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CITIES OF LOS ANGELES COUNTY

Fiscal Health, Governance, Financial Management and Compensation
EXECUTIVE SUMMARY

The Los Angeles County Civil Grand Jury (Grand Jury) requested information from all 88
incorporated cities in Los Angeles County to determine the fiscal health of those cities. It also
sought to determine if the cities were following the “best practices” for governance and financial
management, as established by the Government Financial Officers Association (GFOA). This
report expands on a previous investigation from the 2011-2012 Grand Jury that studied the 23
charter cities in the County and follows reports in the media of California cities in financial
distress. This report also looks at the issue of employee compensation and recent legislation.
(Government Code section 8546.10.)

Fiscal health of cities in Los Angeles County has been severely impacted by the economic
downturn that began in 2008. The cities have responded to the downturn and have made
substantial efforts to reduce costs consistent with reduced revenues. For example, most cities
have improved their asset to liability ratio and have increased their total net assets.

Governance describes the role of a city council in providing leadership for a city. There should
be a strategic plan for planning and performance measurements. While most cities responded that
they have adopted performance measures to evaluate progress on priorities, only a few had
documented such measures. Cities must develop and report on performance measures. These
measures should be focused on results, and information should be provided for several years to
evaluate progress.

Effective governance also requires a definition of roles and relationships, especially between the
city council and city executive. It is important for city councils to provide clear direction for the
city executive, and evaluate the executive with performance reviews. A best practice is to
develop a detailed description of the city council-executive relationship. This can improve the
effectiveness of both. The Grand Jury found that all cities have adopted or are in the process of
adopting a conflict of interest policy, and an investment policy.

Financial management describes the process responsible for managing and protecting the
resources of the city and is directly related to fiscal health. Effective fiscal management requires
adequate systems of internal controls to insure funds are used for intended purposes. Along with
interviewing members of the Los Angeles County Treasurer-Tax Collector’s office, the Grand
Jury has studied the extensive “Best Practices and Advisories” from the GFOA. This nationally
recognized association has developed best practices to provide guidance on sound financial
management. Many city officers in Los Angeles County are members of this organization, which
is a leader in establishing responsible policy. These best practices served as a basis for evaluating
the fiscal management practices of the cities.

Compensation for city employees who earned over $200,000 per year is also addressed in this
report.
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New legislation (AB187, codified as Government Code section 8546.10) permits the California
State Auditor to investigate high risk cities, but requires legislative funding.

BACKGROUND

There have been recent problems in the cities of Bell, and Vernon. In addition, there are fears of
bankruptcy in the city of Duarte and other cities. One of the most important obligations of the
Grand Jury is as a government watchdog. Last year’s Grand Jury undertook the “Charter Cities’
Fiscal Health, Governance and Management Practices” investigation. Of the twenty-five (25)
Charter cities within Los Angeles County, twenty-three (23) Charter cities were chosen because
their greater autonomy allows for greater potential for abuse. The recommendations resulting
from this investigation and the implementation progress are presented in Appendix D. None of
the sixty-three (63) “General Law” cities within Los Angeles County were investigated in last
year’s report. This year’s 2012-2013 Grand Jury decided to expand the investigation to all 88
cities within Los Angeles County including all Charter and General Law cities as the current

economy has increased the risk of bankruptcies. [City of Bell, Los Angeles Times Feb. 24, 2011], [City of
Vernon, The Economist May 7, 2011], [City of Duarte, CBSLA.com July 31, 2012]

METHODOLOGY
The following outlines the methodology used for this investigation:

1. Obtained and reviewed the Comprehensive Annual Financial Report (CAFR) or Financial
Statements for each of the 88 cities, if available.

2. Developed financial ratios and criteria to rate the financial health of the cities.
3. Ranked the cities based on the financial ratios and criteria.
4. Identified best practices criteria related to governance and financial management.

5. Developed and administered a questionnaire (both hard copy and online) to each of the
general law cities as well as the charter cities of Los Angeles and Long Beach. This
questionnaire was used to identify their current practices related to governance, and
financial management.

6. Developed and administered a questionnaire (both hard copy and online) to each of the
23 charter cities included in the previous investigation. This questionnaire was used to
update previous responses, and identify changes in their governance and financial
management practices since the previous questionnaire.

7. Reviewed and analyzed each city’s response to the questionnaire.

8. Requested supporting documentation and explanations of responses for each section of
the questionnaire.
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9. Reviewed responses to the questionnaire, supporting documentation, and explanations
and developed findings.

10. Reviewed the reasonableness of salaries and compensation as obtained from the
California State Controller’s Office.

DISCUSSION
Fiscal Health

Cities in Los Angeles County, like local governments throughout California and the nation, have
been severely impacted by the economic downturn that began in 2008 and continues. The cities
have responded to the economic downturn and have made substantial efforts to reduce costs
consistent with reduced revenues.

e Most cities expended more than they received in total revenues in all funds for both
FY’s2010-11 and 2011-12. The percentage of expenditures over revenues did decline,
from 12.5% in FY 2010-11 to 6.2% in FY 2011-12. There are also signs cities’ financial
health is improving in terms of net assets. Most cities (63 of 84) had a ratio of total
assets to liabilities greater than 2.0 in FY 2010-11, with an average ratio of 5.45. This
improved for FY 2011-12, with even more cities (73 of 77) with a ratio greater than 2.0,
and an average ratio of 8.92.

e Most cities also had improvements in their total net assets during both FY 2010-11 and
FY 2011-12. Most cities’ (53 of 84) total net assets increased in FY 2010-11, and even
more cities’ (58 of 77) total net assets increased in FY 2011-12. The average change in
net assets was 1.2% for FY 2010-11, and 24% for FY 2011-12.

e For city general funds, most cities (52 of 84) received more in revenues than they spent
on general fund governmental activities during Fiscal Year 2010-11. On average, cities
spent 1.7% more than received in general fund revenues. Most cities (46 of 77) also
received more in revenues than spent on these activities during FY 2011-12. On average,
cities spent 1.5% more than received in general fund revenues.

¢ The city general fund balance also increased for most cities (47 of 84) in FY 2010-11.
The general fund balance increased for fewer than half the cities (32 of 77) for FY 2011-
12. On average, city general fund balance declined 3.8% in FY 2010-11, and declined
14.5% in FY 2011-12. ,

¢ Most cities (55 of 84) had an unassigned general fund reserve for emergencies and
other unforeseen needs equal to 2 months of regular general fund revenues as
recommended in FY 2010-11. Most cities (47 of 77) also had such a reserve in FY 2011-
12. The average unassigned general fund reserves percentage of regular general fund
operating expenditures was 51.4% in FY 2010-11, and 38.3% in FY 2011-12.
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Governance Practices
Governance describes the role of a city council in providing leadership for an organization.

Strategic planning is a key tool for the city council to provide the overall direction for
the city, and overseeing the city’s performance. Several cities had developed
comprehensive strategic plans. Others held regular strategic planning sessions with the
city council to discuss strategic issues and provide needed direction. Many other cities
focused on short-term or budget related goals, which do not provide the appropriate
strategic focus and direction for these cities. Cities that have not developed and adopted
a strategic plan that articulates the mission, vision, core values and priorities (goals and
objectives) for the city should do so.

Another key tool is performance measures or indicators to evaluate progress on
priorities. Most cities said they had adopted performance measures or indicators, but
only a few cities provided documentation. Cities that have not developed and reported on
performance measures or indicators to evaluate progress on priorities should do so.
These performance measures should be quantified, focused on results, and information
should be provided for several years to allow evaluation of progress over time.

Formal definitions of roles and relationships are critical to effective governance,
especially for the city council and executive (city manager or city administrator). It is
also important for city councils to provide clear direction for the executive through
specific goals and objectives and performance reviews of the executive. All cities had
defined basic roles and provided the legal framework for the city council and executive
through the charter and / or municipal code. A best practice is to go beyond this basic
framework and develop a more detailed description of the relationship. This more
extensive “governance framework” can improve the cohesion and effectiveness of both
the city council and the executive. City councils should develop a “governance” policy
that more specifically defines the relationship between the council and executive. City
councils that do not develop specific annual goals for the city’s executive and conduct
meaningful evaluations annually should do so.

Adopting appropriate policies is another key element of effective governance. Two
policies that cities are required to adopt by California Government Code are a “Conflict
of Interest” policy and an “Investment” policy. All cities have adopted or are in the
process of adopting a “Conflict of Interest” policy, and all have adopted an “Investment”
policy.

Financial Management Practices

Financial management within each city is responsible for managing and protecting the financial
resources and assets of the city. Effective financial management requires adequate systems of
internal controls to ensure funds are used for intended purposes, and transparency and reliability
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of financial reporting. The Government Finance Officers Association developed recommended
best practices to provide guidance on sound financial management practices.

These best practices in each of the following areas served as the basis for evaluating the financial
management practices of the cities:

Establishing an audit committee is a best practice for the city council to provide
independent review and oversight of financial reporting processes, internal controls, and
independent auditors. Most cities have not established a formal audit committee with the
responsibility for monitoring and overseeing financial reporting. Cities should formally
establish an audit committee and make it directly responsible for the work of the
independent auditor.

Annual independent audits are required by each city and are important in preserving
the integrity of public finance functions and maintaining the public’s confidence. All
cities require their auditors to comply with independence standards and most select their
auditors through a competitive process. Most also preclude the auditor from providing
non-audit services. Cities should continue requiring compliance with standards of
independence for the external auditor. Cities that do not currently select the auditor
through a competitive process should do so. Cities that allow the auditor to provide non-
audit services should ensure appropriate review and approval of those services.

Formal documentation of accounting policies and procedures is an essential
component in providing effective controls over accounting and financial reporting.
Several cities did not have documented accounting policies and procedures, and most of
those that did could improve their documentation and maintenance of accounting policies
and procedures. Cities should review and update accounting policies and procedures to
ensure they are appropriately detailed and define the specific authority and responsibility
of employees. Cities should also establish a policy requiring policies and procedures to
be reviewed annually and updated at least once every three years.

Most fraud, abuse, and questionable practices are identified through reporting by
employees or members of the public. The Government Finance Officers Association
recommends establishment of policies and procedures to encourage and facilitate
reporting of fraud, abuse and questionable practices. This should include a formal ethics
policy, and practical mechanisms for confidential and anonymous reporting. Several
cities had very comprehensive and detailed policies and procedures including definitions
of fraud and abuse, clear responsibilities for employees and management personnel, and
guidelines and steps for investigating allegations and reporting the results. However,
most cities could improve their policies and procedures for reporting fraud, abuse, and
questionable practices. Cities should review and update policies and procedures for
reporting fraud, abuse, and questionable practices including a practical mechanism, such
as a hot line, to permit the confidential, anonymous reporting of concerns.

Internal controls are important to safeguard city assets from error, loss, theft, misuse,
misappropriation, and fraud. The Government Finance Officers Association recommends
internal controls over financial management be documented, provide practical means for
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employees to report management override of controls, periodic evaluation of internal
control procedures, and development of corrective action plans to address identified
weaknesses. Two cities had developed comprehensive procedures for internal controls.
However, most cities provided no specific documentation of internal control procedures,
or made minor mention of internal controls procedures as part of their financial and
accounting policies and procedures. Most cities also relied on their external auditor for
internal control reviews during the annual audit. These reviews are typically limited to
review of internal controls over financial reporting and compliance, and do not include an
opinion on internal controls. Internal controls to ensure there are adequate procedures in
place to protect public funds are the responsibility of city financial management. Cities
should develop comprehensive procedures for internal controls over financial
management.

e The internal audit function serves as an additional level of control and helps improve the
overall control and risk environment. Most cities do not have a formal internal audit
function. Several state that, given the small size of their city, an internal audit function
and staff could not be justified. All cities should establish a formal internal audit
function.

o Setting aside adequate funds is necessary for use in emergencies, revenue shortages, or
budget imbalances. The Government Finance Officers Association recommends that
governments establish a formal policy on the level of unrestricted or unassigned fund
balance that should be maintained in the general fund, and that this balance should
provide no less than two months of regular general fund operating revenues or
expenditures. Many cities do not have such a policy, and most who do have not
established a minimum of two months of regular general fund operating revenues or
expenditures. Cities that do not have policies and procedures regarding general fund
unrestricted or unassigned fund balance should develop such policies.

¢ Ensuring transparency and reliability of financial reporting is a key responsibility of
financial management. Financial statements and information provide the public with
information on how their city is using its resources, as well as the financial stability and
health of the city. The Government Finance Officers Association recommends
maintaining an adequate accounting system, issue timely financial statements and a
Comprehensive Annual Financial Report (CAFR) in compliance with standards, and
make the information readily accessible to the general public on the city’s website. All
cities maintain an adequate accounting system, most issue timely financial statements and
a CAFR, and most make the CAFR available on the city website. Cities that have not
developed and published a CAFR should do so. Cities that have not published financial
reports on the city’s website should do so.

Summary of Fiscal Health and Best Practices Results

The following exhibit shows a summary of each city’s average ranking and number and
percentage of positive responses to the best practices questionnaire. For financial health, each
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city’s rank on each of the six criteria for financial health is averaged for both FY 2011 and FY
2012. The best practices questionnaire included a total of 32 possible positive responses. The
number and percentage of positive responses for each city is presented, as well as the ranking of
each city compared to all the other cities.

Exhibit 1: Summary of Fiscal Health and Best Practice Questlonnalre Results
Fmanclal Health I =

Best Practices Questwnnau'e

Average Ranking | Number Positive Percent Positive Rank Among
Cxty FY 2011 | FY 2012 Responses Responses Cities

_goura Hils | 34 3 | 25 8% ] 31
Alhambra 32 42 21 66% 55
Arcada 0 | a9 | a7 | 95 . 64
Artesia 38 47 18 56% 78
Avalon L NA | NA L 18 sy 1.
Azusa 55 NA 19 59% 73
BaldwinPark . | 4 | % | 2w 919 P 9
Bell 36 NA 19 59% 73
BellGardens. = = 06 iy F 0 00 63% ] 64 ,
Bellflower 26 30 21 66% 55
BeveryHills =~ | 55 | 95 |} 27 ‘8% ] 120
Bradbury 53 69% 1N 49

| Burbank - . e
Calabasas 45 27 84% 20
Carson. ~ ‘ 1§81 sas L 98
Cerritos 28 88% 14

Claremont 23 2% A

Commerce 33 | 23 72% ‘ 41
’* NA } . 21 . 66% 55

Compton

Covina % 27 57 26 81% 25
togdahy... =~ > 34 L9 1 o 28% . 1 87
Culver City 61 37 30 94% 3

| DiamondBar | 14 [ 51 55 | 63% 1 s ~
Downey 44 55 29 91% 7 ;
IDuate. . . . | 48 | 16 | . 09Q | 88 ¢ 14
El Monte 37 41 22 ‘ 69% 49
ElSegundo 43 ,”"‘60 4 27 Lfff“fik84%? ;jf;::?’ “‘1{'?’;7‘75 :;2'0 -
Gardena 44 42 23 72% 41
|Glendale = = | 47 ¢ s7 f 30 94% 3
Glendora 30 49 22 69% 49
'Hawaiian Gardens | 24 I 19 . sou; | a0

Hawthorne 20 _63% 64
Hermosa Beach 24 o 95% .. 36
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Exhibit 1: Summary of Flscal Health and Best Practice Questlonnalre Results

City
Hidden Hills

;.ii Best Practices Questlonna,,-e .

Average Rank]nL

FY 2011 | FY 2012

Number Positive
Responses

Percent Positive
Responses

Rank Among
Cities

29 7

18

56%

78

Huntington Parkc__

35 NA |

Industry

30 48

21

66%

55

9

_28%

87

Inglewood

EEEE

53%

83

Irwindale

26

81%

25

La Canada Flintridge

Ty 0
29 44
B

32 1

26 .

81%

25

La Habra Heights

48 NA

23

2%

41

LaMirada

38

21

66%

55

La Puente

29 41

24

75%

36

La Vemne

60 o

38 1

26

81%

25

Lakewood

>4 27

25

78%

31

Lancaster

a0

24

5%

36

LaWndaIe

50 NA

23

72%

41

Lomita

20

- 63%

64

Long Beach

56 51

31

97%

1

LOS Angeles G

T

44 |

27

_90%

13

Lynwood

26 53

29

91%

7

Malibu

26

81%

25

Manhattan Beach

7 34

20

| 63%

64

MayWood

52 NA 1

_56%

78

Monrovia

26

81%

25

Montebello

37 58

19

9%

73

Monterey Park |

36 39

29

91%

7

Norwalk

48 30

19

59%

73

Palmdale

51 37

29

91%

7

Palos Verdes Estates

54

39::%&: 1

20

63% -

o4

Paramount

62 29

21

66%

55

Pasadena e

s | 45 -

28

8%

14

Pico Rivera_

31 45

28

88%

14

Pomona

41 51

29

. 91%

7

Rancho Palos Verdes

42 11

20

63%

64

Redondo Beach k::#;f‘i T

TR e

i

Rolling Hills

Rolling Hills Estates |

42 40

22

69%

49

65

27

84%

20

Rosemead

55 34

23

72%

41

| San Dimas

23

2%

41

San Fernando

28 58

14

44%

85

San Gabriel

a3

61 |

3

D%

e

San Marino

33 | 38

22

69%

49

Santa Clarita

L 27

39

24

36
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Exhibit 1: Summary of Fiscal Health and Best Practlce Questionnaire Results
| Finsncial Health

. Best Practices Questmnna;re

Average Ranking | Number Positive Percent Positive Rank Among
City FY 2011 | FY 2012 Responses Responses Cities
Santa Fe Springs 47 34 17 53% 83
[SantaMonica | ¢ | 24 | 20 Nres. | e
Sierra Madre 35 42 25 78% 31
SignalHill 2% | 97 L 35 9a%, 3
South El Monte 16 18 22 69% 49
SouthGate | 45 | 136 i 21 e,
South Pasadena *‘ 82 32 55
TempleCity 58 | 31 | Ao 3l
Torrance 56 14
Vernon b 39 a3
Walnut 44 20
West Covina 32 85
West Hollywood 55 14
Westlake Village =~ | 41 | 36
Whittier 36 55

Employee Compensation

Until recently, there has been a lack of transparency and accountability for actual annual
compensation for some city employees. In 2010 reports revealed that some administrators in the
cities of Bell and Vernon were receiving disproportionately high compensation. In response to
these reports, the State Controller began requiring counties, cities, and special districts to report
government compensation to be posted on the Controller’s website to promote transparency.

The information provided includes the approved salary range, as well as the actual compensation
received by each employee as reported to the U.S. Internal Revenue Service. City councils and
members of the public should annually review the actual compensation received by employees of
their city. The taxable compensation for employees receiving over $200,000 in 2011 is listed by
city and position title in Appendix C of this report.

As part of this investigation the Grand Jury requested information on city employee
compensation for those employees receiving over $200,000 in taxable compensation in calendar
year 2011. The following exhibit shows the number of employees receiving over $200,000 in
taxable compensation for each of the cities. The exhibit also shows the population of each city,
and the number of employees with taxable compensation over $200,000 by department or
function.
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Exhibit 2: Employees with Compensation over $200,000

Wlth Clty Po ulatlon and Employee Department / Function
,,,,,,,, . Employees by Department/ Function
Number of 2 Ez = é @ g % S g
City Employees City Population | = £ Eﬂ 3 = :;. g E g
= = =

Agoura Hills - 1 233871 1|
Alhambra 1 89,501 | 1
Arcadia 1 segIg N 1L |
Avalon 1 3,559 1
Azusa 3 19007 1 T i 1
Bell Gardens 1 77,312 1
Bellflower i 7002 1
Beverly Hills 64 36204 | 1 4 | 21 | 18 | 9 | 11
Burbank 4 do8469 0 1 | 2 | {4 | 2 5
Calabasas R 23,788 | 1
Carson 1 w07 1
Cerritos 1 54,946 1
Claremont 1 37608 1
Commerce 1— 13,581 1
Compton 1 199769 | 1
Covina 2 49,622 1 1
Cudahy = e 1
Culver City 14 40,722 2 1 1 5 3 1 1
Diamond Bar T e o E : |
Downey 9 113,715 3 4 1 1
Duarte 1 23,124 1
El Monte 5 126,464 1 4
El Segundo 10 dgoae e ¢ o E 7S
Gardena 1 61,927 1
Glendale 15 207902 | 1 2 e Ao
Glendora T—_ 52,830 _1_
Hawaiian Gardens | 1 15884 | 1 1
Hawthormne 3 90,145 1 1 1
Hermcy;-B’cacmff 2 ’—19,599 1 i1
Huntington Park 1 64,219 1
La Mirada i 50015 L .
Lancaster 2 145,875 1 1
Long Beach s Wl L n e 4
Los Angeles 411 4,094,764 11 1 115 20 224 40
Lynwood 2 o | nee ~
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Exhibit 2: Employees with Compensation over $200,000

Wlth Cit Po u atlon and Employee Department / Function

City Population: California Department of Finance, January 2010.
Note: Cities not listed did not have any employees with taxable compensation over $200,000.

__Employees by Department / Function
>, E’n = g @ 3 °E 5 5
City gl‘:;‘z‘;fezsf City Population | £ g g § E| 2 § E £
Malibu 1 13,765 | 1
Manhattan Beach e im0 e T
Monrovia 1 39,984 1
[Norwalk &= o0 1 LooalgEE e
Palmdale 3 152,622 | 1 1 1
Pdadena |0 | 8 L Bise 1 =
Pico Rivera 1 66,967 1
Pomona 7 163,683 | e |
Redondo Beach 7 68,105 1 1 4 1
Rosemead a0 57.756 1 . i
San Dimas 1 36,946 | 1
San Fernando 1 25366 1
San Gabriel 1 42,984 1
Santa Clarita R  E =
Santa Fe Springs 13 17,929 o 13
[ SantaMonica | 64 a2 Ll a1
Signal Hill 1 B 11,465 | 1
Temple City | 1 3R o - - o L 1_ .
Torrance 4 149,717 | 2 1 1 8 | 19 3
Vernon T M 2
Walnut 1 32,659 1
West Covina 6 1 112890 = o s 2
West Hollywood 5 37,8(3‘_ 2 1 ’ 2
Westlake Village | 1 0 amgp 1k Lo L b =
Whittier 1 87,128 | 1
Totals | T ‘ JetJa] 1w 2] o [265] 72
Sources:

Compensation Information: California State Controller’s Office “Government Compensation in California.” (http://publicpay.ca.gov).

The taxable compensation for all employees receiving over $200,000 in 2011 is listed, by city
and position title, in Appendix C of this report.
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DETAILED ANALYSIS

FISCAL HEALTH

Cities in Los Angeles County, like local governments throughout California and the nation, have
been severely impacted by the economic downturn that began in 2008. Property tax revenues
received by these cities have declined substantially consistent with the decline in property values
and the reduction in the sale and turnover of real property. Sales tax revenues have also declined
substantially, with consumers reducing their spending in response to new economic realities and
loss of consumer confidence.

At the same time, the cost of funding public pensions for city employees has been impacted as
well. The annual cost of pension obligations is partially determined by the earnings of pension
funds, primarily the California Public Employees Retirement System (CALPERS). With the
economic decline came market corrections, and substantial reductions in the investment earnings
of CALPERS. This resulted in increased rates and costs for cities to fund their employee
pension obligations.

The Public Employees’ Pension Reform Act of 2013 took effect on January 1, 2013. The
reforms in this law mainly affect new employees hired after its effective date. Most new workers
will have to work until age 67 to receive full benefits. Police and firefighters will have to work
until age 57 to receive a maximum benefit that is less than what most safety workers currently
receive. The amount of salary that qualifies for pension benefits will be capped at just under
$114,000 per year for workers who are covered by Social Security and just over $136,000 for
those who are not. Another important provision is equal cost sharing between the employer and
the employee. New employees will pay at least half the cost of their pensions. Current employees
who are not paying half may be required to pay more in the future. (Source: California Public
Employees’ Retirement System)

Cities have responded to the economic downturn and have made substantial efforts to reduce
costs consistent with reduced revenues. These efforts include hiring and pay freezes for
employees, furlough days for existing employees, increased cost to employees for benefits
(health care and retirement), and in some cases significant employee layoffs. In some cases
cities have also reduced the level of service provided to the community, with reduced hours of
operations and other reductions for some services.

To evaluate the financial health of the cities we obtained and reviewed the Comprehensive
Annual Financial Report (CAFR) or Basic Financial Statements for each city for Fiscal Years
2010-11 and 2011-12, the most recent years of audited financial reporting available. We were
able to obtain this information from 82 of the 88 cities. The cities of Avalon, Bell, Compton,
Cudahy, La Habra Heights, and Maywood are in the process of completing their financial
statements and audits for these fiscal years.

We developed criteria for evaluating the fiscal health of these cities, and compiled and analyzed
the information from the financial statements. Most of the cities had two primary types of
activities — governmental and proprietary or business-type activities. Governmental activities
include the core government activities such as government administration, public safety,
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transportation, community development, and community services. These activities are reflected
in each city’s general fund. Proprietary or business-type activities include operating public
utilities (electrical power, water, parking, refuse collection, etc.) or other non-governmental
activities.

It is important to note that all financial information reported here is as presented by each city in
their financial statements audited by each city’s independent financial auditor.

The following are the criteria used, with definitions and explanations of each. Three of the
criteria are applied to all city funds, and three of the criteria are applied only to city general
funds.

¢ All Funds include each city’s general fund as well as any other funds for proprietary or
business-type activities which include operating public utilities (electrical power, water,
parking, refuse collection, etc.) or other non-governmental type activities.

o Net Revenue Percent is the percent of all revenues remaining after all city
expenditures. Revenues are the amount received by a city from taxes, fees,
permits, licenses, interest, intergovernmental sources, and other sources during
the fiscal year. Expenditures are the actual spending of governmental funds by
each city. If a city spends less than received the net revenues and percentage
would be positive. If a city spends more than received in revenues the net
revenues and percentage would be negative. The net revenue percent is
calculated by dividing net revenues by total revenues.

o Ratio of Assets to Liabilities is the total assets of a city divided by the total
liabilities of a city. City assets include funds available for use by the city, as well
as the value of any capital assets such as land, buildings and improvements,
machinery and equipment, and infrastructure. Liabilities include accounts
payable and long-term debt such as bonds, certificates of participation, pension
obligations, and insurance claims. Net assets are the total city assets less total city
liabilities. The ratio of assets to liabilities is calculated by dividing a city’s total
assets by its total liabilities. This ratio is an indicator of a city’s solvency and
ability to meet long-term obligations, including financial obligations to creditors,
employees, taxpayers, and suppliers; as well as its service obligations to its
residents. Ideally, cities would at minimum, have twice as many assets as
liabilities. This would give them an asset to liability ratio of 2.0 or better.

o Change in Net Assets is the difference from the beginning of the fiscal year to
the end of the fiscal year in the total city assets minus total city liabilities. This
change indicates the extent to which total city assets are increasing or decreasing.
Ideally, city net assets would be stable or increasing. Declining net assets indicate
cities are spending down their assets in order to meet current financial obligations.
The change in net assets is calculated by subtracting the previous fiscal year’s net
assets for each city from the current year’s net assets. If the result is a positive
number the net assets are increasing, if a negative number the net assets are
decreasing.
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e General Funds are used to fund core government activities such as government
administration, public safety, transportation, community development, and community
services.

o General Fund Net Revenue Percent is the percent of all general fund revenues
remaining after all city general fund expenditures. Revenues are the amount
received by a city from taxes, fees, permits, licenses, interest, intergovernmental
sources, and other sources during the fiscal year. Expenditures are the actual
spending of governmental general funds by each city. If a city spends less than
received the general fund net revenues and percentage would be positive. If a city
spends more than received in revenues the net general fund revenues and
percentage would be negative. The general fund net revenue percent is calculated
by dividing general fund net revenues by total general fund revenues.

o Change in General Fund Balance is the difference from the beginning of the
fiscal year to the end of the fiscal year in the total city general fund balance. This
change indicates the extent to which a city’s general funds are increasing or
decreasing. Ideally, city net general fund balance would be stable or increasing.
A declining general fund balance indicates cities are spending down their general
fund in order to meet current financial obligations. The change in general fund
balance is calculated by subtracting the previous fiscal year’s general fund
balance for each city from the current year’s general fund balance. If the result is
a positive number the general fund balance is increasing, if a negative number the
general fund balance is decreasing.

o Unassigned General Fund Balance is the portion of a city’s general fund
balance that is not assigned for a specific use and, therefore, available for
appropriation. The Government Finance Officers Association recommends each
city have an unassigned general fund reserve of no less than two months of
regular general fund operating revenues or regular general fund operating
expenditures. These are funds that have been formally set aside for use mn
emergencies, revenue shortages, or budget imbalances, as well as provide stable
tax rates, maintain government services, and to facilitate long-term financial
planning.

The exhibits on the following pages provide an overview of the results of the financial
information and criteria developed for each city. This includes the actual financial health criteria
(ratio or percentage), as well as how each city compares or ranks against each of the other cities
in Los Angeles County. This information is provided for both Fiscal Years 2010-11 and 2011-
12. More information on each of these fiscal health criteria, and the results of the comparison, is
contained within the sections following this exhibit.
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CITIES FISCAL HEALTH, GOVERNANCE AND MANAGEMENT

Net Revenue Percent — All Funds

Net Revenue Percent is the percent of all revenues remaining after all city expenditures.
Revenues are the amount received by a city from taxes, fees, permits, licenses, interest,
intergovernmental sources, and other sources during the fiscal year. Expenditures are the actual
spending of governmental funds by each city. If a city spends less than received the net revenues
and percentage would be positive. If a city spends more than received in revenues the net
revenues and percentage would be negative. The net revenue percent is calculated by dividing
net revenues by total revenues.

All Funds include each city’s general fund as well as any other funds for proprietary or business-
type activities which could include operating public utilities (power, water, parking, refuse
collection, etc.) or other non-governmental type activities. '

As the following Exhibit shows, only 21 of the 84 cities spent less on all activities (governmental
and business) during Fiscal 2010-11 than revenue received. The remaining 61 cities spent more
than they received in revenue. Both the cities of Vernon and Bradbury spent more than twice
what was received in revenues. On average, cities expended 12.5% more than they received in
revenue during FY 2010-11.

The exhibit also shows that only 22 of the 77 cities spent less on all activities (governmental and
business) during Fiscal 2011-12 than revenue received. The remaining 55 cities spent more than
they received in revenue. The City of Vemnon spent nearly 84% more than it received in
revenue. On average, cities expended 6.2% more than they received in revenue during FY 2011-
12.

Cities cannot sustain a pattern of spending more than received in revenue, and essentially not
living within their means during the fiscal year. Cities can balance their budgets by spending
down reserve funds, liquidating city assets, or increasing city debt or liabilities. Cities may also
have to make even more substantial reductions in city services.
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