
For the year ending June 30, 2007

City of Redondo Beach, California















 

December 18, 2007 
 
 
Honorable Mayor, City Council and 
   Citizens of the City of Redondo Beach: 
 
The Financial Principles of the City of Redondo Beach require we issue the Comprehensive Annual Financial Report by the second Council meeting in 
December of each year.  Pursuant to this requirement, we hereby submit the Comprehensive Annual Financial Report (CAFR) of the City of Redondo 
Beach, California (City), for the fiscal year ended June 30, 2007.  These financial statements are presented in conformance with generally accepted 
accounting principles (GAAP) and audited in accordance with generally accepted auditing standards by an independent firm of licensed certified public 
accountants.  
 
The primary purpose in providing this report, as defined by the City Charter, is to inform the Mayor and City Council of all financial and administrative 
activities of the previous fiscal year. In addition, this report is directed to two other groups:  the citizens of Redondo Beach and the financial community.  For 
the citizens, the report provides an opportunity to correlate City services and accomplishments with the expenditure of financial resources.  For the financial 
community, this report provides information necessary to evaluate financial practices of the City, assure their soundness in accordance with GAAP, and 
determine the financial capacity of the City to incur and service debt for long-range capital planning. 
 
Responsibility for the accuracy of the data presented and completeness and fairness of the presentation, including disclosures, rests with the City. 
Consequently, management assumes full responsibility for the completeness and reliability of all information presented in this report.  To provide a 
reasonable basis for making these representations, management of the City has established a comprehensive internal control framework that is designed 
to protect the City’s assets from loss, theft or misuse and to compile sufficient reliable information for the preparation of the City’s financial statements in 
conformance with GAAP.  Because the cost of internal controls should not outweigh their benefits, the City’s comprehensive framework of internal controls 
has been designed to provide reasonable, rather than absolute assurance that the financial statements will be free from material misstatement.  As 
management, we assert that, to the best of our knowledge and belief, this financial report is complete and reliable in all material respects. 
 
GAAP requires that management provide a narrative introduction, i.e., overview and analysis to accompany the basic financial statements in the form of 
Management’s Discussion and Analysis (MD&A).  This letter of transmittal is designed to complement the MD&A and should be read in conjunction with it. 
The City’s MD&A can be found immediately following the report of the independent auditors in the financial section of the CAFR. 
 



viii 

PROFILE OF THE CITY OF REDONDO BEACH 
 
The City of Redondo Beach, incorporated in 1892, is located in the South Bay part of Los Angeles County and spans 6.3 square miles. According to the 
State Department of Finance, Redondo Beach has a population of 67,495 as of January 1, 2007, reflecting a slight increase of 0.57% from its 2006 
population level of 67,112. The City remains a highly residential, non-industrial community. It is a highly-educated, upscale community where the median 
cost of a home is $789,000. 
 
Redondo Beach has significant concentrations of employment and retail activity in the northern industrial complex anchored by Northrop Grumann, while 
the South Bay Galleria anchors the east end of the City.  The Harbor/Pier area also contributes to the City’s economy, and an eclectic mix of specialty 
shops and services known as the Riviera Village is located at the south end. Based on the number of full-time employees, the top ten employers in 
Redondo Beach are Northrop Grumann, Beach Cities Health District, the City, Nordstrom, Redondo Beach Unified School District, Macy’s, Crown Plaza, 
Ocean Club Apartment Homes, DHL Global Forwarding, and the U.S. Post Office. 
 
The City is divided into five districts and operates under a Council-Manager form of government. One councilperson is elected from each district and serves 
a term of four years, with a limit of two full terms.  The Mayor is elected by the City at large, also limited to serving two full terms.  Other elected officials are 
the City Treasurer, City Attorney and City Clerk - all serving terms of four years, but can be re-elected an unlimited number of times.  The City Council is 
responsible for, among other things, passing ordinances, adopting the budget, establishing policy, appointing committees/commissions and appointing a 
City Manager. 
 
In addition to sitting as the governing board of the City, the Mayor and City Council act as the Board of Directors for various component units of the City: the 
Redondo Beach Housing Authority, the Redondo Beach Public Financing Authority, the Parking Authority of the City of Redondo Beach, and the 
Redevelopment Agency of the City of Redondo Beach.  The City Manager is responsible for carrying out the policies and ordinances of the City Council and 
for appointing the heads of the City’s various departments. 
 
The City provides a full range of municipal services.  These include public safety (police and fire protection), recreation and community services, library, 
parks, maintenance and improvement of streets and infrastructure, planning and zoning, housing, economic development, transit, and general government. 
The City also operates and maintains a harbor under a trust agreement with the State of California. 
 
The annual budget serves as the foundation for the City’s financial planning and control.  The City Council is required to adopt an annual budget on or 
before June 30 of each year for the General Fund, Special Revenue Funds, Enterprise Funds, Capital Projects Fund and Internal Service Funds.  The City 
also adopts a five-year capital improvement program and a redevelopment agency budget. 
 
The level of appropriated budgetary control is the total adopted budget, which is defined as the total budget for all funds and divisions, and all revisions and 
amendments approved by the City Council subsequent to the initial budget adoption.  The City Manager may authorize transfers within each fund and 
between line items or programs within each department; however, supplemental appropriations and transfers between funds during the budget year must 
be approved by four affirmative votes of the City Council.  Unexpended or unencumbered appropriations expire at the end of each fiscal year.  Encumbered 
appropriations and appropriations related to grants and donations are re-appropriated in the ensuing year’s budget by action of the City Council.  The City 
utilizes an encumbrance system, whereby commitments, such as purchase orders and unperformed contracts, are recorded as reserved fund balances at 
year end. 
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FACTORS AFFECTING FINANCIAL CONDITION 
 
Economic Outlook 
 
The economic outlook for the region remained healthy throughout FY 2006-2007.  Regional revenues were enhanced by a number of factors including a 
healthy real estate market, increased tourism, and strong consumer spending.  These factors generated increased property tax, transient occupancy tax, 
and sales tax revenues for the City during FY 2006-2007.  Looking forward, higher fuel and energy prices, the impact from the sub prime mortgage crisis, 
and increased inflationary pressures may have a negative impact on National, State, and local economic performance.  Another factor identifying a potential 
slowdown in the economy is the slight increase in the Redondo Beach unemployment rate, which increased slightly in 2006 to 2.7%, from 2.6% in 2005. 
 
Locally, during FY 2006-2007, the City saw a healthy 7.1% increase in assessed valuation growth.  Complimenting this economic trend was a 5.7% 
increase in retail sales tax revenue.  The City’s per capital retail sales continue to exceed the countywide average, ranking 32nd in total taxable retail sales 
out of Los Angeles County’s 88 cities.  Hotel occupancy rates remained strong at 77%.  A voter-approved occupancy tax, coupled with strong travel-related 
demand, represent other contributing factors to local economic strength. 
 
Economic Development 
 
The City’s economy and that of the entire South Bay continue to diversify.  The narrowly based defense and aerospace dependent economy of the 1990s 
has been broadened significantly with strong growth in tourism, trade, technology, film and media sectors.  The South Bay creates a disproportionate 
number of high paying jobs in the region.  However, one major economic development challenge is to keep the jobs of the information and knowledge-
based economy located here, given high housing costs. 
 
In order to continue to retain and attract business and stimulate tourism, the City must strive to maintain a business friendly attitude and to provide the 
highest quality in municipal services. 
 
The City’s major economic development efforts can be summarized as follows: 
 

• Providing support to businesses in the Artesia / Inglewood area and helping them capitalize on a new image and identity. 
 
• Assisting the Riviera Village in the process of implementing physical improvements. 

 
• Implementing the Harbor Area Vision and seeking major public and private reinvestment in the Harbor / Pier area. 
 
• Leveraging public assets to ensure a well-rounded economic base. 

 
• Working with major construction and improvement projects, like the Portofino Hotel renovation. 
 
• Strengthening the on-going attractiveness of the Galleria area in the face of revitalized competition from other regional centers. 

 
• Focusing on business retention, expansion, and the attraction of business opportunities as they arise, including a regular business outreach 

program. 
  



x 

Redondo Beach is better off than most cities, experiencing growth in many of its major revenue categories.  Five of the City’s largest revenue sources are 
property tax, sales tax, utility users’ tax, motor vehicle in lieu tax, and transient occupancy tax.  These major sources are discussed in more detail below.  
 
Property Tax 
 
The City’s largest revenue source, property tax, is imposed on real property (land and permanently attached improvements, such as buildings) and tangible 
personal property (moveable property) located within the City.  Property is assessed by the County Assessor at a tax rate of 1.0% of the assessed value. 
The City receives 16.6% of the tax rate from the County of Los Angeles - Auditor/Controller’s Office.  
 
Property values and real estate sales remain strong in FY 2006-2007, with citywide assessed valuation increasing by $725 million or 7.1% to $10.56 billion. 
 78% of the City’s assessed valuation is derived from residential properties, 9% is derived from commercial properties, 4% from industrial properties, while 
the remaining 9% is derived from other properties, such as unused land.  During FY 2006-2007, City property tax revenue increased by 6.57% or $1.06 
million, to $17.14 million.  This increase reflects continuation of a positive trend in real estate appreciation driven by relatively low mortgage rates, a 
continued shortage in housing supply, and a heightened level of real estate exchange.  The upward trend in both property tax valuation and corresponding 
property tax revenue growth is showing signs of moderation in response to increased mortgage rates, the sub prime market, a slowing economy, and 
supply/demand factors.  From an overall strategic perspective, recent slowing trends in both property tax valuations and corresponding revenue growth only 
moderate the continued positive impact of property tax revenue sources to the City’s overall revenue stream. 
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Sales Tax 
 
The City’s second largest revenue source is sales tax.  Sales tax in Los Angeles County is 8.25% of the sale price of taxable goods and services sold at 
retail.  Redondo Beach receives 1% of taxable sales from the State Board of Equalization.  
 
Over the past five years, local sales tax revenue has shown a consistent strengthening trend, increasing from $7.89 million in FY 2001-2002 to $10.12 
million in FY 2006-2007, an increase of 28.4%.  During FY 2006-2007, growth in sales tax revenue totaled $548,748, or 5.7%. Components of sales tax 
revenue for this year consisted of $7.52 million in local sales tax revenue and $2.60 million in State “triple flip” sales tax in lieu from education relief 
augmentation funds.  Twenty-five percent of the City’s FY 2006-2007 traditional sales tax base is now committed by State legislative action to secure 
State deficit reduction bonds.  Rising local incomes, population growth, and internal auditing efforts have served to augment the performance of this key 
tax based operating revenue. 
 
The City is committed to maintaining a strong local economy through both business retention and business expansion, thereby enhancing the 
community’s overall economic base. As retail businesses continue to grow within the City, such as the opening of a Target retail store in October of 
2005, sales tax revenue growth will continue to be enhanced.  The City continues to closely monitor progress with respect to the streamlined sales tax 
project, designed to simplify and modernize sales and use tax collection and administration for both traditional “Main Street” and remote sellers for all 
types of commerce, with particular attention to internet sales transactions. 
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Utility Users’ Tax 
 
The City’s third largest revenue source, utility users’ tax (UUT), is imposed on consumers of electric, gas, cable services, water and telephone services. 
Federal and state governmental agencies and pay telephone users are exempt. UUT consists of approximately 36% telecommunications and 38% 
electricity.  Redondo Beach’s UUT rate is 4.75%.  
 
For fiscal years 1998 through 2001, revenues derived from UUT were fairly level.  The spike in UUT revenue for FY 2001-2002 reflects the impact of the 
energy shortage in California and the corresponding dramatic short term increase in energy rates.  UUT revenue was reduced in FY 2002-2003 due to 
utility rate reductions and State mandated energy rebates to consumers.  During FY 2003-2004, increases in UUT telecommunications revenue resulted 
from application of UUT to wireless communications services.  These increases were offset by reductions in energy-related UUT sources, flattening the 
overall performance of UUT for FY 2003-2004.  
 
UUT revenue for FY 2006-2007 totaled $7.88 million, increasing by $479 thousand or 6.48%.  With 36%, or $2.84 million of the City’s UUT revenue 
derived from telecommunications services, this source is facing a number of threats challenging the continuing viability of these revenues. The 
combination of hostile litigation, technology changes, and adverse legislation; place future UUT telecommunications-based revenues at risk.  The City is 
pro-actively responding to these challenges by considering an array of options designed to protect these important tax-based resources. 
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Motor Vehicle in Lieu Tax 
 
The City’s fourth largest revenue source (including property tax in lieu) is motor vehicle in lieu tax (MVIL) and is imposed on ownership of a registered 
vehicle for the privilege of operating the vehicle on the public highways.  A portion of the tax is disbursed to the cities and is distributed based on the 
proportion that the population of each city bears to the total population of all cities (a per capita formula).  The license fee paid to the state by vehicle 
owners is 0.65% of the market value of the motor vehicle; however, the City is due 2% of the market value of the motor vehicle.  Therefore, the State 
backfills the additional 1.35% out of its General Fund in the form of MVIL.  For each year the vehicle is owned, the assessed fee declines in accordance 
with a depreciation schedule to reflect the decreased value of the vehicle.   
 
In FY 2003-2004, the State Budget Act of 2004 substantially changed the allocation of Vehicle Licenses Fee (VLF) revenues to Cities and Counties.  
The state VLF backfill was eliminated and the formula allocating the remaining VLF revenues to Cities and Counties was altered.  A new revenue, the 
Property Tax In Lieu of VLF effectively compensated Cities and Counties for the funding they would have received at the full 2% VLF tax rate.  
 
The new formula for allocating the remaining VLF revenues consists of a monthly allocation to Cities and Counties in proportion to population.  The total 
VLF revenue collected by the State under the 0.65% tax rate for FY 2006-2007 was $2.33 billion.  State and county programs receive over 75% of these 
revenues.  State administrative and other charges total $391 million, and the remaining balance of $184 million was allocated to Cities based upon 
population. 
 
Since FY 1995-1996, the City experienced a steady increase in VLF until FY 2003-2004, when revenue decreased by $937,000 as the result of State 
budgetary realignment reducing the MVIL apportionment.  In FY 2004-2005, the MVIL revenue increased by $2.7 million to $5.7 million.  This increase 
was attributed to the State’s advance repayment of $1.1 million in MVIL funds loaned to the State from prior year, adjustments to prior period 
apportionments, and implementation of a revised State VLF allocation formula establishing the Property Tax in Lieu of VLF revenue.   In FY 2006-2007, 
MVIL revenue totaled $5.08 million, consisting of $4.65 million of property tax in lieu of VLF revenue and $430,000 in MVIL revenue. 
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Transient Occupancy Tax 
 
The City’s fifth largest revenue source, transient occupancy tax (TOT), is imposed on occupants of hotel, motel, inn, tourist home or other lodging 
facilities unless such occupancy is for 30 days or longer.  By voter approval, the City’s TOT rate was increased in July of 2005 from 10% to 12%, in line 
with regional tax rates.  The tax is applied to the customer’s lodging bill at a rate of 12%.  One percent (1%) of the TOT collected is contributed to the 
Redondo Beach Chamber of Commerce and Visitors Bureau to support marketing and tourism in the City.  This 1% is not netted against revenues, but 
rather reflected in the City’s expenditures. 
 
In FY 1995-1996, the City revised the TOT ordinance to streamline collection and reporting on hotel room rentals associated with the airline industry.  
This ordinance revision served to significantly enhance the performance of this tax based operating revenue.  This favorable trend was offset by the 
adverse impact of 9/11 during FY 2001-2002, in which TOT revenue declined by 15.7% from the prior fiscal year.  
 
TOT revenues have since significantly recovered and reflected and increase of 11.5%, or $384,701, from FY 2005-2006 to FY 2006-2007.  This reflects 
the positive impacts of both the voter-approved tax rate increase and strong tourism demand.  Hotel room occupancy rates also remain consistently 
strong at 77%. The combined effects of economic development and strong promotional efforts present a positive picture for the long-term prospects for 
growth in tourism and business travel in Redondo Beach.   
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LONG-TERM CAPITAL IMPROVEMENT PLANNING 
 
The City annually adopts a Five-Year Capital Improvement Program.  The first year funding of capital improvement projects is included in the fiscal year 
2006-2007 adopted budget. These projects, however, should not be viewed as immediate resolution to existing infrastructure problems, but instead as 
part of “setting the table” for the future. It will take time to rehabilitate the City’s capital assets, and we anticipate that our long-range replacement 
program will protect the City’s valuable assets for future generations.  Meanwhile, the City is continuing to invest in a number of significant projects: 
 
Street Resurfacing 

 Residential Street Rehabilitation - In FY 2006-2007, the City spent $960,000 on its multi-year residential street rehabilitation program.  The City 
also spent approximately $400,000 on additional improvements to its residential street system.  For FY 2007-2008, the City has budgeted $1.5 
million to continue the project. 

 Arterial Street Resurfacing - In FY 2006-2007, the City spent over $475,000 resurfacing City arterials.  For FY 2007-2008, the City budget 
includes over $2.5 million for additional arterial resurfacing. 

 Pacific Coast Highway/Catalina Avenue Intersection Improvements – In February 2005, work began to restore the five point intersection at 
Pacific Coast Highway and Catalina Avenue.  The landscaping component of the project has been designed and is estimated to be completed 
in FY 2007-2008. 

 
Storm Drain System Improvements 

 Water Quality Improvements - The City has begun an aggressive program to improve the quality of the water discharged from the City’s storm 
drain system. In FY 2005-2006, a “Water Quality Task Force” was formed to find solutions to recurring “red tides” and water quality issues in the 
City’s vibrant harbor.  The Task Force completed an extensive list of short- and long-term action recommendations.  Several of these items 
were considered as part of the City’s Capital Improvement Program.  The FY 2007-2008 budget includes $175,000 to implement three of the 
Task Force’s recommendations. 

 Storm Drain Line Replacement - The FY 2007-2008 budget includes approximately $2.0 million for storm drain improvements and replacement.  
 

Sewer Improvements 
 Sewer Line Replacement - In FY 2006-2007, over 4,100 linear feet of sewer line were replaced as well as, 13 manholes.    Also during the 

period, 75% of the City’s 112 miles of sewer line was video inspected.  The results of the inspection will be used to guide future sewer 
improvement projects.  The fiscal year 2007-2008 budget includes $4.5 million for sewer facility improvements. 

 
Facility Improvements 

 City Facility Improvements - In FY 2006-2007, the City spent approximately $170,000 to repair and improve the Fire Station 2 Training Tower.  
During this period, the City also spent $280,000 on a new marquee and monument signs at the Performing Arts Center.  A new $136,000 
HVAC system was also installed at the City’s Main Library. 

 Major Public Facilities Priority List – In February, 2007, the City Council adopted the first Major Public Facilities Priority List.  The purpose of the 
List is to capture and prioritize the more major public facility needs, including replacement of existing facilities, especially those outside of the 
regular five year planning horizon in the regular CIP process. 
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CASH MANAGEMENT POLICIES AND PRACTICES 
 
Under the direction of the elected City Treasurer, cash temporarily idle during the year is invested in securities as outlined in the City’s investment 
policy.  The Treasurer’s cash management philosophy is to buy and hold both Federal Agency instruments and high-grade Corporate Medium-Term 
notes within a structured investment maturity ladder of one to five years.  Complimenting these investment instruments, the Treasurer ensures sufficient 
investment portfolio liquidity by maintaining approximately 25% of the portfolio’s assets in the state managed Local Agency Investment Fund (LAIF). 
 
All investments comply with state law and the City’s Statement of Investment Policy, which is reviewed and approved by the City Council and the Budget 
and Finance Commission on an annual basis.  In addition, the City’s Statement of Investment Policy was recertified by the Association of Public 
Treasurers of the United States and Canada (APT-US&C) in June 2007.  
 
The policy’s established investment performance benchmark is the one-year moving average of the Constant Maturity Treasury (CMT) index.  In the 
periodic purchase of investments, the rate of return provided by LAIF, and the yield on the U.S. Treasury Security of closest maturity to the purchased 
investment, also serve as investment performance indicators.  The Treasurer is required to submit a quarterly investment report to the City Council and 
Budget and Finance Commission that provides a summary of the status of the current portfolio and material transactions. 
 
In order to ensure liquidity within the investment portfolio, the City maintains $10 million to $20 million in LAIF, on average.  The yield provided by LAIF 
over the past year has increased in line with the overall improvement in interest rates available in the marketplace.  Excess investment funds above the 
liquidity threshold are placed primarily in Federal Agency investments within the one-to-five-year investment maturity range.  The improvement in market 
interest rates experienced during fiscal year 2006-2007 provided investment opportunities that served to improve the overall investment yield on the 
portfolio.  As of June 30, 2007, the City’s idle funds were invested as follows: 
 

 
Investment 

Market 
Value* 

% of 
Portfolio 

Yield to 
Maturity 

    
Federal Agency Issues 
- Coupon  $ 41,676,677

 
62.1% 

 
4.34% 

LAIF    21,500,000  32.0%  5.25% 
Corporate Medium-
Term Notes 

 
3,950,873

 
  5.9% 

 
 5.17% 

   
Total Investments/  
Averages $  67,127,550

 
100.0% 

 
 4.68% 

    
Average Term of 
Investments 

   
1.36 years 

 
*As required by GASB 31, the City recorded the “paper” or unrealized loss on certain investments to account for the market value on June 30, 2007. The 
amount, $670,383, represented less than 9/10ths of 1% of the current market value of the investments within the City’s investment portfolio – an 
insignificant unrealized diminishment in the City’s overall level of financial resources.  This unrealized diminishment in the value of investments resulted 
from the general increase in fixed income market rates over the course of the fiscal year.  The value of the City’s fixed income investments have an 
inverse relationship to market interest rates , i.e., when market rates rise, investment valuations fall; when interest rates fall, investment valuations rise.  
As stated in the City’s Investment Policy, the City utilizes a buy and hold investment strategy, whereby fixed income investments are held to maturity.  
This results in the return of the full value of the original investment, plus associated interest, at the maturity date of the investment.
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Investment Portfolio value is enhanced by maintaining a well diversified mix of investments consisting of AAA rated Federal Agency Issues, AA rated 
Corporate Medium-Term Notes, liquid investments within the state’s LAIF Investment pool, and participation in the California Statewide Communities 
Development Authority Tax and Revenue Anticipation Note (TRAN) financing program.  TRAN allows participants the opportunity to borrow funds at tax 
exempt market rates to increase cash resources needed to fund temporary cash shortfalls in the General Fund.  These shortfalls arise due to the timing 
differential of monthly cash receipts and disbursements.  The financing program provides an additional source of revenue for the City because the cost 
of borrowing is less than the reinvestment earnings generated by TRAN. For the fiscal year 2006-2007 the City issued $5 million in TRAN, maturing on 
June 30, generating additional interest income of $58,809.  
 
 
RISK MANAGEMENT 
 
The City maintains a self-insurance program for workers’ compensation and liability claims.  The program accumulates resources in the Self-Insurance 
Program internal service fund to meet potential losses. For fiscal year 2006-2007, the self-insurance retention (SIR) is $750,000 for workers’ 
compensation and $500,000 for liability.  Excess coverage up to $100,000,000 for each workers’ compensation claim is provided by a third-party private 
insurer, and excess liability up to $20,000,000 each occurrence is covered by the Independent Cities Risk Management Authority (ICRMA). 
 
ICRMA is a joint powers authority for medium-sized California municipalities which have agreed to pool risks and losses.  Each member’s share of 
pooled costs depends on the losses of all members as well as the member’s own loss experience.  Both the workers’ compensation and liability claims 
programs are managed by a third-party claims administrator under the direction of the Risk Management Division of the Human Resources Department. 
 
The amounts included in the Self-Insurance Program internal service fund are significant partly due to requirements of Government Accounting 
Standards Board (GASB) Statement No.10.  In complying with GASB 10, the City must record as a liability and expenditure not only actual risk/loss 
experienced in the areas of workers’ compensation and liability, but also claims incurred but not reported (IBNR).  IBNR claims include exposure for 
losses that a city is not yet aware of, as well as any statistically probable increase in costs for accidents that are already known to the City.  The 
appropriate amount to include on the financial statements for IBNR claims is typically developed by an actuary. 
 
As of June 30, 2007, the City recorded the following: 
 
Workers’ Compensation Claim 
 
Claims payable totaled $14,278,380, representing a decrease of $235,346, or 1.62% from prior period. This decrease is attributable to a decrease in 
reserves and IBNR over a one-year period.  
 
Liability Claims 
 
Claims payable totaled $ 2,553,474, representing an increase of $830,560, or 69.13%, from prior period. This increase is attributable to an increase in 
estimated reserves and IBNR. 
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Unemployment Insurance 
 
The City participates in a direct-cost reimbursement method for unemployment insurance.  This program is administered by the State Employment 
Development Department to provide salary continuance for employees who were terminated involuntarily.  For fiscal year 2006-2007, the total 
reimbursed cost was $27,345. 
 
 
PENSION AND OTHER POST-EMPLOYMENT BENEFITS 
 
The City provides three defined benefit pension plans - two for safety employees (3% at 55 for Fire and 3% at 50 for Police) and one for miscellaneous 
employees (2% at 55).  These plans are part of the California Public Employees Retirement System (CalPERS), which acts as a common investment 
and administrative agent for participating public employers within the State of California.  The City makes contributions to the plans based on amounts 
determined by CalPERS actuaries.  The City also contributes the employees’ required contributions on their behalf and for their account.  
 
After a number of years of rate volatility given a variety of causes, the CalPERS Board adopted a Rate Stabilization Plan in April, 2005.  This Rate 
Stabilization Plan provides for a more manageable ability to fund pension obligations over short and long terms.  The Rate Stabilization Plan features an 
asset smoothing method, an amortization period for gains and losses, and a minimum contribution when the Plan has a surplus.  The Rate Stabilization 
Plan resulted in a reduction in the City’s PERS employer contribution rates, after a number of years with significant increases.  Rates for safety 
employees in fiscal year 2006-2007 were 31.105%, down from 40.021% in 2005-2006, with miscellaneous employees’ rates decreasing from 11.937% 
to 11.577%.  Rates are projected to increase from 2006-2007 levels for the 2007-2008 and 2008-2009 fiscal years. 
 
The total contribution paid by the City toward retirement benefits was $9.2 million, which includes both the employer and employer-paid member 
contributions. Approximately 78.3%, or $7.2 million, was charged to the General Fund.  The safety employees’ rate decreased 8.916% and the 
miscellaneous employees’ rate remained relatively flat. The anticipated total contribution for fiscal year 2006-2007 will be approximately $10.4 million. 
 
Aside from contributing to CalPERS, the City also contributes to Social Security.  The fiscal year 2006-2007 total cost for Social Security and Medicare 
coverage was $1.7 million, of which $1.0 million, or 58.8%, is from the General Fund.  Safety employees do not participate in Social Security and 
Medicare, except for those employees hired after 1986, which are required to participate in Medicare. 
 
The City also provides post-retirement health care benefits to its employees in accordance with agreements reached with various employee bargaining 
groups.  The City pays for retirees’ health care premiums in these plans up to limits established in the agreements with the bargaining units.  These 
payments are financed on a pay-as-you-go basis.  As of June 30, 2007, the City was providing benefits to an average of 92 participants at an 
annualized cost of $380,471. 
 
 
AWARDS 
 
The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for Excellence in Financial Reporting to the City of 
Redondo Beach for its Comprehensive Annual Financial Report (CAFR) for the year ended June 30, 2006.  In order to be awarded a Certificate of 
Achievement, a government must publish an easily readable and efficiently organized comprehensive annual financial report. This report must satisfy 
both generally accepted accounting principles and applicable legal requirements. 
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CITY OF REDONDO BEACH 
 

MANAGEMENT’S DISCUSSION AND ANALYSIS 
 
Management of the City of Redondo Beach (the “City”) provides the Management Discussion and Analysis of the City’s Comprehensive Annual Financial Report (CAFR) 
for readers of the City’s financial statements. This narrative overview and analysis of the financial activities of the City is for the fiscal year ended June 30, 2007. We 
encourage readers to consider this information in conjunction with the additional information that is furnished in the letter of transmittal, which can be found preceding this 
narrative, and with the City’s financial statements, which follow. Keep in mind that the Financial Highlights, immediately following, are strictly snapshots of information. 
Net assets, changes in net assets, and fund disclosures are discussed in more detail later in the report. 
 
Financial Highlights - Primary Government 
 

 Government-Wide Highlights 
 

Net Assets - Assets of the City exceeded its liabilities at fiscal year ending June 30, 2007 by $214.2 million - assets for governmental activities exceeded 
liabilities by $153.3 million and assets for business-type activities exceeded liabilities by $60.9 million.  
 
Changes in Net Assets - The City’s net assets increased $10.1 million in fiscal year 2006-2007.  Net assets of governmental activities increased $8.4 million, 
while net assets of business-type activities decreased $1.7 million. 
 

 Fund Highlights 
 

Governmental Funds - At the close of fiscal year 2006-2007, the City’s total governmental funds reported a fund balance of $38.5 million, an increase of $5.9 
million from the prior year.  Highlighted below are this year’s five major funds included in this grouping.  
 
General Fund - The fund balance of the General fund on June 30, 2007 was $11.1 million, a decrease of $1.7 million from the prior year. 
 
Special Revenue - Redevelopment Agency Fund - The fund balance of the Special Revenue - Redevelopment Agency fund on June 30, 2007 was $11.2 million, 
an increase of $3.6 million from the prior year. 
 
Special Revenue – Other Intergovernmental Grants - The fund balance of the Special Revenue – Other Intergovernmental Grants fund on June 30, 2007 was 
($1.9) million, a decrease of $1.1 million from the prior year. 
 
Capital Improvement Projects Fund - The fund balance of the Capital Improvement Projects fund on June 30, 2007 was $10.6 million, an increase of $2.7 million 
from the prior year. 
 
Debt Service - Redevelopment Agency Fund - The fund balance of the Debt Service - Redevelopment Agency fund on June 30, 2007 was a negative $15.9 
million, decreasing the negative fund balance by $800,000 when compared to prior year. 

 
Debt Service – Public Financing Authority Fund - The fund balance of the Debt Service – Public Financing Authority fund on June 30, 2007 was $12.6 million, a 
decrease of $361,639 from the prior year. 
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OVERVIEW OF FINANCIAL STATEMENTS 
 
This discussion and analysis is intended to serve as an introduction to the City’s basic financial statements. The City’s basic financial statements are comprised of three 
components: 1) government-wide financial statements, 2) fund financial statements, and 3) notes to the financial statements. This report also contains other 
supplementary information in addition to the basic financial statements. 
 
Government-Wide Financial Statements 
 
The government-wide financial statements are designed to provide readers with a broad overview of the City’s finances, in a manner similar to private-sector business. 
They are comprised of the following: 
 

 Statement of Net Assets 
 

The Statement of Net Assets presents summarized information of all the City’s assets and liabilities, with the difference between the two reported as net assets. 
Over time, increases or decreases in net assets may serve as a useful indicator of whether the financial position of the City is improving or deteriorating. This 
financial statement combines and consolidates governmental funds’ current financial resources with capital assets and long-term obligations. 
 

 Statement of Activities and Changes in Net Assets 
 

The Statement of Activities and Changes in Net Assets presents information showing how the government’s net assets changed during the fiscal year. All 
changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of the timing of the related cash flows. Thus, 
revenues and expenses are reported in this statement for some items that will only result in cash flows in future fiscal periods (e.g., uncollected taxes and 
earned, but unused, vacation leave). 

 
Both of the government-wide financial statements distinguish functions of the City that are principally supported by taxes and intergovernmental revenues (governmental 
activities) from other functions that are intended to recover all or a significant portion of their costs through user fees and charges (business-type activities). The 
governmental activities of the City include general government, public safety, public works, cultural and leisure services and housing and community development. 
Business type activities include operations of the harbor, sewers (wastewater), and solid waste.  
 
The government-wide financial statements include not only the City itself (known as the primary government), but also the activities of legally separate component units:  
the Parking Authority of the City of Redondo Beach, the Redondo Beach Public Financing Authority (PFA), the Redevelopment Agency of the City of Redondo Beach 
(RDA), and the Redondo Beach Housing Authority. Because the City Council acts as the governing board for each of these component units and because they function 
as part of the City government, their activities are blended with those of the primary government. 
 
The government-wide financial statements can be found behind the tab section titled Government-Wide Financial Statements. 
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Fund Financial Statements 
 
A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for specific activities or objectives. The City, like other 
state and local governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the funds of the City can be 
divided into three categories:  Governmental funds, proprietary funds, and fiduciary funds. 
 
The fund financial statements provide detail information about each of the City’s most significant funds, called Major Funds. The concept of Major Funds, and the 
determination of which are major funds, was established by GASB Statement No. 34 (GASB 34) and replaces the concept of combining like funds and presenting them 
in total. Instead, each Major Fund is presented individually, while all Non-Major Funds are summarized and presented in a single column. 
 

 Governmental Funds 
 

Governmental funds are used to account for essentially the same functions reported as governmental activities in the government-wide financial statements. 
However, unlike the government-wide financial statements, governmental fund financial statements focus on near-term inflows and outflows of spendable 
resources, as well as on balances of spendable resources available at the end of the fiscal year. Such information may be useful in evaluating a government’s 
near-term financial requirements. 

 
Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is useful to compare the information presented for 
governmental funds with similar information presented for governmental activities in the government-wide financial statements. By doing so, readers may better 
understand the long-term impact of the government’s near-term financing decisions. A reconciliation of both the governmental funds balance sheet and the 
governmental funds statement of revenues, expenditures, and changes in fund balance with the governmental-wide financial statements can be found on pages 
behind the tab section titled Government-Wide Financial Statements. 

 
The City has 25 governmental funds, of which five are considered major funds for presentation purposes. Each major fund is presented separately in the 
governmental funds balance sheet and in the governmental funds statement of revenues, expenditures, and changes in fund balances. The City’s five major 
funds are:  General Fund, Special Revenue – Redevelopment Agency Fund, Special Revenue – Other Intergovernmental Grants Fund, Debt Service - 
Redevelopment Agency Fund, and Debt Service - Public Financing Authority. Data from the non-major governmental funds (e.g., State Gas Tax Fund, Local 
Transit Fund, Storm Drain Fund, Workforce Investment Act Fund) are combined into a single, aggregated presentation. The governmental funds financial 
statements can be found on pages behind the tab section titled Fund Financial Statements. Individual fund data for each of these non-major governmental funds 
is provided in the form of combining statements on pages behind the tab section titled Non-Major Governmental Funds.    
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 Proprietary Funds 
 

The City maintains two types of proprietary funds:  enterprise funds and internal service funds. Enterprise funds are used to report the same functions presented 
as business-type activities in the government-wide financial statements.  Enterprise funds are used to account for harbor activities, solid waste (i.e., collection, 
recycling, hazardous waste disposal, street cleaning), and operations and maintenance of City sewers. Internal service funds are used to accumulate and 
account for the City’s vehicles, building maintenance and repair, graphics and printing, information technology, emergency communications, and insurance. 
Because internal services predominantly benefit governmental rather than business-type functions, they have been included within governmental activities in the 
government-wide financial statements. 
 
Proprietary funds’ financial statements provide the same type of information as the government-wide financial statements, only in more detail. Like the 
government-wide financial statements, proprietary funds’ financial statements use the accrual basis of accounting. Separate financial statements are provided 
for Harbor Uplands, Harbor Tidelands, Solid Waste and Wastewater. Conversely, the internal service funds are combined into a single, aggregated presentation 
in the proprietary funds financial statements. Individual fund data for each internal service fund is provided in the form of combining statements in the Internal 
Service Funds section of this report. 
 
The basic proprietary funds financial statements can be found behind the tab section titled Fund Financial Statements. 
 

 Fiduciary Funds 
 
Fiduciary (Agency) funds are used to account for resources held for the benefit of parties outside the government. Agency funds are not reflected in the 
government-wide financial statements because the resources of those funds are not available to support City programs. 

 
Notes to the Financial Statements 
 
The notes provide additional information that is essential to a full understanding of the data provided in the government-wide and fund financial statements. The notes to 
the financial statements can be found behind the tab section titled Notes to the Financial Statements. 
 
Required Supplementary Information 
 
In addition to the basic financial statements and accompanying notes, this report also presents certain required supplementary information. The required supplementary 
information includes disclosure of the modified approach for the city pavement infrastructure.  This information can be found behind the tab section titled Required 
Supplementary Information. 
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2006-2007 2005-2006 2006-2007 2005-2006 2006-2007 2005-2006

Current  and Other Assets  $      71,186,799  $      62,151,880  $      36,077,471  $      34,401,933  $    107,264,270  $      96,553,813 
Capital Assets, net depre        135,154,770       134,709,507         40,206,605          40,401,510       175,361,375       175,111,017 

Total assets        206,341,569        196,861,387          76,284,076          74,803,443        282,625,645        271,664,830 

Long-Term Liabilities 
Outstanding          47,119,077         46,794,188         14,171,988          14,529,050         61,291,065         61,323,238 
Other Liabilities            5,928,315           5,153,532           1,202,356            1,110,062           7,130,671           6,263,594 

Total Liabilities          53,047,392          51,947,720          15,374,344          15,639,112          68,421,736          67,586,832 

Investments in Capital
Net of Related Debt        135,153,851       131,382,820         38,139,435          39,151,202       173,293,286       170,534,022 
Restricted          34,504,525         29,022,856                          -                           -         34,504,525         29,022,856 
Unrestricted         (16,364,199)        (15,492,009)         22,770,297          20,013,129           6,406,098           4,521,120 

Total Net Assets  $    153,294,177  $    144,913,667  $      60,909,732  $      59,164,331  $    214,203,909  $    204,077,998 

Total Assets:
Current and OtherAssets include:  Cash and Investments; Accounts Receivable and Receivables for Taxes, Interest, and Loans;  Prepaid costs;  
    Unamortized debt issuance costs; Deposits; Due from other governments; and Restricted assets of Cash with fiscal agent; and Internal Balances (Due  
    to/from and Advances between the business activities and governmental activities).
Capital Assets include:  Assets net of depreciation as well as assets not being depreciated (e.g., Streets, Land, Construction in progress).

Total Liabilities:
Long-Term Liabilities Outstanding include:  Compensated absences payable, Claims and judgments payable, and Long-term debt payable.
Other Liabilites include:  Accounts payable; Accrued interest; Unearned revenue; Deposits Payable; Due to other governments.

City of Redondo Beach’s Net Assets

Governmental Business-Type
Activities Activities Total
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Net Assets 
 
The chart above reflects the City’s combined net assets (governmental and business-type activities) of $214.2 million at the close of fiscal year ending June 30, 2007.  
 
The largest portion of the City’s total net assets (80.9%) reflects investment in capital assets (e.g., land, streets, sewers, buildings, machinery, and equipment) net of 
outstanding debt used to acquire those assets.  The City uses these capital assets to provide services to citizens; consequently, these assets are not available for future 
spending.  Although the City’s investment in its capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt must be 
provided from other sources, since the capital assets themselves cannot be used to liquidate these liabilities. 
 
The remaining City net assets (19.1%) represent resources that are subject to external restrictions (e.g., certain capital projects, community development, debt services). 
 
Changes in Net Assets 
 
As noted in the chart above, the City’s fiscal year 2006-2007 total net assets increased by $10.1 million, or 5.0%, from the prior year.  The governmental activities net 
assets increased $8.4 million, or 5.8%, while the business-type activities net assets increased $1.7 million, or 3.0%. 
 
The increase in net assets of governmental activities of $8.4 million was due to an increase in total assets of $9.5 million and an increase in liabilities of $1.1 million.  
Within total assets, the increase in current and other assets was attributable to increases in revenues.  Significant impacts to revenues were due to increases in program 
revenues, property taxes, and use of money and property (includes investment earnings).  The offset to these revenues were increases in public safety which were 
primarily driven by increased personnel costs, and increases in housing and community development expenditures due to the housing Section 8 voucher program and 
transit related contracts and professional services.  The increase in total liabilities was attributable to other liabilities which were caused by the timing of payments to 
vendors.   Business-type activities showed a 3.0% increase in net assets basically due to charges for services, e.g., rubbish fees and parking citations, etc., and use of 
money and property, e.g., rents and investment earnings, for fiscal year 2006-2007.   
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Levels of revenues and expenditures also impact current assets and other liabilities and, therefore, cause changes in net assets.  As reflected above, total revenues 
increased in fiscal year 2006-2007 by $9.3 million, or 9.3%.  The increase in revenues was due to charges for services, taxes, and use of money and property.  The 
major increase from charges for services resulted from charging overhead to departments for services from supporting departments (Mayor and City Council, city 
Attorney, City Clerk, Financial Services, City Treasurer, City Manager, and Human Resources).  Although essentially all tax categories increased, property tax was the 
most significant.  Property tax growth reflects continuation of a positive trend in real estate appreciation driven by relatively low mortgage rates, a continued shortage in 
housing supply, and a heightened level of real estate exchange.  Use of money and property increased substantially due to increased market rates impacting the rate of 
return provided on the City’s short to intermediate term investments.    
 
The City also had an increase in expenses of $4.8 million, or 5.0%, when compared to fiscal year 2005-2006.  The increase in public works expenses resulted from cost 
of living increases related to personnel.  The increase in housing and community development expenses is due to the housing Section 8 voucher program and transit 
related contracts and professional services.  Further analysis is provided in the governmental and business-type activity sections below. 
 
Governmental Activities 
 
As reflected in the Changes in Net Assets schedule above, the total governmental activity expenses were $86.7 million in fiscal year 2006-2007; whereas, total revenues 
from governmental activities were $92.3 million, of which 36.4% were derived from program revenues. 
 
On the following chart, the governmental activity expenses net of program revenues, increased $535,321, or 1.0%, in fiscal year 2006-2007.  Substantial decreases in 
expenses were experienced by General government due to the program revenue related to overhead.  Public works expenses, Public safety expenses, and Cultural and 
leisure services increased due to cost of living related personnel expenses and overhead increases resulting from the implementation of recommendations from a cost 
allocation plan analysis.  Housing and community development had an increase in revenues of $1.5 million due to the recognition of grant revenue in fiscal year 2006-
2007 that was deferred in fiscal year 2005-2006, the receipt of new grants that were not awarded to the City in prior years, and increases in reimbursements for the 
housing Section 8 voucher program. Interest on long-term debt decreased primarily due to an early partial redemption of the Public Financing Authority 2000 Tax 
Allocation Bonds.  The reduction of the balance of outstanding bonds also allows for a reduction in interest expense. 
 

Percent 
Increase

Governmental Activites: 2006-2007 2005-2006 (Decrease)

Expenses Net of Program Revenues*
   General government (3,441,892)$     (5,147,010)$          (33.1%)
   Public safety (34,346,523)     (32,581,296)             5.4%
   Public works (10,279,390)     (8,717,601)             17.9%
   Cultural and leisure services (6,582,124)       (5,693,846)             15.6%
   Housing and community development 3,293,108        1,744,202              88.8%
   Interest on long-term debt (1,696,368)       (2,122,317)       (20.1%)

Total Governmental Activity Expenses
Net of Program Revenues (53,053,189)$   (52,517,868)$           1.0%

Impact to Net Assets

 
 

*Program revenues are derived directly from the program itself or from parties outside the reporting government’s taxpayers or citizenry.  They reduce 
the net cost of the function to be financed from the government’s general revenues. 
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The chart below is a graphical representation of the schedule above. 
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General Revenues Related to Governmental Activities 
 
 

General Revenues 2006-2007 2005-2006

Taxes 52,363,772$    49,874,189$    
Use of money and property 1 4,687,909        3,349,037        
Other revenues 1,626,971        1,340,746        

Total General Revenues 58,678,652$   54,563,972$   

1 Includes investment earnings

 
General revenues are all other revenues not attributable to a specific program and, therefore, not categorized as program revenues.  These revenues include taxes, 
investment earnings, use of money and property, and other revenues.  Total general revenues from governmental activities were $58.6 million in fiscal year 2006-2007.  
The largest percentage of these revenues for fiscal year 2006-2007 (89.2%) was derived from taxes, increasing 5.0%.  This includes property taxes, transient occupancy 
taxes, sales taxes, business license taxes, utility users’ taxes, and motor vehicle in lieu license fees.  Although the remaining items makeup only 10.8% of General 
Revenues, these items in total reflected an increase of 33.9%.  The largest increase was experienced in use of money and property of $4.7 million from prior year, 
reflecting an increase of $1.3 million, or 40.0%.  The majority of this increase is attributable to the overall increase in market interest rates experienced during the year.  
The yield on the general investment portfolio rose during the fiscal year by 33 basis points, from 4.11% at the start of the fiscal year, to 4.44% at the close.  Continued 
increases in the Federal Funds rate throughout the fiscal year boosted market interest rates of return in the short to intermediate sector in the investment yield curve, 
positively influencing the overall performance of the City’s investment portfolio.  To ensure core investment liquidity within the portfolio, approximately one quarter of the 
City’s investments is maintained with the State Local Agency Investment Fund (LAIF).  In line with the general increase in market interest rates experienced during the 
fiscal year, the yield on investments in LAIF increased significantly over the course of the year, commencing the fiscal year at 4.70% and ending at 5.25%.  
 

GENERAL REVENUES

Taxes
89.2%

Use of 
money and 

property 
(Investment 
earnings)

8.0%

Other 
revenues

2.8%
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Business-Type Activities 
 
The City has four business-type activities: Harbor Tidelands, Harbor Uplands, Solid Waste, and Wastewater.  These business-type activities increased the City’s net 
assets by $1.7 million from the prior year.  
 
Solid Waste is the City’s comprehensive solid waste program, which includes refuse collection, recycling, hazardous waste disposal, and street sweeping services.  The 
solid waste program is supported through user service fees.  The assets of Solid Waste essentially remained flat increasing only $56,122 from prior year.  
 
Wastewater is funded by a capital facility charge, or more commonly referred to as a sewer user fee.  These funds are substantially used to service the City’s debt 
relative to the sewer bond, which is restricted to sewer infrastructure improvements.  The assets of Wastewater decreased $280,314 from the prior year.   
 
Harbor Tidelands is used for the operations of small boat harbor facilities available to the general public, including related pier activities.  This fund is restricted under the 
City Tidelands Trust Agreement with the State of California.  In fiscal year 2006-2007, the assets of the Harbor Tidelands increased $164,474 from prior year. 
 
Harbor Uplands is also used for the operations of small boat harbor facilities available to the general public, including related pier activities.  However, the use of these 
funds is subject only to the decisions of the City Council.  In fiscal year 2006-2007, the assets of Harbor Uplands decreased by $399,524, from prior year.  The major 
cause of the decrease was related to increases in repairs and maintenance.  
 
INTERNAL SERVICE FUNDS 
 
The City has six internal service funds: Vehicle Replacement, Building Occupancy, Information Technology, Self-Insurance Program, Printing and Graphics, and 
Emergency Communications.  These funds are used to account for interdepartmental operations where the costs of services provided to the departments is financed or 
recovered by charging the user department.  
 
FINANCIAL ANALYSIS OF INDIVIDUAL FUNDS 
 
As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements.  Please note that unlike the Government-
Wide financial statements displayed previously, the fund statements which follow are not reflected on a full accrual basis.  Therefore, amounts reflected in the funds 
statements versus the Government-Wide statements may differ due to his change in accounting methodology. 
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Governmental Funds 
 
The focus of the City’s governmental funds is to provide information on near-term inflows, outflows, and balances of spendable resources.  Such information is useful in 
assessing the City’s financial requirements.  In particular, unreserved fund balance may serve as a useful measure of a government’s net resources available for 
spending at the end of the fiscal year.  
 
Governmental Funds - The following schedule is a summary of governmental fund revenues for fiscal year ended June 30, 2007, and includes Major and Non-Major 
Funds.  It reflects the amount and percent of increase or decrease of each source of revenue compared to the prior year. 
 
 

        

GOVERNMENTAL FUNDS 
SOURCE OF REVENUE 
FISCAL YEAR 2006-2007

Other Revenues
0.9%

Licenses & 
Permits
1.8%

Interdepartmental
6.9%

Fines & 
Forfeitures

1.2%

Use of Money & 
Property

5.7%

Intergovernmental
17.3%

Charges for 
Services

8.4%

Taxes
57.7%

 
 
 
Total governmental fund revenues increased $7.0 million, or 8.3%, from fiscal year 2005-2006.  The largest source of revenue was taxes, which increased $2.8 million, 
or 5.5% which was primarily due to property tax as a result of continued strength in the level of assessed valuation growth, generated by a combination of factors 
including an accelerated level of real estate exchange, growth in new construction, and relatively low mortgage rates, as mentioned earlier.  Interdepartmental increased 
$2.0 million, or 46.9% due to the addition of the operations component of the emergency communications center.  Licenses and permits revenue decreased $346,347 
due to building and parking permits.  Fines and forfeitures revenue increased $227,759 due to increases in court fines, parking citations, and traffic fines.  Use of money 
and property revenue increased $1.5 million, or 41.4% primarily due to investment earnings, which was mentioned earlier, and an increase in facility rentals. Charges for 
services decreased $520,177.  This decrease is due to an anomalous one-time payment received from Adelphia in fiscal year 2005-2006 that would not be collected in 
subsequent fiscal years.  Other revenues increased $26,906 due to community donations to various areas of the City.  
 
 

Source of Revenue
Amount

FY 06-07 
Percent of

Total

Increase
(Decrease)
FY 05-06

Percent 
Increase 

(Decrease)

Taxes 52,569,593$   57.7% 2,760,392$   5.5%
Interdepartmental 6,314,753       6.9% 2,016,493    46.9%
Licenses & permits 1,660,339       1.8% (346,347)           (17.3%)
Fines & forfeitures 1,117,196       1.2% 227,759       25.6%
Use of money & property 5,228,621       5.7% 1,531,038    41.4%
Intergovernmental 15,771,721     17.3% 1,288,865    8.9%
Charges for services 7,627,197       8.4% (520,177)             (6.4%)
Other revenues 787,722          0.9% 26,906            3.5%

Total 91,077,142$   100.0% 6,984,929$   8.3%
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The following schedule is a summary of governmental fund expenditures by function for fiscal year ended June 30, 2007, and includes both Major and Non-Major Funds. 
It reflects the amount and percent of increase or decrease for each functional category of expenditures compared to the prior year.  
 
 

                                                   

GOVERNMENTAL FUNDS 
EXPENDITURES BY CATEGORIES 

FISCAL YEAR 2006-2007

Debt Service:
2.8%Capital Outlay

6.1%
Housing & Comm. 

Dev.
13.7%

Cultural & Leisure
10.5%

Public Works
11.7%

Public Safety
43.9%

General Government
11.3%

 
 
 
Total governmental fund expenditures increased $4.7 million or 5.9% from fiscal year 2005-2006.  As mentioned earlier, the increases are attributable to: 

 
 Public works increased by $808,218 or 8.6% and public safety increased by $3,145,108 or 9.0% due to cost of living related personnel expenses and overhead 

increases resulting from the implementation of recommendations from a cost allocation plan analysis. 

 Housing and community development increased by $618,277 or 5.5% due to the housing Section 8 voucher program and transit related contracts and 
professional services. 

 Capital Outlay increased almost $2.0 million or 58.5% due to an increase in citywide capital projects.  Major projects included Residential Street Rehabilitation, 
Arterial Street Resurfacing, and city facilities improvements, such as repairing and improving the Fire Station 2 Training Tower.  During this period, the City also 
procured new marquee and monument signs at the Performing Arts Center. 

Offsetting these increases is a substantial decrease in debt service expenditures of $1.7 million or (40.3%).  The decrease is primarily due to an early partial redemption 
of the Public Financing Authority 2000 Tax Allocation Bonds in fiscal year 2005-2006, which caused substantial payment of interest and principal on these bonds.  In 
fiscal year 2006-2007, no early redemptions were made and only the scheduled debt service was recorded.  

 

Expenditures
Amount

FY 06-07 
Percent 

Total

Increase 
(Decrease) 
FY 05-06

Percent 
Increase 

(Decrease)

Current:
  General government 9,878,387$       11.3% (653,462)$                  (6.2%)
  Public safety 38,254,942       43.9% 3,145,108       9.0%
  Public works 10,218,116       11.7% 808,218          8.6%
  Cultural and 

leisure services 9,120,765         10.5% 462,409          5.3%
  Housing and community 

development 11,960,230       13.7% 618,277          5.5%
Capital outlay 5,318,230         6.1% 1,961,916       58.5%
Debt service 2,456,555         2.8% (1,659,142)               (40.3%)

Total 87,207,225$     100.0% 4,683,324$     5.9%
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The six major funds are Special Revenue – Redevelopment Agency Fund, Special Revenue – Other Intergovernmental Grants Fund, Capital Improvement Projects 
Fund, Debt Service - Redevelopment Agency Fund, Debt Service - Public Financing Authority Fund, and General Fund. 

 
Special Revenue – Redevelopment Agency Fund – The fund balance of the Special Revenue – Redevelopment Agency Fund on June 30, 2007 was $11.2 
million, an increase of $3.6 million from the prior year. 

 
Special Revenue – Other Intergovernmental Grants Fund - The fund balance of the Special Revenue – Other Intergovernmental Grants fund on June 30, 2007 
was ($1.9) million, a decrease of $1.1 million from the prior year. 
 
Capital Improvement Projects Fund - The fund balance of the Capital Improvement Projects fund on June 30, 2007 was $10.6 million, an increase of $2.7 million 
from the prior year. 

 
Debt Service - Redevelopment Agency Fund - The fund balance of the Debt Service - Redevelopment Agency Fund on June 30, 2007, was a negative $15.9 
million, decreasing the negative fund balance by $800,000 when compared to prior year. 
 
Debt Service – Public Financing Authority Fund - The fund balance of the Debt Service – Public Financing Authority Fund on June 30, 2007, was $12.6 million, 
reflecting a decrease of $361,369 from fiscal year 2005-2006. 
 
General Fund - The following graph illustrates the ten-year trend of General Fund revenues and expenditures. Interfund transfers have been excluded from this 
graphic presentation.  The discussion which follows focuses on changes from fiscal year 2005-2006 to fiscal year 2006-2007.  
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REVENUES VS. EXPENDITURES 
General Fund – Last Ten Years 

$35

$40

$45

$50

$55

$60

$65

$70

  D
ollars in M

illions

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Fiscal Year End

REVENUES EXPENDITURES

 
 

Impacts of both increases and decreases to General Fund revenues resulted in a net increase of $6.4 million, or 10.2%, from fiscal year 2005-2006.  The 
majority of the increase in revenue was due to taxes, interdepartmental revenues, use of money and property.   

 
General fund expenditures increased by $4.0 million, or 6.6%.  As mentioned earlier, increases were due to cost of living related personnel costs, overhead with 
the implementation of recommendations from a cost allocation plan analysis, and other internal service fund charges for which the allocation bases continue to 
be refined.   
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General Fund Balance 
 
The fund balance of the General Fund, which includes transfers out of $6.7 million, as of June 30, 2007 was $11.1 million, a decrease of $1.7 million, when compared to 
the prior year.  The City Council approved the designations of the General Fund balance reflected below.  
 

FY 04-05 FY 05-06 FY 06-07

General Fund Contingency 4,947,200$     5,642,575$     5,647,843$     
Compensated Absences 857,705          729,455          975,405          
Carryover Designations 561,110          886,383          1,350,448       
Retiree Medical Insurance 2,000,000       633,000          406,000          
Traffic Mitigation 300,000          -                      -                      
General Plan Circulation Update 200,000          -                      -                      
Emergency Preparedness/EOC 200,000          -                      -                      
ADA/Civic Facility Improvements 66,000            -                      -                      
Health Ins Premium Increases -                      -                      274,000          
Future Labor Negotiations -                      -                      800,000          
Future Years' Appropriations -                      1,480,000       672,517          
Undesignated Balance 253,676          542,843          214,115          

GENERAL FUND DESIGNATIONS

 
 

 
As part of year-end activities, the City Council reviews the General Fund balance and determines how the City should designate the unreserved portion.  As illustrated 
above, Council designations of General Fund balance over the past several years reflect the City’s Strategic Plan.  Aside from policy-designated amounts (i.e., 
contingency reserve and compensated absences), much of the money is set aside to accomplish strategic goals. 
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GENERAL FUND BUDGETARY HIGHLIGHTS 
 
The final amended fiscal year 2006-2007 budget totaled $69.5 million, including net amendments of $1,783,282 to the originally adopted budget.  The City Council 
adopts budget adjustments during the year to reflect both changed priorities and consideration of events that took place subsequent to the budget adoption.  The 
amendments can be briefly summarized as follows: 
 

• Appropriation of $464,103 for labor agreement modifications. 
 

• Additional departmental appropriations of $106,000 for professional services to perform financial management software implementation and building plan 
checking. 

 
• Funding of prior-year encumbrances of $738,124. 

 
• Funding of carry-over appropriations of $886,383. 

 
• Funding of mid-year appropriations of ($411,328). 

 
Budget amendments were funded from/credited to available fund balance.  During the year, however, revenues exceeded budgetary estimates by $2.2 million and 
expenditures were $5.5 million less than budgetary estimates, primarily due to personnel vacancies, a miscalculation in the fiscal year 2006-2007 budgeted personnel 
amounts, and contractual services that were not completed by year-end. 
 
 
CAPITAL ASSETS AND DEBT ADMINISTRATION 
 
Capital Assets 
 
Capital assets of the City, including infrastructure assets are those assets used in the performance of the City’s functions.  At June 30, 2007, net capital assets of the 
governmental and business-type activities totaled $135.2 million and $40.2 million, respectively.  Depreciation on capital assets is recognized in the Government-Wide 
financial statements. 
 
The City has elected to use the “Modified Approach” as defined by GASB 34 for infrastructure reporting for its paving system (streets).  Under GASB 34, eligible 
infrastructure capital assets are not required to be depreciated as long as: 
 

 The City manages the eligible infrastructure capital assets using an asset management system with characteristics of: 1) an up-to-date inventory, 2) condition 
assessments which summarize the results using a measurement scale, and 3) estimated annual amounts budgeted to maintain and preserve an established 
condition assessment level. 

 
 The City documents the eligible infrastructure capital assets being preserved approximately at, or above the established and disclosed condition assessment 

level. 
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City policy is to achieve an average rating of 8.0 for all streets by fiscal year 2007-2008.  This rating allows minor cracking and raveling of the pavement along with minor 
roughness that could be noticeable to drivers traveling at posted speeds. As of fiscal year 2003, the City established the standard rate of 7.0, and as of June 30, 2007 
the City’s street system was rated at a PQI of 7.7.  
 
The City’s budget for street maintenance for the fiscal year ended June 30, 2007 was $6.5 million. Actual expenditures were $1.9 million, with the remaining budget 
carried forward as continuing appropriations. The City is judiciously investing in this infrastructure asset as part of the five-year Capital Improvement Program and will 
continue to rehabilitate and maintain its streets in order to achieve this goal. The expenditure required to maintain and improve the overall condition of the streets from 
July 1, 2005 through June 30, 2007 is a minimum of $16.8 million. 
 
More information on the modified approach for City streets infrastructure capital assets is behind the tab section titled Required Supplementary Information.  
 

Description Original Cost
Accumulated 
Depreciation Book Value

Capital Assets - Governmental Activities
Land 16,522,947$         -$                        16,522,947$        
Buildings and Improvements 36,714,813          (10,997,924)         25,716,889         
Equipment, Vehicles, Machinery 17,366,505          (10,102,522)         7,263,983           
Work in Progress 1,003,491            1,003,491           
Construction in Progress 246,811               246,811              
Infrastructure 118,052,941        (33,652,292)         84,400,649         

Total 189,907,508$       (54,752,738)$        135,154,770$      

Capital Assets - Business-Type Activities
Land 11,323,255$         -$                        11,323,255$        
Buildings and Improvements 27,821,275          (11,581,404)         16,239,872         
Equipment, Vehicles, Machinery 1,025,453            (504,466)              520,987              
Construction in Progress -                          
Infrastructure 21,033,865          (8,911,373)           12,122,492         

Total 61,203,848$         (20,997,243)$        40,206,605$        
 

 
For more information on the City’s capital assets, refer to Note 6 of the Notes to Financial Statements and also the tab section titled Capital Assets Used in the Operation 
of Governmental Funds. 
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DEBT ADMINISTRATION 
 
Debt service funds are used to account for the accumulation of resources for payment of interest and principal on bonds issued by the City. The ratio of net bonded debt 
to assessed valuation and the amount of bonded debt per capita for the fiscal year 2006-2007 are provided below.  These indicators provide important information for 
management and concerned citizens, as well as potential investors. 
 

Ratio of Debt
to Assessed Debt

Value of per
Amount Property Capita

Net Direct:
Bonded Debt 23,935,000$    0.23% 354.62$        

 
The current bonds for the City are those which have been issued by the Public Financing Authority. The bonds outstanding as of June 30, 2007, are the South Bay 
Redevelopment Project 1996 Revenue Bonds in the amount of $8.8 million, the Aviation High School Redevelopment Project 2000 Tax Allocation Bonds in the amount 
of $3.0 million, the Redondo Pier Reconstruction Project 2001 Refunding Revenue Bonds in the amount of $2.4 million, and the Wastewater System Financing Project 
2004 Revenue Bonds in the amount of $9.8 million. The South Bay Center bonds were issued to provide funds to acquire the 1996 Tax Allocation Bonds of the 
Redevelopment Agency, used to finance certain redevelopment activities with respect to the South Bay Center Project Area, and to provide new monies for certain public 
capital improvements within the City. The Aviation bonds were issued to provide funds to finance redevelopment projects in the Agency’s Aviation High School 
Redevelopment Project Area. The Redondo Pier Reconstruction bonds were issued to refund the Redevelopment Agency’s outstanding Tax Allocation and Revenue 
bonds issued in 1993, and to provide funds to finance certain development activities of the Agency within, or of benefit to the Redevelopment Agency’s Harbor Center 
Redevelopment Project Area. The Wastewater System Financing bonds were issued to finance certain improvements and related facilities which constitute part of the 
Wastewater Enterprise. The City has no general obligation bond indebtedness. 
 
For a complete listing of the City’s long-term debt obligations, refer to Note 8 of the notes to financial statements. 
 
 
ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES 
 
Because the economic upswings of the past few years have subsided and the economy now seems to be slowing, the City developed its fiscal year 2007-2008 budget 
projecting General Fund revenues to increase 1.7%, or $1.1 million over the fiscal year 2006-2007 final budget.  Budgetary expectations reflect: 
 

• Property tax revenue is projected to increase by 5.2%, or $853,000, to $17,288,000 from the fiscal year 2006-2007 final budget, excluding property 
tax in lieu of VLF and homeowners’ exemptions.  Property tax revenue continues to increase moderately due to the combination of strong new 
construction, moderate levels of real estate sales, location desirability of the community, and Proposition 13 valuation growth.
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• Sales and use tax revenue is projected to decline by 0.4%, or $39,000 to $10,300,000. This projection is based on analysis of current 
revenue trends, including annual adjustments to the State “triple flip” sales tax apportionment, receipts from our largest sales tax sources, 
stable levels of consumer disposable income, heightened regional sales tax competition, moderating consumer confidence, and in-depth 
analysis of the components of the local sales tax data base influencing the overall performance of our sales and use tax revenue stream. 

 
• Utility users’ tax (UUT) revenue is projected to moderately increase by 1.4%, or $51,000, to $3,605,000.  This estimate is based upon 

analysis of the projected performance from each of the categorical components of the City’s UUT tax base, including electricity, natural gas, 
telecommunications, water, and cable television.  UUT on electricity services represents $3.46 million, or 44% of this revenue source, while 
$2.50 million or 32% is provided from the UUT on telecommunications services, which includes both wired and wireless services.  
Competition among utility providers, advancement in technology, and growth in the overall demand for utilities services over the near term 
will continue to gradually increase the level of UUT revenue provided to support the provision of essential City operational services.  This 
somewhat optimistic view of UUT revenue is offset, however, with changes in technology, litigation, and legislation relating to the evolving 
telecommunications industry challenging the future viability of telecommunications based UUT resources.  The City continues its proactive 
efforts addressing the challenges impacting this key tax-based operating revenue source. 

 
• Franchise fees are estimated to increase modestly by 5.1%, or $92,000 to $1,905,000.  Components of franchise fee revenue include Time 

Warner cable television operations, Southern California Edison electricity franchise, Southern California Gas operations, and taxicab 
franchise fees.  With the exception of revenues from Southern California Gas, revenues from franchise fee sources reflect moderate 
increases in line with growth in local operations.  Cable television franchise revenue represents 40% of the overall franchise fee revenue 
estimate for fiscal year 2007-2008, while projected revenue from the electricity franchise represents 21%.  The gas franchise revenue, 
generated from the sale and transport of natural gas utilized to power the local AES Power Plant represents 35% of the total franchise fee 
estimate.  Cyclical uncertainties of the deregulated energy environment and their impact upon the productive utilization rate of the AES 
Power Plant require continued utilization of a conservative estimate from this revenue source.  

 
• Investment earnings for the General Fund for fiscal year 2007-2008 are projected to increase by 8.8%, or $139,000, to $1,480,000.  This 

increase is based upon conservatively postured projected increases in both the size of the overall investment portfolio and the yield 
generated within the overall investment portfolio.  Slightly increasing yields provided within the investment marketplace should improve the 
overall return on the City’s diversified investment portfolio.  Enhanced cash management activities, coupled with the City’s continued 
participation in the California Statewide Communities Tax and Revenue Anticipation Note (TRAN) program, serve as core elements of the 
City Treasurer’s comprehensive cash management program.  In addition, implementation of a strategically focused capital improvement 
program (CIP) cash management plan will serve to enhance investment returns from CIP funding sources, while insuring CIP program 
liquidity. 

 
• Motor vehicle fees are projected in two parts – One part, the Motor Vehicle in-lieu fees (VLF) are projected as part of the Intergovernmental 

revenues.  These fees are projected by the State Department of Finance and scheduled to decrease by $9,000, or 2.1%, to $429,600.  This 
reduction is attributable to the State withholding a greater apportionment of the City’s funds for State administrative and Health and Welfare 
Program costs.  The other part of this fee is allocated to the City through property tax.  This is called the Property Tax in Lieu of Vehicle 
License Fee (VLF) revenue and is projected to increase $251,000, or 5.4%, to $4,897,000.  Growth in this revenue source now parallels 
growth in City property tax revenue. 

 
Budgeted General Fund appropriations decreased 2.4%, or $1.7 million, to $67,801,239, from the prior final budget.  Personnel costs decreased 
0.9%, primarily due to an overstatement of personnel expenses in fiscal year 2006-2007.  Internal service fund allocations increased 0.7%, or 
$115,000, due to the addition of an emergency communications operations component.  There were significant cost reductions in maintenance 
and operations expenditures of 17.9% from the prior year’s final budget resulting from reductions to contracts and professional services.  While 
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longer term projections indicate that the City must continue to keep a tight reign on spending, no significant reductions in City services are 
anticipated.   
 
The economic outlook for the region remained healthy throughout FY 2006-2007.  Regional revenues were enhanced by a number of factors including a 
healthy real estate market, increased tourism, and strong consumer spending.  These factors generated increased property tax, transient occupancy 
tax, and sales tax revenues for the City during FY 2006-2007.  Looking forward, higher fuel and energy prices, the impact from the sub prime mortgage 
crisis, and increased inflationary pressures may have a negative impact on National, State, and local economic performance.  Another factor identifying 
a potential slowdown in the economy is the slight increase in the Redondo Beach unemployment rate, which increased slightly in 2006 to 2.7%, from 
2.6% in 2005 as reported by the U.S. Census Bureau’s American Community Survey. 
 
Locally, during FY 2006-2007, the City saw a healthy 7.1% increase in assessed valuation growth.  Complimenting this economic trend was a 5.7% 
increase in retail sales tax revenue.  The City’s per capital retail sales continue to exceed the countywide average, ranking 32nd in total taxable retail 
sales out of Los Angeles County’s 88 cities.  Hotel occupancy rates remained strong at 77%.  A voter-approved occupancy tax, coupled with strong 
travel-related demand, represent other contributing factors to local economic strength. 
 
The City’s economy and that of the entire South Bay continue to diversify.  The narrowly based defense and aerospace dependent economy of the 
1990s has been broadened significantly with strong growth in tourism, trade, technology, film and media sectors.  The South Bay creates a 
disproportionate number of high paying jobs in the region.  However, one major economic development challenge is to keep the jobs of the information 
and knowledge-based economy located here, given high housing costs. 
 
In order to continue to retain and attract business and stimulate tourism, the City must strive to maintain a business friendly attitude and to provide the 
highest quality in municipal services. 
 
 
CONTACTING THE CITY’S FINANCIAL MANAGEMENT 
 
The financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with a general overview of the City’s finances and 
to show the City’s accountability for the money it receives.  If you have questions about this report, or need additional financial information, contact the 
Financial Services Department at 415 Diamond Street, Redondo Beach CA 90277, phone 310-372-1171, or e-mail FinanceMail@redondo.org
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