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This is the 3™ consecutive year this award was achieved by
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The California Society of Municipal Finance Officers
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in financial management through innovation, continuing
education and professional development.
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Live Well. Health Matters.
FINANCE

July 1, 2010
FY2010-11 BUDGET MESSAGE

This budget serves the Beach Cities Health District’s mission, serving the health needs of the
residents of Hermosa Beach, Manhattan Beach and Redondo Beach based on the board-approved
health priorities. In this 7-page message, you will read globally about the budget and the support
material provides more detail. This report highlights issues and opportunities facing the agency,
identifies material changes from last year’s budget, discusses steps to improve our ability to
deliver services and discloses major assumptions. The purpose of this message is to clearly
summarize the complex and detailed information contained throughout the budget documents.
This District Budget becomes the guide for services and financial activity for the year July 1°
2010 through June 30", 2011.

The balanced approach taken by the Board, CEO and Finance staff provides services in the
current year, maintains the necessary infrastructure of capital assets and provides security to
grow our ability to pay for services keeping pace with inflation.

This year’s budgeted revenue decreases slightly

compared to prior year, necessitating careful Beach Cities Health District will

management of expenses and  capital leverage $2.4 million from
expenditures. The District’s budget this year ~ Property Taxes to provide $9.4
projects services at a total delivery cost of $9.4 million in services to the

million on a property tax increment base of only
$2.4 million. This leveraging is made possible
by the supplemental funding streams of user
fees, leases, investments and partnership revenues. The high degree of user-fee participation is
an indicator that residents find value in the health services offered by the District.

community in 2010-11

Budget Summary

The District budgets decreased revenues necessitated by economic changes, addressing the
economic hurdles of uncertain property values, declining interest rates, and depressed
partnership revenues, while maintaining the vast array of existing services.

Comparison to Prior Year Budget
FY10-11 FY09-10 Increase

Budget Budget (Decrease) %o
Revenue 10,012,617 10,777,593 (764,975) -T.1%
Operating Expenses (9414902} (9.838.732) (423.830) 4.3%
Met Income Before Capital 597,716 938,861 (341145} -36.3%
Capital Expenditures 141,693 482,700 (341,007} -70.6%
Capital Project Payback 456,000 456,000 " - 0.0%
23 161 (138)




FY2010-11 Budget Message

Financial accomplishments of this budget are:

1) Fourth consecutive year of positive cash flow to protect District net assets

2) Decrease in operating expenses of $429,000 or 4.3% from last year’s budget.

3) Year 3 recovery of District’s long term capital investment in energy efficiency

4) Substantial decrease in lease revenues, building operating expense recovery, due to
transition of space primarily from Providence Little Company of Mary

5) Cost-cutting measures to offset the lease reduction include reduced marketing (23%),
education and training (51%), facilities cost (18%) and information systems (11%).

Program accomplishments this budget provides are:
e Maintaining existing community health services delivery.
o Funds a new phone system which has served beyond expected end of life

Population Served in the Beach Cities
2010

City Population* %
Redondo Beach 68,105 55%
Manhattan Beach 36,773 30%
Hermosa Beach 19,599 16%

124,477 100%

*California State Department of Finance, May, 2010

Age Category Population %o**
Youth 23,651 19%
Adult 89,623 72%
Senior 11,203 9%

124,477 100%

** US Census Bureau, 2000

The District’s health priorities are an integral part of this budget. Across the three lifespan
categories of youth, adult and older adults, specific health targets remain at the core of this
budget, including services for the uninsured or underinsured.

Economic Issues Facing the District

Recent activity in the Real Estate market affects the District’s Property Tax projection. A
decline in the average appreciation of housing coupled with a decline in the rate of sales serve to
slow the pace of assessed valuation by the Los Angeles County Tax Assessor. This budget
projects a 0.0% increase in Property Tax over projected 2009-10.

The market decline in interest rates affects the District’s Interest Revenue somewhat. The
District typically buys investments and holds to maturity, rather than actively trading, staggering
maturity dates monthly over five years. Beginning March 1, 2010, day to day management of
investments was contracted to PFM Asset Management. PFM is forecasting a 2.53% average
return on district investments, which will result in a 20% decline in that portion of our interest
revenue. Interest revenue is made up of a diversified pool of investments and notes receivable.
Interest on Notes Receivable related to leases from Lazar Ducot, Leap & Bound Academy,
Silverado Senior Living are all at stated rates with the exception of $2.5 million subject to an
annual adjustment tied to the 1-year Constant Maturity Treasury index.

The District is unique among government agencies due largely to retirement planning decisions
made in the past. Economic factors have brought PERS, post-retirement health and unfunded
liabilities into the news; the district has avoided much of the crisis that other municipal
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FY2010-11 Budget Message

organizations are experiencing in their budgets. The district does not have exposure to unfunded
post-employment benefits and all pension funding is pay-as-you-go so has no unfunded pension
liabilities. Due to PERS multi-year smoothing of gains and losses, the district’s employer
contribution for PERS pension cost will likely increase in future years. This budget includes the
PERS employee defined benefit pension cost funding.

Budget and Comprehensive Annual Financial Reporting Awards

The District is committed to excellence in our financial
management resulting in transparency to our residents and California Society of Municipal Finance Officers
taxpayers in the way we steward public funds.

Meritorious in Operating Budgeting

Beach Cities Health District has received the Meritorious Fiscal Year 2009-2010
Operating Budgeting Award for three consecutive years e
from the California Society of Municipal Finance Officers.

Beach Cities Health District

In addition, Beach Cities Health District earned the /&y
Outstanding Financial Reporting award for the first time for o
the Fiscal Year ending June 30, 2009.

DS\ AN\ N\ RS\ N\ NS\ e\ A\ NS\ e\ e
e L G S LI G G oy

These awards program are designed to recognize those % . CaGlors Seciy ol g
agencies whose budget and financial reports meet certain € " | 5
state-wide standards considered to be of the highest quality. ;5} s i ’?f:

The effort to seek and attain this award reflects the &
District's commitment to meet the highest standards of |

governmental budgeting and reporting. 5
f- §
R e T T T T T T TR T s_:"g.h:l
o ) Diversified Funding Sources
District Funding FY10-11
Funding sources come from five main Budget %
categories: User Fees (24 percent), Property  User Fees 2,390,146 24%
Tax (24 percent), Interest on Investments (20  Property Tax 2,450,400 24%
percent), Lease revenue (19 percent), and  Interest Income 1,954,180 20%
Partnership Revenue (12 percent). Leases 1,912,975 19%
Limited Partnerships 1,191,663 12%
User Fee revenue is normally projected on the  other 113,253 1%
basis of historic usage trends of actual services  Total Revenues 10,012,617 100%

with a stretch goal incorporated for outreach
to new service recipients. User fees are comprised of fees from direct users of Center for Health
& Fitness, AdventurePlex, Health Education classes, Nutrition, and GrowWell. User Fee
revenues are forecast to decrease ($261,000) or 9.9 percent over 2009-10 Budget. This figure
includes a $87,000 decrease at AdventurePlex, an decrease of 7.3 percent, and a Center for
Health & Fitness $179,000 or 12.4 percent decrease. User Fee revenue declines are reflective of
the economic environment. Offered services represent varying degrees of essential and non-
essential services, which affects demand.

Property Tax is forecast to remain flat. Due to the long-matured real estate market in the three
beach cities, Property Taxes are not subject to the volatility as in other areas of the state. While
depressed market and foreclosure activity have affected the local market, there is no glut of new
housing inventory. The Los Angeles County Tax Assessor has revalued a significant number of
properties, in essence negating properties that revalued at a higher basis due to sale.
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FY2010-11 Budget Message

Lease revenues are projected on the basis of existing leases. The primary decrease for FY2010-
11, as shown at table below, is space currently leased by Providence Little Company of Mary
being vacated in November 2010.

Lease Revenue Sources
FY10-11 FY09-10 Increase

Budget Budget (Decrease) %
514 N. Prospect Awe. 1,379,875 1,666,619 (286,744) -17%
1837 Pacific Coast Highway 224,412 224,412 - 0%
601 Pacific Coast Highway 157,728 154,806 2,922 2%
2114 Artesia Bivd. 147,960 143,880 4,080 3%
Flagler / Beryl lot 3,000 3,000 - 0%

1,912,975 2,192,717 (279,742) -13%

Partnership revenue is comprised of the District’s limited partnership with Sunrise Senior Living,
Hermosa Beach, and Beach District Surgery Center, located within our own 514 building.
Sunrise is a mature operation with a calendar year budget from which we base our budget and is
forecast an average of $75,300 per month. This is a 2.9% decrease from prior year, in line with
actual financial performance in the current fiscal year. Beach District Surgery Center achieved
breakeven two years ago following their initial startup and is budgeted to average $24,000 per
month based on current results.

Investment revenue is a function of lease-related notes receivable and a portfolio of investments.
Maturing bonds in the portfolio, energy _
savings and return of principal on the lease- Investment Earnings

related notes are subject to reinvestment risk FYAOIL  FY0910 - Increase

- Budget Budget (Decrease) %
at the prevailing market rates. PFM ASSet  investment Portfolio ~ 657,800 823,400 (165,600) -20%

management projects an average Yield in EFI'COI 2‘0‘,3 t jggggg jggggg (28,999) gjf’

. . ilverado Note , , - ()
FY2010-11 of 2.53%, which translates into @ | eap& Bound Note 10715 10,715 ] 0%
decrease of $165,600 or 20%. The decrease 1,954,180 2,148,779 (194599) -9%

in interest from the long-term Ducot note
receivable is the normal shift in the
amortization from interest to principal from the fixed payment schedule.

Commitment to Existing Services

The Health District’s General Fund serves three subgroups of the population: youth, adult and
older adult. This budget mirrors the service delivery serving our populace by lifespan are
described as follows:

Youth Services

Youth Services comprises a broad array of services — in-school youth physical fitness, health
education, nutrition, school nursing, the Live Well Kids program, and an array of services
provided at AdventurePlex, a health and fitness center created especially for youth.

In the in-school youth services arena, this budget provides for Live Well Kids physical education
program services and maintaining our gardening and nutrition efforts in eight Redondo Beach
Unified public schools.

Notably, District subsidy of the AdventurePlex operations increases slightly by $21,000, or 4%,
from prior year’s budget. User fee revenues are budgeted to decrease by $87,000 compared to
prior year budget and expenses are forecast to decrease $62,000.
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FY2010-11 Budget Message

Adult Services

Existing adult services include the Center for Health Connection, Center for Health Information,
GrowWell (in its first full year), Medical Reserve Corps, health screenings and Health Education
classes.

The Center for Health and Fitness (CHF) is a medically-based, health and fitness facility that
targets chronic disease patients, rehab patients, older adults, and underactive, first-time or
inconsistent exercisers of all ages. Classes offered include Pilates and yoga classes for fitness
and wellness. We anticipate an average of 2,770 CHF members.

The Center for Health Connection provides medical, dental and counseling services for qualified
children and adults in the South Bay who are uninsured or underinsured. The center pre-screens
individuals and connects those who qualify with fee-based and need-based health services. Case
management spending decreases by $59,000 or 11% from prior year due to realizing efficiencies
improved management practices and identification of filled service gaps in the community.

Older Adult Services

The District's Older Adult Services Program provides the following services designed to improve
the quality of life and maintain independence for older and disabled residents: confidential in-
home assessment, care planning, advocacy, referrals to health and community services, in-home
support and volunteer services.

Older Adult Care caseload, 450 to 550 frail elderly, continues to fully utilize budgeted Health
Fund, the services BCHD provides to older and disabled residents. Demand for these services
exceeds budget; BCHD assessments for needed services indicate greater need, however current
budget limitations necessitate level spending. The MoveWell program begun in 2009-10 is
included in 2010-11 for its first full year.

Administrative Services

Administrative Services is comprised of Executive, Human Resources, Communications and
Outreach, Volunteer Services and Finance. Finance includes Accounting and Financial
Reporting, Information Systems, Property and administration of Prospect One Corp.

Leasing activity decreases this budget year over prior year due largely to unexpected notice by
Providence Little Company of Mary Hospital (LCMH) to vacate the remainder of their space in
the 514 building. No lease revenue nor building operating expense (BOE) recovery is budgeted
due to the uncertain timing of replacement leases.

Electricity expense is budgeted to decrease $27,000, due to the investment in energy efficiency,
the utilization of the main campus is near maximum. BOE (Building Operative Expense)
recovery allocation to tenants did not decrease substantially due to the projected vacancy because
LCMH lease did not provide for BOE recovery. As leases renew or new leases are negotiated,
BOE recovery is written into new agreements, allocated on a square foot basis.

Outside services for external investment management increases by $24,000, offset by decrease in
anticipated legal expense of $21,000.

The addition of a new phone system is budgeted in January, mid-year, at a lease cost of $10,000.
Vendor support for the existing voicemail system has ended and replacement parts are no longer
available on the secondary market.

Administrative costs are substantially trimmed in this proposed budget — administrative
education and training is reduced 32%, information systems equipment replacement is reduced
31% and marketing expenses are reduced 23% over prior year budget.
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The District currently has approximately 600 volunteers, a stable program providing volunteer
opportunities for a wide range of ages and interests across District programs.

Special Revenue Fund

Beach Cities Health District’s special revenue fund segregates activity related to Prospect One
Corporation, established to construct and operate medical office building space on the main
campus of the District. Activity in this budget is comprised solely of interest income and
expense related to the long-term lease of property on which the medical office buildings are
located, plus the audit allocation for audit and income tax return filing. The interest revenue
pertains to the 30-year note receivable from Ducot and the interest expense relates to the 30-year
note payable to Ducot.

Capital Expenditures

The District defines Capital Expenditures as improvements that have a useful life exceeding one
year and cost more than $5,000. This budget makes a commitment $142,000 for District capital
needs. This represents a very conservative approach replacing only infrastructure elements that
cannot be deferred.

A five-year plan is included in this budget package, with some large projects bridging two or
more years. The District anticipates no including capital spending for Information Systems
server or software upgrades.

Energy Efficiency Measures

A building energy assessment was completed in March 2006, that recommended eight energy
efficiency measures which would save approximately 70 percent of the current building
electricity and gas usage due to antiquated technology still in use. Those energy efficiency
measures were a new chiller, new boilers, air-handling measures, a free-cooling heat exchanger,
control system, lighting, cogeneration, and garage fan controls. Funding for this capital project
was Board-approved in FY2007, construction and implementation is anticipated by end of
FY2007-08 and energy recovery recovered through reduced electricity and gas usage in 2007-08
was $432,000 and was $456,000 in FY2008-09 and 2009-10 . Savings in 2010-11 is budgeted at
$456,000, leaving $400,000 to be recovered over the following year.

For first-time readers

We include information as an aid in illustrating how this budget dovetails with many areas of the
organization. The Board-approved health priorities of the Health District that this budget must
address are included for reference. A current organizational chart is included. Descriptions of
District Funds and Account structure are included to aid in understanding of how the various
department budgets roll up to the total. And for readers who may not be familiar with budget
terms or District-specific acronyms, there are two addendums that will be helpful.
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Conclusion

This budget:

Preserves the array of existing services

Addresses the economic hurdles of declining property values, interest rates and partnership
revenues

Responds to the unexpected reduction in lease revenue from Providence Little Company of
Mary’s notice to vacate space in the 514 building.

Decreases revenues by $765,000 or 7 percent over last year’s budget

Decreases operating expenses by $424,000 or 4 percent over last year’s budget

Decreases capital expenditures by $341,000 or 71 percent over last year’s budget

Delivers the fourth year of energy efficiency capital recovery

Provides the overdue addition of a new phone system to replace the current system that has
survived beyond scheduled end of life and is no longer supported

Provides for $9.4 million in services on a property tax base of only $2.4 million

We believe that last point exemplifies the excellent value our residents, taxpayers and voters
receive from Beach Cities Health District on their investment in health paid through their
property tax bill.

Live well, health matters.

Susan Burden Steve Groom
CEO CFO
Beach Cities Health District Beach Cities Health District
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