BOARD OF SUPERVISORS  Agenda Number:
AGENDA LETTER

Clerk of the Board of Supervisors
105 E. Anapamu Street, Suite 407
Santa Barbara, CA 93101
(805) 568-2240

Department Name:  CEO & Auditor-Controller

Department No.: 012 & 061
For Agenda Of: 4/28/09
Placement: Departmental
Estimated Tme: 30 minutes
Continued Item: No
If Yes, date from:
Vote Required: Majority
TO: Board of Supervisors =
FROM: Department Mic 7 Brown, County Executive Officer
Director(s) Robert Gels, CPA, Al.ldltOI'—CO]]tl‘OHel‘ %,7/ / N
Contact Info: Jason Stilwell & Julie Hagen
568-3413 568-2126
SUBJECT: Fiscal Year 2007-2008 Third Quarter Budget and Financial Update
County Counsel €oncurrence _ Auditor-Controller Concurrence
Asto form: N/A As to form: Yes

Recommended Actions:

That the Board of-Supervisors accept and file, per the provisions of Government Code Section 29126.2,
the Fiscal Year 2008-09 Financial Status Report as of March 31, 2009, showing the status of
appropriations and financing for all departmental budgets adopted by the Board of Supervisors.

Summary Text:

The County’s financial status at the end of the third quarter ending March 31, 2009 is one of lower
revenues and generally negative variances if indeed variances exist; many budgets are much tighter than
they have been in recent years. During the third quarter, the Board approved transfers from designations
and reserves totaling several million dollars to address revenue shortfalls and to maintain levels of
service and funding for staff who otherwise would have been subject to layoff. Overall, as of the end of
the third quarter, the General Fund departments have a projected year end negative variance of
$930,577; this is a very narrow variance given the adjusted budget for the General Fund is $443 million.
It is possible the General Fund would end the year in deficit if additional transfers are not completed
during the fourth quarter — staff is monitoring the financial status of the General Fund closely and will
bring additional budget revision requests and transfers to the Board as necessary.

Of the Special Revenue Funds, the one with the largest variance is Fund 0044 — Mental Health Services.
The variance is a positive $3.4 million stemming primarily from expenditure payment delays, a
reduction in expenditures in the Department’s continuing efforts to eliminate its structural deficit,
unspent General Fund Strategic Reserve transfers appropriated by the Board at the Fiscal Year 2008-
2009 budget hearings, and offset by revenue recognition issues. Three other Special Revenue Fund
variances over one-million dollars are Fund 0055 — Social Services (negative $1.025 million), Fund
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1922 — Workers’ Comp Self Insurance (positive $1.120 million), and Fund 1912 — County Liability Self
Insurance (positive $1.486 million). Social Services will release furlough designation and other
designations as necessary to enable the fund to end the year balanced. The two self-insurance funds
have positive variances stemming from both unanticipated revenues and significantly lower
expenditures and are expected to end the fiscal year with positive variances adding to retained eamnings.

Backqground:
This report reviews the financial status of the County by fund and by department as of March 31, 2009.

Staff conducted Monthly Projection (MOPROs) meetings with departments during which their actual
performance was compared to their budget for the first nine months of this fiscal year. Major
differences (variances) between budgeted and actual amounts through March 31, 2009 are reported to
the Board. The following narrative highlights the major differences between budgeted and actual
amounts and the potential budgetary status as of June 30, 2008.

Financial Status Report

INTRODUCTION

The narrative discusses projected variances over $500,000 at the departmental level for the General
Fund departments and over $750,000 at the fund level for the Special Revenue and Other funds as
shown in the Projected Annual Status Report (Attachment A). This report takes actual revenues and
expenditures for the first nine months, adds department projections for the next three months, -and
compares these totals to budgeted amounts.

GENERAL FUND . N
The General Fund has an estimated year end net negative variance of $930,577 as of March 31, 2009.
Discretionary revenues are below budget resulting in a.negative variance of $442,837. Decreasing
revenue is impacting nearly all General Fund departments. . ‘

Using the Projected Annual Status Report as a reference, those departments with large variances
between budgeted and estimated actual amounts as of March 31, 2009 are discussed below.

e District Attorney: the department has a negative variance of $644,064. The negative
revenue variance is a result of lower Proposition 172 revenues and other declining
departmental revenues. The negative expenditure variance results from the fact that the
department is on pace to spend to its appropriation Iimit, despite declining departmental
revenues, and thus does not have available appropriation to accommodate a required
grant reimbursement payment. A budget adjustment will brought to the Board m the
fourth quarter to address the bulk of the expenditure variance. The revenue variance will
result in the department ending the year with an estimated shortfall of $754 thousand.

e Probation: the department has a negative variance of $596,578. As reported to the Board
on March 24, 2009, Probation has been saddled with a number of departmental revenue
shortfalls and has taken immediate action through several significant steps to reduce
expenditures; the Board approved transfers of over $3 million to address most of
Probation’s net revenue shortfalls. Staff anticipates Probation will end the year with a
deficit of $600 thousand.

e General Services: the positive variance of $544,807 is primarily a reflection of timing
variances relating to delays in capital maintenance projects. These funds are planned to
be designated at year end according to each project for continuation i FY 2009-2010.

(
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Consistent with the FY 2009-2014 Capital Improvement Program, the department
anticipates ending the year without a variance in its General Fund operations as projects
are completed or funding is designated to complete the projects in the next fiscal year.

e General Revenues: as mentioned in the second quarter report, four of the County’s
primary discretionary revenues are anticipated to end the year below budget
(Supplemental Property Taxes, Interest Earnings, Retail Sales Taxes, and Franchise
Fees). As of the third quarter, staff now estimates Property Transfer Taxes will also fall
short of budget due to the real estate market slowdown. Attachment A shows General
Discretionary revenues will end the year $442,837 short of budget; it is possible certain
unanticipated Federal payments in lieu of taxes and State subvention funds could make
up for the projected revenue shortfall.

SPECIAL REVENUE AND OTHER FUNDS
There are seven funds showing variances over $750,000 on Attachment A. The first is the General Fund
and the reasons for that variance are described above. The other six are explained here.

e Fund 0016 — Road-Capital Maintenance: negative variance of $806,947. This timing
variance was the result of a reimbursable capital project being completed with a delay in
the revenue reimbursement. On April 14, 2009 the Board approved a budget revision
recognizing the reimbursement revenue. The fund is expected to end the year in balance.

e Fund 0044 — Mental Health Services: positive variance of $3,361,386. The expenditure
variance (positive $4,680,902) is primarily a result of service contract payment delays to
Community Based Organizations ($1.5 million), delays in payments to County service
providers ($857,236), delays in transferring revenues to other ADMHS funds ($1.9
million), and salary savings ($278,245). The revenue variance (negative $1,319,516) 1s
primarily due to uncertainty related to Federal and State billings compared to actual
revenue earned. Actual cash received, as of March 31, 2009, in the key State revenue
items for this fund is $7,761,835'. The department has also been accruing revenue it has
claimed (it has accrued additional revenue of $14,018,180). The budget for these items
through the third quarter is $30,142,791. It is unclear how the department will end the
year.

e Fund 0055 — Social Services: negative variance of $1,025,332. This expected variance is
primarily a result of a revenue loss associated with the implementation of the County
wide furlough. The fund will be adjusted accordingly to reflect the loss of revenue and it
is not anticipated to end the year with a negative variance.

e Fund 1900 — Vehicle Operations/Maintenance: negative variance of $762,438. Thisisa
timing variance pending an estimate change. In fact the fund is expected to have a true
positive variance on the expenditure side resulting from delays in vehicle replacements.
These delays are the result of strategic efforts to constrict expenditures for replacement
vehicles during this fiscal environment as a cost-cutting effort. The dollars budgeted but
not projected to be spent this fiscal year will be saved in this fund for any necessary
vehicle purchases in future years; this delay should result in lower vehicle replacement
costs for certain operating departments by delaying vehicle purchases for a year.

e Fund 1911 — Workers’ Comp Self Insurance: positive variance of $1,119,688. The
Worker’s Compensation fund has positive variances on both the revenue and expenditure
sides.  The positive revenue variance is primarily a result of unanticipated claim

''$2,162,740 was withheld by the State for MISC/CEC
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reimbursement revenue from the County’s excess insurance provider. The positive
expenditure variance is also a true variance resulting from salary savings due to
vacancies. This fund is anticipated to end the year with a positive variance, which should
facilitate the ability to have lower workers’ compensation rates in the future.
e Fund 1912 — County Liability Self Insurance: positive variance of $1,485,877. The
Liability fund has positive variances on both the revenue and expenditure sides. The
positive revenue variance is primarily a result of unanticipated claim reimbursement
revenue from the County’s excess insurance provider related to the Adam Brothers
litigation. The positive expenditure variance is a result of lower paid losses.
In addition, Fund 0069 — Court Activities had a negative variance of $442,452 at the end of the third
quarter. This results primarily from the underperformance of fine, forfeitures, and penalties revenue.
Per the Maintenance of Effort agreement with the State, General Fund dollars will be required for any
shortfalls in revenue in this fund. Staff estimates the transfer required by the end of the year will be
$637,955.

Impact on Reserves and Designations

Revenues generally change more quickly than expenditures. For example, during this fiscal year various
revenues have either declined or not grown as expected in the budget. For a variety of reasons, such as
personnel rules, contract provisions, and service level commitments, it is difficult for the County to
reduce expenditures as quickly as revenues drop. The result is that one-time funding sources are used to
bridge the gap. During this fiscal year one-time reserves and designations have been tapped to fund on-
going services. This is worth noting not only because it is drawing down the balances of these “rainy
day savings accounts,” but it demonstrates that these reserves and designations are most often spent as a
way to meet the County’s commitments rather than proactively by the Board.

Revenue receipts since the close of the third quarter continue to be grim. The County’s various sales
taxes, in particular, are hit hard. The April 2009 sales tax receipts had 20% declines compared to April
2008. This is the biggest decline experienced by the County since the recession began. These data
indicate it will be very difficult for departments to end this fiscal year balanced and certain departments
will be required to continue reductions in service levels and use of one-time reserves and designations.
The impact of the negative revenue receipts further indicates that the Fiscal Year 2009-2010 budget,
when adopted by the Board as legally balanced, will be fragile and mid-year adjustments to react to
negative financial factors may also be necessary next fiscal year.

Fiscal and Facilities Impacts: Actual and projected impacts are stated in this letter and its attachments.

Attachments:

A — Projected Annual Status Report
B — Powerpoint presentation
C — Sales Tax Tracking Reports

Authored by: Jason Stilwell

[ofoH Department Directors
Deputy/Assistant County Executive Officers and CEO Fiscal and Policy Analysts
Recognized Employee Organizations
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Attachiment B






Fiscal Year 2008-2009

Third Quarter
Financial Status Report

4128/ 2009
Insued by the
Cunngy Eseantive Office and
Auditor-Contmiler

Overview
Financiat Auport

General Fund Summary

= Decreasing revenue is impacting nearly all
General Fund departments

# General Fund may end the year with a
deficit

= Board has transferred several million
dollars to accommodate revenue shortfalls

Overview of Financial Report

8 Third Quarter financial status report
® ]ower revenues & generally negative variances
% 8 Board approved transfers have mitigated many
Financisl Repor projected deficits; others may be necessary
B General County Revenues may not meet
budget
8 Delays in reducing services to meet available

revenue results in using reserves

Flnanclal Summary

e tyione oy

A ety s MT

2% Papamvm Tal et s fonEviveariom

37577 o= et Ty

Highlights for All Funds

General Fund

@ 2 departments projected to end the year

Py negative - District Attorney & Probation
;“"""""’w" ® Special Revenue Funds

8 ADMHS variances

8 Vehicles and self-insurance

Cverview
Flnanclsl Repast

Variances: Other Funds
(Attachment A, pages 2 through 13)

B Road Capital Maintenance (0016): -
$806,947. Timing variance; the fund is

expected to end the year balanced.
® Social Services Fund (0055): -$1,025,332.
Revenue variance; the fund 1s expected to

end the year balanced.

—



Variances: Other Funds
(Attachment A, pages 2 through 13)

® Vehicle Operations (1900): -$762,438. Timing
variance; the fund is expected to end the year
balanced.

Overview

e ™ Workers’ Compensation (1911): +51,119,686.

Unanticipated revenue and salary savings; the
fund is expected to end the year with a positve
variance.

s County Liability (1912): +51,485,877.
Unanticipated revenue and lower paid losses; the
fund 1s expected to end the year with a positive
variance.

J

Variances: Other Funds
» Mental Health Services Fund (0044): apparent net

positive varance of §3,361,386 - largely a result of timing.

a State Department of Mental Health settlement

Overview liability: $17 million
Financlat Rapon 1 $2.1 million paid for FY 05-06

® §2.88 million lability estimate for FY 07-08 can be
removed

w Audit Reserves of $3 million idenufied to pay FY 06-
07 Settlement & Strategic Reserves of §9 million
impaired for the remainder of the hability

1 Additional reductions to the liability will be made
based on 5-yr look-back

Variances: Other Funds

= Multi Integrated Services to Children Program (MISC)
Contingent Liability:
w Liability: $14.4 million PY and $2.48 million CY
= Partner Agencies: Probation, Public Health, Social

Overview Services & ADMHS
Finansial & eport a Potential hability reductions based on audit appeal

and/or statute of limitatons

w No source identified to repay $14.4 million bability
a $2.2m withheld by the State for FY 02-03
» Proposed §1.7m transfer from Strategic Reserve and $500k
absorbed by Public Mealth Fund and Social Services Fund
® [.0ss of current year revenue was 52.48m

B §1.6m teansfer from Strategic Reserve, S884k abisorbed by
Public Health Fund and Social Services Fund

Reserves and Designations

Departmental designations are being used
to sustain service levels

E m Salary and Furlough designations are being

released to prevent layoffs

= Strategic Reserve is being used to fll
revenue shortfalls and address ADMHS
issues

m Revenues continue sharp declines
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