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December 12, 2011

Honorable Mayor and City Council
and Citizens of the City of Torrance

Via: beRey J\Jackson City Managép4) ’

In accordance with Section 1100 of the City Charter, the Finance Department hereby
submits the Comprehensive Annual Financial Report for the City of Torrance for the
fiscal year ended June 30, 2011. The report reflects the fiscal plan of the City to
provide a quality level of service to the community while providing for limited
incremental funding of approved reserves and meeting operating expenditures with
operating revenues. The prudent fiscal management of the Mayor and City Council
provides the citizens of Torrance with continued fiscal responsibility at the local level.

The report has been prepared by the Finance Department in accordance with
Generally Accepted Accounting Principles (GAAP) as set forth in pronouncements of
the Governmental Accounting Standards Board (GASB). The GASB has primary
responsibility for determining current accounting and financial reporting standards for
activities and transactions of state and local government entities.

Responsibility for both the accuracy of the data, and the completeness and fairness
of the presentation rests with the City. The City believes the data is accurately
presented in all material respects. The financial data is presented in a manner
designed to fairly set forth the financial position and results of operations of the City
as measured by the financial activity of its various funds and that all disclosures
necessary to enable the reader to gain the maximum understanding of the City's
financial activity have been included.

REPORTING ENTITY

The Financial Reporting Entity (the government) includes all the funds and capital
assets of the primary government (i.e., the City of Torrance as legally defined) as
well as its financial reporting component units. Financial reporting component units
such as the City of Torrance Redevelopment Agency and the Torrance Public
Financing Authority are legally separate entities for which the City of Torrance is
financially accountable.



THE CITY

The City of Torrance is Los Angeles County's sixth largest city, by population, was
founded in 1912, incorporated in 1921, and became a charter city in 1947. The City
has a population of 145,927 within a boundary of approximately 21 square miles.
The City borders the beautiful Pacific Ocean and is an integral part of the larger
regional area known as the South Bay. The City of Torrance provides a wide range
of services. These services include police and fire protection; sanitation, sewer and
water services; a library system; a cultural arts center and gallery; recreational
services; a municipal airport and bus transit services; the construction and
maintenance of streets and infrastructure; planning and zoning; and general
administrative and support services.

SERVICE EFFORTS AND ACCOMPLISHMENTS

In fiscal year 2010-11, the City of Torrance continued to provide quality services and
programs to its residents and citizens. In total $317.0 million was budgeted to
support the City’s many services and programs.

Completed Projects:

Facilities Equipment Automation Projects (FEAPs): The following projects were
completed this year:

Permit Center:

The Permit Center was opened to the public on May 2, 2011. The Permit Center
consolidated several public counters for “permits” into one centralized area. Besides
streamlining “permit” operations into a centralized area the project included the
digitizing microfiche permit records and implementing “OnPoint” the online
software

Airport:
Electrical upgrade to the airport hangars at Zamperini Field was completed this year.

Others:

e The reconstruction of the pond at Wilson Park was completed and opened for
the enjoyment of the community. Digitization of Torrance Historical
Newspapers was completed. The project included the digitization of historic
newspapers and directories, a partnership among the City of Torrance,
Torrance Historical Society and Friends of the Torrance Library.

o Completed construction and formally opened the City’s thirty-third park,
Seaside Heroes Park, on January 22, 2011. The park is located in south
Torrance and is approximately 1.2 acres and is home to the Seaside Heroes
Memorial Wall.

ii



Culture and Recreation:

In the area of Culture and Recreation, the following is a list of the City’s
accomplishments during the year:

Library:

Remodeling of North Torrance Branch Library — The North Torrance Branch
Library reopened in Fall 2010 which included a “Homework Center” funded by
ExxonMobil..

Walteria Branch Library added a site for the volunteer program “Homework
Helpers” and was able to continue the online service “Live Homework Help”
through the generous donation from Providence Little Company of Mary
Medical Center in Torrance.

Launched new technology endeavors including a touch screen directory at the
Katy Geissert Civic Center Library and a mobile application for celi phones
and email overdue notices for patrons.

Cultural:

Hosted several special cultural events during the year such as the Torrance
Art Museum-six art exhibitions from local artists through the year; the
Excellence in Arts Awards-recognized individuals and groups for their
significant achievements in the local arts community; and various plays and
concerts such as the Concert in the Park, Symphony in the Park and
Shakespeare in the Park that provided a wide array of free entertainment for
residents of all ages.

City began to design improvements to the Wilson Park Amphitheater whose
goal is to better utilize the natural bowl! adjacent to the pond for a wide range
of theatrical activities. These improvements will aliow a wider range of
performing arts groups to utilize the space, providing fresh new opportunities
for the public to enjoy.

Recreational:

Organized and implemented the Torrance Youth Council Annual Scholarship
Awards Dinner that recognized and awarded college scholarships to Torrance
high school graduates.

Hosted the City’s Environmental Fair at the Madrona Marsh Center with 40
exhibits

Hosted the Halloween Carnival at Wilson Park

Co-sponsored the Annual Health and Resource Fair with the Salvation Army
Torrance Corps.

Coordinated with Parks and Recreation Commission the selection and
distribution of $20,000 in Non Profit Social Service Agency grants to
organizations servicing Torrance residents.

Awarded a $714,220 grant by the California Department of State Parks under
Proposition 84-Nature Education Facilities Program for the Madrona Marsh

iii



Nature Center and Preserve. The project consists of four elements:
renovating the classroom by adding a wall of windows that overlooks the
native garden and installing HD cameras and sound equipment to bring the
garden into the classroom; enclosing the central patio to create an “atrium,”
creating a mural inside the Nature Center depicting the timeline from the pre-
history into the modern era; and installing a viewing deck with informational
exhibits at the pond in the Preserve.

Park Services:

o Completed the Turf Management Plan for sports turf. An in-depth report on
the condition of the fields as well as a quantifiable methodology of analyzing
the workload and types of turf activities needed to bring the fields up to a
good standard will form the backbone of the Turf Management Plan for the
Phase 1 parks: Torrance Park, Columbia Park, Wilson Park, El Nido Park,
Walteria Park and McMaster Park.

e Supported numerous City sponsored events such as the Armed Forces Day
Parade, the Torrance Theater Company productions Movies and Concerts in
the Park and Halloween Carnival.

Economic Development Highlights:

Auto dealerships continue to play an integral role in Torrance. Hyundai came in
Torrance this year and DCH Toyota is adding new facilities. It began construction of
its building and when completed will be the only car dealership in the nation with
Gold LEED (Leadership in Energy and Environmental Design) certification from the

U.S. Green Building Council. This is the first phase of their building expansion plans.

Multi-million dollar remodeling projects were also completed for Mercedes Benz,
Infinity, and Ford dealerships on Pacific Coast Highway.

Centinela Feed and Pet Supplies, headquartered in Torrance, expanded to include
manufacturing capability in the form of Lotus Pet Food, a subsidiary to their Pet Food
retail chain and added about 20 more jobs.

Providence Little Company of Mary and Torrance Memorial Medical hospitals are
going through major expansions.

Special Projects (Alternative Fuel Technology):

e Shell/Toyota hydrogen fueling station was opened this year.

e Landi Rezo, the Italian-based company that develops and converts fleets with
alternative fuel using components also opened their US headquarters.
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e General Motors opened their Advanced Technology Center to provide R&D
for their electric vehicle.

The City also joined American Honda along with Stanford University and Google to
help further Honda’s Electric Vehicle pilot project.

FINANCIAL FORECAST AND FUTURE OUTLOOK

The financial forecast and future outlook is discussed in detail in the Management
Discussion and Analysis section of the City’s Comprehensive Annual Financial
Report.

LONG-TERM PLANNING

Over the past ten years, General Fund revenues grew from $112 million in fiscal
year 1999-2000 to approximately $149 million in fiscal year 2010-11. Over the ten
year period, the General Fund revenues grew 3.5% annually. Revenues exceeded
operating expenditures in the General Fund each year with the exception of the
2002-03 fiscal year and the recent recessionary years of 2008-09 and 2009-10.
Operating expenditures grew from $102 million in fiscal year 1999-2000 to $146
million in fiscal year 2010-11.

The City utilizes both a two-year operating budget and a five-year capital budget.
Both budgets are adopted and/or amended annually. The operating budget includes
a five (5) year forecast for both revenues and expenditures for all major funds. The
capital budget is a five-year rolling plan that is adjusted annually based on the
financial viability to fund new infrastructure projects.

The revenue forecast for the next two years reflects a minimal growth. The forecast
closely parallels the economic recovery of the local economy. The severe economic
recession while technically over will continue to impact local revenues for several
more years. Our forecast projects two years of slow to moderate growth in
revenues.

INTERNAL CONTROLS

Management of the City is responsible for establishing and maintaining an internal
control structure designed to ensure that the assets of the City are protected from
loss, theft, or misuse and to ensure that adequate accounting data are compiled to
allow for the preparation of financial statements in conformity with GAAP. The
internal control structure is designed to provide reasonable, but not absolute,
assurance that the above reference objectives are met. The concept of reasonable
assurance recognizes that: (1) the cost of a control should not exceed the benefits



likely to be realized; and (2) the valuation of costs and benefits requires estimates
and judgments by management.

BUDGETARY CONTROLS

The City is required by charter to adopt an annual budget. The City’s annual
appropriated budget is established and controlled at the individual organization level
(department). The budget is monitored at a more detailed level (program) that
closely tracks cost at service levels. The departmental director is held accountable
for meeting the objectives within each of his or her programs and in monitoring the
use of budget allocations to ensure compliance with the legal provisions embodied in
the annual appropriated budget approved by the City Council. The City also
maintains an encumbrance accounting system as one technique in accomplishing
budgetary control. All operating appropriations lapse at year-end to the extent they
have not been expended or encumbered. Capital project appropriations lapse when
individual projects are closed.

INDEPENDENT AUDIT

The City Charter requires an annual audit of the records and accounts of the City by
an independent Certified Public Accountant. This requirement has been complied
with and the auditor’s report has been included in this report.

AWARDS

The staff of the City of Torrance Finance Department has continued its efforts to
improve the method of providing financial information to the elected and appointed
officials of the City and to the citizens of Torrance.

The Government Finance Officers Association of the United States and Canada
(GFOA) awarded a Certificate of Achievement for Excellence in Financial Reporting
to the City of Torrance for its Comprehensive Annual Financial Report for the fiscal
year ended June 30, 2010. The City has received this award annually since 1987.

In order to be awarded a Certificate of Achievement, a government unit must publish
an easily readable and efficiently organized Comprehensive Annual Financial
Report, whose contents conform to program standards. Such reports must satisfy
both generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our

current report continues to conform to the Certificate of Achievement Program
requirements, and we are submitting it to GFOA for consideration.
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OTHERS

The City recommends that the Management Discussion and Analysis section be
read to obtain an understanding of the City’s financial condition as of June 30, 2011.
This section also provides an overview of the City’s financial activities at year end.

Respectfully submitted,

-~ - e
Eric E. Tsao
Finance Director
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The Honorable City Council
City of Torrance, California

INDEPENDENT AUDITORS’ REPORT

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Torrance,
California (“City”) as of and for the year ended June 30, 2011, which collectively comprise the City’s
basic financial statements, as listed in the table of contents. These financial statements are the
responsibility of the management of the City of Torrance. Our responsibility is to express opinions on
these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the City of Torrance, as of June 30, 2011, and the
respective changes in financial position and cash flows, where applicable, of the City of Torrance, and the
respective budgetary comparison information for the General Fund, for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

As described further in note 1 to the financial statements, the accompanying financial statements reflect
certain changes in the reporting of fund types and fund balance classifications for governmental funds due
to the implementation of GASB Statement No. 54.

The information identified in the accompanying table of contents as management’s discussion and
analysis is not a required part of the basic financial statements, but is supplementary information required
by accounting principles generally accepted in the United States of America. We have applied certain
limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the City’s basic financial statements. The introductory section, combining and
individual nonmajor fund financial statements, schedules, and statistical tables are presented for purposes
of additional analysis and are not a required part of the basic financial statements. The combining and
individual nonmajor fund financial statements and schedules have been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, are fairly stated in all
material respects in relation to the basic financial statements taken as a whole. The introductory section



Honorable City Council
City of Torrance
Page Two

and statistical tables have not been subjected to the auditing procedures applied in the audit of the basic
financial statements and, accordingly, we express no opinion on them.

In accordance with Government Auditing Standards, we have also issued a report dated December 9,
2011 on our consideration of the City’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, grant agreements, and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our

audit. My S lomarn 7 elovn P4

Irvine, California
December 9, 2011
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MANAGEMENT DISCUSSION AND ANALYSIS

The discussion and analysis of the City of Torrance’s financial performance provides

an overview of the City’s financial activities for the fiscal year ended June 30, 2011.
It is recommended this overview be read in conjunction with the City’s transmittal
letter and the accompanied financial statements in order to obtain a thorough
understanding of the City’s financial condition at June 30, 2011.

FINANCIAL HIGHLIGHTS

e The City’s total assets (all funds) exceeded its liabilities at the close of fiscal year

2010-11 by $424.3 million dollars (net assets). This is a 2.1 % or $8.5 million
dollars increase from last fiscal year net assets of $415.8 million primarily due to
increase in capital assets and cash due to increase in tax revenues during the

year. As prescribed by generally accepted accounting standards, the net assets

reported here does not include the City's unfunded actuarial pension liability,
which is disclosed in the notes to the financial statements (see Note 8).

e During the year, the City’'s revenues (all funds) and net transfers exceeded its
expenditures for governmental activities by $6.6 million.

¢ In the City’s business-type activities, expenditures exceeded revenues and
transfers by $1.6 million.

e The General Fund reported an excess of revenues over expenditures before
transfers of $2.8 million and a net transfers out of $6.1 million resulting in a
decrease to its fund balance of $3.3 million during the year.

e The City kept General Fund expenditures within spending limits and actual
General Fund expenditures on a budgetary basis were $7.5 million less than
budget. The General Fund revenues were $4.3 million below budgetary basis
which was attributable to lower than expected property taxes, utility users’ taxes
and investment earnings.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net

Assets and the Statement of Activities provide information about the financial
activities of the City as a whole and presents a longer futuristic view of the City’s

finances. For government activities, fund financial statements tell how services were

financed in the short-term as well as what remains for future spending. Fund
financials also report the City’s operations in greater detail compared to the
government-wide statements by providing information about the City’s most
significant funds. The remaining statements provide financial information about

(98]



activities where the City acts solely as a trustee or agent for the benefit of those
outside of the government.

REPORTING THE CITY AS A WHOLE
The Statement of Net Assets and the Statement of Activities

One of the most important questions asked about the City’s finances is, “Is the City
as a whole better off or worse as a result of the year’s activities?” The Statement of
Net Assets and the Statement of Activities report information about the City as a
whole and about its activities in a way that helps answer this question. The
Statement of Net Assets and Statement of Activities include all assets and liabilities
using the accrual basis of accounting, which is similar to the accounting used by
most private-sector companies. All of the current year’s revenues and expenses are
taken into account regardless of when cash is received or disbursed.

The aforementioned statements report the City’s net assets and changes in them.
The City’s net assets statement reflects the difference between assets and liabilities.
A way to measure the City’s financial health or financial position is to look at the
difference between assets and liabilities. Over time, increases or decreases in the
City’s net assets are one indicator of whether its financial health is improving or
deteriorating. Additional non-financial factors such as changes in the City’s revenue
receipt pattern need to be considered in assessing the overall health of the City.

The Statement of Net Assets and the Statement of Activities, present information
about the following:

¢ Governmental activities—All of City’s basic services are considered to be
governmental activities, including general government, public safety, public
works, and culture and recreation. Property taxes, sales taxes, utility users’
taxes, occupancy taxes and motor vehicle taxes finance most of these activities.

¢ Business-type activities—The City charges fees to customers to help it cover the
costs of certain services it provides. The City’s Airport, Transit, Water, Sewer,
Emergency Medical Service, Sanitation, Parks and Recreation and Cultural Arts
Center funds are included here.

The City has presented its financial statements under the new reporting model
required by Governmental Accounting Standards Board Statement No. 34 (GASB
34), Basic Financial Statements — and Management’s Discussion and Analysis
(MD&A) ~ for State and Local Government since fiscal year 2001-02. A comparative
analysis of financial data from prior year is included in this report.



REPORTING THE CITY’S MOST SIGNIFICANT FUNDS

Fund Financial Statements

The fund financial statements provides detailed information about the most
significant funds and is not intended to report on the entire City as a whole. Some
funds are required to be established by State law and by bond covenants. However,
City Council establishes many other funds to help it control and manage money for
particular purposes or to show that it is meeting legal responsibilities for using
certain taxes, grants and other money. The City’s two kinds of funds—governmental
and proprietary—use different accounting approaches.

Governmental funds— Majority of the City’s basic services are reported in
governmental funds. Governmental funds account for the resources (revenues
received) and the uses (services provided to residential and business
community) of money that flows into and out of these funds and money left at
year-end that is available for spending. These funds are reported using an
accounting method called modified accrual accounting, which measures cash
and all other financial assets that can readily be converted to cash. The
government fund statements provide a detailed short-term view of the City’s
general government operations and the basic services rendered. Governmental
fund information helps determine whether there are more or less financial
resources that can be spent in the near future to finance the City’s programs. A
description of the relationship (or differences) between the governmentai
activities (reported in the Statement of Net Assets and the Statement of
Activities) and governmental funds is shown in the reconciliation at the bottom of
the fund financial statements.

Proprietary funds are funds that account for the City’s operations that are
financed and operated in a manner similar to a private business enterprise.
Proprietary funds are reported in the same way that all activities are reported in
the Statement of Net assets and the Statement of Activities. The City’s
enterprise funds (a component of proprietary funds) are the same as the
business-type activities we report in the government-wide statements but provide
more detail and additional information, such as cash flows, for proprietary funds.
The City uses internal service funds to report activities that provide supplies and
services for other programs and activities within the City such as the Self
Insurance Fund and Fleet Services Fund and it also accounts for inter-fund
charges to the City’s departments for post-employment benefits and
compensated absences in the Post Employment/Compensated Absences Fund.



THE CITY AS TRUSTEE
Reporting the City’s Fiduciary Responsibilities

The City is the trustee, or fiduciary, for its employees’ pension plans. it is also
responsible for other assets that, because of a trust arrangement, can be used only
for the trust beneficiaries. All of the City’s fiduciary activities are reported in separate
Statement of Fiduciary Assets and Liabilities. We exclude these activities from the
City’s other financial 