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May 10, 2005
REVISED

Abstract of Fiscal Year 2005-06 Draft Budget and Draft Work Program

of the

South Coast Air Quality Management District

Attached is the Executive Officer’s transmittal letter to the Governing Board and the Budget Options and Summary from the Fiscal Year 2005-06 Draft Budget and Draft Work Program.  The Budget Options and Summary is a brief overview of the AQMD and includes program and financial information.  The FY 2005-06 Draft Budget and Draft Work Program is also available on our website at http://www.aqmd.gov/finn/financialinformation.htm
If you have any questions about the Fiscal Year 2005-06 Draft Budget and Draft Work Program, please contact Cheryl Wade, Financial Services Manager, at (909) 396-2767.

Attachments
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April 29, 2005

South Coast Air Quality

Management District Board

Transmittal of the Executive Officer’s

Draft Fiscal Year 2005-06 Budget and Work Program

This proposed draft Budget and Work Program, while continuing AQMD’s efforts in protecting public health, represents further downsizing of the agency due to economic constraints.  For Fiscal Year (FY) 2005-06, I am proposing a budget that decreases expenditures by approximately $3.4 million (3%) over the FY 2004-05 amended budget.  In addition, this budget does not include any salary and benefit adjustment for our staff.  Any such adjustment needs to be negotiated with staff and reflected as a budget adjustment at a later date.  This decrease also reflects the result of unfunding additional vacant positions and expenditure reductions tied to one-time projects or litigation expenses.  In response to substantial increases in retirement rates as the result of market losses to the retirement system, court decisions which have increased benefits to employees and retirees, and the continued reduction in Emission Fee revenues reflecting lower emissions as a result of additional emission controls placed on the Basin’s largest emitters, the agency’s revenues have not kept pace with program costs.  This budget request unfunds 6 additional vacant staff positions, bringing the total number of unfunded positions to 31, and makes further reductions in expenditures for services and supplies.  

Since FY 1991-92, the AQMD has reduced staffing and program costs despite increased program requirements.  This year’s proposal is $105.1 million and includes 768 funded positions.  Compared to twelve years ago, this request reflects 34% less staffing and a 7% reduction in budgeted expenditures.  Adjusting today’s dollar for inflation, this proposal is 40% less than the FY 1991-92 adopted budget.  Despite these reductions and the success of several streamlining measures adopted by the Board, estimated revenues for next year do not keep pace with AQMD’s program requirements.  Over the next several months I will be meeting with representatives of the employees to seek agreements which would lower our FY 05-06 and future staffing costs.  In order to finance this year’s Budget, I am recommending an across-the-board fee increase option of 6.0% plus an appropriation from the Undesignated Fund Balance of $850,850.  In addition, I am proposing two other alternatives for Board consideration.  These alternatives are (1) a 3.6% across-the-board increase consistent with the change in the California Consumer Price Index, plus an appropriation from the Undesignated Fund Balance of $2,279,507;

[image: image3.png]and (2) a 7.5% across-the-board increase, which would begin to bring fee revenues inline
with program costs, with no appropriation from the Undesignated Fund Balance.
Nevertheless, all three options entail further downsizing from the current budget. After
careful consideration, I am recommending a 6.0% increase for next year.

The budget is based on the goals and objectives presented to the Governing Board at the
February 3, 2005 meeting. These goals emphasize our continued efforts to improve
efficiency and productivity; implementation of the AQMP; implementation of the
Board’s initiatives; implementation of the Fleet Rules; pursuing environmental justice
enhancement activities; reduction of air toxics; and continuing to address other priority
issues.

The public and the business community have many opportunities to participate in the
budget development process. These include meetings of the Budget Advisory Committee
which is made up of representatives from the business and regulated communities; two
public workshops to discuss and receive comments on the impacts of the proposed
amendments to the fee rule; one public workshop-to discuss the proposed budget and
work, and two public hearings.

In summary, while this proposed budget for FY 2005-06 represents a decrease from the
current amended budget, it represents an approximate 2.7% increase over last year’s
originally adopted budget. This increase reflects the cost increases associated with our
increased retirement contributions. Estimated revenues for FY 2004-05 are
$105,491,900. The AQMD plans to utilize a portion of its reserves over the next two
years to make up for the drop in revenues, as we strive to balance revenues and
expenditures. The AQMD will continue its efforts to make progress toward attaining the
federal and state clean air mandates in the most cost-effective manner possible.

Respectfully,

SN

Barry R. Wallerstein, D.Env.
Executive Officer

PHP:CW:JK
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BUDGET OPTIONS AND SUMMARY
Preface

The following represents the preliminary Draft Budget and Work Program of the South Coast Air Quality Management District (AQMD).  This proposal is available for public review and comment during the month of May.  Two initial workshops are scheduled to discuss this year’s proposal, one for the public on April 21, and one for the Governing Board on April 29.  

As part of this year’s budget proposal three options are being presented for discussion and consideration by the Governing Board at their April budget meeting.  Option I includes a proposed CPI increase of 3.6% and specific adjustment to the fee regulation to recover certain permitting, compliance, and Hearing Board costs.  Option II proposes to increase fee rates by 6% and the previous specific adjustments.  This increase represents approximately $1,428,657 in additional revenue.  This draft budget and the supporting documentation have been prepared reflecting this option.  Option III proposes to increase fee rates by 7.5% plus the previous specific adjustments.  This option would reduce the impact on the agency’s fund balance and begin to balance fee revenues with program costs.  All three options entail further downsizing from the current budget.  The cost/revenue associated with each option and the effect on the fund balance is detailed below:

	
	
	
	
	
	
	
	Change in Fund

	
	Options
	
	Expenditures
	
	Revenues
	
	Balance

	I
	CPI (3.6% Fee Increase) 
	
	$105,110,807
	
	$102,831,300
	
	$(2,279,507)

	
	
	
	
	
	
	
	

	II
	6% Fee Increase
	
	
	
	$    1,428,657
	
	   $(850,850)

	
	
	
	
	
	plus Option I
	
	

	
	
	
	
	
	
	
	

	III
	7.5% Fee Increase
	
	
	
	$    2,321,568
	
	   $42,061

	
	
	
	
	
	plus Option I
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


A final Draft Budget and Work Program, which may include changes based on comments from the public and Board, will be presented for adoption at a public hearing scheduled for June 3, 2005.

Introduction
The South Coast Air Basin has suffered unhealthful air since its rapid population growth and industrialization during World War II.  While air quality has improved, the residents of the Basin still breathe some of the most polluted air in the nation.

The 50-year history of the region’s air pollution control efforts is, in many ways, one of the world’s key environmental success stories.  Peak ozone levels have been cut by almost three-fourths since air monitoring began in the 1950s.  Population exposure was cut by 50% during the 1980s alone.

Since the late 1940s when the war on smog began, the region’s population has tripled from 4.8 million to over 15 million; the number of motor vehicles more than quadrupled from 2.3 million to 9.7 million; and the area has grown into one of the most prosperous regions of the world.  This phenomenal economic growth illustrates that pollution control and strong economic growth can coincide.
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Government

The South Coast Air Quality Management District (AQMD) began operation on February 1, 1977 as a regional governmental agency established by the California Legislature pursuant to the Lewis Air Quality Management Act.  The AQMD encompasses all of Orange County and parts of Los Angeles, San Bernardino and Riverside Counties, representing over 15 million citizens.  It succeeded the Southern California Air Pollution Control District and its predecessor four county air pollution control districts, of which the Los Angeles County Air Pollution Control District was the oldest in the nation, having been formed in 1947.  The AQMD Governing Board is composed of 12 members, including four members appointed by the Boards of Supervisors of the four counties in AQMD’s jurisdiction, five members appointed by cities in the AQMD’s jurisdiction and three members appointed by the Governor, the Speaker of the State Assembly and the Rules Committee of the State Senate, respectively.  The members appointed by the various Boards of Supervisors and cities consist of one member of the Board of Supervisors of Los Angeles, Orange, Riverside, and San Bernardino Counties, respectively, and a mayor or member of the city council of a city within Orange, Riverside and San Bernardino Counties.  Los Angeles County cities have two representatives, one each from the western and eastern portions of the county.
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Mission
The mission of the AQMD is to protect public health from air pollution while being sensitive to the economic needs of the Basin’s businesses.  It does this through a comprehensive program of planning, regulation, education, enforcement, compliance incentives, technical innovation and promoting public understanding of air quality issues.  Over the past several years the AQMD has implemented a policy of working with regulated businesses to ensure their participation in making the rules which will impact them.  This cooperative approach has resulted in greater business support for achievement of air that is healthful to breathe.

To carry out its mission the AQMD has developed a set of Goals and Objectives, which is evaluated and revised annually and presented at a public hearing.  The following Goals have been established for FY 2005-06:


I.
Ensure expeditious progress toward meeting clean air standards and protecting public health.


II.
Ensure equitable treatment for all communities.


III.
Operate efficiently and in a manner sensitive to businesses.

These goals are the foundation for the AQMD’s Work Program.  Each goal is supported by multiple activities, which target specific areas of program performance. A public hearing to receive input on the Goals and Objectives for FY 2005-06 was held on February 4, 2005.

Budget

The AQMD’s annual appropriated budgets are adopted for the general fund.  Budgets are adopted on a budgetary basis that includes encumbrances as expenditures. All annual appropriations lapse at fiscal year end to the extent they have not been expended or encumbered.  Amendments to increase the budget must be approved by the Governing Board.

To meet its financial needs, the AQMD utilizes a system of evaluation fees, annual operating fees, emission fees, Hearing Board fees, contracts, penalties/settlements and investments that generate approximately 72% of its revenues.  The remaining 28% of its revenue are from an Environmental Protection Agency grant, California Air Resources Board subvention, and California Clean Air Act Motor Vehicle fees.  Beginning with its Fiscal Year 1978-79 Budget, the AQMD no longer received any property tax moneys.

The draft budget consists of two volumes.  The first volume is the Draft Budget and Draft Work Program that presents the primary information regarding proposed program revenues and expenditures for the new fiscal year and a forecast for the second and third years.  The second volume is the Supporting Documentation, which contains detailed expenditure and program justifications supporting the draft budget and work program requests.  The budget is a line-item budget structured by office.  The budget is supplemented with a work program which estimates staff resources and expenditures along program and activity lines.

This draft budget and work program is scheduled for adoption by the South Coast Air Quality Management District Governing Board at its June meeting.  The period covered by this budget is Fiscal Year 2005-06, which ends on June 30, 2006.

Budget Process
The AQMD has a comprehensive budget process, which establishes goals and objectives and monitors progress in meeting those goals and objectives.

Up to and including the budget adoption hearing by AQMD’s Governing Board, the public and the business community have several opportunities to participate in the budget process.  The opportunities include:

· meetings of a budget advisory committee made up of business and environmental representatives

· several public workshops—to discuss proposed changes to the fee rule and to discuss the proposed budget

· two public hearings—one on the Goals and Objectives and one on the proposed budget

The following flow chart represents the major milestones that take place in the development of the AQMD budget.
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Following input from the public, Budget Advisory Committee, and Governing Board the draft budget for the ensuing fiscal year is prepared and made available in early May.  In June the AQMD Governing Board holds a public hearing on the adoption of a final proposed operating budget, including final fee schedules. The adopted budget becomes operative on July 1.

Budget Changes

Since the early 90’s the AQMD has experienced a decline in expenditures as well as a significant reduction in staff.
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To meet its program commitments, despite new federal and state mandates and increased workload complexity, the AQMD has continued to streamline many of its operations reducing the cost of its programs.  Compared to FY 1991-92, this year’s proposal reflects staffing and expenditure levels that are 34% (395 FTEs) and 7% ($7.9 million) below FY 1991-92 levels.  When adjusted for inflation, this year’s expenditure request is 40.2% less than FY 1991-92.

This year’s request proposes the use of approximately $0.8 million from the Fund Balance along with estimated revenues of $104.3 million to balance a requested expenditure budget of $105.1 million.  Despite a proposed across-the-board fee increase of 6.0% and increased revenue from specific fee adjustments to recover certain permitting, compliance, and Hearing Board costs, an average 29% increase in retirement contribution rates from the FY 04-05 rates will have a significant impact on AQMD programs.

To continue our progress toward meeting federal and state health standards, the AQMD has implemented several programs in recent years such as market-based incentives (RECLAIM),

permit streamlining, source education, business assistance, and technology advancement.  For FY 2005-06 emphases will be on implementing the Fleet Rules; implementing the Board’s initiatives; implementing the 2003 AQMP; MATES III; pursuing environmental justice activities; reducing air toxics; and continuing to address other priority issues.

The following table compares AQMD budgets to actual/amended expenditures and revenues for Fiscal Years (FY) 2003-04 and 2004-05 and proposed for 2005-06.


FY 03-04
FY 03-04
FY 04-05
FY 04-05
FY 05-06


BUDGET
ACTUAL
BUDGET
AMENDED
PROPOSED
Program Cost
$101.6
$114.1
$102.3
$108.5
$105.1

Revenues
  $95.5
$104.1
$99.5
$103.0
$104.3

This draft budget request reflects a decrease of $3.4 million in expenditures from the FY 2004-05 amended budget and a $2.8 million increase over the budget adopted last June.  This increase over last year’s adopted budget reflects increases in contracts and capital outlay expenditures and next years average 29% increase in retirement contribution rates.  To partially offset the increases, this proposal includes an additional 6 unfunded positions, bringing AQMD’s total staffing request to 768 funded positions.

Air Quality

The four-county Southern California region, designated for air quality purposes as the South Coast Air Basin, has the dirtiest air in the United States.  The federal government has designated six pollutants that are pervasive enough across the nation to warrant national health standards.  Called “criteria pollutants,” these are:  ozone (O3); nitrogen dioxide (NO2); particulates (PM10); fine particulates (PM2.5); carbon monoxide (CO); lead (Pb); and sulfur dioxide (SO2).

In addition, the State of California through the CARB sets ambient air quality standards for these same pollutants.  California’s standards generally are tighter than the federal Environmental Protection Agency’s, reflecting the conclusion on CARB’s part that the federal standards are not adequate to protect public health in this region.  Toxic compounds also are a potential problem.  More toxic pollution is emitted into the air in the South Coast Basin than in any other region in California.  The Basin’s large number of cars and small sources—including small businesses and households using ozone-forming consumer products and paints—compounds the problem.

Air Quality Trends
Ozone levels have fallen by about three-quarters since peaks in the mid-1950s.  Lead, nitrogen dioxide, and sulfur dioxide levels have gone down from nonattainment to full attainment of federal health standards.  In 2004, the Basin experienced the least of days exceeding the federal ozone standard signaling a return to the trend of improving air quality.  Favorable weather conditions which lead to cooler temperatures and weaker inversions together with continued implementation of the air pollution control strategy have contributed to this year's observed trend.
In 2004 the AQMD continued to meet the criteria specified in the federal Clean Air Act for attainment of carbon monoxide and has requested EPA to redesignate the status of the Basin to attainment.  Particulate levels have also decreased in the past decade but not to the degree which ozone has improved.  While our air quality is getting better it remains the most unhealthful in the nation.
Mandates
The South Coast AQMD is governed and directed by several state laws and a comprehensive federal law which provide the regulatory framework for air quality management in this Basin.  These laws require the AQMD to take prescribed steps to improve air quality.  Among the major statutes are:

State Laws
Under state law, the AQMD must develop and submit to the state at least every third year an Air Quality Management Plan (AQMP) demonstrating how the region will achieve state and federal ambient air quality standards, or at a minimum demonstrate that all feasible measures are being carried out to meet state air quality standards.  To date, the AQMD’s Governing Board has adopted such plans demonstrating attainment in 1989, 1991, 1994, 1996, 1999 (amendments to plan adopted in 1996) and 2003.  Earlier plans in 1979 and 1982 did not show attainment and predicted continued unhealthful air well into this century.

Generally speaking, AQMD is responsible for stationary sources such as factories and businesses.  The CARB is primarily responsible for motor vehicles.  The AQMD and CARB share responsibilities with respect to area sources.  The AQMD and Southern California Association of Governments (SCAG) share some responsibilities with CARB regarding some aspects of mobile source emissions.  Control of emissions from sources such as airports, harbors, and trains is shared by the federal EPA, CARB and the AQMD.

California Clean Air Act (AB 2595) requires air districts in California to adopt plans to expeditiously meet state ambient air quality standards.  It mandates that AQMD’s attainment plans meet several specific requirements including:

· a 5% per year reduction in emissions (the plan can achieve less than 5% annual reduction if it includes every feasible measure and an expeditious adoption schedule);

· Best Available Control Technology (BACT) for new and modified sources;

· Best Available Retrofit Control Technology (BARCT) for existing sources;

Lewis-Presley Air Quality Management Act (SB 151) specifies additional, more stringent requirements for air quality plans in the South Coast area.  It specifies that AQMD has responsibility to prepare the plan in conjunction with SCAG, which must prepare the portions of the plan relating to demographic projections, land use, and transportation programs.

State law also includes the following measures:

· authorizes AQMD to adopt market incentives such as the emissions trading program known as RECLAIM as long as they achieve reductions equivalent to command-and-control regulations;

· requires AQMD to establish a program to encourage voluntary participation in projects to increase the use of clean-burning fuels;

· requires AQMD to adopt and enforce rules to ensure no net emission increases from stationary sources;

Air Toxics “Hot Spots” Information & Assessment Act (AB 2588) requires facilities that emit significant quantities of pollutants to prepare health risk assessments describing the impact of toxic contaminants on neighboring areas.  If the AQMD determines that the toxic emissions create a significant risk, the public must be notified, and facilities must reduce emissions to below significant levels.

Tanner Air Toxics Process (AB 1807) requires CARB to adopt air toxic control measures to limit emissions of toxic air contaminants from classes of industrial facilities.  Local air districts are required to enforce these regulations or adopt equally stringent regulations of their own.

Federal Law
The Clean Air Act.  Under federal law, the AQMD must develop and submit to CARB for review and submittal to the federal EPA, an element of the State Implementation Plan (SIP) demonstrating how the region will achieve federal ambient air quality standards.  In the case of ozone the plan was required to be submitted by November 15, 1994 and for fine particulates, PM10, the plan was required to be submitted by February 8, 1997.  Plans for other pollutants were submitted in earlier years.  In 1997, EPA adopted new ambient air quality standards for PM2.5 and for ozone measured over an eight-hour period.  Plans to attain these federal standards are due to EPA in June, 2007.  The South Coast Air Basin must attain the new federal standard for PM2.5 by 2015 and the eight hour standard for ozone by 2021.  The federal Clean Air Act mandates that sanctions be imposed on an area if a suitable plan is not adopted.  These sanctions can include loss of key federal funds and more stringent requirements on new or expanding industries.  Specific requirements for our air quality management plan include stringent requirements plus LAER and offsets for major new sources.  Federal law also requires an operating permit program for major stationary sources, known as Title V, which must be supported by permit fees.  Also, air toxics regulations adopted by EPA pursuant to Title III must be implemented by AQMD.

Programs
During the past 12 months, AQMD actively pursued the following specific programs:

Chairman’s “AQMD is Clearing the Air” Program
In his fourth term as Chairman of the AQMD, Dr. William A. Burke launched an innovative “AQMD is Clearing the Air” program for 2005 to engage residents and opinion leaders in a dialogue on how to speed up progress in the war on smog.  The program is partially in response to the landmark USC Children’s Health Study.  The research showed that many children growing up in Southern California may suffer permanently underdeveloped lungs as a result of breathing smog.  Major components of the program include:

· Governing Board meetings in communities, where residents will be encouraged to voice their concerns about local air quality issues;

· Dialogue with residents on strategies for reducing toxic air pollution following the release of results from AQMD’s Multiple Air Toxics Exposure Study III; and

· Speaking opportunities on AQMD’s goal to convert all school buses in the region to compressed natural gas or lower-emission diesel models.

Fleet Rules Case before the U.S. Supreme Court
In 2000 and 2001, the Board adopted a series of clean fleet rules requiring public and certain private fleets to acquire vehicles using clean alternative fuels when adding to or replacing vehicles in their fleets.  The United States Supreme Court on April 28, 2004, ruled that the fleet rules were preempted by Section 209 of the federal Clean Air Act, as far as they regulate private entities.  The U.S. Department of Justice filed a brief stating that a California Waiver of Preemption under Section 209(b) of the Clean Air Act was the appropriate mechanism for adopting and implementing the AQMD Fleet Rules.
In 2004 the AQMD requested CARB to submit the fleet rules to the U.S. EPA for a waiver.  In order to request the waiver for South Coast, CARB concluded that it must first adopt state fleet rules, applicable only in the South Coast, before a waiver from the U.S. EPA could be requested.  In response, CARB initiated rulemaking in 2005 on four of the seven fleet rules [Rule 1186.1 – Less-Polluting Sweepers; Rule 1192 – Transit Buses; Rule 1193 – Refuse Collection Vehicles; and Rule 1195 – School Buses].  AQMD is working closely with CARB during the rulemaking process.  CARB is expected to consider adoption of the rules in July 2005.

Environmental Justice Program Enhancements

In 2004 the Governing Board expanded the AQMD’s Environmental Justice Initiatives to enhance community involvement and improve access to the agency.  The enhancements included:

· Providing “smoke school” ” classes to local residents, training them to identify smoke opacity and visible emissions;

· Providing the public with more information through AQMD’s Web site, including emissions data for the AB 2588 toxic emissions reporting program, and web-based air quality classes on industry-specific operations ranging from gas stations to spray-painting operations.  In addition, AQMD staff will evaluate the feasibility of providing facility permits and other documents on the Web site, as well as the feasibility of webcasting monthly AQMD Board meetings;

· Developing a school-siting guidance document and conducting a comprehensive outreach program to educate and involve school personnel in school-siting decisions that protect children from toxic air emissions;

· Developing an Environmental Justice electronic “Action Alert” to be sent to interested parties;

· Conducting community meetings to inform residents of toxic air pollution monitoring in their neighborhoods as part of the AQMD’s Multiple Air Toxics Exposure Study (MATES) III;

· Creating an Air Quality Institute for newly elected or appointed officials;

· Identifying opportunities for greater public participation in permit decisions; and 

· Continuing support of the state Community Health Air Pollution Information System (CHAPIS), which gives communities the ability to locate facilities in their community and obtain information on their emissions.

Port of Los Angeles No Net Increase Task Force
Los Angeles Mayor James Hahn convened the No Net Increase Task Force in August 2004 to develop a comprehensive plan to limit harmful air emissions at the Port of Los Angeles.  The AQMD is participating in the task force, which includes representatives from regulatory agencies, the maritime industry, labor unions, environmental organizations, and the community.  A preliminary plan, including over 73 air emission control measures, was developed by the task force and submitted to the Mayor.  Since then, a Technical Subgroup to the task force has been completing calculations of emissions reductions from each measure, and other subgroups have been considering legal and financial issues.  A final plan is expected by the end of 2005. 

Emissions from Railroad Operations

Locomotives and railyard operations contribute a significant share of the mobile source emissions and toxic diesel emissions in the South Coast air basin.  AQMD is especially concerned about emissions from train operations due to their impact on neighborhoods close to railyards and heavily traveled train routes.  In 2005, the AQMD is sponsoring legislation and developing rules to address emissions from locomotives and railyard operations.  The legislative proposals include 1) reducing emissions from diesel engines operating at railyards by requiring retrofit of existing diesel equipment or replacement with cleaner technology; 2) a statewide program to identify high-emitting locomotives and then request voluntary repair by the operator; 3) a mitigation fee for locomotive emissions based on hours of operation and authorization for AQMD to expend the funds to reduce emissions from other sources operating within the areas impacted by emissions from railroad operations.  The proposed locomotive rules are expected to be considered by the Governing Board in the summer of 2005.

New Laws to Provide Diesel Cleanup Funding

Assembly Bill 923 (Firebaugh) was signed by Governor Schwarzenegger in September 2004, creating more stable funding of the successful Carl Moyer program.  The Moyer program provides cost-sharing incentives for operators of heavy-duty diesel engines to replace or retrofit their engines with cleaner equipment.  AB 923 increased the California tire fee amount on every new tire purchased and authorized local air districts to make modest adjustments to vehicle registration fees at the local level to fund the Carl Moyer program and other important air pollution cleanup programs.  

Senate Bill 1107 (budget bill) was passed by the Legislature and signed by the Governor in August 2004.  The bill, among other things, increases the smog check fees in order to create additional revenues for the Carl Moyer program.  The statewide program is administered by the California Air Resources Board (CARB.)  The fee increase will provide about $61 million a year in statewide Carl Moyer funding.  Under SB 1107, the AQMD will receive $12 million in 2005 to implement the Carl Moyer program.

Major Rules Adopted, including:

· Reduce emissions from RECLAIM facilities – In January 2005 the Board approved changes to the RECLAIM program that are planned to result in more than a 20 percent reduction in emissions from the largest facilities in the basin by 2011.  Since the adoption of RECLAIM in 1993, there has been a 50 percent decrease in emissions, new technology for pollution controls, better monitoring and reporting, and a high level of compliance in achieving facility emissions caps; 

· Reduce dust from sand and gravel facilities – The Board adopted Rule 1157 in January 2005 to reduce particulate emissions by 18 tons per day through improved housekeeping practices and other cost-effective measures at the nearly 400 sand and gravel facilities in the South Coast basin; and   

· Emission reductions from dairies – The Board adopted in August 2004 a measure to reduce smog- and particulate-forming emissions from the waste generated by the more than 250,000 dairy cows in the South Coast basin.  The measure will reduce more than 3 tons per day of ammonia emissions and more than 1 ton per day of VOCs by requiring dairies to remove manure from corrals more frequently, send the manure to an emissions-controlled compost facility, an anaerobic digester or to agricultural land for use as fertilizer, and take steps to minimize dust.

Multiple Air Toxics Exposure study III (MATES III)

The AQMD started collecting air samples in 2004 for some two dozen toxic air contaminants and four other substances as part of its follow-up to the landmark MATES II study conducted in 1998-1999.  The goal of MATES III is to update toxic air pollution levels and toxic emission inventories, and then, through computer modeling, determine the cancer, as well as non-cancer, health risk from air toxics across the region.  The study investigates potential toxic “hot spots” in communities.  The monitoring frequency during MATES III is double that of MATES II.  In addition a number of compounds related to vehicle emissions are also being measured as possible tracers of exhaust.  Sampling has been ongoing for one year.  However, due to unusually wet weather during the fall and winter months of sampling, staff is considering extending the monitoring for one additional year to compare results with a more typical year’s meteorology.  The study is expected to be completed in 2006.
Hydrogen Infrastructure and Vehicles

The AQMD has been at the vanguard of developing hydrogen-powered vehicles and infrastructure for more than a decade.  Since the late 1980s, AQMD has provided $11 million in direct funding for hydrogen fueling and vehicle projects, and has secured significantly more from funding partners.  The AQMD worked closely with state officials to develop the California Hydrogen Highway Network Blueprint Plan.  AQMD’s hydrogen station at its Diamond Bar headquarters opened in August 2004 and is Southern California’s first official link in Governor Schwarzenegger’s Hydrogen Highway Network.

Highlights of AQMD’s hydrogen technology projects include:

· Co-funding 14 hydrogen fueling stations in the Southern California, including sites at five cities supporting a fleet of 35 hydrogen-burning, electric hybrid Toyota Priuses.  The five cities project will help demonstrate that hydrogen powered internal combustion engine vehicles are a technically and commercially viable bridge between conventional vehicles and zero-emission fuel cell vehicles;

· Stationary fuel cell units for industrial applications;

· Auxiliary fuel cell power units allowing trucks to reduce idling and emissions;

· An internal-combustion engine, hydrogen-powered bus; and

· Seminal projects in the late 1980s to fund prototype fuel cell-powered transit buses.

Lawnmower Exchange Events

In the spring of 2003 and 2004, the AQMD conducted a series of nine lawn mower exchange events, where residents of the South Coast air basin exchanged their operable gasoline-powered lawn mowers for zero-emission cordless electric lawn mowers.  A total of 7,476 mowers were exchanged.  The AQMD plans to exchange another 4,000 lawn mowers in spring 2005 during 10 events scheduled throughout the region.  The program is funded through AQMD’s Air Quality Investment Program, which is financed by companies in the South Coast Air Basin that pay a fee in lieu of offering rideshare incentives as required by AQMD’s Rule 2202.  The lawn mower exchange program will reduce more emissions than would be achieved by an employer rideshare program.  

Work Program

AQMD expenditures are organized into nine Work Program Categories which describe its program activities.  These categories are:  Policy Support; Monitor Air Quality; Develop Programs to Achieve Clean Air; Develop Rules to Achieve Clean Air; Advance Clean Air Technology; Timely Review of Permits; Ensure Compliance with Clean Air Rules; Maintain a Program of Customer Service; and Operational Support.

Each activity within the Work Program falls into one of the above categories. The Work Program ties the goals and objectives of the agency to each of its program activities, identifying resources, performance measures/outputs and legal mandates.  A complete description of each program category along with a detailed work program sort by program is included in the section on Work Program.  The justifications in support of each activity are contained in the second volume of the Draft Budget Supporting Documentation.  The pie chart that follows represents proposed budgeted expenditures by program for FY 2005-06.
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The following table compares budgeted AQMD Work Program activities by category for FY 2004-05 and proposed for FY 2005-06.




Proposed


Program Categories
FY 04-05
FY 05-06

Advance Clean Air Technology
$3,837,933
$3,640,858


Ensure Compliance with Clean Air Rules
30,644,261
31,730,976


Customer Service
9,759,935
8,905,882


Develop Programs to Achieve Clean Air
6,622,541
6,939,402


Develop Rules to Achieve Clean Air
5,757,531
5,903,071


Monitoring Air Quality
8,920,323
9,771,836


Operational Support
17,776,902
18,270,981


Permit Review
16,311,430
17,000,477


Policy Support
2,716,977
2,947,324

Total
$102,347,833
$105,110,807

Developing solutions to the air quality problem involves highly technical processes to meet the legal requirements of California and federal laws.

Monitoring

The first step is simply to determine the smog problem by measuring air pollution levels.  AQMD today operates 34 monitoring stations throughout its four-county jurisdiction.  These range from full-service stations that measure all criteria pollutants, as well as some toxic pollutant levels, to those which measure fewer pollutants in critical areas.  These measurements provide the basis for our knowledge about the nature of the air pollution problem and for all planning to address this problem.

Pollution Sources
The AQMD in cooperation with CARB and SCAG estimates the sources of emissions causing the air pollution problem.  Nature itself causes a small portion of the emissions and must be considered.  In general, the AQMD estimates stationary and natural sources of emissions.  SCAG develops the information necessary to estimate population and traffic, and CARB develops the information necessary to estimate mobile- and area-source emissions using the SCAG traffic data.  This data is then pulled together in the AQMP for use in developing the necessary control strategies.

Computer Modeling
The AQMD’s planners take monitoring data and estimates of pollution sources and enter it into state-of-the-art computer programs to model the movement and peak locations of smog.  Through a series of “what if” questions, planners can look at different control scenarios to determine what strategies best reduce air pollution at the least cost.

Due to the nature of air pollution, these models can be very complex.  Some pollutants are not emitted directly into the air but are products of photochemical reactions in the atmosphere.  For example, VOCs mix with nitrogen dioxide (NO2) and “cook” in sunlight to form ozone; similarly, nitrogen oxide gases from tailpipes and smokestacks can be transformed into nitrates or particulates (PM10).  The planners thus must take into account the location and size of each source, how the wind carries the emissions, how different emissions react to one another once they are in the atmosphere, and where the pollution is eventually carried.  This means considerable weather data must be collected along with the emissions data.

Planning

With emissions data and an air quality model in place, planners can develop possible control strategies and scenarios.  As mentioned earlier, for the most part, strategies to reduce driving are developed by SCAG, while mobile source control standards are developed by CARB.  The AQMD focuses most of its effort on stationary source controls.

Once a plan of emission controls to achieve federal standards is outlined, the AQMD is required to hold multiple public meetings to present the proposed control strategies and receive public input.  The AQMD also conducts a socioeconomic analysis of the control program.  The AQMD maintains an ongoing and independent advisory group of outside experts for both its air quality and socioeconomic modeling.

To meet federal air quality standards, the 2003 AQMP calls for significant reductions from 2010 projected baseline emissions.  These reductions, while meeting federal standards, will still not result in attainment of all California air quality standards since these are more stringent than federal standards.  The attainment plan is estimated to cost $3.2 billion dollars per year to achieve and will provide more than $6.6 billion per year in benefits relative to achieving the federal standards.

The AQMD is in the process of implementing the 2003 revision to the AQMP including the development of a number of specific control strategies.  In addition, the AQMD is working on improving the emissions inventory and modeling techniques to address the new federal PM2.5 and 8-hour ozone air quality standards for the next AQMP revision, expected in 2007.

Rulemaking
The regulatory process, known as rulemaking, takes the concepts of control measures outlined in the AQMP and turns them into proposed rule language.  This process involves extensive research on technology; site inspections of affected industries to determine feasibility; typically a year or more of public task force and workshop meetings; in-depth analyses of environmental, social and economic impacts; and thorough review with appropriate Governing Board Committees.

This extensive process of public and policymaker participation encourages consensus in development of rule requirements so that affected sources have an opportunity for input into the rules which will regulate their operations.  Once the requirements are developed, the proposed rule, along with an environmental impact report and a socioeconomic report, is presented to the Governing Board at a public hearing.  Public testimony is presented and considered by the Board before any rule is adopted.

Enforcement and Education
The AQMD issues permits to construct and operate equipment to companies to ensure equipment is operated in compliance with adopted rules.  Follow-up inspections are made to ensure that equipment is being operated under permit conditions.

Technical Innovation
In the late 1980s, AQMD recognized that technological innovation, as well as rule enforcement, would be necessary to achieve clean air standards.  So it created the Technology Advancement Office to look for and encourage technical innovation to reduce emissions.  The Legislature supported this effort by providing a $1 surcharge on every DMV registration fee paid within the AQMD.  These funds have been matched at a ratio of approximately three-to-one with funds from the private sector to develop new technologies such as low-emission vehicles, low-NOx burners for boilers and water heaters, zero-pollution paints and solvents, fuel cells and other innovations.

An additional $4 vehicle registration fee was authorized by the state legislature in 1990.  These fees are administered through the AQMD with $1.20 going to the AQMD for mobile source emissions reductions, $1.60 subvened directly to cities and counties to support their air quality programs, and $1.20 to the Mobile Source Reduction Review Committee.  This outside panel established by state law makes the decisions on the actual projects to be funded from this portion of the revenue.

Public Education
In the end, AQMD’s efforts to clean up the air will be successful only to the extent that the public understands air quality issues and supports and participates in our cleanup effort.  Thus, the AQMD strives to involve and inform the public through the Public Affairs office, public meetings, publications, the press, and—to the extent limited funds are available—free and paid public service announcements.

Fiscal Year 2004-2005 Budget
Comparison of Expenditures
The following table compares the 2004-05 adopted budget to the proposed budget for 2005-06.  The middle column is the current 2004-05 budget that includes Board-approved midyear adjustments through April.



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




Adopted
Amended
Proposed

Expenditures

Budget
Budget
Budget
Salaries/Benefits
$76,741,912
$76,896,582
$74,814,671

Insurance
1,369,860
1,369,860
1,211,400

Rents
734,476
760,954
747,886

Supplies
2,406,779
2,574,479
2,433,585

Contracts and Services
7,015,317
10,121,330
7,756,983

Maintenance
1,043,130
1,193,761
1,106,336

Travel/Auto Expense
437,200
525,000
447,300

Utilities
1,762,015
1,762,015
1,669,240

Communications
623,000
633,920
628,600

Capital Outlay
216,000
1,121,630
738,000

Other
870,955
905,856
881,740

Building Remodeling
0
0
0

Debt Service
9,127,187
10,636,542
12,675,066


Total
$102,347,831
$108,501,929
$105,110,807

The proposed budget for FY 2005-06 represents a decrease of approximately $3.4 million from current budgeted expenditures.  The amended budget includes midyear increases associated with Photochemical Assessment Monitoring System (PAMS) and PM2.5 air monitoring; Urban Air Monitoring project; litigation matters; Hydrogen Fuel Infrastructure; MATES III; AQIP Lawnmower Buy Down program; Hot Spots toxic program work; clean fuels projects; pollution prevention project; restoration of 19 unfunded positions; boiler tune-up outreach program; and hybrid vehicle purchases.

Comparing the FY 2005-06 budget request to the FY 2004-05 adopted budget, this request represents an increase of approximately $2.8 million over last year’s adopted budget.  The increases are offset somewhat by unfunding an additional 6 positions.

The pie chart below represents proposed expenditures by office for FY 2005-06.
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Comparison of Revenue

Each year, in order to meet its financial needs, the AQMD Governing Board adopts a budget 

supported by a system of permit evaluation fees, annual operating fees, emission fees, Hearing Board fees, toxic “hot spots” fees, and transportation plan fees which are estimated to generate approximately $70.0 million or about 67% of AQMD revenues.  Other sources, which include contracts, penalties/settlements, investment, and miscellaneous income, generate approximately 5% of total revenues. The remaining 28% of revenue will be received in the form of EPA grants, CARB subvention, and California Clean Air Act motor vehicle fees.
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The following table compares the FY 2004-05 adopted revenues to the proposed revenues for 2005-06.  The middle column is the adjusted revenues for FY 2004-05 that included Board-approved midyear changes. 



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



Adopted
Amended
Proposed


Revenues
Budget
Budget
Budget

Emission Fees
$19,261,000
$19,261,000
$20,352,000


Annual Operating Fees
29,236,138
29,236,138
31,408,000


Permit Processing Fees
15,299,497
15,299,497
14,818,133


Mobile Sources
16,653,300
18,067,300
18,778,000


Transportation Programs
746,750
746,750
769,524


Toxic Hot Spots
1,432,400
1,557,400
1,490,000


Grant/Subvention
10,225,000
12,460,564
10,005,500


Other

6,325,667
6,348,167
6,638,800



Total
$99,179,752
$102,976,816
$104,259,957

The proposed fee increase of 6.0% plus additional proposed adjustments to permit and annual renewal fees to more fully recover costs are estimated to increase revenues from stationary sources by approximately $2.8 million from last year’s budgeted levels.  

Mobile source revenues that are subvened to the AQMD by the Department of Motor Vehicles (DMV) are projected to increase slightly, according to the DMV, over FY 2004-05 budgeted revenues.  Clean Fuels contract activities and revenues are recorded in a special revenue fund outside the general fund.  Clean Fuels program work costs are reimbursed to the General Fund from the Clean Fuels Fund and are recorded in the mobile source revenue account.
Revenue from Environmental Protection Agency 103/105 grants is expected to decrease slightly from last year’s levels as the result of less 105 grant and PM2.5 funding.  With regards to the State Subvention program, funding at current levels (reduced 33% from FY 2001-02) is expected for FY 2005-06.

Over the past several years, total permit fees (including permit processing, annual operating permit, and emissions based fees) collected from stationary sources has dropped 8% (greater if adjusted for inflation) from $66.8 million in 1991-92 to $61.7 million (estimated) in 2004-05.
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Debt Structure

Installment Sale Revenue Bonds were issued by the South Coast Air Quality Management District Building Corporation (Corporation) in August 1988 and September 1989 for the purpose of financing the building of the AQMD Diamond Bar Headquarters.  The bonds are secured by a pledge of the semiannual payments to be made by the AQMD pursuant to an Installment Purchase Agreement between the Corporation and AQMD, whereby the AQMD is required to make the debt service payments on the Corporation’s bonds.  On December 1, 1992, AQMD’s obligation to the Corporation under the installment purchase agreement was refinanced to take advantage of lower interest rates.  In August 1998 the AQMD further reduced its debt service through the defeasance of a portion of the debt with proceeds from the sale of its El Monte facility.  On June 1, 2002, AQMD again refinanced its obligation to the Corporation to take advantage of lower interest rates, obtaining a present value savings of $1,958,135.
The annual payment requirements under the installment purchase agreement are as follows:


Annual Debt Service Requirement

Year Ending







June 30
Principal
Interest
Total


2006
4,540,000
1,519,980
6,059,980


2007
4,565,000
1,494,105
6,059,105


2008
4,595,000
1,464,011
6,059,011


2009
4,625,000
1,428,342
6,053,342


2010-2015
30,410,000
4,019,264
34,429,264


Total
$48,735,000
$9,925,702
$58,660,702

Pension Obligation Bonds were issued jointly by the County of San Bernardino and the AQMD in December 1995.  In June 2004 the AQMD went out separately and issued pension obligation bonds to refinance their respective obligations to the San Bernardino County Employee’s Retirement Association for certain amounts arising as a result of retirement benefits accruing to members of the Association.
The annual payment requirements under the refunding bonds are as follows:


Annual Debt Service Requirement


Year Ending







June 30
Principal
Interest
Total


2006
2,970,000
3,645,086
6,615,086


2007
3,305,000
3,456,199
6,761,199


2008
3,675,000
3,246,456
6,921,456


2009
4,070,000
3,013,947
7,083,947


2010-2013
17,272,007
11,562,766
28,834,773


2014-2018
16,257,815
19,701,405
35,959,220


2019-2023
22,877,074
14,148,372
37,025,446

Total
$70,426,896
$58,774,231
$129,201,127

Fund Balance

The AQMD is projecting an undesignated fund balance for June 30, 2006 of $18,065,749.  Following are the projected Reserves and Designations at June 30, 2006.


Reserve for encumbrances
$5,578,000


Reserve for inventory of supplies
80,000


Designations:



for self-insurance
2,000,000



for unemployment claims
80,000



for litigation/enforcement
2,000,000



for facility refurbishing
1,500,000



for budget stabilization
8,000,000




for enhanced compliance activities
291,061




for capital equipment replacement
2,000,000


Total
$21,529,061

Reserves represent portions of the fund balance set aside for future use and are therefore not available for appropriation.  These reserves are made-up of encumbrances which represent the estimated amount of current and prior years’ unperformed purchase orders and contract commitments in process at year-end; and inventory which represents the value at cost of office, computer, cleaning and laboratory supplies on hand at year-end.  Designations in the fund balance indicate plans for use of financial resources in future years.  The AQMD is self-insured for general liability, workers’ compensation, automobile liability, premise liability, and unemployment.  These designations have been made to provide for unanticipated judgments against the AQMD, which exceed the budget.  The designation for litigation/enforcement provides funding for outside legal support.  The designation for budget stabilization provides for revenue shortfalls in future years as revenues are not projected to keep pace with projected program maintenance costs.  The designation for enhanced compliance activity is to provide funding for inspection/compliance efforts.  The designation for capital equipment replacement is to provide funding for the periodic purchase of costly replacement equipment or systems that have reached the end of their useful life. The designation for facility refurbishing is to provide funding to refurbish the Headquarters building as it ages.

As mentioned at the beginning of this section on revenues, the AQMD currently receives the bulk of its funding (67%) from stationary sources and relies on State subventions and federal grants to support a majority of the remaining costs in such program areas as air monitoring, regional modeling, emissions inventory, planning, rule making, public nuisance and emergency response.  Over the past twelve years the AQMD has in all but one year held its general fee increases to the change in the Consumer Price Index (CPI) and made significant reductions in its workforce and budget to offset declining revenues from Emission Fees.  Fortunately, the agency has sufficient reserves to cushion the projected revenue and expenditures impacts for next year.  However, future projected increases in retirement costs coupled with reduced funding will force further staffing and program reductions unless revenues can be brought in line with program costs.
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� Includes revenues from Lease Income, Source Testing, Hearing Board, Penalties/Settlements, Interest and Other.
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