il

BOARD OF DIRECTORS
BUDGET AND FINANCE COMMITTEE MEETING

COMMITTEE MEMBERS

CHRIS DALY - CHAIRPERSON HAROLD BROWN - VICE CHAIRPERSON
SUSAN GARNER CAROLE GROOM
SCOTT HAGGERTY ASH KALRA

AIR QUALITY ERIC MAR MARK ROSS
MANAGEMENT GAYLE B. UILKEMA
DISTRICT

WEDNESDAY 4TH FLOOR CONFERENCE ROOM

MARCH 24, 2010 939 ELLIS STREET

1:00 P.M. SAN FRANCISCO, CA 94109

AGENDA

=

N

w

e

CALL TO ORDER - ROLL CALL

PUBLIC COMMENT PERIOD (Public Comment on Non-Agenda Items Pursuant to Government Code §
54954.3) Members of the public are afforded the opportunity to speak on any agenda item. All agendas for
regular meetings are posted at District headquarters, 939 Ellis Street, San Francisco, CA, at least 72 hours in
advance of a regular meeting. At the beginning of the regular meeting agenda, an opportunity is also provided
for the public to speak on any subject within the Board’s authority. Speakers will be limited to three (3) minutes
each.

APPROVAL OF MINUTES OF FEBRUARY 10, 2010

DISCUSSION OF PROPOSED BUDGET FOR FISCAL YEAR 2010/2011 J. McKay/4629
jmckay@baagmd.gov

The Committee will consider the proposed budget for Fiscal Year 2010/2011.

UPDATE ON PROPOSED FEE AMENDMENTS TO REGULATION 3: FEES J. McKay/4629
jmckay@baagmd.gov

The Committee will receive an update on proposed fee amendments to Regulation 3: Fees.

COMMITTEE MEMBER COMMENTS/OTHER BUSINESS

Any member of the Board, or its staff, on his or her own initiative or in response to questions posed by the public,
may: ask a question for clarification, make a brief announcement or report on his or her own activities, provide a
reference to staff regarding factual information, request staff to report back at a subsequent meeting concerning
any matter or take action to direct staff to place a matter of business on a future agenda. (Gov’t Code § 54954.2).

TIME AND PLACE OF NEXT MEETING - 1:00 P.M., Wednesday, April 28, 2010 — 939 Ellis Street,
San Francisco, CA 94109

ADJOURNMENT


mailto:jmckay@baaqmd.gov

(415) 749-5130

CONTACT EXECUTIVE OFFICE - 939 ELLIS STREET SF, CA 94109 FAX: (415) 928-8560
BAAQMD homepage:

www.baagmd.gov

e To submit written comments on an agenda item in advance of the meeting.
e Torequest, in advance of the meeting, to be placed on the list to testify on an agenda item.

e To request special accommodations for those persons with disabilities notification to the Clerk’s Office
should be given at least 3 working days prior to the date of the meeting, so that arrangements can be
made accordingly.

e Any writing relating to an open session item on this Agenda that is distributed to all, or a majority of all,
members of the body to which this Agenda relates shall be made available at the District’s offices at 939
Ellis Street, San Francisco, CA 94109, at the time such writing is made available to all, or a majority of
all, members of that body. Such writing(s) may also be posted on the District’s website
(www.baagmd.gov) at that time.



http://www.baaqmd.gov/
http://www.baaqmd.gov/

BAY AREA AIR QUALITY MANAGEMENT DISTRICT

939 ELLis STReeT, SAN Francisco, CALIFORNIA 94109

(415) 771-6000
EXECUTIVE OFFICE:

MONTHLY CALENDAR OF DISTRICT MEETINGS

MARCH 2010
TYPE OF MEETING DAY DATE TIME ROOM
Board of Directors Regular Meeting Wednesday 17 9:45 a.m. Board Room
(Meets 1% & 3" Wednesday of each Month)
Joint Policy Committee Friday 19 10:00 a.m. MTC Auditorium
101 — 8™ Street
Oakland, CA 94607
Board of Directors Budget & Finance  Wednesday 24 1:00 p.m. 4™ Floor
Committee (At the Call of the Chair) Conf. Room
Board of Directors Mobile Source Thursday 25 9:30 a.m. 4" Floor
Committee (Meets 4™ Thursday each Month) Conf. Room
Board of Directors Legislative Monday 29 10:00 a.m. 4" Floor
Committee — (At the Call of the Chair) Conf. Room
APRIL 2010
TYPE OF MEETING DAY DATE TIME ROOM
Board of Directors Public Outreach Friday 2 9:30 a.m. 4™ Floor
Committee (At the Call of the Chair) Conf. Room
Board of Directors Regular Meeting Wednesday 7 9:45 a.m. Board Room
(Meets 1% & 3" Wednesday of each Month)
Board of Directors Stationary Source  Monday 12 9:30 a.m. Board Room
Committee (At the Call of the Chair)
Advisory Council Regular Meeting Wednesday 14 9:00 a.m.-11:00a.m. Board Room
Board of Directors Regular Meeting Wednesday 21 9:45 a.m. Board Room
(Meets 1 & 3" Wednesday of each Month)
Board of Directors Mobile Source Thursday 22 9:30 a.m. 4™ Floor
Committee (Meets 4™ Thursday each Month) Conf. Room
- RECHEDULED TO THURSDAY, APRIL 29,
2010
Board of Directors Budget & Finance = Wednesday 28 1:00 p.m. 4™ Floor
Committee (At the Call of the Chair) Conf. Room
Board of Directors Mobile Source Thursday 29 9:30 a.m. 4" Floor
Committee (Meets 4™ Thursday each Month) Conf. Room




TYPE OF MEETING

Board of Directors Regular Meeting
(Meets 1% & 3" Wednesday of each Month)

Advisory Council Regular Meeting

Board of Directors Regular Meeting
(Meets 1% & 3™ Wednesday of each Month)

Joint Policy Committee
Board of Directors Mobile Source
Committee (Meets 4™ Thursday each Month)

HL - 3/16/10 (1:30 p.m.)
P/Library/Forms/Calendar/Calendar/Moncal

DAY

Wednesday

Wednesday

Wednesday

Friday

Thursday

MAY 2010

DATE

5

12

19

21

27

TIME

9:45 a.m.

9:00 a.m. -11:00 a.m.

9:45 a.m.

10:00 a.m.

9:30 a.m.

ROOM

Board Room

Board Room

Board Room

MTC Auditorium
101 — 8" Street
Oakland, CA 94607

4™ Floor
Conf. Room



AGENDA: 3

BAY AREA AIR QUALITY MANAGEMENT DISTRICT

Memorandum
To: Chairperson Daly and Members
of the Budget and Finance Committee
From: Jack P. Broadbent
Executive Officer/APCO
Date: March 15, 2010
Re: Budget and Finance Committee Draft Meeting Minutes

RECOMMENDED ACTION:

Approve attached draft minutes of the Budget and Finance Committee meeting of February 10,
2010.

DISCUSSION

Attached for your review and approval are the draft minutes of the February 10, 2010 Budget and
Finance Committee meeting.

Respectfully submitted,

Jack P. Broadbent
Executive Officer/APCO



Draft Minutes of February 10, 2010 Budget & Finance Committee Meeting

AGENDA: 3

Bay Area Air Quality Management District
939 Ellis Street
San Francisco, California 94109
(415) 749-5000

DRAFT MINUTES
Summary of Board of Directors
Budget & Finance Committee Meeting
1:00 p.m., Wednesday, February 10, 2010

Call to Order: Chairperson Chris Daly called the meeting to order at 9:30 a.m.

Roll Call: Chairperson Chris Daly; Vice Chairperson Harold Brown; Committee
Members Susan Garner, Scott Haggerty, Carole Groom and Eric Mar

Absent: Committee Member Ash Kalra, Mark Ross and Gayle Uilkema
Public Comment Period: There was no public comment.
Approval of Minutes of November 2, 2009:

Committee Action: Director Haggerty moved approval of the minutes of November 2, 2009; seconded by
Director Brown; carried unanimously without objection.

Review of Air District Financial Audit Report 2008/2009

Peggy Vande Vooren, Gilbert Associates, Inc., presented the District's Financial Audit Report for
2008/2009, summarized required communications in management’s financial reporting and disclosure
process, and reviewed the following areas and comments associated with those areas:

Area Comment

Auditors’ Responsibilities under Generally Accepted | Issued an unqualified opinion on the financial statements
Auditing Standards (GAAS) for year ended June 30, 2009, and issued unqualified
opinions on the OMB Circular A-133 (Single Audit)

Disagreements with Management None

Management Representations Requested certain representations which are included in
letter from management, dated January 29, 2010

Planned Scope and Timing of the Audit Performed according to scope and timing, per contract.

Management Consultations with Other Independent | None

Accountants

Significant Accounting Policies Described in Notes to the financial statements. Note 1:
District changed accounting policies related to post-
retirement healthcare benefits by adopting GASB
Statement No. 45. Auditors noted no transactions entered
into by the District during the year for which there is a lack
of authoritative guidance or consensus. No significant
transactions have been recognized in financial statements
in a different period than when transaction occurred.

Serious Difficulties Encountered in Performing the Audit None



Draft Minutes of February 10, 2010 Budget & Finance Committee Meeting

Area Comment
Other Audit Findings or Issues None
Management Judgments and Accounting Estimates Most significant estimates are useful lives and related

depreciation of capital assets, the retirement and post-
retirement healthcare benefits expenses, and long-term
liability for compensated absences. Key factors and
assumptions are reasonable in relation to financial
statements taken as a whole.

Significant Adjustments or Disclosures not reflected in | Misstatement detected and corrected by management:
financial statements Decrease in the General Fund’'s fund balance and
increase in deferred revenue by $520,745.

The District recorded three adjustments to prior year's
fund balance:

1. Adjustment to remove the OPEB Trust Fund and
move assets of $2,724,190 to the General Fund due
to the Fund not meeting definition of a fiduciary fund
as defined by GASB.

2.The District’'s second and third adjustments increased
the General Fund’s and Special Revenue Fund’s fund
balances by $903,106 and $81,033,409, respectively
(related to the TFCA programs).

Two passed-on journal entries were not recorded by
management:

1.First entry would decrease the Special Revenue
Fund's fund balance by $310,817 to account for
unrealized losses on funds held in the County’'s
investment pool.

2.Second entry would decrease the General Fund’s
fund balance by $98,028 to account for estimated
claims liability loss reserves.

Committee Comments/Questions:

Chair Daly questioned the difference between Restricted Reserve and an OPEB Trust Fund. Ms. Vande
Vooren said a Trust Fund is an actual fund that tracks revenues and liabilities separately, and a restricted
fund balance is part of the District's General Fund.

Director Haggerty referred to San Mateo County’s loss on investments and called for the need by the
Committee to discuss alternative investment options. District Counsel Brian Bunger updated the
Committee, stating that the District must remain in the investment pool until monies are returned or a
significant loss is incurred, which he believed was currently estimated at 80%.

Chair Daly requested a status report regarding San Mateo County Investment Pool be calendared for the
next Budget and Finance Committee meeting.

Ms. Vande Vooren continued, and presented the Financial Statements with Independent Auditors Report,
the OMB Circular A-133 and Transportation Fund for Clean Air Compliance Reports and the Management
Letter, year ended June 30, 2009.

Chair Daly questioned the auditor’s reference of $520,745 in deferred revenue. Mr. Bunger explained that
this amount may relate to permit revenue invoiced and not received, as some are businesses that no
longer exist or are in or near bankruptcy, and some have simply not paid the outstanding debt. He
discussed the District's efforts in pursuing collection through Abatement Orders, Notice of Violations
(NOVs) and other means, and what is a relatively high number is reflective of the economy. The new
production system should enable the District to more efficiently track and collect outstanding invoices.
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Director Brown questioned whether there were any outstanding issues relating to the unfunded liability for
retiree health. Mr. McKay reported that the District started funding the liability about 4 years ago and has
made progress; $2 million is invested annually into the OPEB to address the $50 million total liability.

There was no public comment.
Committee Action: None; Informational Only.

Second Quarter Financial Report- Fiscal Year 2009-2010

Finance Manager, Linda Serdahl, gave a PowerPoint presentation of the second quarter Financial Report,
as follows:

GENERAL FUND: STATEMENT OF REVENUE
Comparison of Budget to Actual Revenue
= County receipts totaled $9,891,047 (49%) of budgeted revenue.
Permit Fee receipts were $15,966,823 (66%) of budgeted revenue.
Title V Permit Fees were $2,265,979 (70%) of budgeted revenue.
Asbestos Fees were $827,397 (63%) of budgeted revenue.
Toxic Inventory Fees were $405,533 (63%) of budgeted revenue.
Penalties and Settlements were $377,745 (15%) of budgeted revenue.
Miscellaneous Revenue receipts were $49,554 (11%) of budgeted revenue.
Interest Revenue was ($131,969) which totaled 19% of budgeted revenue.

GENERAL FUND BUDGET: STATEMENT OF EXPENDITURES

Comparison of Budget to Actual Expenditures
= Salaries and Benefits were $20,711,531 (47%) of budgeted expenditures.
= Operational Services and Supplies were $6,764,366 (29%) of budgeted expenditures.
= Capital Outlay was $2,492,959 (37%) of budgeted expenditures.

Investment Balances
Cash and Investments in County Treasury:

General Fund $ 30,394,461
TFCA $ 54,314,815
MSIF $ 34,743,565
Carl Moyer $ 18,244,463

CA Goods Movement $ 14,547,565
$152,244,869
Investments Held as:

Fixed Income Investments 34% of total investment pool
Short Term Investments 66% of total investment pool

Additional Information:
Fund Balances — Undesignated balance of $6,358,308
Total Fund Balance - $23,951,360

Committee Comments/Questions:

Director Haggerty requested an explanation of decreased penalty revenues. Mr. Bunger responded that the
District is not experiencing the numbers of NOVs issued historically over the past few years. Staff noted
that larger facilities have implemented more sophisticated Environmental Management Systems (EMS).
Also, permit condition violations are not occurring as often because facilities are operating at reduced
volumes.

Director Haggerty requested that inspection information be broken down over the last five years by
numbers of inspections, types of inspections and types of inspectors.

3
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Ms. Roggenkamp noted that significantly more inspections are being done at the Port of Oakland than
originally anticipated, there are some limited term employees who process the paperwork for grants, and
there are safety protocols and training that inspectors must have for hazardous materials and how the
District performs these types of functions are addressed in budget projections.

Mr. McKay added that professional services are part of reductions in services and supplies and the District
is managing its shortfalls by managing the vacancy rate.

Committee Action: None; Informational Only.

Air District Financial Overview

Deputy APCO, Jeffrey McKay, gave an update on the financial status, general fund revenue sources,
general fund expenditures, and discussed financial challenges in the current fiscal year, as follows:

Property Taxes will decrease by 8% in Accordance Assembly Bill

No.15, in the amount of: - $1.6 Million
Budgeted grant revenue will not be realized, resulting in General

Fund encroachment in the amount of: - $2.2 Million
Permit Fees will Decrease in the amount of: - $1.0 Million
Penalties will Decrease in the amount of: - $1.0 Million
Interest will Decrease in the amount of: - $0.4 Million
Property Tax will Increase in the amount of: +$1.0 Million
Total - $5.2 Million

Mr. McKay noted that the budgeted grant revenue encroachment of $2.2 million is presented most
pessimistically and this could be improved by $500,000.

The following actions to be taken:

» Excess Vacancies (beyond budget) — estimated at: +3$15M
* Reduce Services and Supplies by 10%: +$1.2M
e Securitize 8% Property Tax Decrease +$1.6 M
» Total $4.3 M

Director Comments/Questions:

Director Garner confirmed with Mr. McKay that the District would reduce services and supplies, securitize
8% property tax decrease, and noted that General Fund expenditures comprise of 62% salary and benefits,
26% services and supplies, which includes professional services and contractors, paper and supplies.
Director Garner questioned the sorts of cuts to achieve a balanced budget. Mr. McKay stated that he and
Jean Roggenkamp meet with staff to cut 10% across the board in all departments. Ms. Roggenkamp added
that cuts are made so as not to disrupt essential services and cause too much of an impact.

Mr. McKay noted that the Board’s direction is to maintain 15% of the General Fund budget, or $9 million in
reserves. The District’s total fund balance at the end of the year is estimated to be $13 million which
remains beyond the targeted amount. In going forward, staff proposes to maintain vacancies, reduce
service and supplies expenditures, implement fee increases to address the cost recovery gap, and
maintain cautious stewardship of reserves.

Director Garner questioned if there was a cap where vacancies from attrition becomes disruptive to the
organization, or would backfilling positions become necessary. Mr. McKay reported that the District would
maintain vacancies and its services and supplies budget beyond the current budget. Regarding fees, the
District is currently only at 50% cost recovery. The District cannot accomplish its mission at this level and
will need modest decreases in the gap and staff will suggest a 5% fee increase for the coming year, which
will only decrease the gap by about 1%. He summarized by stating cautious stewardship of reserves will
be in place for items not absolutely necessary, and he restated the actions to be taken as described earlier
to maintain excess vacancies, reduce services and supplies, securitize property tax decrease, and allow for
modest reductions in the cost recovery gap.
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Director Garner noted that current vacancies were 24 FTE which was through attrition. Going forward, she
guestioned the District’s strategy to continue to accept attrition or cap vacancies if it becomes disruptive to
the organization. Mr. McKay said there are a targeted number of vacancies beyond the current vacancy
and there is always turn-over. He stated that the District is a 363 FTE organization; there are currently 24
vacancies and the maintenance of vacancies is targeted at 16 FTE.

There was no public comment.

Committee Action: None; Informational Only.

Committee Member Comments: None

Time and Place of Next Meeting: At the Call of the Chair

Adjournment: The meeting adjourned at 1:39 p.m.

Lisa Harper
Clerk of the Boards



AGENDA: 4
BAY AREA AIR QUALITY MANAGEMENT DISTRICT
Memorandum

To: Chairperson Daly and Members
of the Budget and Finance Committee

From: Jack P. Broadbent
Executive Officer/APCO

Date: March 15, 2010

Re: Discussion of Proposed Budget for Fiscal Year 2010/2011

RECOMMENDED ACTION:

The Executive Officer/APCO requests that the Budget and Finance Committee review the
Budget for Fiscal Year 2010/2011, and make any recommendations for further discussions to
be held during the April 28, 2010 Budget and Finance Committee meeting. This will allow
staff the necessary time to make the changes for the second review by the Committee and the
first public hearing date set for May 5, 2010.

BACKGROUND:

At the March 17, 2010 regular Board of Directors meeting, the Fiscal Year 2010/2011
Proposed Budget document was referred to the Budget and Finance Committee for review at
the Committee’s March 24, 2010 meeting. The Board, through its committees, has also
requested updates on the San Mateo County Investment Pool and on use of District inspectors
in Grants work.

DISCUSSION:

Staff will present the proposed budget for Fiscal Year 2010/2011. The proposed budget is
balanced, with the General Fund Revenues, Transfers-In the from the Designated Reserves for
PERS and the Reserve for Economic Uncertainties, along with TFCA Revenues, Indirect Cost
Recovery, and Mobile Source Incentive Revenues totaling $72.1 million. Proposed
consolidated expenditures are $72.1 million, excluding grant program distributions. Proposed
capital requests are $2.4 million. The proposed budget does not include an FTE increase.

Staff will publish, prior to March 30, 2010, a notice to the general public that the first of two
public hearings on the budget will be conducted on May 5, 2010 and that the second hearing
will be conducted on June 16, 2010. Staff requests that the Budget and Finance Committee
complete its review and take action on the proposed budget at the April 28, 2010 Budget and
Finance Committee meeting. This will allow staff the necessary time required to amend, if
necessary, the budget for the first public hearing to be held on May 5, 2010.



BUDGET CONSIDERATION/FINANCIAL IMPACT:

The proposed consolidated budget for FY 2010/2011 is $72,066,979 and is a balanced budget
with the inclusion of $1.6 million from the Reserve for Economic Uncertainties.

Respectfully submitted,

Jack P. Broadbent
Executive Officer/APCO

Prepared by: Linda J. Serdahl, CPA, CFE
Reviewed by: Jeffrey M. McKay, DAPCO




AGENDA: 5

BAY AREA AIR QUALITY MANAGEMENT DISTRICT

Memorandum
To: Chairperson Daly and Members
of the Budget and Finance Committee
From: Jack P. Broadbent
Executive Officer/APCO
Date: March 15, 2010
Re: Update on Proposed Amendments to Requlation 3: Fees

RECOMMENDED ACTION:

None. This item is for information only.

BACKGROUND

The District collects fees to pay for the costs of implementing and enforcing programs to
reduce air pollution from stationary sources. Under State law, the District has the authority to
collect fees sufficient to recover the full direct and indirect costs of these programs.

A study of fee revenue, and stationary source program costs, was completed in 2005 for the
District by the accounting firm Stonefield Josephson, Inc. (Bay Area Air Quality Management
District Cost Recovery Study, Final Report; March 30, 2005). This study concluded that
program costs are much greater than fee revenue. This cost recovery gap is filled by using
property tax revenue received by the District from the counties, or where this county revenue
is inadequate, by fund balances.

Staff has updated the analysis of cost recovery on an annual basis, using the same
methodology established in the 2005 Cost Recovery study, to support budget preparation and
fee amendment activities. For the most recently completed fiscal year (FYE 2009), fee
revenue accounted for 58% of program costs, indicating that a significant cost recovery gap
still exists.

For the upcoming Fiscal Year Ending (FYE) 2011, District staff is preparing a budget that
incorporates a number of cost containment measures that address the fiscal challenges that the
District and other public agencies face. In order to prepare a balanced budget without
compromising the District’s core programs and initiatives, however, an increase in cost
recovery is necessary, along with modest use of fund balances.



PROPOSED FEE AMENDMENTS FOR FYE 2011

Staff has prepared proposed fee regulation amendments for the upcoming fiscal year that
would increase fee revenue by approximately 5.5% from the revenue that would otherwise
result without a fee increase. It should be noted, however, that this increase in fee revenue is
only 1.5% greater than the projected fee revenue included in the current FYE 2010 budget,
because actual fee revenue has decreased beyond expectations due to the prolonged economic
downturn.

Staff is proposing to increase all fees by 5%, with the exception of Fee Schedule P, which
would be increased by 10%. Fee Schedule P applies to a relatively small number of larger
facilities that are subject to Title V or Synthetic Minor Operating permit requirements.
Updated cost recovery analyses indicate that revenue collected under Fee Schedule P recovers
less than 50 percent of the District’s costs associated with corresponding program activities.

The following additional amendments are proposed:

e Provide a discount on permit application and registration fees for businesses that attend a
District-sponsored Industry Compliance School.

e  Amend the definition of “small business” so that more businesses qualify for a small
business discount on permit application fees and hearing board fees.

e Establish a new discount on permit application fees for businesses that have been
certified under the Bay Area Green Business Program.

e  Establish a provision in Regulation 3 that allows the Air Pollution Control Officer to
declare an amnesty period, during which the District may waive all or part of the penalty
fees for sources that are currently operating without valid Permits to Operate and/or
equipment registrations.

Staff will provide the committee with additional details regarding the proposed fee
amendments at the committee meeting on March 24, 2010. A summary of public comments
received to date, including those made at a public workshop held on February 22, 2010, will
also be provided.

Respectfully submitted,

Jack P. Broadbent
Executive Officer/APCO

Prepared by: Brian Bateman
Reviewed by: Jeffrey Mckay
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