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SUBJECT: FY 2003-04 Third Quarter Budget Update and Forecast of Financial 

Condition on 6/30/04 
 
 
Recommendation(s):   
 
That the Board of Supervisors:  
 
A. Accept and file, per the provisions of Government Code Section 29126.2, the Fiscal Year 

2003-04 Financial Status Report as of March 31, 2004, showing the status of 
appropriations and financing for all departmental budgets adopted by the Board of 
Supervisors. 

B. Accept an update on the forecasted FY 03-04 financial condition on 6/30/04, and a 
presentation on significant current budget issues. 

C. Accept a status report on Vehicle License Fee (VLF) revenue as of May 10, 2004 and 
recommended action, if necessary. 

 
Alignment with Board Strategic Plan: 

An efficient government able to anticipate and respond effectively to the needs of the 
community. 
 
Executive Summary 

This report, developed in conjunction with the County Auditor-Controller, focuses on the 
current fiscal year, 2003-04.  Much like last year at this time, the County is in decent 
financial shape now, and barring unforeseen circumstances, or a quick and unsatisfactory 
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resolution to the State�s budget crisis prior to June 30, will be in decent shape at the end of 
the fiscal year. 

Coincidentally, today you have also received the Proposed FY 04-05 budget.  The budget is 
balanced, but includes current level service reductions in some areas.  It does not include 
any of the Governor�s proposed State budget reductions which, given our budget  
timetable, and the frequent gap between proposals and final legislation, we have not 
attempted to program into our budget.  However, as your Board knows, additional impacts 
to the County budget are expected as part of the solution to the State budget deficit.  

Discussion: 

A. Introduction   

Staff has 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.  During these meetings differences (variances) between 
budgeted and actual amounts were identified.  The following narrative highlights 
major variances, defined as follows: 1) for General Fund departments, the narrative 
discusses projected variances over $100,000 as shown in the Projected Annual 
Status Report, General Fund (Attachment A) and 2) for non-General Fund 
departments, the narrative discusses projected variances over $500,000 per fund as 
shown in the Projected Annual Status Report, by Fund Type (Attachment B).  Both 
these reports take actual revenues and expenditures for the first nine months, add 
department projections for the next three months, and compare these totals to 
budgeted amounts. 

 
B. Financial Status Report as of March 31, 2004 and Year-end Projection for 

County General Fund 

Status of General Fund Discretionary Revenues 

Through March 31, discretionary revenues show a positive variance of $2.9 million.   
Property taxes are a positive $655,000 through March, Vehicle License Fee revenue 
is +$1,220,000 more than the adjusted budget amount which was revised downward  
due to the �back-fill loan,� Property Transfer Taxes are +$684,000, and Transient 
Occupancy Taxes (TOT) are +$616,000.  Partially offsetting these positives, Interest 
Income is -$587,000. 

Current secured property tax revenues were slightly (1%) underestimated in the 
adopted FY 03-04 budget.  However, this 1% amounts to approximately $450,000.  
Vehicle license fee revenue will be discussed in a separate section of this report.  The 
TOT revenues reflect the rebounding local tourist industry, and property transfer 
taxes reflect the continuing appreciation of housing market values and property sales 
that are exceeding last year�s levels. 

Interest rates on deposits continue to be lower than expected, resulting in lower 
interest income.  Although retail sales revenue is currently meeting projections, they 
do not reflect the same robust activity currently seen in the tourism and housing 
markets. 
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Status of Departments 

Using the Projected Annual Status Report as a reference, those departments with 
large variances between budgeted and estimated actual amounts as of 3/31/04 are 
as follows: 

• County Counsel.  Reasons for the $162,000 positive variance can be summarized 
as follows:  Charges for services revenues are lower because less than anticipated 
work has been done for risk management ($174,000), the energy division of 
Planning and Development ($67,000), and the Assessor for assessment appeals 
($53,000).  However, these reductions have been more than offset by reduced 
expenditures for outside attorneys ($363,000). 

• District Attorney.  The current overall positive $191,000 variance includes 
payment of $120,000 in unanticipated civil penalties and a positive Proposition 
172 balance of $69,000.  As budgeted, the department can move up to $125,000 
in civil penalties revenue to a designation for use to balance their FY 04-05 
budget.   

• Fire.  The $676,000 positive variance for Fire�s General Fund is primarily due to 
Federal and State reimbursements for fire protection services being $137,000 
higher than anticipated and Services and Supplies expenditures being $410,000 
lower than anticipated.  The $410,000 is a combination of items and not 
attributable to any single program. 

• Sheriff.  The overall negative variance of $552,000 is primarily attributable to 
salaries and benefits, especially overtime and extra help, significantly exceeding 
appropriations.  Total salaries and benefits are a negative $726,000, with 
overtime alone showing a -$744,000.  The overtime amount is, in part, due to 
staffing vacancies.  Through March, unanticipated overtime for Gardner Ranch 
and Michael Jackson cases contributed only $70,000 of the excess overtime 
amount.  Services and supplies are a net -$245,000.  Revenues are currently a 
+$397,000.  However, a positive or negative year-end revenue variance will 
largely depend on negotiations with the Superior Court regarding reimbursement 
for bailiff services, which has the potential for being only slightly under budget or 
significantly under budget.  This �swing� could be in the $500,000 range. 

• Agricultural Commissioner.  The $147,000 positive variance is largely due to 
State Aid for Agriculture being a +$131,000 due to a gas tax formula change. 

• Parks.  The +$173,000 revenue variance is largely due to ranger vacancies at 
Cachuma which have been maintained to offset revenue losses there.  However, 
with the Summer season approaching, it is anticipated that hiring will mitigate 
any future savings.   

• Planning and Development.  Currently shows a net positive variance of $653,000 
that is primarily caused by vacant positions resulting in salary savings.  Both 
Counter Permit (+$144,000) and Discretionary Permit (+$129,000) revenue are 
higher than anticipated.  But Permit Compliance revenue is down (-$134,000) 
due to compliance staff working on permit processing.   

While the positive variance shown is expected to continue, it will be lower at year-
end as Building Permit revenue is set aside to be spent when the actual inspection 
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cost is incurred and as unbudgeted process improvement costs are reflected in 
expenditures. 

• Public Works.  The negative $450,000 variance is due to delays in internal 
billings.  The department�s General Fund budget should be fine at the end of the 
fiscal year. 

• Auditor-Controller.  The $239,000 positive variance is primarily due to salary 
savings from vacant positions ($159,000) and lower Professional and Special 
services costs ($62,000) due to delayed payment for contractor work on the 
Property Tax System. 

• General Services.  The negative $328,000 variance is partly a timing problem 
regarding funding sources ($119,000) and duplicate counting of Reserved 
Receivables ($220,000) the County loan involving the Casa Nueva Building and 
the Association of Governments and Air Pollution Control District. 

• Human Resources.  The +$171,000 variance is due to salary savings from vacant 
positions, lower expenditures on the marketing program, and the timing of 
expenditures on the new applicant tracking system.  

• Treasurer-Tax Collector.  The net negative variance of $154,000 is largely due to 
a timing issue regarding the release of designations which should resolve itself 
before the end of the fiscal year. 

• General County Programs.  As of March 31, this budget had a +$934,000 
variance.  Most of the variance is a timing issue as the City of Santa Barbara has 
not billed for its $660,000 second quarter library payment.  Interest expense is 
$202,000 lower and this represents a real savings for the year. 

 
Net Impact through March 31 (Third Quarter) 

The General Fund, when all of the plusses and minuses and timing differences are 
accounted for, has an estimated net positive variance of approximately $5 million 
through March 31, 2004.  Increased discretionary revenues account for $2.9 million 
of the positive variance.  Departments, for the most part, currently show 
expenditures and revenues in line with their annual adjusted budgets or project to 
have them in line by the end of the year.   

 
Year-end (June 30) Estimates 

We forecast the General Fund will end the current fiscal year with a positive financial 
performance.  When the positive and negative variables, outlined below, are 
considered, the positive number is projected to be closer to $4 million rather than 
the $5 million currently shown. 

By year-end, Discretionary General Fund revenues should show a net increase of 
$1.9 million over the adjusted budget for a total of $135.1 million for the year.  
Property tax revenues as a whole are projected to be $800,000 over adjusted 
amounts.  Both the Vehicle License Fee (+$1.5 million) and Transient Occupancy Tax 
(+$200,000) are expected to show positive results as compared to their adjusted 
budget numbers.  The only large negative number is Interest Income, which is 
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projected, based on current data, to end up a -$700,000 due to lower than expected 
interest rates. 

On the departmental side, we expect the Planning & Development Department and 
the General County Program budgets to maintain their positive variances, but, as 
indicated, to be less than currently shown.  On the other hand, Interest Expense 
savings in General County Programs should be double the $202,000 already realized.  
The largest budget variable is the Sheriff�s Department.  If an agreement is reached 
with the Superior Court to provide bailiff reimbursement in the $3.8 million range, 
the negative variance will be smaller than currently shown.  However, if an 
agreement were not reached, the variance would likely be larger due to a lower level 
of Court reimbursements.  Overtime costs during the fourth quarter are also an 
issue.   
 

C. Financial Status Report as of March 31, 2004 and Year-end Projection for 
Special Revenue Funds and Other Funds  

Using the Projected Annual Status Report by Fund Type as a reference, those funds 
with large variances between budgeted and estimated actual amounts as of 3/31/04 
are as follows: 

• Children and Families First (0010).  Through March, this fund had a $640,000 
positive variance.  Revenues from the State are a positive $496,000 and, as a 
result, less of the designated endowment will be used this year.  Also, Contractual 
Services expenditures are $164,000 lower than expected because contractors are 
late sending in claims. 

• Road Fund (0015).  The net negative $787,000 variance is the result of both 
revenue and expenditure changes.  Revenues are lower due largely to a lag in 
Federal reimbursements of $5.5 million and $791,000 less contract work for the 
City of Goleta.  Interest income is also down $106,000 due to reduced cash flow.  
On the expenditure side, work has been postponed and equipment purchases put 
off resulting in Services and Supplies expenditures being $4.6 million less and 
equipment expenditures being under by $376,000. 

• Health Care Services Fund (0042).  The net negative $2.4 million variance is 
almost entirely due to a $2.1 million lag in State reimbursements for FQHC Medi-
Cal claims.  The issue was resolved during the first week of April, but payments 
have been delayed. 

• Mental Health Fund (0045).  This fund shows a negative variance of $3.6 million, 
including a $6.2 million negative variance on the revenue side. Of this total, $5.2 
million is EPSDT (mental health services for children through Early and Periodic 
Screening, Diagnosis and Treatment) revenue.  About half of this revenue will not 
be received until Fiscal Year 04-05.  The rest, while delayed, should be received 
this year.  The department has assured us that while the delay will impact their 
cash balance and possibly their FY 03-04 ending fund balance, it will not 
adversely affect their ability to provide services this year. 

On the expenditure side, most of the positive variance in Professional and Special 
Services are due to the timing of payments and payment delays due to incorrect 
contractor invoices. 
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• Water Agency (3050).  The positive $959,000 variance reflects a delay in the 
start up of the Proposition 13 commercial rebate program. 

• Capital Outlay (0030).  The positive $594,000 variance includes $295,000 in 
unanticipated underground storage tank cost reimbursements and timing issues 
with respect expenditures for various capital projects. 

• Municipal Finance Capital (0035).  This fund was created for the new projects 
(except enterprise fund projects) funded by the 2004 Certificates Of Participation.  
The $1.2 million positive variance is due to construction projects being behind 
schedule.  Of this total $867,000 is for the North County Public Works Service 
Center. 

• Laguna County Sanitation (2870).  This fund has a positive $572,000 variance as 
of March 31.  The variance is a combination of lower revenues from fees because 
the number of new sewer connections has been less than projected and 
expenditures being than projected due to a slight delay on the micro turbine 
project.  This project now has an October 2004 completion date. 

• Vehicles Operation and Maintenance (1900).  The main reason for the +$1.1 
million variance is the vehicle purchase freeze which has resulted in equipment 
expenditures being $833,000 underexpended as of March 31. 

• Workers Compensation Fund (1911).  The $807,000 negative variance is largely 
due to the Superior Court not paying its current year premium ($503,000) and to 
the CSAC-Excess Insurance Authority excess premiums being $167,000 higher 
than budgeted.   

 
Net Impact on General Fund 

There is the potential that an anticipated Foster Care cost overrun in the Social 
Services Special Revenue Fund could negatively impact the General Fund this year.  
Here�s how.  Foster Care costs have been rising.  The caseload is primarily juveniles 
on probation supervised by the Probation Department.  Foster Care financing has the 
following Federal/State/County cost sharing ratios:  Federal Program: 
47%/21%/32%, and Non-Federal Program: 0%/40%/60%. The Social Services 
department budget contains many distinct programs.  In most cases, because of 
Federal/State rules and maintenance of effort requirements, savings in one program 
cannot be shifted to another program.   
 
Year-end (June 30) Estimates 

We believe five special revenue funds require close monitoring as we wind down the 
fiscal year.  Each fund will most likely draw down on fund balance (expenditures will 
exceed revenues for the year) and four of the five are impacted by decreases in 
State funding or are experiencing delays in collecting revenues from the State.  The 
Funds are some of our largest including Health Care, ADMHS, Social Services, the 
Fire Protection District and the Road Fund.  

The Water Agency, Municipal Finance Capital, and Vehicles Funds all have large 
positive variances that should be significantly lower by year-end as capital 
expenditures are made.   
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D. State Budget Impacts/Vehicle License Fee Payments 

Unlike last year, we do not anticipate any further State budget impacts before the 
end of the current fiscal year.  The picture regarding Vehicle License Fee (VLF) 
payments remains positive.  As your Board knows, the Realignment portion of VLF 
payments was held up for two months due to a court case.  However, payments will 
now resume thanks to the Legislature and Governor approving new legislation on 
May 5.  VLF payments to the General Fund remain ahead of estimates and, for the 
year, the potential deficit has been reduced from $15.1 million in January to $4.1 
million as of the May 10th payment.  Details are included as Attachment C. 
 

F. Conclusion 

We approach a year of uncertainty and change with a mix of positives and negatives.  
The current year budget will end the year with a positive fund balance which we 
estimate at around $4 million.  The recommended fiscal year 2004-05 budget, which 
your Board will consider in June, is balanced and contains only a minimum amount of 
service level reductions.  To minimize reductions, however, we have significantly 
reduced budget allocations to discretionary designations.  Funding for the Strategic 
Reserve has been reduced from $1.5 million to $500,000, funding for Deferred 
Maintenance from $2 million to $1.2 million, and the Capital Designation, previously 
$500,000 annually, has not been funded at all. The result is that, in contrast to the 
current year, there will be less money from these appropriations to mitigate further 
State budget reductions, if such action becomes necessary.   

We will again need to rely on the Board of Supervisors� discernment and direction 
and a dedicated group of executives, managers and line staff that is committed to 
resolving the potential resource shortfalls to the best of their ability and in the 
interest of those whom they serve. 

A copy of the Powerpoint slides to be used in our presentation is included as 
Attachment D. 
 

Mandates and Service Levels:  As indicated and described in the text of the letter. 
 
Fiscal and Facilities Impacts:  Current and estimated impacts are stated in the text of 
the letter. 
 
Attachments 
 
CC:     All Department Heads 
 CAO Deputies 
 CAO Analysts 
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3rd Quarter Budget Update
! We are in reasonably good financial shape; the 

General Fund should end the year with a positive 
fund balance of approximately $4 million.

! However, good times are not ahead.  The FY 04-05 
Proposed Budget contains over $1.7 million in 
current service level reductions, and does not 
include impacts that are expected as part of the 
State�s solution to its budget deficit.
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3rd Quarter Budget Update
! Status of Discretionary General Fund Revenues
1. Property Taxes are +$655,000
2. Transient Occupancy (Bed) Taxes are  

+$616,000
3. Interest Income is -$587,000
4. Vehicle License Fee Revenue is +$1.22 million, 

but over the reduced amount caused by the 
�back-fill loan�
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3rd Quarter Budget Update
! Status of General Fund Departments
1. Fire Department has a +$676,000 variance.  Has had  

higher than anticipated Federal/State reimbursements for 
fire protection services and lower expenditures.  This 
will provide some relief for a budget that relied on 
almost $2 million from Fire Fund operating reserves this 
year.  However, property tax revenues in the Fire Fund 
are -$197,000.  We anticipate continued funding 
difficulties next fiscal year. 
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3rd Quarter Budget Update
! Status of General Fund Departments
2. Planning and Development has a +$653,000 variance.  

Vacant positions have generated salary savings; overall, 
revenues are higher.  The positive variance will be lower 
at year-end as building permit revenue is set aside and 
unbudgeted process improvement costs are paid. 

3. Sheriff has a -$522,000 variance, primarily due to 
overtime expenses.  The variance could grow, especially 
without an agreement with the Court on payment for 
bailiff services.  
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3rd Quarter Budget Update
! Status of Special Revenue Funds & Other 

Funds
1. Mental Health has a $-3.6 million variance, 

including a -$6.2 million variance on the revenue 
side.  Revenue is expected to be received, although 
$2.6 million is not expected until next fiscal year.

2. Public Health has a -$2.4 million variance, almost 
entirely due to a $2.1 million lag in State 
reimbursements.  
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3rd Quarter Budget Update
! Current Fund Balance and Forecast
! General Fund had a positive net variance (a combination 

of actual revenues above budgeted amounts and actual 
expenditures below budgeted amounts) of $5.0 million 
through March 31.

! A General Fund fund balance (positive net variance) of 
around $4.0 million is forecast for June 30, 2004.  
Reduced positive variances expected in Planning and 
General County Programs.  Sheriff�s budget could move 
either way. 
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VLF Revenue Gap Update
! Gap 2 Analysis � January 5

January Anticipated GF VLF Revenue: $0.9 M

Potential Gap � January �June: $15.1 M

! Gap 2 Analysis � May 10
Actual February GF VLF Revenue: $2.2 M

Revised Potential Gap:                     $4.1 M

! Result:  No Action Required at this Time
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VLF Revenue Gap Update
Adopted VLF Revenue
General Fund and Public Health Realignment $35.90 million

Actual and Anticipated VLF Revenue through May 10
Actual General Fund and Public Health Realignment $22.36 million
Anticipated Minimum Revenue (without Backfill) $2.15
Less Shift from General Fund to Realignment ($0.40)

Total $24.11

Revenue Reductions
Tier 1 � October $6.10
Gap 2 � January $1.60

Total $7.70

Potential Remaining Gap $4.09 million
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