget is developed based on estimates
consistent with the Model.

Past

Historical Financial

Data % Future

The Five-Year 5 Years of Estimates
Financial Model Present based on curent policy &
information about the future

Current Revenue &
Spending Plan

Use of Reserves. The establishment and management of Reserves (sometimes
referred to as rainy-day funds, or contingency funds) are a prudent fiscal policy, as
well as an important consideration in the evaluation of the City’s credit rating. Local
governments have experienced much volatility in their financial stability due to the
economy, natural disasters, and actions taken by state government which includes
taking revenues from local governments to resolve state budget problems.
California cities are at an even greater disadvantage than the rest of the country due
to the unique regulations imposed through a strong voter initiative process, and the
difficulty to raise property taxes should the need arise.

Sound financial management includes the practice and discipline of maintaining
adequate reserve funds for known and unknown contingencies. Such contingencies
include, but are not limited to: cash flow requirements, economic uncertainties
including downturns in the local, state or national economy, local emergencies and
natural disasters, loss of major revenue sources, unanticipated operating or capital
expenditures, uninsured losses, tax refunds, future capital projects, unanticipated
infrastructure repairs, vehicle and equipment replacement, and scheduled capital
asset and infrastructure repair and replacement. The establishment of prudent
financial reserve policies is important to ensure the long-term financial health of the

City.

Rancho Palos Verdes has a conservative reserve policy which requires that the City
maintain a minimum reserve in the General Fund. As of fiscal year 2010-11, the
General Fund reserve policy threshold is 50% of annual budgeted expenditures. The
City also maintains a minimum reserve in the Capital Improvement Projects (CIP)
fund for major improvement projects related to roadways, storm drains, parks,
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buildings, rights-of-way, and the sewer system. In addition to these reserve levels,
there are smaller reserves established for several other City funds. Specific reserve
information is outlined in a separate City Council policy statement. The City
Council can amend the reserve policy at any time.

Capital Improvement Planning. A Capital Improvement Plan (CIP) is a guide for
the efficient and effective provision of resources for improving and maintaining
public infrastructure and facilities. Programming capital facilities and
improvements over time can promote better use of the City’s limited financial
resources, reduce costs and assist in the coordination of public and private
development. Staff compiles an inventory of projects through a comprehensive
review of existing reports, infrastructure plans, community input and City Council
direction. Projects without a funding source are included on an “unfunded” project
list as a part of the CIP document. Projects with available funding sources are
integrated into the Five Year Model and presented to the City Council during each
annual budget process. As required by law, the Planning Commission also reviews
the CIP to ensure that all projects are consistent with the goals and policies in the
General Plan.

Revenue Management. Since its incorporation in 1973 as a “no-property tax city”,
Rancho Palos Verdes has long recognized the importance of managing City revenues
to maintain and enhance fiscal strength and stability over both the short term and
long term. A “no-property tax city” is one which prior to the passage of Proposition
13, did not levy a local property tax. Following the passage of Proposition 13, cities
that previously had levied a local property tax were allocated a larger share of the
1% property assessment established by Proposition 13. As the City of Rancho Palos
Verdes did not levy a local property tax, it was allocated a minimal share (about 6%)
of the 1% property assessment.

The two major categories of revenues received by government are taxes and fees,
each with important distinctions. In order to levy a new tax or increase an existing
tax, local governments must hold an election to obtain voter approval, while fees
may be imposed without a public vote. The taxes collected by the City primarily
support general governmental purposes such as paying for basic and/or essential
services.

User fees, in contrast, are charges imposed for discretionary services that benefit a
specific segment of the community. Fees are distinguished from taxes in two
principal ways. First, the amount of the fee may not exceed the cost of providing the
service, while the amount of a tax has no such restriction. Second, the service for
which the fee is charged must bear a relationship to the person or entity paying the
fee. In general, user fees are reviewed annually and set by the City Council to
recover the full cost of providing a particular service. The Council may choose to
charge a fee for a service that does not recover the cost in order to achieve a specific
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policy objective. The City engages a consultant approximately every four or five
years to perform a complete analysis of all user fees to ensure that fees are set at
appropriate recovery levels. User fees are published in the Annual Fee Schedule.

Staff annually assesses revenue trends as part of the City’s Five Year Financial
Model. Revenue assumptions are reviewed and revised each fiscal year. Some tax
revenues are apportioned by state or county agencies, and some tax revenues are
imposed locally (e.g. utility users’ tax and transient occupancy tax). Staff
coordinates periodic audits of the collection process of locally imposed tax revenues.
Staff also manages investment of the City’s idle cash and lease arrangements for the
use of City property. City staff continually monitors the collection of all revenues to
ensure maximum receipt of monies legally due to the City.

Expenditure Management. Once the operating and capital budgets have been
prepared and adopted by Council, staff is responsible for closely monitoring the
expenditures and results to ensure that resources are being used as effectively as
possible to maintain desired service levels in compliance with the budget adopted by
the City Council.

The City’s Municipal Code calls for appropriations to be made by budget program.
Any changes in the total appropriation for any given program require Council
approval, while the changes within that program can be approved by the City
Manager.

Article XIIIB of the California Constitution, approved by the voters in 1979 as
Proposition 4, placed limits on the amount of revenue which can be spent by
government entities. The Proposition also established a formula for annual
calculation of the appropriation limit. Each year the City calculates its
appropriations limit, which is adopted by Council as part of the budget approval.
Historically, the City’s revenue budget has been well below the annual
appropriation limit.

Accounting & Financial Report Practices. Local Ordinance and State Statutes
require that the city issue annually a report on its financial position and activity, and
that an independent firm of certified public accountants audit the report. The City
annually prepares and issues a Comprehensive Annual Financial Report (CAFR).
The CAFR includes financial statements, which are presented in conformity with
generally accepted accounting principles (GAAP) and audited in accordance with
generally accepted auditing standards. While traditionally addressed to the City
Council, the annual financial audit is also intended to provide relevant financial
information to Rancho Palos Verdes residents, City staff, creditors, investors, and
other concerned readers. The City maintains its financial records in accordance with
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standards set by the Governmental Accounting Standards Board (GASB) and
implements all recommended GASB pronouncements.

Purchasing. As a contract city, Rancho Palos Verdes engages in a wide range of
contracts to deliver the full range of local government services, and construction and
maintenance of City facilities and infrastructure. These include contracts for the
acquisition of personal property (supplies, equipment, materials and goods), public
projects and professional services performed by an independent contractor (e.g.
engineering and public safety).

The Rancho Palos Verdes’ ordinance governing bid requirements, purchasing and
contracting procedures is clearly intended to achieve the following goals:

¢  Obtain cost effective results;

- Avoid jmpreprietyed wasteful practices;

+ Achieve a balance between costs and benefits of maximizing quality within
available resources;

» Guard against favoritism, fraud and conflicts of interest; and

» Ensure compliance with applicable state and federal statutes.

Debt Management. The City does not currently carry any debt. However, when
planning for capital projects the City will consider the issuance of debt as a financing
mechanism and the City’s ability to repay any debt incurred.

F.3 Fiscal Health , Revenue and Expenditure Structure

The Fiscal Health of the City contains four sub-sections. The first, Fiscal Health
provides a brief history of the City’s fiscal health since incorporation. The second,
City’s Revenue Base, is an overview of the City’s revenue structure. The third sub-
section is titled Overview by Source. This sub-section provides descriptions of the
City’s major revenue sources. The fourth and final sub-section is titled
Expenditures, and provides an overview of the City's major expenditures.

F.3.1 Fiscal Health

Since the City’s incorporation in 1973, the City maintained a conservative approach
based on keeping property taxes low and providing necessary services to meet the
needs of residents. The City incorporated as a “no property tax city,” so this is
reflected in the basic level of services provided. However, Rancho Palos Verdes is
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the largest City on the Palos Verdes Peninsula and has very different needs and
priorities today. Over the years, funding has not been adequate to proactively
maintain the City’s major infrastructure systems causing the City to be faced with
significant costly repairs in recent years. Certain assessment districts have been
formed over the years in some areas to assess individual property owners for
specific infrastructure repairs. For example, a unique above-ground sewer system
was constructed in the Abalone Cove portion of the City's landslide area. Property
owners are assessed for the maintenance of the system. In addition, property
owrners approved a storm drain user fee, providing a ten-year revenue stream to
help pay for improvement of the City’s storm drains. However, given the age and
condition of the infrastructure in the City, the need to repair infrastructure extends
beyond what these limited assessments and fees can provide. The City still
maintains a conservative approach to managing its infrastructure and strives to seek
out any available sources of funding, such as grants or other contributions to pay for
infrastructure projects.

F.3.2 City’s Revenue Base

The structure of the City’s revenue sources has a major influence on the City’s ability
to maintain and expand services. The structure and source of City revenue also are
very important to the City’s ability to withstand economic downswings. If possible,
it is prudent for a city to have a diversity of revenue sources since each individual
revenue source reacts differently to economic conditions.

The two major categories of revenues received by government are taxes and user
fees. In 1978, Proposition 13 created a distinction between “general” and “special”
taxes. A general tax is any tax imposed for general governmental purposes, while
special taxes are collected or earmarked for a specific purpose or program.
Restrictions on the establishment extension, or increase of any tax were also imposed
by Proposition 13 and Proposition 218 which was passed later in 1996. The taxes
collected by the City are primarily general taxes which are used to support general
governmental purposes. Through FY08-09, the City’s major tax revenues have been
property tax, utility user tax, franchise tax and sales tax.

User fees, in contrast to taxes, are charges imposed for services that benefit a specific
segment of the community. In Rancho Palos Verdes, user fees are generally set to
cover the full cost of providing the service, unless the City Council chooses to charge
a lower fee to achieve a specific policy objective.

FY10-11 Budgeted Citywide Revenue

in nillions
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Protection of the City’s property values, including public safety and infrastructure
maintenance, will help to ensure the stability of property tax revenue. Recent
commercial development in the City will enhance future revenue, including
transient occupancy tax and sales tax. As the City continues to develop proactive
programs for infrastructure maintenance and replacement, additional dedicated
revenue sources such as fees and assessments should be considered.

The ways that cities are financed have continued to change since the development of
the original Fiscal Element in the General Plan. The passage of Proposition 218 in
1996, which added new procedural steps for the enactment of taxes, assessment, and
property-related fees, had a notable impact in this regard. In summary, Proposition
218 requires majority voter approval for general taxes and two-thirds voter approval
for special taxes. It also requires majority approval for benefit assessments on real
property and imposes certain notice and hearing and voter approval requirements
for a fee or charge that is property related.

Several other state legislative actions have occurred which either reduced the City’s
revenue base or altered its composition. The most significant action was in 2004,
when voters passed Proposition 1A, a Constitutional amendment to protect local
governments from revenue take-away by the state. Proposition 1A was the
culmination of a historic agreement between the state and Iocal governments to limit
the state’s ability to shift city revenue to its General Fund. In addition, Proposition
1A provided a mechanism to the state to declare a fiscal emergency and take a
property tax loan from cities equal to eight percent of the City's annual property tax
revenue. If enacted, such a loan is required to be repaid within three years with
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interest. The state cannot take a property tax loan more than twice in any ten year
period, and may only take the second loan if the first loan has been repaid.

The result in these changes has been that Property Tax has become Rancho Palos
Verdes' single largest General Fund revenue source, while revenues such as the
Motor Vehicle License Fee and other state apportionments have decreased
significantly. Due to the significance of Property Tax to the City of Rancho Palos
Verdes, it is important to maintain facilities and provide services that protect the
city’s property values.

F.3.3 Revenue Overview by Source

Unrestricted General Fund Revenue Sources

The General fund accounts for a variety of unrestricted revenues that may be used
for any expenditure of the City. Primarily, General fund revenue consists of general-
purpose taxes. The most significant General fund revenue sources are described
below.

Property Tax. The City’s share of Property Tax is the largest single source of revenue
to the General Fund. The Los Angeles County Assessor determines property
valuations for all real property within the City. The County levies the base property
tax of one percent, equaling $1 per each $100 of assessed valuation (subject to growth
limitations of 2% per year). Rancho Palos Verdes' share of the $1 is about 6%.
(Example: For a home with a $600,000 assessed valuation, the base property tax
billed by the County is $6,000 per year, and the City's 6% share is about $360 per
year.) A number of other governmental agencies providing services within the City
receive the remaining share of the one percent levy, with the majority going to the
County and the School Districts.

This has been a stable and steadily increasing source of revenue for the City due to
strong property values. Long-term ownership of properties combined with
Proposition 13 limits on increases in assessed valuation has resulted in assessed
values that are much lower than market value. Therefore, anytime a property
changes ownership and is re-assessed at current market value, the City’s property
tax revenue increases. This source of revenue is expected to continue to grow in the
future,

Property Tax In-Lieu of Vehicle License Fees. Prior to 1999, State residents paid a
Vehicle License Fee of 2% of the market value of their respective vehicles to the
Department of Motor Vehicles. This Vehicle License Fee funding is passed through
to cities and counties throughout California. The State legislature reduced the
Vehicle License Fee tax rate from 2% to 0.65% over a period of three years ending in
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2001. The same legislation also guaranteed cities and counties that the State would
“backfill” or pay the difference between the two rates.

The Property Tax In-Lieu of Vehicle License Fee component of the State’s Budget
eliminated the backfill portion (1.35%) of the Vehicle License Fee payment and
replaced it dollar for dollar with property tax taken from the Educational Revenue
Augmentation Fund. The Property Tax In-Lieu of Vehicle License Fee is permanent
and took effect on July 1, 2004. Property Tax In-Lieu of Vehicle License Fee revenue
is an allocation of property tax that increases each year in direct correlation to the
increase in assessed value of taxable property within the City.

Total Property Tax — 10 Year History
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Sales and Use Tax. In accordance with the California Revenue and Taxation Code
and the Bradley-Burns Uniform Local Sales and Use Tax Law of 1955, this tax is
currently imposed at the rate of 9.25% on the sales price of any taxable transaction in
Los Angeles County (as of 2010).

The State Board of Equalization administers sales and use tax. The City currently
receives 0.75% of the sales tax rate. The State, County and Transportation District
share the remaining sales tax collected.

The City is primarily a bedroom community with limited commercial activity.
Because of the limited amount of taxable business, economic fluctuations typically
do not have a material impact on the General Fund in any given year.

Utility Users Tax. In 1993, the voters of the City approved a tax of 3% on the
consumers of natural gas, electricity, water, and telephone services. The tax is
collected by each of these utilities as a part of its regular billing procedure and
remitted to the City. As utility rates continue to increase in the future, this revenue
source is expected to grow accordingly.
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Franchise Tax. Under several State statutes, the City imposes franchise tax on
natural gas, electric, water, trash and cable television companies operating in the
City for the privilege of using the City rights-of-way. The amounts paid are based
on a percentage of gross receipts. This revenue source is also expected to grow in
direct correlation to utility rates.

Business License Tax. Title 5 of the Municipal Code requires all entities conducting
business within the City to pay annual business license tax, generally based on the
gross receipts of the business. The business license tax was enacted solely to raise
revenue for municipal purposes, and was not intended for regulation. The business
license tax rate increases by the Consumer Price Index in Los Angeles County each
year.

Transient Occupancy Tax. The City’s transient occupancy tax (TOT) is 10% of rent
charged by an operator for the privilege of occupying a hotel. In 2009, construction
of a large luxury hotel was completed and was opened to the public; thereby
increasing the City’s TOT revenue significantly. In the future, this revenue source
will fluctuate based on economic conditions.

Golf Tax. In 1993, the golf tax was established as 10% of golf fees charged by the golf
course operator.

Community Development Permits. The Community Development Department
issues permits for building/remodeling construction activities involving residential
and commercial structures to ensure compliance with the City’s Development Code.
Permit fees are charged to recover the cost of providing such services.

Use of Money and Property. This includes earnings from investment of City funds
as well as rents received for the use of City property. The City maintains an annual
City Council adopted investment policy that restricts investment choices based first
on safety, then to liquidity, and finally to yield.

Restricted Revenues

The revenue sources listed below are restricted by law or administrative action for
specific purposes. These monies are deposited into other funds of the City. The
most significant sources of Restricted Revenues are listed below.

Transportation.  The City receives allocations of various cents-per-gallon
transportation taxes that are administrated by the state and county. These revenue
allocations are primarily based on population. As these taxes are not percentages of
the price of gasoline, the revenue sources remain flat when consumption is
consistent from year to year. When consumption decreases in times of conservation,
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so does the revenue to the City. State-shared transportation revenues may be subject
to future potential state legislated reductions.

Transportation revenues are restricted and can only be used for the construction,
improvement, and maintenance of public rights-of-way. Activities financed by the
transportation revenues include, but are not limited to, street patching, slurry
sealing, street reconstruction, curb/gutter/sidewalk repair, public transit
contributions and street sweeping.

Landscape and Street Lighting. The City has several benefit assessment districts for
landscape and street lighting maintenance, These funds may be used for
improvements within the defined district in addition to activities including
operation, servicing, and maintenance.

Infrastructure Maintenance. The City has assessments related to the improvement
and maintenance of specific types of infrastructure (e.g. storm drains, sewers). These
fees are typically based on the parcel’s proportionate use of the infrastructure
system.

In 2005, property owners approved a 30-year storm drain user fee based on each
parcel’s proportionate use of the City’s storm drain system. The storm drain user fee
generates about $1.2 million of revenue annually, and is used to maintain and repair
the City’s storm drain system. In 2007, via general election, the voters amended the
storm drain user fee to sunset in 10 years (the year 2016).

In 2009, the City Council took action to initiate development of a City-wide user fee.
If established, the revenue collected would be used to begin a proactive program of
repair and maintenance of aging sewer lines.

Development Impact Mitigation. The City levies several Development Impact
Mitigation fees to be used for specific purposes. The City’s goal is to ensure that all
revenues generated by growth and development are sufficient to cover the costs
related to development growth.

Redevelopment Agency. The City’s Redevelopment Agency receives property tax
increment in the project area (the landslide area of the City). This revenue is used to
repay the Agency’s debt to the County used to finance construction of landslide
abatement facilities,. The Agency began collecting tax increment in 1985, and will
continue to collect tax increment through 2034. The tax increment is the increase in
property taxes within the redevelopment project area that result from increases in
the project area assessed value that exceed the base year (1984-1985) assessed value.
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Most of the Redevelopment Agency’s tax increment repays Agency debt used to
fund landslide mitigation projects. State law requires that 20% of the tax increment
be set aside to provide for affordable housing within the City.

F.3.4 Expenditure Structure

The City provides most of its services through vendor contracts. For example, police
and fire services are contracted with Los Angeles County, city attorney services are
provided by an outside law firm, and public works are provided by vendors who
provide responsive bids. By operating as a contract city, Rancho Palos Verdes is able
to obtain competitive pricing and retain a small workforce of employees to manage
the City’s business. The City has consistently had a low per-capita expenditure ratio
when compared with other agencies.

FY 07-08 Expenditures Per Capita

Statewide Average of Cities 1,712

Rolling Hills 1,299
Rolling Hills Estates 1,070
Palos Verdes Estates 974
Rancho Palos Verdes 431

Only the most basic essential services are provided by the City. The county collects a
separate share of property tax to provide fire service; however, the City pays for
police service out of its General Fund. The City owns and maintains the roadway,
sewer, storm drain and park infrastructure. Utility service is provided by the private
sector,

FY10-11 Budgeted Citywide Uses

in millions

Community

Development Administration, RDA
Recreation $2.9 5.3 Debl Service
$1.3 ‘ $1.5
P e N Public
1 Safety
$4.4

Public Works &
hfrastructure
$16.0
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FY10-11 Budgeted General Fund Uses

in millions

Finance & GCity A Fublic Works &
: ; torney KT VYORS
Information Recr:zatwun 1.1 nfrastructure
Technology § $8.2

Development Public Safety
$2.6 $4.3

Without a vote of the residents, the City’s options to raise additional revenue are
very limited. Therefore, additional services and improvements desired by residents
must compete with essential expenditures such as public safety and infrastructure
for limited resources. Much of the City’s infrastructure was built in the 1960’s, and is
at the end of its useful life. The aging infrastructure must be either repaired or
replaced to continue functioning. Additionally, most of the City’s buildings are
more than 30 years old and are in desperate need of replacement. Furthermore, in
an attempt to protect coastal habitat, the City has acquired more than 1,400 acres of
open space that must be maintained to standards imposed by state and federal
resource agencies. As street maintenance expenditures grow, the City’s General
Fund must provide an increasing subsidy, as transportation revenues discussed
previously typically remain flat.

F.4 Fiscal Sustainability

Resource Management. The City’s budget is managed conservatively, and
expenditures are controlled to every extent possible. Quite often, the only source of
funding for infrastructure repairs and maintenance is the excess of General Fund
revenues over General Fund expenditures,
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With additional TOT and golf tax revenue expected from the luxury hotel beginning
in FY09-10, future revenues are expected to continue to exceed operating
expenditures; thereby, providing excess revenues to help maintain the City’s
infrastructure. However, this trend could be impacted with addition or expansion of
services, costs associated with a disaster (e.g. earthquake, slope failure and fire), or
with state legislation that shifts certain revenues away from the City (e.g. vehicle
license fees and highway users’ tax). Management of the City’s resources should
always include proactive planning tools such as the Capital Improvement Plan, as
well as continual monitoring of the state and its potential actions.

The City’s prudent fiscal policies allow the City to conduct its business in a resource-
scarce environment. The City strives to secure outside funding sources (grants and
earmarks) or use new revenue sources (tax from the newly developed luxury hotel)
for necessary infrastructure projects identified in the Capital Improvement Plan
instead of adding or expanding services. Future projects include roadway
stabilization due to storm water runoff issues, traffic safety improvements, and
replacement of aging facilities. As of 2010, more than $100 million of projects have
been identified that remain unfunded. A schedule of unfunded projects is
maintained in the City’s Capital Improvement Plan.

Economic Qutlook. Due to the climate of California and the coastal location of the
City, property values are likely to remain high into the future. However, future
economic development will likely be minimal as the City has very little developable
land remaining. Furthermore, the state will continue to look to local government to
help solve its financial problems. With the solid and consistent property tax revenue
base, proactive planning, and cautious management of the City’s resources, the City
will be able to continue providing basic services the community expects.

F.6 Fiscal Policies
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It is the policy of the City to:

Consider the cost effectiveness and community benefits of new City services and
facilities.

Require that wherever appropriate, sew City services be paid for by the users in
the form of specified fees or taxes.

(FINANCE ADVISORY COMMITTEE AND PLANNING COMMISSION
RECOMMENDED CHANGE TO THE GENERAL PLAN UPDATE STEERING
COMMITTEE'S RECOMMENDED POLICY)

Work toward integration of common services among neighboring jurisdictions,
agencies and organizations for improved cost effectiveness and quality of
service.

Consider the financial impacts of City decisions on other governmental agencies
and/or public utilities serving our residents.

Encourage State legislative action to provide equitable distribution of tax
revenues commensurate with the City’s responsibilities.

Seek or accept funds from government sources only if the impacts—to—and
obligations of the City caused by accepting these such funds aze do not urduly
burdenseme negate the benefits of receiving those funds.

(FINANCE ADVISORY COMMITTEE AND PLANNING COMMISSION
RECOMMENDED CHANGE TO THE GENERAL PLAN UPDATE STEERING
COMMITTEE'S RECOMMENDED POLICY)

Evaluate the merits of contracting for services versus in-house staffing.
Encourage private contributions and donations to the City.
Consider administrative and enforcement capabilities and available funding

before imposing new regulations to address whether such new regulations can
be effectively administered.

10. Consider the financial impact of City decisions on City residents.
11. Finance recurring expenditures from recurring revenues.

12. Consider the cost impacts of approving any new development within the City,
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rdes.General Plan

13. Actively pursue energy efficient methods and equipment in existing and
future City buildings and spaces, as well as public infrastructure, to help

reduce operating costs.
(THIS IS A NEW POLICY PROPOSED BY THE PLANNING COMMISSION)
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