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May 29, 2007

To: The Honorable Board of Supervisors
Re: Budget Tabulation for Fiscal Year 2007-2008

As directed by the Board of Supervisors pursuant to sections 29060 — 29062 of the Government Code, | am
submitting herein my recommendations for the allocation of resources we project to be available to Sutter
County for Fiscal Year 2007-08. The required tabulation, which is summarized in greater detail later in this
memorandum, has been prepared based on current State laws. Upon approval by the Board of Supervisors,
the tabulation becomes the official Proposed Budget for Sutter County.

Many California counties are experiencing difficult fiscal times. While Sutter County is experiencing some of
the same pressures, as the result of the Board of Supervisors’ consistency in budgeting conservatively, and
maintaining healthy reserves, we believe the County remains in a position to provide high quality services,
provide competitive, yet responsible, compensation to its valued employees, and maintain solid reserves. The
County remains on solid financial ground.

Once again, this year's tabulation can be broadly described as status quo in nature and maintains the Board's
conservative budgeting approach. No new programs or service expansions are proposed other than those
necessary to meet Federal and State mandates. We have, however, added some new positions to meet
growing workloads, and have eliminated others. The tabulation also includes a significant use of one-time
funding for specific projects that must now go forward.

In reviewing our recommendations, please consider the following:

e State Budget and Governor's May Revision. The Governor released his May Revision on May 15,
2007. The May Revise highlights the Governor’s continued focus on restraining State spending and
pre-paying debt. The May Revision outlines few new proposals, however several are of particular
importance to Sutter County, including the following:

- Adult Corrections Reform. The Governor's May Revision proposes various funding elements to
support the implementation of AB 900, the adult corrections reform proposal signed by Governor
Schwarzenegger on May 3. In an effort to solve the State corrections over-crowding problem, AB
900 provides for the phased development of additional jail beds state-wide, and promises funding
to counties, under certain conditions and on a competitive basis, to provide for those beds. The
May Revision does not contain funding for all aspects of AB 900. However, the Governor has
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announced the creation of two “strike” teams that will make certain recommendations regarding
AB 900 implementation and related fiscal issues. While no proposals have been finalized at the
State level, we are currently evaluating the needs within Sutter County and will keep the Board
advised of any opportunities to participate in corrections facility funding.

- Williamson Act. In his May Revision, the Governor proposes to permanently eliminate all
funding, amounting to approximately $39.1 million, for subventions to counties for property tax
losses incurred by enrolling agricultural land in Williamson Act contracts. The Administration
claims that due to the state’s fiscal condition, they cannot continue to provide funding for this
program. Should this be supported by the legislature, our office will recommend that the County
proceed with the termination of all Williamson Act contracts. However, due to processes set in
State law, termination of these contracts will take up to ten years. The County currently receives
approximately $230,000 annually in Williamson Act Subvention revenues from the State. We
have recommended a corresponding increase in the Designation for Williamson Act Subvention
(reserve in the General Fund). This designation was established as a means of segregating
revenues received through this subvention, and we may recommend use of these reserve funds in
the event that the current subvention revenues are eliminated during the State budget process.
The proposed elimination of this subvention has, in recent years, become a routine event.
However, each year, subventions funds have eventually been included in the adopted State
budget.

My FY 2007-08 Proposed Budget was completed before the release of the May Revise and was
based on current State laws. We anticipate much discussion and behind-the-scene maneuvering with
the State budget in the upcoming weeks or even months. When the State adopts its budget, we
anticipate it will look much different from the May Revise. Therefore, we do not recommend making
modifications to our Proposed Budget at this time.

We do, however, anticipate some programs, especially in Human Services, will be adversely affected.
The proposed reductions in the May Revise also impact some General Fund revenues such as the
Williamson Act subvention, as noted above.

When the State budget is adopted, we will bring appropriate budget recommendations to the Board.
Meanwhile, we will keep the Board informed of any significant developments.

Proposition 1A — State-Local Agreement. In Fiscal Year 2004-05, the Governor reached an
agreement with counties, cities, and special districts, which was ultimately approved by the voters and
is now known as Proposition 1A. While the agreement is complex, its key feature is that local
governments would contribute approximately $1.3 billion to the State in FY 2004-05 and FY 2005-06,
and in exchange would receive Constitutional protection against future State revenue raids and cost
shifts, including relief from unfunded State mandates. Proposition 1A states that in FY 2007-08, the
State will begin to repay the State mandate (SB 90) costs that have been deferred from prior years.
Additionally, counties are made whole through a property tax shift, which takes the place of the VLF
“backfill,” whereby the bulk of VLF revenues taken by the State are swapped for property taxes. Many
of these points of agreement have been implemented over the past two years, and no longer present
a budget issue to current and future years (i.e., the VLF Gap Loan was re-paid in full in FY 2005-06;
the $1.3 billion statewide county contribution was made in FYs 2004-05 and 2005-06 and therefore




does not affect FY 2007-08). However, a few issues will remain with Counties for at least the
foreseeable future. The “VLF-Property Tax Swap” will remain. State mandates continue to be a
significant point of discussion, and it remains to be seen whether the State will attempt in FY 2007-08
to present a new interpretation, both of how mandates are funded and of how prior year unfunded
mandates will be repaid, under Proposition 1A.

State Revenue Transfers and Cost Shifts. Though not as prevalent in the current FY 2007-08 State
budget discussions, primarily due to the State’s projections for increased revenues in the coming year,
the State continues to wrestle with a continuing budget crisis — more commonly referred to as the
“structural imbalance.” As you will no doubt recall, the State has historically dealt with its budget
problems by transferring revenue from, or shifting costs to, counties, deferring payments of money it
legally owes counties, and forcibly borrowing money from counties. Some of the State’s actions
receive considerable media attention (such as the $1.3 billion “gap loan” of Vehicle License Fee
revenue counties and cities were required to make the State in Fiscal Year 2003-04), while others
(such as the $31 million shift of Undesignated Court Fees from counties to the State and the
elimination of the Property Tax Administration Program in FY 2006-07 which funded 3.5 positions in
the Assessors office) have gone largely unnoticed by the public. However, the cumulative effect of
these actions is significant.

Responding to Decreases in State Funding. As we presented to your Board last year, one of the
major policy issues facing the Board in this, and in future budgets, is whether or not to continue to fund
positions with County discretionary funds that have previously been covered by State funding.
Historically when positions have been added due to the availability of State, or other external, funding,
they have been allocated as limited-term positions, with the understanding that should the funding
" source discontinue, the position would be eliminated. In the FY 2007-08 budget we are
recommending that the County convert six limited term positions to permanent positions in the
Probation Department. These positions were established between 1987 and 2004, which illustrates
the continual influx of funding from a variety of sources. This recommendation is not made lightly, but
after analysis of the benefits of the positions compared with their cost, and with the understanding that
some funding may not be available in the future. Itis our opinion that maintaining these six positions
is of critical benefit, not just to the County, but to the community as a whole.

This policy issue is likely to become more prevalent in the future as the State seeks to pass additional
costs along to local governments in unobtrusive ways. We have seen this happen over the years with
the Child Support Services budget. Currently the programs that we see most vulnerable to this include
departments that rely upon a variety of grants to fund programs that are very important to local
communities, such as the Library, the Sheriff, Probation, and the District Attorney. However, we also
see this strategy played out in the Human Services budgets, especially regarding funding caps.

Stable Property Tax Revenues. Due to the protracted slump in the housing market state-wide, many
counties are reporting decreases in their property tax revenues, and are recommending budget
reductions in the upcoming year. While Sutter County has experienced a slowing of home sales, and
certainly remains vulnerable to the same downturn in the housing market, current property tax
assessment role estimates remain positive. While we do not anticipate experiencing the same level of
growth that we have seen over the past several years in the coming year, we also do not anticipate a
significant reduction. Rather, we anticipate that property tax revenues will remain relatively stable for




the foreseeable future. The recommendation for secured property tax revenue (found in budget unit
1-209) maintains a conservative, yet reasonable, estimate which reflects a slight increase over the
prior year budget.

GASB 34. Beginning in FY 2004-05 the budget was prepared to conform to the General Accounting
Standards Board’s Statement 34 (GASB 34). This was a permanent change to our budgeting process.
This year's budget includes approximately 70 Special Revenue Funds, the majority of which were not
budgeted prior to FY 2004-05. As a result, the budget document is larger and more complex.
Therefore, caution should be exercised in making numerical comparisons with budgets prepared in
prior years.

GASB 34 typifies a trend we are increasingly seeing in government. Basically, local governments are
being required to devote considerable time and energy to comply with new Federal or State financial
reporting and monitoring requirements which, from our perspective, provide little or no benefit to the
public. An example of this may be seen in Funds 0305 & 0311. These are the budgets for two fire
districts, CSA-F and CSA-D. We note for the Board and the public that the budgeted undesignated
fund balance is not the same as that included in the financial reporting documents. This is because
these two funds borrowed money from the County’s general fund for apparatus acquisitions.
Consequently, for accounting reporting purposes, the rules require that the liability be included in the
fund, but not the offsetting asset, making the undesignated fund balance in each individual fund
appear to be lower than it would appear if the funding had been obtained from another source.

GASB 43 & 45. In 2004, the Governmental Accounting Standards Board (GASB) issued two
statements, 43 & 45 that will have a future impact on how specific benefits are reflected in the
County's financial reports. The effect of neither of these statements is included in the tabulation
submitted to the Board for FY 2007-08 because they will take effect in future years. Because the
accounting entries are based on assumptions and actuarial calculations, we have retained a firm to
prepare the estimates required. We are currently working with the selected firm to finalize the
estimates.

Reserves and Designations. In conformance with comments from the Independent Auditor, we began
in the last budget year to categorize as a designation of fund balance some fund equity that has
previously been referred to as a reserve. Except in the general fund, and a few other rare instances,
individual funds generally do not have “general reserves,” but rather excess fund equity is designated
for future expenditures. Related to this change in budget practice, we are relying less on the
Contingency appropriation to balance funds, and more on designations of fund equity (presented as
“Increases in Reserves” in the budget Schedule 9s). We will continue to work to ensure that in the
General Fund, and in all funds, fund equity is appropriately categorized.

Status of County Accounting Disagreements. Over the past three fiscal years, several key issues
have been raised and debated between the Board of Supervisors and the Auditor-Controller.
Although the Independent Auditor has made determinations that agree with our recommendations,
and, as part of her audit for the Board and Grand Jury, has made recommendations that would
properly correct the County’s books, as of this writing, many of these errors and problems have yet to
be corrected by the Auditor-Controller. This tabulation has been prepared with the knowledge that
these issues remain at issue. Reasonable assumptions, based on the Independent Auditor's
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recommendations, and using the best information available at this time, have been made in the
preparation of individual budget units, as well as the County budget as a whole. However, it should be
emphasized that final resolution has not been reached on many accounting and budget-related issues.

o Waterworks District #1 (Robbins). In December of 20086, our office recommended, in concurrence with
the County’s Independent Auditor, and the Board of Supervisors directed that the County’s Final
Budget not include this Enterprise fund. Furthermore, we recommended, and your Board directed,
that this fund be converted to a Special Revenue Fund prior to June 30, 2007. However, the
conversion has thus far not been implemented due to a net-operating loss within the fund. As of this
writing, the fund remains classified as an Enterprise Fund, and is therefore not included in this
Proposed Budget. Please note that Enterprise funds are not required by State law to be included in
the County Final Budget.

Conversion of this Enterprise fund to a Special Revenue fund requires that the fund be balanced to its
own available financing, and thus necessitates a rate increase. The option to convert this fund to a
Special Revenue fund, and therefore to include it in the County Final Budget, will again be presented
to the Board of Supervisors for consideration for implementation in FY 2007-08, following the
consideration of water and wastewater fee increases. The Public Works Department is pursuing
options available to modify the fees collected from the property owners within the District to cover the
increased costs to run the District. At the time of this writing, the Department has presented its initial
recommendation for a fee increase to the Public Works Committee of the Board of Supervisors, and
the Board has scheduled a Study Session for May 25, 2007, to review the current issues related to the
Waterworks District. Neighborhood meetings will also be held within the community of Robbins to
ensure that property owners within the district are aware of the issues affecting them. It should be
noted that despite increased costs, especially in the utility costs required to operate the services, water
service rates within the District have remained unchanged since 1992. Wastewater service rates have
remained unchanged since 1997.

Itis anticipated that a recommended budget amendment will be presented to your Board during the
2007-08 Fiscal Year, upon Board of Supervisor's approval of revised service rates, to include this
fund, as a Special Revenue Fund, in the County budget.

SUMMARY OF FY 2007-2008 TABULATION

Overall, the budget requirement for the recommended County operations in FY 2007-08 totals $214,039,202,
which is an increase of $11,649,199 (5.8%) from the FY 2006-07 Adopted Budget. The following table
summarizes the recommended budget for the primary operating funds of the County. The table does not
include the Special Revenue Fund budgets that have been included in the budget to comply with GASB 34.
With few exceptions, expenditures are not made directly from these special revenue funds. Instead, revenue
from them is transferred to the funds listed below. Consequently, a large “double count” would occur if the
special revenue funds were included in the totals.

Generally, the increases in expenditures are necessary to fund some program mandates from the Federal and
State governments, plant acquisition projects, bridge replacement and related road projects, to comply with
employee bargaining agreements, and the comprehensive general plan process. The plant acquisition budget



includes both re-budgeted projects, totaling $2,308,697, some of which have adjusted cost estimates due to
the increased cost of construction, and new projects, totaling $1,219,000. Overall, the total number of

employee positions has increased by 14.2 from the FY 2006-07 Adopted Budget.

= = CHANGE ,
General $66,292,145 | $70,370,088 | $4,077,943 6.2%
Road $21,010,140 | $21,300,238 | $290,098 1.4%
Special Aviation $802,548 $740,172 -$62,376 -7.8%
Fish & Game $22,739 $16,129 -$6,610 -29.1%
Bi-County Mental Health $24,040,678 | $23,220,530 | -$820,148 -3.4%
Mental Health Services Act $4,628,581 $6,435,735 $1,807,154 39.0%
Housing Rehab CDBG Fund $14,904 $0 -$14,904 -100.0%
Health Services $12,526,883 | $12,717,797 | $190,914 1.5%
Welfare/Social Services $31,886,927 | $35,334,894 | $3,447,967 10.8%
Trial Courts $5,362,871 $6,061,279 $698,408 13.0%
Public Safety $21,821,357 | $23,854,680 | $2,033,323 9.3%
Capital Projects $457,623 $303,500 -$154,123 -33.7%
Internal Service $9,198,592 $9,839,253 $640,661 7.0%
Special Districts $4,324,015 $3,844,907 -$479,108 -11.0%
Total County $202,390,003 | $214,039,202 | $11,649,199 5.8%

Each year, we emphasize that the General Fund includes five budget units which appropriate the General
Fund’s “contribution” to the Mental Health, Health, Welfare/Social Services, Trial Court, and Public Safety
Funds. These appropriations are also budgeted in the five receiving funds, so technically the appropriations
are double-counted. The following chart shows the magnitude of this double-count. It should be noted here
that since these appropriations are intended to demonstrate the cost to the general fund for the operations in
each of these funds on an annual basis, it is critical that each year only the exact amount required to offset
the aggregate unreimbursed cost of the budgets in each fund should be shown.

































