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Honorable Mayor and Members of the Common Council:

With this transmittal letter, I am presenting the proposed Fiscal Year 2010-11 budget for your

consideration and action. As we transition into the new fiscal year, there are a number of
important themes to keep in mind.

Economic Background and Impact on the Cify

We are experiencing an economic downtown of unprecedented proportion that is widespread and

devastating in its mágnitude. It began with the housing industry and banking crisis and has now

expanded io virtually all facets of the economy, not just in San Bernardino, but throughout the

State of California and nationwide.

The economy continues to suffer from decreasing property values, a reduced credit capacity,

ongoing instâbility within our financial institutions and reduced consumer confidence. The

.oñtitr*d rise in unemployment directly impacts business production and sales. These factors

significantly impact our ability to maintain a healthy revenue base to support essential services

for our community.

We are living through historic economic times that cause both tremendous challenges and unique

opportuniti"r. O* ihort *d long term priority continues to be fiscal stability with the challenge

oltontinuing to provide quality service and operation levels while living within our means;

restoring anã malntaininga healthy reserve to weather the uncertain future; and sustaining

progru-r that will support economic vitality by which we can support strong and safe

neighborhoods within our community.

Budget Measures

Over the last year, the City has implemented numerous actions designed to constrain General

Fund spending, including imposing afreeze on most hiring, asking vendors to take a voluntary

5% reduction in contract costs, placing restricticins on non-mandated travel and training, and

reducing supply and material purchases to the extent practical. Additionally, signihcant
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reductions in budget allocations for facilities and public infrastructure maintenance were

imposed, new revenue sources were identified and personnel costs were reduced through

employee granted wage concessions. To further address a major shortfall in revenue resources,

the-Ciiy implemented one-time revenue mechanisms to help close the gap. These actions were

undertakenìo address a net General Fund shortfall of more than $59 million the City identified in

mid 2008. These budget reduction actions have had significant impacts on the City's ability to

deliver services to its iesidential and business communities, as well as on the employees who

continue to provide these services.

Despite the City's best efforts, a deficit of over $24 million is projected for next fiscal year with

an estimated five-year cumulative deficit of $188 million. In large part this deficit is due to an

anticipated continued decline in sales tax, utility user tax and property tax revenues, as well as

increáses in costs related to personnel compensation, retirement and other benefits.

This year, the proposed budget reflects a change in the format from a traditional line-item budget

to a program baseã budget. This format provides the Council with a meaningful policy tool and

allows the residents of San Bernardino to understand what will be accomplished, as well as

identifies the resources necessary to support individual programs in the upcoming fiscal year.

One new aspect of the program budget is that it sets forth a business plan for each operation with

specific goals and objectives. Performance measures have been identified that directly relate to

the stated goals and objectives for each department program-

Building upon discussions with Council during several goal-setting sessions and fiscal

workshõps held over the last several months, the proposed budget is consistent with the Mayor

and Common Council's commitments and goals. It includes a realignment of department

operations, restructuring the organizationfor more effrciency and customer service orientation.

The proposed budget is balanced and it remains relatively flat from last year's expenditures. To

u""o-piirh this, the budget includes revenue strategies to increase our resources in several areas:

Increaie of Real Property Transfer Tax Rate, Increase of RefuseiWater/Sewer surcharge,

changes in certain fines and permit fees, adoption of a more focused effort on debt collections

and future sale of the Convention Center to the Economic Development Agency (EDA). An

additional budget balancing strategy is the extension of the date of the City's repayment of an

existing $1.3 Million EDA loan. The City's ability to meet these financial assumptions is

predicated on fufi¡e actions including voter approval of the property transfer tax, ability to create

ã City-wiae assessment district and the completion of a study providing appropriate justif,rcation

for assessing utility franchise fees.

If these revenue generating measures are not rcalized,the City will continue to experience deficit

spending and the projected revenue shortfalls will continue to grow exponentially. In order to

p."p*. io. * unóertain future, I have requested that the departments review their operations and

p."pur" for Council consideration a contingency budget that will reflect 150á across the board

ieductions with recommendations on how to reduce the City's expenditures to match depleting

revenue resources.
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As a full service provider which includes retaining our own police and fire services including

Iabor intensive operations such as integrated waste management, the primary cost driver in the

general fund is employee costs. Therefore, potential reduction solutions to the City's cùrrent

budget crisis will require a critical look at changes within the workforce and the signif,rcant

impact such changes will have on City services recognizing that the City has in fact already

made serious cuts in this area.

Within the proposed budget workshops, I am requesting that the Council consider the

presentation of the new program budget with each department providing an overview of its

organizational structure and perfonnance measures for the upcoming year. Following a thorough

review of the "status quo" budget, the departments and I are prepared to engage in dialogue on

how to reduce programs and expenses if revenue generating measures are not realized or

revenues resources do not mateialize as projected. We are prepared to assist the Mayor and

Council in pursuing the hard decisions necessary to stabilize the City's financial situation.

After careful and thorough consideration of the proposed financial plans for fiscal year 20I0-II,
the following actions are recommended for adoption: 1) Approval of the proposed budget with

any recommended changes; 2) Approval of necessary actions related to implementation of
proposed revenue measures; 3) Adoption of a contingency budget reduction plan that can be

implemented immediately if needed in the future; and 4) Approval of an amending agreement

between EDA and City that will defer repayment of an existing $1.3 Million EDA loan.

City staff and I look forward to working with the Mayor and Common Council and the

community to ensure that the City's future reflects the Council's vision.

Respectfully submitted,

fifuelf.rtUø"4/#,t
Charles E. McNeely /'
City Manager
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BUDGETING & ACCOUNTING POLICIES  

 
 
The City of San Bernardino, California was incorporated on April 13, 1854 as a Charter City and 
operates under a “Strong Mayor” form of government.  The Mayor is elected at large by voters 
citywide while the seven (7) Councilmembers are elected by voters within their respective wards.  
The City Manager provides overall management and supervision of all City departments.   
 
 The City provides the following services: public safety (police and fire), highways and streets, 
sanitation, health and social services, culture-recreation, public improvements, community 
development (planning, building and zoning), public utilities (water and sewage), and general 
administrative services. 
 

Annual Budget Process 
 
Mid-Year Budget Review 
The City’s fiscal year begins July 1st  and ends on June 30th.  Preparation for the annual budget 
process actually begins with a mid-year review of the current year’s budget.  In February, City 
departments are asked to estimate what their actual expenditures and revenues will be at June 
30th based on actual expenditures and revenues received through December (the first half of the 
fiscal year).  Finance Department staff analyzes the departmental estimates and makes 
adjustments to the estimates as needed.  A report is then presented to the Mayor and Council 
which not only details what year-end expenditures and revenues are estimated to be, but also 
gives a preliminary first estimate of the City’s budget needs for the upcoming year. 
 
Preliminary Budget Preparation 
Departments are given their budget instructions in March.  The budget instructions include: 
bottom-line departmental budget amounts, personnel costs for currently authorized budgeted 
positions, costs for internal service charges, instructions on how to use the automated budget 
system and current year revenue information.  City departments are essentially held to the same 
bottom-line budget amounts as allocated in the current budget year with adjustments for changes 
in internal service charges, negotiated changes in personnel costs, increases/decreases in 
retirement and health benefit costs, and any other specific changes approved by the Director of 
Finance and City Administrator.   
 
Internal Service Departments (Information Services (IS), Fleet Services, Risk Management, 
Utilities and Telephone) prepare their expenditure and revenue budgets prior to other City 
departments so that internal service charges can be developed and included with the budget 
information and instructions given to other City departments. 
 
Preliminary Budget Review 
Budget submittals are due back in Finance in early April for review and analysis before submittal 
to the City Administrator.  Finance staff makes adjustments to departmental submittals as 
needed. 
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Throughout the month of April, budget hearings are held with individual City departments, 
Finance staff, and the City Administrator.  During the hearings, departments present their budget 
submittals and explain any requests for increased funding.   
 
Upon completion of hearings with each individual department, the City Administrator makes 
final adjustments to the departmental requests.  A preliminary budget document is developed 
which presents the cost of providing service to the community at current levels (no service 
reductions are included in the Preliminary Budget Document).  The Preliminary Budget 
Document also presents the estimated funding resources available, given the current economic 
outlook, legal restrictions, and the availability of state and federal funding.  The Preliminary 
Budget Document is presented to the Mayor and Council in early May.   
 
 
Final Budget Adoption 
A series of special Council meetings are held in the month of June to review the Preliminary 
Budget Document and, if necessary, discuss options for balancing the City’s budget.   
Departmental suggestions for revenue enhancements and expenditure reductions are presented to 
the Mayor and Council for their consideration.  By June 30th, the Council adopts a balanced 
budget through passage of a resolution.   
 

Budgetary Control and Accounting 

 
The City utilizes the following general procedures in establishing its annual budgets: 
 

• The Annual Budget adopted by the Common Council provides for the City’s general 
operations.  Such annual budget includes proposed expenditures and estimated revenues 
for all Governmental Fund Types. 
 

• The City Administrator  or designee is authorized to administratively transfer budgeted 
amounts (with the exception of personnel accounts) within departments up to $25,000.  
Any other transfers or amendments to the budget required the approval of the City 
Council.  Actual expenditures may not exceed budgeted appropriations at the department 
level for the General Fund and at the fund level for all other budgeted funds.  The budget 
figures used in the financial statements are final adjusted amounts. 

 

• The budget is formally integrated into the accounting system and employed as a managed 
control device during the year for all funds. 

 

• Budgets for the budgeted Governmental Fund Types are adopted on a basis consistent 
with generally accepted accounting principles. 

 

• At fiscal year-end, operating budget appropriations lapse; however, incomplete capital 
improvements, equipment and contractual appropriations and can be carried over to the 
following year upon approval by the Mayor and Common Council. 
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Significant Accounting Policies 

 
 
Reporting Entity 
As required by generally accepted accounting principles, the City’s financial statements present 
the activities of the City and its component units, entities for which the City is considered to be 
financially accountable. Blended component units, although legally separate entities, are, in 
substance, part of the City’s operations and so data from these units are combined with data of 
the primary government.  Each discretely presented component unit, on the other hand, is 
reported in a separate column in the combined financial statements to emphasize it is legally 
separate from the government.  Each blended and discretely presented component unit has a June 
30 year-end.   Because these blended units are legally separate entities, budgets for these 

entities are adopted separately by their respective boards and not included in this 

document. 

   
Blended Components Units:  The Economic Development Agency (Agency) of the City serves 
all the citizens of the City and is governed by a board comprised of the City’s elected council.  
The activity of the Agency is reported as a separate fund in the special revenue, debt service, 
capital projects and enterprise fund types.  Included with the Agency’s activities is the San 
Bernardino Joint Powers Financing Authority which is a blended component unit of the Agency. 
 
Discretely presented Component Units:  The Municipal Water Department (Department) of the 
City serves all the citizens of the City and is governed by a board whose members are appointed 
by the mayor of the City.  The Department operates three enterprise funds:  the Water utility, 
Sewer Utility and Geothermal utility Enterprise Funds.  Each of the Department’s utilities are 
reported as separate enterprise funds.  Included with the Department’s activities is the West End 
Water Development, Treatment and Conservation Joint Powers Authority, the San Bernardino 
Public Safety Authority and the Colton/San Bernardino Regional Tertiary Treatment and Water 
Reclamation Authority, all of which are reported as blended component units of the Department. 
 
Complete financial statements and budgets of the individual component units can be obtained 
directly from their administrative offices. 
 
Economic Development Agency 
201 North “E” Street, Third Floor 
San Bernardino, CA  92401 
 
Municipal Water Department of the City of San Bernardino 
300 North “D” Street, Fifth Floor 
San Bernardino,  CA  92402 
 
Measurement Focus, Basis of Accounting, and Basis of Presentation 
The accounts of the City are organized and operated on the basis of funds and account groups.  A 
fund is an independent fiscal and accounting entity with a self-balancing set of accounts.  Fund 
accounting segregates funds according to their intended purpose and is used to aid management 
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in demonstrating compliance with finance-related legal and contractual provisions.  The 
minimum number of funds are maintained consistent with legal and managerial requirements.  
Account groups are a reporting device to account for certain assets and liabilities of the 
governmental funds not recorded directly in those funds. 
 
The City has the following fund types and account groups: 

 

Governmental funds are used to account for the City’s general government activities.  
Governmental fund types use the flow of current financial resources measurement focus and the 
modified accrual basis of accounting.  Under the modified accrual basis of accounting revenues 
are recognized when susceptible to accrual (i.e., when they are “measurable and available”).  
“Measurable” means the amount of the transaction can be determined “available” means 
collectible within the current period or soon enough thereafter to pay liabilities of the current 
period.  The City considers all revenues available if they are collected within 60 days after year-
end.  Expenditures are recorded when the related fund liability is incurred, except for unmatured 
interest on general long-term debt which is recognized when due, and certain compensated 
absences and judgments and claims which are recognized when the obligations are expected to 
be liquidated with expendable available financial resources. 
 

Property taxes, franchise taxes, licenses, interest and special assessments are susceptible to 
accrual.  Sales taxes collected and held by the state at year end on behalf of the City are also 
recognized as revenue.  Other receipts and taxes become measurable and available when cash is 
received by the City and are recognized as revenue at that time. 
 
Entitlements and shared revenues are recorded at the time of receipt or earlier if the susceptible 
to accrual criteria are met.  Expenditure-driven grants are recognized as revenue when the 
qualifying expenditures have been incurred and all other grant requirements have been met. 
 
Governmental funds include the following fund types: 
 
The general fund is the City’s primary operating fund.  It accounts for all financial resources of 
the general government, except those required to be accounted for in another fund. 
 
The special revenue funds account for revenue sources that are legally restricted to expenditure 
for specific purposes (not including major capital projects). 
 
The debt service funds account for the servicing of general long-term debt not being financed 
by proprietary funds. 
 
The capital projects funds account for the acquisition of fixed assets or construction of major 
capital projects not being financed by proprietary funds. 
 
Proprietary funds are accounted for on the flow of economic resources measurement focus and 
use the accrual basis of accounting.  Under this method, revenues are recorded when earned and 
expenses are recorded at the time liabilities are incurred.  The City applies all applicable FASB 
pronouncements in accounting and reporting for its proprietary operations.  Proprietary funds 
include the following fund types: 
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Enterprise funds are used to account for those operations that are financed and operated in a 
manner similar to private business or where the council has decided that the determination of 
revenues earned costs incurred and/or net income is necessary for management accountability. 
 
Internal service funds account for operations that provide services to other departments or 
agencies of the City, or to other governments, on a cost-reimbursement basis. 
 
Fiduciary funds account for assets held by the City in a trustee capacity or as an agent on behalf 
of others.  Trust funds account for assets held by the City under the terms of a formal trust 
agreement. 
 
The agency fund is custodial in nature and does not present results of operations or have a 
measurement focus.  Agency funds are accounted for using the modified accrual basis of 
accounting.  This fund is used to account for assets that the City holds for others in an agency 
capacity. 
 
Fund Equity 
Reservations of fund balance represent amounts that are not appropriable or are legally 
segregated for a specific purpose.  Reservations of retained earnings are limited to outside third-
party restrictions.  Designations of fund balance represent management plans that are subject to 
change.  The proprietary funds’ contributed capital represent equity through capital grants and 
capital contributions from developers, customers or other funds. 
 

 
 


