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SUMMARY:

The following report presents projections of year-end revenues and expenditures. Projections are
determined using actual (unaudited) data from July 2009 through March 2010, or through
accounting period nine, and departmental information regarding spending trends and operations.
The reductions to appropriations and changes in operations approved by City Council in
December 2009 (Ordinance O-19917) are included. This report includes discussion of year-end
projections that vary significantly from the current budget for the General Fund and other
budgeted funds with staff. For this report, a significant variance is defined as under or over
budget revenues or expenditures of $500,000 or greater.

FISCAL CONSIDERATIONS:

None, this report is an information item. A subsequent report will incorporate solutions to
mitigate the projected General Fund shortfall. This report will also include the required
budgetary adjustments and appropriation authorities to bring General Fund departments and
other funds into balance by year-end.
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Fiscal Year 2010 Year-End Budget Monitoring Report
GENERAL FUND

Projections included in this report are based on actual expenditure and revenue information
through the third quarter of Fiscal Year 2010. The last report presented to the Budget and
Finance Committee and City Council was based on six months of financial information.. The
Fiscal Year 2010 Mid-Year Budget Monitoring Report (Mid-Year Report) projected an $11.2
million year-end shortfall for the General Fund. At that time, there was no request for the City
Council to take any corrective actions associated with this projected shortfall. It was felt to be
pre-mature given the uncertainty of the local economy and management’s belief that the shortfall
could be mitigated through stronger fiscal belt-tightening to avoid further service reductions
beyond those already taken by the City.  Through efforts such as selective filling of vacant
positions, controlling travel and contractual service expenses, other cost containment measures
such as improved efficiencies, and the identification of additional General Fund revenues,
approximately $14.2 million of additional savings were achieved. This is summarized in Table 1:
Solutions to FY 2010 Mid-Year Report Projected General Fund Shortfall.

Amount
Description (in millions)

Additional Revenues

Public Liability Fund Surplus $ 1.3
Correction to Miramar Operation Station Lease 1.0
Convention Center Funding for Dewatering 0.9
Fleet Acquisition Fund Surplus 0.9
Storm Drain Funding for Storm Water Activities 0.5
General Fund Contributions to CIP Surplus 0.1
Subtotal  § 4.6

Additional Expenditure Savings (net offsetting revenue) $ 9.6

During the third quarter, however, the City experienced several unexpected setbacks to General
Fund revenue that further negatively impacted the City’s budget. The largest was in the area of
franchise fee revenue from San Diego Gas and Electric (SDG&E). The most recent receipt from
SDG&E was $5.4 million less than originally projected. According to SDG&E, there was a
reduction in revenue related to the decrease in natural gas prices and usage as well as increased
refunds to customers in calendar year 2009. Other revenue adjustments have been from



departments that have revised their year-end revenue projections downward, including litigation
awards, performance based leases and general fees. While the mitigation efforts during these past
several months successfully addressed and even exceeded the amounts needed to mitigate the
identified shortfall in the Mid-Year Report, the additional drop in franchise fees and department
revenues has resulted in a new year-end shortfall projection of $7.8 million.

This $7.8 million projected deficit is the result of revenues projected to be less than expenditures
by the end of the fiscal year. In response to the anticipated revenue shortfall resulting from the
continued decline in the economy, cost containment measures were implemented early in the
fiscal year to achieve expenditure savings and offset the decline in revenues. These cost
containment measures were increased in the past few months in response to the deficit
anticipated at the time of the Mid-Year Report. Additional revenue declines since the release of
the Mid-Year Report, such as the payment from SDG&E, were unexpected. Revenues are now
projected to be $66.8 million, or 6 percent, under budget compared to the $59.3 million variance
reported in the Mid-Year Report.

On the other hand, expenditures are projected to end the year with a positive variance of $27.5
million. This reflects increased savings from the $16.6 million anticipated in the Mid-Year
Report as a result of the stronger cost containment efforts implemented recently in response to
the deficit anticipated at the time of the Mid-Year Report. The current expenditure projection is 2
percent under budget, which is primarily due to savings associated with vacant positions. The
projected expenditure savings of $27.5 million combined with the release of $31.5 million of
carry-forward appropriations offset the projected revenue shortfall of $66.8 million, resulting in
the approximately $7.8 million net shortfall in Fiscal Year 2010. These estimates are displayed
below in Table 2: Summary of FY 2010 Genel al Fund Projections.

Current Year-End Variance Variance

Revenue/Expenditures Budget Projection Amount %o
Projected Revenue $ 1,111,994,517 $ 1,045,227,601 $  (66,766,916) 6%

Projected Expenditures

Salaries $ 503,735,049 $ 493,815,177 $ 9,919,872 2%
Fringe and Non-Personnel 606,592,533 590,724,938 15,867,595 3%
Appropriated Reserve 1,666,935 - 1,666,935 100%
Subtotal  $ 1,111,994,517 $ 1,084,540,116 $ 27,454,401 2%

Release Carry-Forward Budget $ 31,524,767

Despite successful efforts to address the previously reported $11.2 million projected year-end
shortfall, the decline in General Fund revenue perpetuates the fiscal stress the City has faced for



the past several years. Table 3: Comparison of FY 2010 General Fund Projections illustrates the
change between the mid-year and year-end projections. Projected expenditure savings have
increased significantly since the Mid-Year Report primarily through additional scrutiny of
discretionary spending. Additional revenues of $4.6 million from a variety of sources, including
Public Liability, Convention Center, Fleet Acquisition, and correction of the Miramar Operation
Station lease agreement, have been identified. The combined impact of increased expenditure
savings and new revenue sources is approximately $14.2 million, as displayed previously in
Table 1, which would have resolved the gap identified in the Mid-Year Report. However,
revenues continued to decline, resulting in the current net year-end projected shortfall of $7.8
million. '

Mid-Year Year-End Change Change
Revenue/Expenditures (as of December) (as of March) Amount %
Projected Revenue $ 1,052,689,633 $ 1,045,227,601 $ (7,462,032) 1%
Projected Expenditures
Salaries $ 491,305,702 $ 493,815,177 $ 2,509,475 1%
Fringe and Non-Personnel 604,135,318 590,724,938 (13,410,380) 2%
Appropriated Reserve - - - 0%
Subtotal  $§ 1,095,441,019 $ 1,084,540,116 $  (10,900,903) 1%

Release Carry-Forward Budget $ 31,524,767 $ 31,524,767

As described in the Mid-Year Report, Fiscal Year 2010 year-end projections account for the
$22.7 million of budget reductions approved by City Council in December 2009 through
Ordinance O-19917. This action was in response to the projected Fiscal Year 2011 General Fund
deficit of $179.1 million identified in the Fiscal Years 2011-2015 Five-Year Financial Outlook
released in October 2009. The Fiscal Year 2010 budget revisions included a variety of
operational, service level and other changes, including:

® Reduction of 274.99 FTE positions

Increases in vehicle replacement lifecycles and reduction of underutilized vehicles
Implementation of rolling “brown-outs” at fire stations

Reduction of civilian positions in the Police Department

Reduction of branch library hours to 36 hours per week

Established a Fiscal Year 2011 General Fund Reserve Fund of $24.6 million
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The complete list of Fiscal Year 2010 budget reductions is available in the Fiscal Year 2010 |
Budget Amendments report (09-173) and the associated service level impacts are discussed in
the Fiscal Year 2010 Budget Amendment Report and Fiscal Year 2011 General Fund Budget



(09-167). These reductions are continued into the Fiscal Year 2011 Proposed Budget and,
combined with the $24.6 million of revenue set aside in the reserve fund this fiscal year,
contributed towards addressing the projected Fiscal Year 2011 budget deficit.

As discussed in previous Fiscal Year 2010 monitoring reports, the Chief Financial Officer
instituted a new procedure regarding the treatment of prior year encumbrances. The City of San
Diego historically used prior year budgets as a means to preserve appropriations for encumbered
commitments that were in place at the end of a fiscal year. These prior year budgets were held
separate from the current year budget and not previously included in monitoring reports. This is
inconsistent with best practices and creates difficulties for tracking and monitoring. As a result,
this practice has been discontinued. All financial activity is captured and reported as current year
activity. In addition, all carry-forward appropriations in the General Fund will be removed this
fiscal year and are excluded from this report.

Expenditures associated with commitments that continued from Fiscal Year 2009 and prior years
have been included in the expenditure projections provided in this report. These expenditures are
legally authorized expenditures that were approved by City Council in previous fiscal years;
however, the appropriations to support these expenses may not exist in the current fiscal year.
This has two impacts on the bottom-line General Fund expenditure projections during this
transition year: 1) expenditures will be higher than expected due to the prior year commitments
being expensed; and 2) the $31.5 million of carryover appropriations will be released to fund
balance to offset these expenditures, as displayed previously in Table 2.

The current estimated General Fund reserve balance is $77.1 million. This is a combination of
the Unallocated Reserve of $22.1 million and the Emergency Reserve of $55.0 million. The
current balance of $77.1 million is over 7 percent of projected General Fund revenue, which
includes the $24.6 million of property tax revenue set aside for Fiscal Year 2011, and meets the
reserve goal for Fiscal Year 2010.

Staft is still analyzing various options to close the new $7.8 million deficit and is not prepared at
this time to provide specific solutions. A separate report will be presented to City Council in
early June. All necessary steps will be taken to ensure that the General Fund ends Fiscal Year
2010 in balance. :

GENERAL FUND REVENUES

The current General Fund revenue budget for Fiscal Year 2010 is $1.112 billion. Revenues
through March are under the period-to-date budget by $106.5 million or 15 percent primarily due
to the impact of the continued economic downturn and timing of deposits. As displayed in Table
4: FY 2010 Actual and Projected General Fund Revenue, year-end revenues are projected to be
below budget by $66.8 million, or 6 percent.



Actual/ Over Budget/ Variance

Actual/Projection Budget Projection (Under Budget) %o
Actual through March $ 706,040,464 $ 599,513,697 $ (106,526,767) 15%
Year-End Projection 1,111,994,517 1,045,227,601 (66,766,916) 6%

Departmental revenues are projected to be under budget by $28.5 million, or 10 percent,
primarily due to declines in Transient Occupancy Tax, TransNet, Gas Tax and other
reimbursable revenue sources. Major General Fund revenues are projected to conclude the fiscal
year at $38.3 million, or 5 percent, under budget. The following sections discuss the variances
between revenue projections and the current budget for both major revenues and departmental
revenues. Table 5: FY 2010 General Fund Revenue Projections by Category summarizes the
revenue variances by category, which are detailed in Attachment I: General Fund Projected
- Revenues.

, Current Year-End Over Budget/ Variance
Revenue Source Budget Projection (Under Budget) %o
Major General Fund Revenues $ 821,007,167 $ 782,752,539 $  (38,254,628) 5%
Departmental Revenue 290,987,350 262,475,062 (28,512,288) 10%

Major Revenues

The Fiscal Year 2010 year-end projection for the General Fund major revenues is $782.8 million,
or 5 percent below the current budget, as reflected in Table 6: FY 2010 Major General Fund
Revenue Projections. The year-end projections for General Fund major revenues are based on
current economic information and the most recent distributions of revenue to the City. Trends in
the unemployment rate, the USD San Diego County index of leading economic indicators, and
median housing prices, among others, have shaped current year-end revenue forecasts. These
indicators have changed significantly throughout Fiscal Year 2010 and have offered a
continuously mixed picture of the direction in which the San Diego’s regional economy is
headed.



Current Year-End Over Budget/ Variance

Revenue Source Budget Projection (Under Budget) Yo

Property Tax' $ 358,047,711 $ 366,052,210 $ 8,004,499 2%
Sales Tax 210,141,169 185,041,634 (25,099,535) 12%
Transient Occupancy Tax’ 76,168,836 65,979,584 (10,189,252) 13%
Franchise Fees® 73,586,929 66,114,250 (7,472,679) 10%
Safety Sales Tax 7,057,580 6,403,728 (653,852) 9%
Property Transfer Tax 4,511,178 4,722,971 211,793 5%
Motor Vehicle License Fees 3,900,000 3,930,030 30,030 1%
Other Major Revenue 87,593,764 84,508,132 (3,085,632) 4%

otal City FY 2010 current revenue budget for property tax is $382.6 million
in the FY 2011 General Fund Reserve Fund.

? Total ¢ ity FY 2010 current revenue budget for transient occupancy tax is $145.2 million and the projection is $126.0 million. The balance is
budgeted in the Transient Occupancy Tax Fund.

* Total City FY 2010 current revenue budget for franchise fees is $137.0 million and the projection is $129.8 million. The balance is budgeted

in the Environmental Growth and Utilities Undergrounding Program Funds.

and the projection is $390.6 million. The balance is budgeted

While some weakness in certain indicators of economic health still exists, the majority have
shown stabilization or improvement in the past months. The Fiscal Year 2010 year-end
projection for General Fund major revenues is $782.8 million, which is a decline of $1.8 million,
or less than a percent, from the Mid-Year Report projection of $784.5 million. This decline is
due mainly to a reduction in franchise fee revenues received in the third quarter of Fiscal Year
2010. Table 7: Comparison of FY 2010 Major General Fund Revenue Projections summarizes
the change in projections for the major revenue sources.

Mid-Year Year-End Change Change

Revenue/Expenditures (as of December) (as of March) Amount %o

Property Tax' $ 366,048,530 $ 366,052,210 $ 3,680 0%
Sales Tax 185,048,181 185,041,634 (6,547) 0%
Transient Occupancy Tax 66,115,157 65,979,584 (135,573) 0%
Franchise Fees 70,037,853 66,114,250 (3,923,603) 6%
Safety Sales Tax 6,232,514 6,403,728 171,214 3%
Property Transfer Tax 4,454,718 4,722,971 268,253 6%
Motor Vehicle License Fees 3,081,296 3,930,030 848,734 28%
Other Major Revenue 83,521,077 84,508,132 987,055 1%

! As a result of the budget adjustments approved by City Council on December 14, 2009, 0-19917, $24.6 million of property tax revenue has
been redirected to the FY 2011 General Fund Reserve Fund.



Property Tax

The Fiscal Year 2010 year-end projection for property tax revenue is $366.1 million and has not
changed significantly since the Mid-Year Report. Increased reassessment applications reviewed
by the County Assessor negatively impact the current fiscal year’s property tax revenue levels
due to an increased number of refunds paid back to property owners. However, this is offset by
an increase in collection rates of property taxes paid during the current fiscal year. Collection
rates in Fiscal Year 2009 were at historically low levels due to foreclosures and property owners’
inability to pay property taxes. The Fiscal Year 2010 year-to-date property tax collection rates
are higher than the same time period in Fiscal Year 2009 by approximately 0.4 percent.

Property Transfer Tax

The Fiscal Year 2010 year-end projection for property transfer tax is $4.7 million, a $268,000
increase from the Mid-Year Report. The year-end projected property transfer tax revenue for
Fiscal Year 2010 was based on the assumption that average home sales and median prices in the
City would increase marginally throughout the remainder of the fiscal year. Both home sales and
median home prices in San Diego County have increased at a favorable rate. County-wide home
sales have increased 8 percent over the last few months compared to the prior year, while the
median home price in the County has increased 15 percent over the prior year. This increase in
both sales and median prices has created a positive revenue variance for property transfer tax
revenue.

Sales Tax

The Fiscal Year 2010 year-end projection for sales tax revenue is $185.0 million and has not
changed significantly since the Mid-Year Report. Consumer spending on goods in the City of
San Diego declined approximately 18 percent in the first quarter of Fiscal Year 2010, which
significantly affected the City’s projection for total sales tax revenue to be received in the current
fiscal year. This was taken into consideration in the First Quarter Report and the sales tax
projection was adjusted downwards. Based on this decline, the updated sales tax projection for
the remaining quarters of Fiscal Year 2010 has remained conservative and is in line with the
State Department of Finance. The projections for the second and third quarter of the current
fiscal year were very close to actual results.

Safety Sales Tax

The Fiscal Year 2010 year-end projection for safety sales tax is $6.4 million, a $171,000 increase
from the Mid-Year Report. The increase in the year-end projection is primarily attributable to an
increase in the latest revenue receipts.

Transient Occupancy Tax (TOT)

The year-end projection for General Fund transient occupancy tax (TOT) revenue is $66.0
million, a decline of $136,000 from the Mid-Year Report. (The total year-end City TOT
projection is $126.0 million.) The decline in business and consumer discretionary spending has
affected the City’s TOT revenues significantly since the onset of the recession in late 2007. The
current projection for TOT revenue is based on the forecast for the two main factors that drive
revenue levels: room demand and the average daily room rate (ADR). A forecasted increase in
room demand of 4 to 6 percent for the final two quarters of Fiscal Year 2010 is tempered by a
forecasted decrease of 3 to 10 percent in ADR for the same period. This decrease in room rates



offsets the gains in revenue that the forecasted increase in demand would generate, producing the
current forecast that is slightly less than the revised budget.

Franchise Fees

The Fiscal Year 2010 year-end projection for General Fund franchise fee revenue is $66.1
million, a $3.9 million decline from the Mid-Year Report. The revised revenue projection is due
almost entirely to lower than anticipated San Diego Gas & Electric (SDG&E) franchise fee
revenues of approximately $4.1 million.

Recent information provided by SDG&E since the Mid-Year Report describe a decrease in
natural gas prices and usage in calendar year 2009 that lowered projected revenues for franchise
fee payments to the City. From calendar year 2008 to 2009 average SDG&E natural gas prices
declined 19 percent and total volume sold declined 18 percent. The decline in natural gas prices
also resulted in over collection of fees by SDG&E leading to a major increase in refunds to
SDG&E customers. This further reduced SDG&E’s gross revenues in calendar year 2009, which,
in turn, impacts the City franchise fees that are based on SDG&E’s gross revenues. The extent of
the customer refunds and the decline in natural gas revenues on SDG&E gross receipts were not
communicated to the City until receipt of the third quarter payment from SDG&E. As a result,
SDG&E franchise fee revenues were revised downward by $4.1 million.

The Fiscal Year 2010 projection for cable TV franchise fee revenue is $17.2 million, a $200,000
increase from the Mid-Year Report. The increase in projected revenue from cable TV franchise
fees to the City is based on higher revenue receipts received since the Mid-Year Report.

Motor Vehicle License Fees (MVLF)

The Fiscal Year 2010 year-end projection for MVLF is $3.9 million, an $849,000 increase from
the Mid-Year Report. This increased projection is based on an increase in actual receipts
received since January 2010 as compared to projected receipts. Actual revenue receipts since this
time have increased 73 percent from the same period a year ago due to decreased administrative
fees and increased registration of new automobiles in California (registrations in the first quarter
of calendar year 2010 have improved 20 percent from the same time period in 2009).

Other Major Revenue

The Fiscal Year 2010 year-end projection for other major General Fund revenue sources, such as
reimbursements to the General Fund for services to other funds and transfers to the General
Fund, is $84.5 million and has increased by approximately $987,000 from the Mid-Y ear Report.
The increase is primarily attributable to $2.3 million of additional revenues identified in response
to the General Fund shortfall reported in the Mid-Year Report, as discussed earlier in this report.
However, these additional revenues are offset by other reductions.

Department Revenues

Combined departmental revenues are projected to be under budget by $28.5 million, contributing
to the $66.8 million projected shortfall in General Fund revenues. This is primarily due to
revenue sources outside of departmental control, such as less than anticipated Transient
Occupancy Tax (TOT), $8.5 million, TransNet, $2.1 million, Gas Tax, $1.7 million, and



Environmental Growth Fund (EGF), $1.3 million, reimbursements and the decline in Mission
Bay performance-based lease revenues, $4.4 million. Other revenue shortfalls include the
suspension of the Business Tax and Rental Unit Business Tax processing fee, $3.2 million, in
accordance with Resolution R-305330; lower than anticipated Police Department’s traffic
citation revenues, $2.8 million; and unrealized litigation awards, $1.6 million. Table 8: FY 2010
Significant General Fund Revenue Variances by Department displays departments with projected
under or over budget revenue variances of $500,000 or greater. These variances are discussed
following the table.

Current Year-End * Over Budget/ Variance
Department Budget Projection (Under Budget) Yo
Park and Recreation $ 29,843,493 $ 21,913,994 $ (7,929,499) 27% -
General Services 42,602,581 36,955,928 (5,646,653) 13%
Real Estate Assets 41,794,909 37,350,997 (4,443,912) 11%
City Treasurer 26,236,217 22,839,588 (3,396,629} 13%
Engineering and Capital Projects 63,400,000 60,234,637 (3,165,363) 5%
Police 38,956,001 36,174,864 (2,781,137) 7%
City Attorney 6,183,020 4,047,874 (2,135,146) 35%
Fire-Rescue 16,155,140 17,418,025 1,262,885 8%
Environmental Services 1,144,105 2,219,864 1,075,759 94%
Water - Reservoir Recreation 1,835,513 1,206,790 (628,723) 34%

Park and Recreation

The Park and Recreation Department’s revenue budget is $29.8 million. The department is
projecting revenues to be under budget at year-end by $7.9 million, or 27 percent. This is
primarily due to Transient Occupancy Tax (TOT) reimbursements which are expected to be $6.4
million below budget due to the overall decline in TOT revenue. In addition, reimbursements
from the Environmental Growth Fund are projected to be $1.3 million under budget due to the
reduced San Diego Gas & Electric (SDG&E) franchise fee revenues. This resulted in an increase
in the unfavorable variance from the Mid-Year Report.

General Services

The General Services Department is projecting revenues to be under budget at year-end by $5.6
million, or 13 percent. The unfavorable variance is primarily due to less than anticipated Gas
Tax, TransNet and Transient Occupancy Tax (TOT) reimbursements. The decline in these
revenue sources is due to the downturn in the economy. In addition, the department is unable to
realize an estimated $650,000 in reimbursable revenue related to reassignment of staff to
reimbursable projects, as reflected in the Fiscal Year 2010 budget reductions, due to vacancies
and an unexpected delay in implementation due to meet and confer. The unfavorable variance
increased by $549,000 from the Mid-Year Report as a result of the continued decline in work
requests from other City departments.



Real Estate Assets

The Real Estate Assets Department is projecting revenue to be under budget by $4.4 million.
This is an 11 percent variance from the department’s current budget of $41.8 million. The
performance-based lease revenues from Mission Bay, Sea World and various hotels are lower
than anticipated due to the economic downturn. As a result, revenue to the City is projected to
decrease significantly. The unfavorable revenue variance increased $713,000 from the Mid-Year
Report due to the continued decrease in performance-based lease revenues.

City Treasurer

The City Treasurer Department is projecting to end the fiscal year $3.4 million, or 13 percent, of
revenue under the revised budget of $26.2 million, which is comparable with the Mid-Year
Report. The unfavorable variance is the direct result of the City’s response to the Fourth District
Court of Appeal in Weisblat v. City of San Diego, 176 Cal. App. 4th 1022 (2009) ruling. As a
result, the City suspended collection of the Business Tax and Rental Unit Business Tax
Processing Fee per Resolution R-305330. In addition, the City will be issuing refunds of the
Rental Unit Business Tax Processing Fee in accordance with Resolution R-305331.

Engineering and Capital Projects

The Engineering and Capital Projects Department is projecting revenues to be under budget at
year-end by $3.2 million, or 5 percent. The unfavorable variance is primarily due to less than
anticipated TransNet reimbursement as a result of the downturn in the economy. In addition, the
department’s projection includes a decrease in reimbursable revenue due to vacancies, which is
offset by projected expenditures savings.

Police

The Police Department expects to conclude the fiscal year with $2.8 million, or 7 percent, of
revenue under budget which is similar to the Mid-Year Report projection. The unfavorable
variance is due to a decline in traffic citation revenue. ‘

City Attorney

The City Attorney is projecting $2.1 million, or 35 percent, of revenue under the revised budget
of $6.2 million. The department’s revenue projection decreased by $2.2 million from the Mid-
Year Report, which is primarily attributed to less than anticipated litigation awards and
reimbursable service level agreement activity.

Fire-Rescue

The Fire-Rescue Department is projecting to receive $1.3 million, or 8 percent, of revenue over
budget. This is a result of reimbursements for Strike Team deployment and Emergency Medical
Transport services. The favorable variance decreased by $1.7 million from the mid-year
projection due to less than anticipated inspection fee revenue associated with explosive material
and high-rise inspections.

Environmental Services

The Environmental Services Department is projecting $1.1 million of over budget revenue. The
department’s revenue projection increased by $1.2 million from the Mid-Year Report due to a
calculation error discovered in the Environmental Services Operations Station lease agreement.
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Water - Reservoir Recreation

The Reservoir Recreation Program is projecting revenues of $629,000, or 34 percent, under
budget, which is $343,000 less than the Mid-Year Report. This unfavorable variance is a result
of less than anticipated user fee revenue generated by various lake recreational fees.

GENERAL FUND EXPENDITURES

The total Fiscal Year 2010 General Fund current expenditure budget is $1.112 billion. Year-end
projections show under budget expenditures of $27.5 million, or 2 percent, as shown in Table 9:
FY 2010 Actual and Projected General Fund Expenditures. These projections include
expenditures associated with the commitments that continued from Fiscal Year 2009 and prior
fiscal years. As previously discussed, approximately $31.5 million of projected expenditures will
be offset by the liquidation of prior year carry-forward appropriations.

Actual/ Under Budget/ Variance
Actual/Projection Budget Projection (Over Budget) Yo
Actual through March $ 833,426,428 $ 800,902,660 $ 32,523,768 4%
Year-End Projection 1,111,994,517 1,084,540,116 27,454,401 2%

Expenditures by Category

The favorable expenditure projection in the General Fund is primarily due to reductions in salary
and fringe expenditures, projected to be under budget by $19.3 million, resulting from cost-
cutting steps taken by the City. In addition, contracts and capital expenditures are projected to be
under budget primarily due to less than anticipated costs associated with community plan
updates; savings due to the new contract awarded to San Diego Medical Services Enterprise,
LLC for emergency medical transport services; postponing an upgrade of the Fire-Rescue
Department’s Station Alerting System; and conservative spending in various departments. This
data is displayed in Table 10: FY 2010 General Fund Expenditure Projections by Category. A
detailed discussion of expenditure variances follows.
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Current Year-End Under Budget/ Variance

Expenditure Type Budget Projection (Over Budget) Yo

Salaries and Wages $ 503,735,049 $ 493,815,177 $ 9,919,872 2%
Fringe Benefits 268,713,542 259,332,953 9,380,589 3%
Supplies 23,650,901 22,816,976 833,925 4%
Contracts 178,445,878 174,494,497 3,951,381 2%
Information Technology 31,931,021 32,348,369 (417,348) 1%
Energy and Utilities 32,450,551 32,425,090 25,461 0%
Other 62,239,726 62,770,302 (530,576) 1%
CIP Contingency 2,500 - 2,500 100%
Capital Expenditure 4,905,701 2,363,260 2,542,441 52%
Debt 4,252,713 4,173,491 79,222 2%
Appropriated Reserve 1,666,935 - 1,666,935 100%

Salaries and Wages

Citywide expenses in the category of salaries and wages are projected to reach $658.4 million by
fiscal year-end resulting in a variance between budgeted and actual expenses of $18.5 million, or
3 percent. The General Fund makes up three quarters of this amount with projected salary
expenses of $493.8 million, creating a positive variance of $9.9 million, or 2 percent, from
budget. These projected savings result from the hiring freeze (effective as of September 2009)
for General Fund and internal service fund departments which was implemented to produce
additional savings to offset projected revenue shortfalls. Vacant positions that exist in the City
may be filled internally or with the approval of the Chief Operating Officer throughout the year.
Additionally, the resolution amending the Fiscal Year 2010 Annual Budget permanently reduced
the salaries and wages budget through the removal of 458.74 FTE positions citywide. However,
because many of the employees filling these positions were moved to vacant positions
throughout the City, the projected salaries and wages savings has decreased.

A significant contributor to the projected General Fund salary savings is the Police Department
with approximately $10.2 million of projected savings. This amount is mainly due to
approximately 118 vacant FTE positions in both sworn and non-sworn positions. Additionally,
the Engineering and Capital Projects Department is projecting salary savings of approximately
$2.1 million due to 47 vacant FTE positions within the department. Conversely, Fire-Rescue is
projecting to exceed budgeted salaries and wages by approximately $5.5 million. This is
primarily due to over-budget expenditures caused by strike team responses that are reimbursed
by the state, additional staffing of ambulances with fire fighters that will be reimbursed by the
Emergency Medical Services Fund, and the delay with the implementation of the rolling “brown-
outs”. Other departments, such as General Services, City Attorney, Environmental Services and
Development Services, are projecting savings of approximately $2.7 million due to vacant
positions.
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The labor concession terms included in the Fiscal Year 2010 Annual Budget provide Municipal
Employee Association (MEA) employee’s with the option of a reduction in salary or a reduction
in the City’s match to the Supplemental Pension Savings Plan (SPSP). The Fiscal Year 2010
Annual Budget assumed a three percent reduction in salaries and associated fringe for all MEA
positions. The objective was to provide flexibility in allowing City Council to approve a transfer
of fringe appropriations, due to savings, towards salary deficits, if necessary, and remain in
accordance with the City Charter provision in Article VII Section 73 specifying that salary
appropriations cannot be transferred toward another purpose except in a public emergency. The
allocation of the three percent salary reduction for permanent budgeted MEA positions in the
Fiscal Year 2010 Annual Budget was $4.6 million in the General Fund and $7.8 million
citywide. The majority of MEA employees have chosen to waive the City’s SPSP matching
contribution, resulting in fringe savings in SPSP and other associated fringe that is variable to
salary rates that offset the lack of higher salary savings.

Fringe Benefits

Citywide year-end fringe projections total $348.1 million with $259.3 million in the General
Fund. Table 11: FY 2010 General Fund Fringe Benefits Budget and Projections illustrates
General Fund budgeted fringe and projected expenditures for Fiscal Year 2010.

Current Year-End Under Budget/ Variance
Fringe Benefits Account Budget Projection (Over Budget) Yo
Retirement ARC $ 124,871,402 $ 121,622,624 $ 3,248,778 3%
Flexible Benefits 39,007,082 38,377,757 629,325 2%
Retiree Healthcare Contribution 22,320,912 21,232,272 1,088,640 5%
Workers' Compensation 20,418,061 19,873,147 544,914 3%
OPEB 17,384,195 17,711,523 (327,328) 2%
SPSP 13,189,891 9,566,590 3,623,301 27%
Medicare 6,850,557 6,089,955 760,602 11%
Risk Management Administration 5,408,541 5,598,284 (189,743) 4%
Retirement Offset Contribution 5,101,219 4,591,642 509,577 10%
Long-Term-Disability 2,954,884 2,992,056 (37,172) 1%
Unemployment Insurance 902,884 554,636 348,248 39%
Unused Sick Leave 329,274 395,999 (66,725) 20%
Employee Offset Payment 9,974,640 10,726,469 (751,829) 8%

The hiring freeze implemented in the third month of the fiscal year has yielded projected fringe
expense savings. Many fringe accounts are expected to produce savings as the obligation for the
expenses is based on a position being filled. These fringe accounts include Medicare, Employee
Offset Payment, Retirement Offset Contribution, Unemployment Insurance, and Unused Sick
Leave. The projected total savings from these accounts is $800,000 in the General Fund.
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The Supplemental Pension Savings Plan (SPSP) budgeted fringe account is projecting savings of
$6.5 million citywide with $3.6 million in the General Fund. These savings are largely due to
MEA employees electing to waive their right to the City’s matching contribution to the SPSP.

Certain fringe accounts are projected to be fully expended regardless of the number of vacancies
due to fixed or obligated commitments related to settlement requirements and the City’s Reserve
Policy. These fixed fringe accounts include Workers’ Compensation, Long-Term Disability,
SDCERS Annual Required Contribution (ARC), OPEB, Retirce Healthcare Pay-Go
Contribution, and the Risk Management Administration. These budgeted expenditures total
$249.0 million citywide. Collection rate adjustments will continue to occur as necessary to
ensure these fringe accounts are fully expended by fiscal year-end. As a result, “savings” in the
General Fund fringe expenses are caused by the redistribution of fringe costs to all funds based
on filled positions citywide, which changes from the time the budget is established.

Supplies

General Fund departments are projected to be $834,000, or 4 percent, under budget in supply
expenditures at year-end. Departmental expenditures decreased by $1.1 million from the Mid-
Year Report due to conservative spending across many departments to offset the projected
General Fund deficit.

Contracts

General Fund departments are projected to be $4.0 million, or 2 percent, under budget in
contracts at year-end. The favorable variance is primarily due to less than anticipated costs
associated with community plan updates, savings due to a new contract awarded to San Diego
Medical Services Enterprise, LLC for emergency medical transport services and conservative
spending. The variance improved by $7.6 million from the Mid-Year Report due to less than
anticipated expenses related to storm water and brush management contracts, refuse disposal fees
for asphalt and concrete as a result of increased recycling, community plan updates, and
conservative spending.

Information Technology

General Fund departments are projected to be $417,000, or 1 percent, over budget in information
technology -at year-end. The unfavorable variance is primarily due to carry-forward
encumbrances which will be expended in Fiscal Year 2010 and will be offset by the release of
prior year appropriations to the General Fund reserve. The majority of the carry-forward
encumbrances are for annual maintenance and new or upgraded computer software for various
departments. The unfavorable variance declined by $718,000 from the Mid-Year Report due to
less than anticipated expenditures associated with upgraded computer software.

Other

General Fund departments are projected to be $531,000, or 1 percent, over budget in this
category at year-end. The unfavorable variance is primarily due to carry-forward encumbrances
which will be expended in Fiscal Year 2010 and offset by the release of prior year appropriations
to the General Fund reserve. The majority of the carry-forward encumbrances are for transfers to
storm water capital improvement projects. The unfavorable variance decreased by $2.5 million
from the Mid-Year Report primarily due to a lower transfer to Mission Bay and Regional Park
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Improvement Funds, which is contingent on the Mission Bay Rents and Concession revenue that
dramatically decreased due to the economic downturn.

Capital Expenditure

General Fund departments are projected to be $2.5 million, or 52 percent, under budget. The
majority of these savings are due to postponing an upgrade of the Fire-Rescue Department’s
Station Alerting System and conservative spending in various departments. The favorable
variance increased by $1.6 million from the Mid-Year Report due to the postponement of the
Station Alerting System. The Fire Department is currently evaluating a pilot Station Alerting
System and will proceed with implementation department-wide in Fiscal Year 2011.

Energy and Utilities, CIP Contingency and Debt

General Fund projections reflect spending in the areas of energy and utilities, CIP contingency
and debt to be on target with the current budget and are comparable with the Mid-Year Report.

Department Expenditures

Table 12: FY 2010 Significant General Fund Expenditure Variances by Department, displays the
departments with projected over or under budget expenditure variances of $500,000 or greater.
These variances are discussed following the table. Attachment II: General Fund Projected
Expenditures includes projections for all General Fund departments.

Current Year-End Under Budget/ Variance
Department Budget Projection (Over Budget) Yo
Police $ 393,161,435 $ 373,065,638 3 20,095,797 5%
Storm Water 36,165,274 40,213,613 (4,048,339) 11%
Citywide Program Expenditures 52,921,079 49,747,347 3,173,732 6%
City Planning and Community Inv. 14,261,202 12,376,897 1,884,305 13%
Administration 3,812,779 2,645,560 1,167,219 31%
Engineering and Capital Projects 62,650,957 61,557,155 1,093,802 2%
City Attorney 37,785,738 36,806,307 979,431 3%
Park and Recreation 84,426,134 85,347,226 (921,092) 1%
General Services 65,556,678 66,263,153 (706,475) 1%
City Auditor 2,531,204 3,220,451 (689,247) 27%
DSD-Neighborhood Code Comp. 6,399,880 5,767,165 632,715 10%
Environmental Services 36,872,562 36,252,162 620,400 2%

Police

The Police Department is projecting to end the year with expenditures under budget by $20.1
million, or 5 percent, which is similar to the Mid-Y ear Report. This variance is attributed to
$21.1 million in projected salary and fringe savings resulting from an average 118 vacant sworn
and non-sworn FTE positions per month due to a combination of attrition and the City’s hiring
freeze.
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Storm Water A
The Storm Water Department is projecting to end the fiscal year with expenditures $4.0 million,
or 11 percent, over the current budget of $36.2 million. The projected expenditure variance is
associated with the carry-forward encumbrances for storm water related contracts and will be
offset by the release of prior year appropriations to the General Fund reserve. The unfavorable
variance decreased by $2.6 million from the Mid-Year Report due to less than anticipated costs
associated with storm water related contracts in this fiscal year.

Citywide Program Expenditures

The total year-end projection for Citywide Program Expenditures is $49.7 million, which
represents a favorable variance of $3.2 million or 6 percent of the $52.9 million budget. The
favorable variance is primarily due to a lower transfer to Mission Bay and Regional Park
. Improvement Funds, which is contingent on the Mission Bay Rents and Concession revenue that
dramatically decreased due to the economic downturn.

City Planning and Community Investment

The City Planning and Community Investment Department is projecting to end the fiscal year
with expenditures $1.9 million, or 13 percent, under the current budget of $14.3 million.
Department savings increased by $419,000 compared to the Mid-Year Report due to community
plan update contracts that will not be in place by the end of the fiscal year.

Administration

The Administration Department is projecting to end the year with expenditures under budget by
$1.2 million, or 31 percent, which is similar to the Mid-Year Report. This is due to a new
contract awarded to San Diego Medical Services Enterprise, LLC for Emergency Medical
Transport Services, which resulted in estimated savings of over $1.0 million.

Engineering and Capital Projects

The Engineering and Capital Projects Department is projecting to end the fiscal year with
expenditures $1.1 million, or 2 percent, under the current budget of $62.7 million. The favorable
variance is mainly attributed to the current vacancies throughout the department.

City Attorney

The City Attorney is projecting to end the fiscal year with expenditures under budget by
$979,000 or 3 percent of the current budget of $37.8 million. The favorable variance increased
by $882,000 from the Mid-Year Report as a result of vacancy savings, conservative spending
and delayed implementation of the new civil case management system.

Park and Recreation

The Park and Recreation Department’s current budget is $84.4 million. The department projects
to end the fiscal year with $921,000, or 1 percent, of expenditures over the current budget. The
unfavorable variance is primarily due to carry-forward expenses related to landscape
maintenance contracts which will be expended in Fiscal Year 2010 and offset by the release of
prior year appropriations to the General Fund reserve. The department’s expenditures decreased
by $1.6 million from the Mid-Year Report due to delays related to a brush management contract.
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General Services

The General Services Department’s current budget is $65.6 million. The department projects to
end the fiscal year with $706,000, or 1 percent, of expenditures over budget, which is similar to
the Mid-Year Report. The projected expenditure variance is due to carry-forward encumbrances
for slurry seal contracts and asphalt materials, which are offset by the release of prior year
appropriations to the General Fund reserve.

City Auditor

The City Auditor is projecting to end the fiscal year with expenditures over budget by $689,000
or 27 percent, which is similar to the Mid-Year Report. The variance is primarily attributed to the
expenses for the Fiscal Year 2009 annual audit, which will be offset by the release of prior year
appropriations to the General Fund reserve.

Development Services — Neighborhood Code Compliance

The Neighborhood Code Compliance Division is projecting expenditures to be 10 percent, or
$633,000 under the current budget, which is comparable to the Mid-Year Report. This favorable
variance is primarily due to vacancies which are not planned to be filled this fiscal year.

Environmental Services

The Environmental Services Department is projecting to end the year with expenditures under
budget by $620,000 or 2 percent. The favorable variance is primarily due to vacancy savings and
conservative spending. The department’s projected expenditures increased by $233,000 from the
Mid-Y ear Report due to increased tonnage collected.

NON-GENERAL FUNDS

Projections based on the first nine accounting periods of Fiscal Year 2010 are provided in
Attachment III: Non-General Fund Projections for all non-general funds with staff. Non-general
funds have also included expenditures associated with prior year encumbrances in the Fiscal
Year 2010 projections. In contrast to the General Fund, non-general funds will retain prior year
appropriations during this transition year and the carry-forward budgets are included in this
report. The new procedure regarding the treatment of prior year encumbrances will be fully
implemented for non-general funds in Fiscal Year 2011. Also note that expenditures associated
with the Capital Improvements Program are not included in the current budget or projections
provided below or in the attachment. Those funds with significant budgetary variances in
revenues or expenditures of $500,000 or more are displayed in Table 13: FY 2010 Significant
Non-General Fund Expenditure Variances and are discussed below.

Central Stores Fund

The Central Stores Fund expenditure projection is under budget by $10.8 million or 31 percent of
the current budget of $34.2 million. The favorable expenditure variance is due to the carry-
forward budget for citywide open purchase order encumbrances. These encumbrances are not
anticipated to be fully expended until next fiscal year. Projected year-end revenues in the Central
Stores Fund exceed projected expenditures by $131,000.
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Current Year-End Variance Variance

Fund Revenue/Expenditure Budget Projection Amount Yo
Central Stores Exp $ 34,194,715 $ 23,437,452 $ 10,757,263 31%
City Airport Exp 4,214,381 5,152,562 (938,181) 22%
Development Services Rev 45,868,370 40,685,099 (5,183,271) 11%
Exp 44,476,673 34,832,213 9,644,460 22%
Emergency Medical Services Rev 7,327,295 6,125,179 (1,202,116) 16%
Exp 8,921,076 5,892,413 3,028,663 34%
Fleet Services Rev 47,378,809 46,086,675 (1,292,134) 3%
Exp 56,400,566 46,820,532 9,580,034 17%
PETCO Park Exp 23,426,528 22,081,412 1,345,116 6%
QUALCOMM Stadium Rev 18,528,129 17,212,381 (1,315,748) 7%
Exp 18,951,939 18,309,717 642,222 3%
Recycling Rev 15,866,794 18,597,766 2,730,972 17%
Exp 22,549,656 19,465,077 3,084,579 14%
Refuse Disposal Exp 39,559,227 32,585,330 6,973,897 18%
Sewer Rev 449,332 556 414,236,357 (35,096,199) 8%
Exp 381,517,639 346,837,759 34,679,880 9%
Water Rev 513,630,272 440,890,175 (72,740,097) 14%
Exp 389,809,898 350,989,153 38,820,745 10%
Wireless Com. Technology Rev 8,824,943 9,454,849 629,906 7%
City Airport Fund

The City Airport expenditure projection is over budget by $938,000 or 22 percent of the current
budget of $4.2 million. The unfavorable expenditure variance is primarily due to an
unanticipated Federal Aviation Administration (FAA) requirement to remove gypsum at Brown
Field Airport. Projected year-end revenues in the City Airport Fund exceed projected
expenditures by approximately $547,000.

Development Services Enterprise Fund

The year-end expenditure projection for the Development Services Enterprise Fund is $9.6
million, or 22 percent, under the current budget of $44.5 million. Revenues are projected to be
$5.2 million, or 11 percent, under the revenue budget. The expenditure variance is due to fringe
savings associated with staffing vacancies captured in the $9.2 million vacancy reduction from
the salary category. In addition, the fund is projecting savings in contract expenditures due to
less than anticipated development permit activity. The under budget revenue is due to a decrease
in licenses and permits as a result of the current economic downturn, which is partially offset by
$2.1 million in fee increases approved by City Council. Projected year-end revenues in the
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Development Services Enterprise Fund exceed projected expenditures by approximately $5.9
million.

Emergency Medical Services Fund

The Emergency Medical Services Fund’s expenditure projection is under budget by $3.0 million
or 34 percent of the current budget of $8.9 million and the revenue projection is under budget by
$1.2 million or 16 percent. This favorable projected expenditure variance is primarily due to
anticipated overtime savings. The under budget revenue is due to a reduction in the General Fund
transfer as a result of a new contract awarded to San Diego Medical Services Enterprise, LLC for
emergency medical transport services. This new contract resulted in an estimated savings of over
$1.3 million. The fund projects to end the year with $233,000 of revenue in excess of
expenditures.

Fleet Services Internal Service Fund

The year-end expenditure projection for the Fleet Services Internal Service Fund is $9.6 million,
or 17 percent, under the current budget of $56.4 million. Revenues are also projected to be under
budget by $1.3 million or 3 percent. The expenditure variance is primarily due to less than
anticipated fuel costs. The unfavorable revenue variance is due to less reimbursement from the
Fire-Rescue Department as the result of a correction to vehicle usage charges. This fund projects
year-end expenditures to exceed revenues by $734,000, which will be covered by fund balance.

PETCO Park Fund

The year-end expenditure projection for the PETCO Park Fund is $1.3 million, or 6 percent,
under the current budget of $23.4 million. The expenditure variance is due to less than
anticipated expenses as a result of a decline in attendance. Year-end expenditures are projected
to exceed revenues by approximately $4.7 million, which will be covered by fund balance.

QuaLcoMmMm Stadium Operating Fund

The QuALCOMM Stadium Operating Fund is projecting under budget expenditures of $642,000
or 3 percent. The favorable expenditure variance is due to delays in contracts and less than
anticipated gas and electricity costs. Year-end revenues are projected to be under budget by $1.3
million, or 7 percent, as a result of losing several major stadium events. Year-end expenditures
are projected to exceed revenues by approximately $1.1 million, which will be covered by fund
balance.

Recyeling Fund

The Recycling Fund projects expenditures to end the year $3.1 million, or 14 percent, under the
current budget of $22.5 million. Similarly, a $2.7 million, or 17 percent, favorable variance is
projected in revenue. The positive variance in expenditures is primarily attributed to vacant
positions in the department due to efficiencies. In addition, the fund is realizing less than
anticipated assignment fees for over age vehicles that have not been replaced. The projected over
budget revenue is primarily due to an-increase from the sale of recyclable commodities and
higher than anticipated tonnage. The fund projects to end the year with $867,000 of expenditures
in excess of revenues, which will be covered by fund balance.
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Refuse Disposal Fund

The Refuse Disposal Fund projects $7.0 million, or 18 percent, of expenditures to end the year
under the current budget of $39.6 million. This variance is attributed to reduced costs associated
with a decline in tonnage being deposited in the City landfill. Year-end expenditures are
projected to exceed revenues by approximately $1.0 million, which will be covered by fund
balance.

Sewer Funds

The Sewer Funds are projecting year-end expenditures to be under the $381.5 million current
budget by $34.7 million, or 9 percent. Under budget revenues of $35.1 million, or 8 percent, are
also projected. The expenditure variance is due to delayed contracts and less than expected
maintenance supplies for wastewater plants. There are additional savings resulting from the
budgeted contingency reserve that is not planned to be spent, vacancies in the department, and
efficiencies resulting from the restructure with the Water Fund. The under budget revenue is
primarily due to a decrease in reimbursement of bond proceeds based on a lower capital
improvement projects execution rate, commercial and residential permit activities, users
adherence to water conservation efforts and less than anticipated revenue from participating
agencies for wastewater treatment.

Water Department Fund

The Water Department Fund projects year-end under budget expenditures of $38.8 million, or 10
percent, of the $389.8 million budget. An unfavorable revenue variance of $72.7 million, or 14
percent, is also projected. The expenditure variance is primarily due to a revised allocation of the
Indirect Potable Reuse Project (IPR) expenses from a single year (Fiscal Year 2010) to multiple
years (Fiscal Years 2010 — 2012). Other contributing factors include the budgeted contingency
reserve that is not planned to be spent, savings in energy due to the delay in ozone generation
and vacancy savings. The unfavorable revenue variance is primarily due to a decline in the
capacity fee charge as the result of a decrease in large-scale commercial building permit activity
and less than anticipated interest earnings. Additionally, the Water Department Fund is
projecting less than anticipated reimbursement revenue from various service level agreements, a
decrease in reimbursement of bond proceeds based on a lower capital improvement projects
execution rate, and users adherence to water conservation resulting in reduced water sales.

Wireless Communications Technology Fund

The Wireless Communications Technology Fund revenues are projected to be over budget by
$630,000, or 7 percent. The favorable variance is due to unanticipated revenue from outside
agencies for wireless communication services. Year-end expenditures are projected to exceed
revenues by approximately $97,000, which will be covered by fund balance.

ATTACHMENTS

L. General Fund Projected Revenues

IL. General Fund Projected Expenditures
III.  Non-General Fund Projections
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