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TO:   Board of Supervisors 
 
FROM:  Michael F. Brown, County Administrator 
   Robert Geis, CPA, Auditor-Controller      
 
STAFF   Ken Masuda and Brian Richard 
CONTACT:  568-3411          568-2181 
 
SUBJECT:  FY 04-05 Budget Update & FY 05-06 Budget Workshop # 1 
 
 
Recommendation(s):   
 
That the Board of Supervisors:  
 
A. Accept and file, per the provisions of Government Code Section 29126.2, the Fiscal Year 2004-05 

Financial Status Report as of September 30, 2004, showing the status of appropriations and 
financing for all departmental budgets adopted by the Board of Supervisors. 

 
B. Receive a report on general impacts of approved November 2004 Propositions on the County 

budget. 
 
C. Rescind the temporary hiring freeze effective November 24, 2004. 
 
D. Approve Budget Principles for use in development of the FY 05-06 Operating Budget. 
 
E. Receive an updated 5-year financial forecast, focusing on discretionary General Fund revenues 

and projected salary and benefit changes. 
 
Alignment with Board Strategic Plan: 
 
An efficient government able to anticipate and respond effectively to the needs of the community. 
 
Executive Summary 
 
This report is divided into 3 sections. Section A reviews the financial status of the County as of 
09/30/04.  Section B is a brief discussion of the impact of approved Propositions on the County 
budget.  Section C contains our recommendation to rescind the hiring freeze which has been in 
effect for the past eleven months.  Section D discusses our recommended Budget Principles.  These 
principles, with the exception of a new principle related to the reallocation of Proposition 172 
revenues are the same as those used in FY 03-04.  Adopted principles will again be used by 
departments and the County Administrator’s Office to shape the FY 05-06 Proposed Budget. 
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The final section presents our updated 5-year financial forecast.  The forecast is updated several 
times each year, the previous update was included in the Proposed Budget.  Forecast figures have 
been updated to reflect actual instead of projected FY 04-05 revenues, and to include new 
information on employee COLAs and other benefits including future retirement costs based on the 
latest retirement fund actuarial study.   
 
Discussion: 

A. Financial Status Report as of September 30, 2004 

Staff has conducted Monthly Projection (MOPROs) meetings with departments during which 
their actual performance was compared to their budget for the first three 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 as well as Discretionary General Fund revenues, 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 three months, add department projections for the next nine months, and compare 
these totals to budgeted amounts. 

 
    1.  County General Fund 

Status of General Fund Departments: 

Using the Projected Annual Status Report as a reference, brief descriptions, by department, 
of large variances between budgeted and estimated actual amounts as of 9/30/04 follows.  
None of the departmental variances are a cause for immediate concern. 

• County Counsel. The $177,000 negative variance is mainly due to the way that expected 
revenue has been distributed, rather than a real lag in revenue receipts.  This will be 
corrected before the mid-year review. 

• Probation. The department’s $482,000 positive variance is largely due to all estimated 
salary expenses being divided equally for twelve months rather than recognizing that the 
new Santa Maria Juvenile Hall positions will only be paid for half a year.  Thus, this 
positive variance will shrink in future status reviews. 

• Public Defender. This department’s $191,000 negative variance is on the revenue side.  
The main cause of the negative variance is due to incorrect budgeting of anticipated 
Proposition 172 revenues.  In addition, some legal fee revenues are significantly behind 
prior year numbers.  However, unanticipated revenue from the extension of juvenile 
dependency services, approved by the Board in September, should offset current revenue 
shortfalls. 

• Fire. Of the $446,000 positive variance, $275,000 is due to an error in accounting for the 
$270,000 received from the Indian Gaming Special Distribution Fund.  State contract 
revenues are $90,000 ahead of anticipated first quarter payments; however, no change is 
anticipated in the full fiscal year payment. 

• Public Works.  A lag in reimbursement from other Public Works funds to the Public Works 
general fund budget is the primary reason for the $364,000 negative variance.  This 
variance is not a cause for concern.   
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• Auditor-Controller.  The $107,000 positive variance is due to salary savings from vacant 
positions and savings in professional services contracts. 

• Clerk-Recorder-Assessor.  The $543,000 net positive variance reflects delays in payments 
and reimbursements on the Santa Barbara Hall of Records remodel. 

• General Services.  The $213,000 net positive variance cannot be attributed to one, or 
even a few significant factors.  Utility costs are one area we will be watching throughout 
the year. 

• Human Resources.  Almost half of the $204,000 positive variance is due to salary savings 
as both the Director and Assistant Director positions were vacant during the first quarter 
of this year. 

• General County Programs.  The largest single factor accounting for the net positive 
$249,000 variance is a $123,000 interest expense payment on short-term debt that had 
not been paid in September as projected. 

Other areas of note include: 

• While the Agricultural Commissioner has no notable variances in his county budget, he did 
indicate that the State has not been hiring replacements for retiring Cooperative 
Extension Advisors.  As a result, both the Home Economics and Field Crops/Strawberries 
Advisor positions are unfilled at the present time. 

• The Sheriff’s Department currently does not have a significant overall General Fund 
variance.  However, Jackson trial overtime costs could have a considerable financial 
impact during the second half of this fiscal year.  While there are a number of variables 
involved in the following cost calculation, the cost impacts, if there is a trial, are 
substantial:  

o Unbudgeted overtime is estimated to cost $200,000 per week at 4 trial days per 
week if 50 additional deputies are required each day.  Half that number of deputies 
would cost $100,000 per week.   

o If the case goes to trial and if it starts in late January as scheduled, it is estimated 
that the trial would take at least 16 weeks and at these weekly rates would cost 
between $1.6 and $3.2 million.   

o While the potential availability of State funding has been explored, it is considered 
very unlikely that the County would receive reimbursement for these trial costs.  

Status of General Fund Discretionary Revenue:  
These revenues are a negative $2,645,000 through September.  Reasons for this variance 
were discussed during our October 12 presentation.  The adopted budget included vehicle 
license fee (VLF) revenues and, as the Board knows, the County will receive no VLF revenue 
this year.  This results in a first quarter negative variance of $3.7 million.  Due to the “triple 
flip,” retail sales tax revenue also lags budgeted amounts by $198,000.  Partially offsetting 
these losses are Teeter Fund revenues—payments of penalties on delinquent property tax 
payments of $737,000, and higher than anticipated transient occupancy tax (TOT) revenue 
($112,000) and property transfer tax payments ($266,000).   

Summary 
The General Fund, when all of the plusses and minuses are accounted for, has an estimated net 
negative variance of approximately $923,000 through September 30, 2004.  While, at this point, 
it is too early to tell exactly how the year will end, the CAO’s Office will take and will recommend 
to the Board any necessary actions to insure that the fiscal year ends with a positive balance.  As 
indicated in our October report, which discussed the loss of additional property tax revenue to 
the State for two years and the related Vehicle License Fee (VLF)-property tax swap, there are 
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options available to correct the negative revenue picture.  A more complete picture of our current 
year and future year financial picture will be available when we present our 2nd Quarter Report in 
February 2005. 
 
2. Special Revenue Funds and Other Funds 

• Children and Families First (Fund 0010). The $801,000 net positive variance is largely on the 
expenditure side.  Billings from contractors are behind the budgeted schedule, thus, 
payments are significantly less than expected. 

• Roads (Fund 0015).  While this fund shows a net positive $598,000 variance, there is no one 
significant factor contributing to the difference between planned and actual expenditures or 
revenues.   

• Mental Health (Fund 0044). As in previous years, the Alcohol, Drug, and Mental Health 
Services (ADMHS) Department budget variance is composed of a diverse set of circumstances 
resulting in a net negative variance of $1.26 million.  Revenues show a negative variance of 
$8.13 million.  This is primarily due to delays in receiving cost reimbursements and because 
some of the revenues accrued (counted) in FY 03-04 have not yet been received.  Revenues, 
both amounts reimbursed and amounts claimed, are closely monitored by the department.  
For example, of the $3.68 million negative Medi-Cal revenue variance, $3.26 million is due to 
anticipated payments that have not yet been received.  The balance, $420,000, is due to 
current year claims being less than projected.  On the whole, the revenue variance is 
currently seen as being caused by reimbursement delays rather than actual revenue losses.  
Expenditures through September 30 are $6.87 million less than expected, largely because of 
delays in payments to contract organizations.  This represents a combination of billing delays 
and delays in the completion of service contracts for the new fiscal year.   

• Substance Abuse and Crime Prevention (Fund 0047).  This fund, administered by ADMHS, 
was set up to receive and disburse Proposition 36 funds.  The $688,000 negative variance is 
due to two factors:  1) the State has changed its allocation procedure and now sends one 
lump sum payment, instead of monthly payments (a single annual payment of $2,017,825 
was received in October, no payments were received in the first quarter), 2) transfers from 
this fund to the mental health fund (above) will now be made quarterly, rather than in 
January and June to improve cash flow in the mental health fund. 

• Court Activities (Fund 0069).  The number of traffic citations has increased, which has 
increased revenue in various accounts; revenues in general are a positive $164,000.  The 
$566,000 positive variance on the expenditure side is due to a combination of delayed 
payments to contract attorneys (alternate public defender), a hold on the final payment to 
the vendor for the interactive voice response system, and an error in the distribution of 
payment amounts going to the State for the Court MOE. 

• Flood Control – Orcutt Area Drainage (Fund 2420).  The $521,000 variance is due to a delay 
in the Kovar Basin Expansion project. 

• Flood Control – South Coast Flood Zone #2 (Fund 2610).  Similarly, this $2.32 million 
variance is due primarily to a delay in the Carpinteria Salt Marsh project.  The project is now 
expected to start in late October to early November. 

• General Services – Communications Services (Fund 1919).  The $659,000 negative variance 
is caused by a budgeting error; the release of retained earnings for equipment purchases was 
scheduled too early in the fiscal year. 
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Net Impact on the General Fund 

The County makes a direct General Fund Contribution to only three of the funds—Mental Health, 
Roads, and Court Activities—listed here.  Based on available data, there is nothing currently seen 
that would cause the General Fund to have to contribute more money to these funds.  One area 
of potential impact is the Public Health fund where the costs of care, feeding, and transportation 
of horses formerly at the Gardner Ranch may require additional General Fund dollars. 

B. Impact of Approved November Propositions on the County Budget 

Propositions 1A (local government revenues) and 63 (income tax for mental health) will both 
have positive impacts on the County’s fiscal future.  Propositions 64 (lawsuits related to unfair 
business competition) and 69 (increased DNA sampling) appear to have no negative impact over 
time. 

Proposition 1A.  In the current fiscal year, the State has taken additional local discretionary 
revenues for State purposes, reduced State allocations for specific programs, and continued 
deferring reimbursements for the local cost of State mandated programs at a cost to the County 
of an estimated $8.9 million.  Proposition 1A prohibits the State from further shifting of property, 
sales, and vehicle license fee revenues away from local governments, and it requires either 
reimbursement of local costs for State mandated programs or suspension of the mandate 
requirement.  It does not, however, prohibit the State from reducing allocations for specific 
programs such as social services administration, child welfare services, or various categorical 
programs funding public safety.  The County is vulnerable in these areas, in FY 2005-06 and 
future years.  Current year impacts are summarized in the following table.  Proposition 1A ends 
the taking of discretionary local revenues after FY 05-06 and says that the State cannot borrow 
any money from local governments until the deferred SB-90 reimbursements are fully paid. 
 

Impact of Proposition 1A on State Budget Reductions* 
All dollar amounts in millions 

 

Type of State 
Impact 

Taking Discretionary 
Local Revenues including 
Special District taxes** 

Reducing State 
Allocations for Specific 
Programs  

Deferring SB-90 
Reimbursements for State-
mandated programs 

 

Totals 

Fiscal Year 
2004-05 Impacts 5.0 2.1 1.8 $8.9 

Proposition 1-A 
Impact 

No further shift of 
property, sales, and VLF 
to the State, except for 
emergency loans 

No Prop. 1-A impact.  
Significant potential for 
future State funding 
reductions  

In the future, the State must 
pay for mandates or 
suspend them.  Prior year 
unpaid claims (above) are 
to be repaid beginning in 
FY 2006-07 over a period 
of years 

 

*Does not include prior ERAF shifts, i.e., legislation enacted prior to fiscal year 2004-05 which takes property taxes from 
cities, counties, and special districts, to pay for schools.  County ERAF shift loss from prior legislation, all funds, from 
1992-93 through 2004-05, with fiscal year 2004-05 being an estimate = $427.304 million. 

**Discretionary Local Revenue = property tax, sales tax, vehicle license fees (VLF) 
 
Proposition 63 provides additional funding for county mental health programs and prohibits the 
state and counties from reducing their financial support for mental health programs below FY 
2003-04 levels.  More specifically, Proposition 63: 
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• Establishes a State income tax surcharge of 1% on taxpayers with annual taxable incomes of more than $1 million 
effective January 1, 2005 

• Statewide, the surcharge is expected to generate:  

o FY 04-05:  $254 Million  
o FY 05-06:  $683 Million  
o FY 06-07:  $690 Million  

• The new funding, however, will NOT be distributed on a pro-rata basis.  (Santa Barbara County’s “proportionate 
share” would be about 1% of the total funds generated.)  Counties will compete, based on 3-year plans demonstrating 
local need, in a process that will be defined by the State Department of Mental Health.  Two documents are expected:  
1) a draft public planning process recommended for all counties and 2) a draft allocation formulation process to be 
used by the State  

• Money must be used to expand county mental health services; neither the State nor counties can use this money to 
supplant FY 03-04 funding levels  

• The State is specifically prohibited from reducing its general fund support, entitlements, and formula distributions of 
funds now dedicated for mental health services 

• The State will allocate FY 04 – 05 funds in the following manner:  

o 45% for education & training  
o 45% for capital facilities & technology needs  
o 5% for state implementation of the plan  
o 5% for local planning  

• Program costs will be eligible for funding starting in FY 05 – 06, and amounts targeted for capital facilities and 
technology needs will drop to 10%.  

Proposition 64 restricts the ability of private individuals to file lawsuits related to unfair 
business competition.  One section of this proposition limits the use of any monetary penalties 
recovered by the State Attorney General or local government prosecutors to the enforcement of 
consumer protection laws.  This limitation may require that penalty revenue in any fiscal year 
which is in excess of costs for that year be placed in a designation restricted to use in 
civil/consumer activities in future years.   

Proposition 69 expands the collection of DNA samples to include any adult or juvenile convicted 
of any felony offense and certain non-felony offenses, and adults arrested or charged for certain 
felony offenses.  The resulting expanded workload at the jail, and its cost, is supposed to be 
offset by additional penalty revenues assessed by the Superior Court. 
 

C. Rescinding the Hiring Freeze 

Almost a year ago, on December 9, 2003, in recognition of the unsettled State budget situation, 
the Board approved a temporary hiring freeze, with exceptions for staffing of 24-hour facilities 
and elections.  Given subsequent events, including the State’s 2004-05 budget and passage of 
Proposition 1A, it is recommended that the Board rescind its action implementing the hiring 
freeze. 

Attachment C is a summary chart which shows staffing vacancies for each pay period from 
December 10 through October 24.  Starting from a base of approximately 400 vacant positions in 
December, the number of vacancies steadily increased, reaching 463 in early July.  This peak 
was just prior to the net deletion of 36 positions with adoption of the FY 2004-05 budget. 
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D. Principles for Development of the FY 2005-06 Budget 

The proposed principles (Attachment D) will be used by departments and the County 
Administrator’s Office in development of the FY 05-06 proposed budget.  The principles, which 
have been reviewed by department heads, are identical to those used in development of the FY 
04-05 budget, except that a principle to accommodate the Proposition 172 funding shift has been 
added. 

This new principle reads as follows:   

For the District Attorney, Public Defender, Probation, Sheriff, and Parks departments, an amount of General Fund 
contribution equal to each department’s proportionate loss of Proposition 172 (Public Safety Sales Tax) revenue due to the 
annual shift of 1.5% of Proposition 172 revenue to Fire, will be added to their General Fund contribution base amount 
beginning in FY 05-06 and continuing over a five year period.   

E. Five Year Financial Forecast 

We are providing an update (Attachment E) to the financial forecast included in the Proposed 
Budget.  As usual, the forecast focuses on changes in discretionary general fund revenues and 
the general fund share of total salary and benefit costs.  The following are significant changes 
to the forecast since the Proposed Budget was published: 

 The FY 03-04 base was changed to reflect actual rather than estimated discretionary revenues.  This increase in the 
base year, by approximately $5 million, resulted in net increases (after adjusting for one-time occurrences) in all 
future years.  As a result of this change, and in spite of expenditure increases indicated below, the FY 05-06 forecast 
changes from slightly negative to positive. 

 Cash benefit allowance increases of $20 per pay period are under consideration for both FY 05-06 and FY 06-07, for 
all employees. 

 Incremental changes in retirement costs due to payment to the fund for unrecognized losses have been adjusted to 
reflect the latest (10/04) actuarial estimates.  Amounts in years after FY 05-06 are lower than projections provided to 
the Board in October.  Reasons for these differences will be explained as part of our presentation. 

 FY 04-05 and subsequent year expenditures have been increased to reflect new appropriations approved by the Board 
since the FY 04-05 budget was adopted.  These are: 1) General Fund cost of the Proposition 172 revenue shift to Fire, 
2) the commitment to fund $4 million in Fire capital improvements with General Fund dollars, and 3) four School 
Resource Deputies in the Sheriff’s Department.   

In addition, the forecast includes the following likely future on-going increases in General Fund contribution: 1) For 
debt service on the ADMHS Children’s clinic in Goleta, 2) for Animal Services as part of a study of service levels, 
costs, and appropriate oversight, and 3) for anticipated increased cost of janitorial services beginning with FY 06-07. 

Cost of living adjustment (COLA) assumptions remain unchanged from the Proposed Budget 
chart.  That is, the amounts remain at 2% for FY 05-06 and 3% for future years.  The fixed 
benefits (cash allowance) increase is as stated above.  Increases matching projected employee 
health insurance cost increases remain as stated in the Proposed Budget.   

In addition to the recognized and quantified cost increases, there are other potential FY 05-06 
impacts that bear watching.  First, as indicated in our Proposition 1A analysis, the proposition 
does not protect the county from State reductions of funding for non-mandated activities.  One 
example is Probation TANF/State General Fund payments, which are budgeted at $2,794,000 this 
year.  This money funds vocational, educational and “life skills” services to juveniles on 
Probation, principally those in institutions.  Another area of concern is the potential costs of cases 
in litigation.  The litigation designation is our reserve for payments in high impact cases.  Each 
year the amount in the designation is assessed based on cases outstanding.  Fortunately, we 
have not had to add funds to the litigation designation for the past three years.  However, it 
appears likely that additional funds will be needed in FY 05-06. 
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The forecast will be updated again once MOUs have been negotiated with employee 
organizations.  It is anticipated that the next update will be presented in February, 2005. 
 
Mandates and Service Levels:  Quarterly reports are not mandated.  They are a part of the 
ongoing effort of our two departments to keep the Board informed as to the financial condition of 
the County. 
 
Fiscal and Facilities Impacts:  Actual and hypothetical impacts are stated in this letter, its 
attachments, and the updated Five Year Forecast. 
 
Cc:  Each Department Head 

Deputy County Administrative Officers 
CAO Analysts 
Recognized Employee Organizations 

 
Attachments A, B, C, D, and E  
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Proposed FY 05-06 Budget Principles  (New Principle in Blue) 

1. Each department’s base General Fund contribution for FY 05-06 will be the adopted 
contribution for FY 04-05 reduced by Board adopted ongoing General Fund 
contribution reductions and one-time expenditures and revenues and increased by 
Board adopted ongoing General Fund contribution increases.   

2. To the base General Fund contribution amount will be added the proportional impact of 
approved COLAs, equity adjustments, and employee benefit increases not included in 
the adopted FY 04-05 amount.  For example, if the COLA, equity, and benefit cost 
impacts total $100, and the General Fund contribution makes up 30% of the 
department’s funding sources, then the increase would be no more than $30.  
Adjustments may be made for capped revenue amounts and 100% revenue offset 
expenditures.  All General Fund contribution increases are subject to the availability of 
funds.   

3. For the District Attorney, Public Defender, Probation, Sheriff, and Parks departments, 
an amount of General Fund contribution equal to each department’s proportionate loss 
of Proposition 172 (Public Safety Sales Tax) revenue due to the annual shift of 1.5% of 
Proposition 172 revenue to Fire, will be added to their General Fund contribution base 
amount beginning in FY 05-06 and continuing over a five year period.   

4. For departments receiving General Fund contribution amounts, no budget submission 
will be considered complete unless the requested General Fund contribution is equal 
to or less than the County Administrator’s approved budget target amount.  Any 
requested amount over the County Administrator’s approved budget target amount will 
be submitted as a Budget Adjustment Request.   

5. Where not prohibited by law, departments must maximize the use of non-General 
Fund revenue, existing designations, and trust funds, before using General Fund 
contribution amounts to fund programs.   

6. Departments will continue to review, refine, and extend performance measures that 
measure the level/amount/unit cost of program services provided.   

7. Funding sources available for appropriation, excluding undesignated fund balance, 
shall be at least equal to recommended funding uses.  As a general rule, the year-end 
undesignated General Fund balance should not be used to fund on-going operations, 
but could be used to fund designations such as the Strategic Reserve and the General 
Fund Contingency.   
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8. The $1.5 million annual strategic reserve contribution, provided to build a reserve 
approximately equal to 30 days working capital ($25 million), will be continued if funds 
are available. 

9. The $2 million designation for capital maintenance and repair, the $500,000 for new 
capital projects, and the $500,000 for roads/concrete repair will be continued, subject 
to review and prioritization during the budget process.   

10. The full cost of county services will be calculated in all cases where fees are charged 
and/or service contracts (such as with cities or by one department to another) are 
negotiated.   

a. For charges to outside agencies, such as cities, full cost includes cost 
allocation charges unless prohibited by law.   

b. For charges from County internal service funds and special revenue funds, 
full cost includes cost allocation charges.   

c. For other charges between County departments, full cost includes 
departmental overhead but does not include cost allocation charges.   

11. In all cases, unless precluded by law, contracts, or current Board policy, full costs shall 
be recovered.  As with budget reductions or enhancements, a provider department 
shall inform and discuss cost calculation changes with user departments prior to 
budgeting the change.   

12. On any proposed budget adjustment (reduction or enhancement), the department 
proposing the change shall consider impacts on other departments, and discuss 
possible impacts with these departments, so that all positive and negative impacts can 
be considered before the reduction or enhancement is formally proposed to the County 
Administrator.   

13. Departments are encouraged to identify new revenue sources and to develop 
proposals, which would generate new revenues, to pay for services provided to county 
residents and visitors.   














