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Introduction

One Year after Lehnman Brothers

It was only a year ago the global economy was tee-
tering on the brink of collapse. The failure of Lehman
Brothers on September 15, 2008 sent shockwaves
around the world and sparked a global financial cri-
sis. Soon to follow was a series of investment bank
failures, the government takeover of mortgage giants
Fannie Mae and Freddie Mac, frozen credit markets,
and the impending collapse of U.S. auto makers and
insurance giant American International Group (AIG).
The economy, already deflating from the housing
downturn, began descending into its deepest con-
traction since the Great Depression.

With the financial system deteriorating, the federal
government stepped in to inject unprecedented
amounts of money into the economy. Government
officials rescued AIG with an $85 billion loan (which it
quickly burned through) followed by another $38 bil-
lion bailout. In October 2008, Congress passed the
$700 billion Troubled Asset Relief Program (TARP)
to infuse capital into banks, bailed out General Mo-
tors and Chrysler, began making loans to credit-
starved industrial companies, and guaranteed bank
customers’ deposits to avoid a 19"™-century bank run.
In January, the Federal Reserve slashed its bench-
mark short-term interest rates to a target range of just
0 - 0.25%. Then, in February, Congress passed the
American Recovery and Reinvestment Act (ARRA), a
massive $787 billion stimulus package that included
tax rebates, expansion of unemployment benefits,
welfare and domestic spending initiatives, and infra-
structure investments.
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One year later, most economists believe the longest downturn since the 1930s is waning. With all the
economic carnage, the technical recovery underway may appear as a cruel irony to those that have lost
their jobs or seen their retirement savings depleted. Yet economic forecasters expect Gross Domestic
Product (GDP), the broadest gauge of economic health, to grow at an annual rate of 3% in the current
guarter, up from the 1% decline in the second quarter and 6.4% decline in the first quarter. Other signs
of stabilization include:

e August retail and food sales moved ahead 2.7% and included broad-based gains extending beyond
auto sales, which benefited from the popular Cash for Clunkers Program;

e The Consumer Confidence Index has rebounded to 53.1, up from its all-time low of 25.0 in February
2009;

e The Institute of Supply Management Index, a widely followed indicator of manufacturing health, has
risen to 52.6 from a low of 32.9 in December 2008 (readings over 50 indicate economic expansion);

e Sales of existing homes are up 13.6% from lows reached earlier this year thanks to increased af-
fordability, the first-time homeowner’s tax credit, and federal government intervention to keep mort-
gage rates low;

e After a 20-month decline, the Index of Leading Economic Indicators gained the last five consecutive
months; and

e Stocks, themselves a leading indicator, are up near 50% from their March lows.

Government stimulus and intervention most likely deserve credit for bringing the economy back from the
brink, although views diverge sharply over the long-term merits of these interventions. Another possible
factor underlying the latest economic news is the diminishing climate of fear and panic that gripped the
country in the fall and spring. The human toll of this downturn has been severe, but what appeared to
be emerging into a full-blown economic depression a year ago now appears to be a more recognizable,
steep recession, giving hope to many that the worst may be over.

Even with a technical recovery underway, risks remain abundant:

e More than 7.2 million Americans lost their jobs since the recession began in December 2007. Unem-
ployment is a lagging indicator and is one of the last areas to turnaround after an economic contrac-
tion. Most economists expect job losses to continue at a slower pace and for unemployment to re-
main high for at least several years. A key indicator supporting this position is the average work-
week, which declined to 33 hours in September (a post World War Il record low), suggesting there is
considerable room to increase hours of existing employees before ramping up hiring.

e Median U.S. home prices are down 30% from their 2006 peak, while California’s median price is
down 52%, erasing much of the home equity that fueled the economy in recent years.

e Record foreclosures continue putting downward pressure on home prices. Sub-prime lending was
largely to blame for the first wave of foreclosures. But as people continue to lose jobs, expect more
prime borrowers to fall behind in their payments. More borrowers are also finding themselves un-
derwater, meaning they owe more than their home is worth. Credit Suisse recently forecasted that
more than 8 million borrowers will go into foreclosure in the next four years. This development will
saturate the inventory of distressed homes on the market and further impact home prices. Looming
defaults on commercial real estate could add to the country’s real estate woes.
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e The federal deficit hit a record $1.38 trillion in August with one month still to go in the federal fiscal
year. Stimulus spending combined with falling revenue has taken a toll on the federal deficit. Con-
tinued deficit spending will further weaken the dollar and put upward pressure on inflation. As the
economy begins to recover, the federal government will enter a careful balancing act: it must wind
down its stimulative policies to keep inflation in check while being mindful not to move money out of
the economy so quickly that it drops the country back into recession.

Views diverge sharply on where the economy goes from here. The more pessimistic group expects
tepid growth, with businesses reluctant to spend and a weak labor market weighing down consumer
spending. Some members of this group warn of a possible “W” recession in which the country slides
back into negative growth after a failed attempt at recovery. Optimists on the other hand say the current
rebound will kick start a sustainable recovery by creating feedback loops, where improved confidence
leads consumers and businesses to spend more, fueling more confidence and spurring companies to
begin re-stocking inventory and re-hiring workers. However, even the optimists concede growth will
only be half that of a typical recovery.

Implications for the County of Monterey

So what does this mean for local governments like the County of Monterey? County revenues lag be-
hind general economic conditions. For example, 2008-09 property taxes are based on assessed home
values as of December 31, 2007. It's not surprising therefore that assessed values actually climbed
2.2% in 2008-09 even while real estate conditions continued to deteriorate. However, expect assessed
values to fall 3.4% in the current fiscal year and another 2% in 2010-11 based on recent estimates by
the County Assessor. A combined 5.4% decline equates to an estimated loss of $6.3 million in property
taxes, the County’s largest discretionary revenue source. The recent forecast prepared for Monterey
County by Beacon Economics predicts it will take 5-10 years for home prices to recover, with 10 years
the more likely scenario. As long as home values remain at lower levels, property tax revenue will per-
form poorly.

Other key local revenues will also suffer until the economy improves. Transient occupancy tax revenue
and vehicle license fees are down $2.4 million and $1.6 million, respectively, in 2008-09 compared to
their 2006-07 highs. Meanwhile, sales tax collections are weighed down by the sharp decline in con-
sumer spending.

California counties are also agonizing over steep cuts in state funding. The County receives over half of
its revenue from the state, both in the form of direct state allocations and federal funding passed through
state departments. The state has experienced precipitous declines in personal income, corporate, and
sales tax revenues, its three largest revenue sources. To balance its books, the state used temporary
tax increases, accounting maneuvers, siphoned off local property tax revenues, and imposed steep cuts
to counties. Even with these steps, the state still faces a deficit of $7 - $8 billion in 2010-11. Conse-
guently, counties should brace for another round of cuts next fiscal year. These cuts would come at the
same time the County is experiencing declines in its own revenue streams and facing losses in ARRA
funding as the federal government winds down its 18-month stimulus program.
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About this Report

This is Monterey County’s third Budget End of Year Report (BEYR). The objective of this annual publi-
cation is to provide the Board of Supervisors (Board) and residents with a broad understanding of the
County’s financial condition as of fiscal year-end. To fulfill this objective, the BEYR seeks to answer key
guestions:

e What is the overall health of the County’s finances?

e What are the major financial developments, issues, and trends shaping the County’s finances?
e How well is the County managing its budget and forecasting its revenues and expenditures?

e How well is the County managing its reserves, long-term liabilities, and cash flow?

Answering these questions helps advance the County’s commitment to responsible financial oversight
and transparency in financial reporting.

Differences between the BEYR and the Comprehensive Annual Financial Report (CAFR)

This publication provides timely analysis of 2008-09 fiscal results with the understanding that financial
data is subject to revision over the next several months. For example, departments accrue revenues
earned in the fiscal year but not yet received and have 90 days under current accounting policies to col-
lect those revenues. Accrued revenue recognized after 90 days from the end of the fiscal year is recog-
nized in the new fiscal year. Departments also encumber funds to pay remaining obligations related to
multi-year contracts. This publication of the BEYR is based on pre-audited 2008-09 financial data as of
October 7, 2009. Over the next few months, the Auditor-Controller will be working with departments to
reconcile actual revenue received within the accrual period and final expenses incurred, and making
various audit adjustments. The annual CAFR, which is published in December or January of each year,
will provide a final audited accounting of the County’s revenues, expenditures, and fund balances.
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Condition of the General Fund

Monterey County’s largest fund is the general
fund, which supports basic governmental func-
tions such as public safety, land use and envi-
ronment, recreation, health, public assistance,
and administration. Beginning 2008-09 fund
balance, representing savings carried forward
from prior years, totaled $29.3 million.
financing sources included $4.1 million in can-
celled designations and $544.4 million in esti-
mated revenues. Financing uses included
$1.1 million in designations (mostly for termina-
tion benefits in anticipation of retirements) and
$550.1 million in estimated year-end expendi-
tures (including departments’ encumbrances).
Expected ending fund balance to be carried
forward into 2009-10 is $26.6 million. Table 1
summarizes the preliminary year-end results.

The $26.6 million ending fund balance is a
$5.4 million improvement compared to the mid-
year estimate provided to the Board in the Feb-
ruary 2009 forecast and a $13.4 million im-
provement compared to the final modified
budget. The improvement reflects depart-
ments’ efforts to tighten expenditures, saving
$10.6 million (1.9%) compared to mid-year es-
timate and $35.2 million (6%) compared to
modified budget. In response to declining local
revenues and state budget cuts, the County
adopted a hiring freeze and, to scale back
spending, department heads scrutinized every

Financing Uses:
Provisions for Reserves/Desig. $1.1 $1.1 $1.1
Expenditures
Total Financing Uses

Ending Fund Balance
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Table 1
Fund Condition Statement for the General Fund (in Millions)
Modified Mid-Year
Budget Estimate Actuals
2008-09 2008-09 2008-09
Available Financing:
Beginning Fund Balance $29.3 $29.3 $29.3
Other Cancellation of Reserves/Desig. 4.1 4.1 4.1
Revenues 566.2 549.6 544.4
Total Financing Sources $599.6 $583.0 $577.8

585.3 560.7 550.1
$586.4 $561.8 $551.2
$13.2 $21.2 $26.6

Millions

$700.0
$650.0
$600.0
$550.0
$500.0
$450.0
$400.0 -
$350.0
$300.0
$250.0
$200.0 -

Chart 1

2008-09 Budget vs. Mid-Year Estimate vs. Actuals

4‘ OBudget CEstimate OActuals }—

$566.2

$549.6

$585.3

$544.4 39607 | $550.1

Revenue Results*:
3.9% below budget
0.9% below mid-year estimate

Expenditure Results*:
6.0% below budget
1.9% below mid-year estimate

* Year-end results are nre-audit.

area within their budgets, cut out non-essential expenditures, and filled only positions that were mission-critical. Depart-
ments and the CAQ’s Office also instituted, with the Board’s approval, mid-year budget modifications to reduce appropria-
tions last December. These were important first steps to constrain expenditure growth in anticipation of a deteriorating

economic environment.

The 2008-09 expenditure savings was partially offset by declining revenues, which fell $5.2 million (0.9%) below mid-year
estimate and $21.8 million (3.9%) below budget. The largest factor behind this decline was state aid, which declined $9.5
million below mid-year estimate and $18.2 million below budget due to state budget cuts. Without the state budget cuts,
revenue would have actually exceeded mid-year estimates by $4.3 million, primarily due to an unanticipated increase in
delinquent property tax payments as more banks assumed responsibility for distressed properties. Chart 1 summarizes
year-end revenue and expenditures compared to final modified budget and mid-year estimate.
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Year-end results also indicate an improvement
in the general fund operating gap, which repre-
sents the shortfall between revenues and ex-
penditures. The year-end operating gap of
$5.7 million shown in Chart 2 is lower than the
$11.1 million gap estimated at mid-year and
the budgeted gap of $19.1 million. Operating
gaps weaken a county’s finances by drawing
down fund balance. Although the County con-
tinued to rely on fund balance to cover its op-
erations in 2008-09, the reduced size of the
gap compared to budget and estimate is a
positive indicator of the County’s financial di-
rection.

Operating Gaps are Expected to Widen

In the not-too-distant past, the County enjoyed
operating surpluses. As shown in Charts 3
and 4, general fund revenues surpassed ex-
penditures, resulting in annual savings carried
forward from year-to-year as fund balance and
providing flexibility to fund infrastructure pro-
jects, operating needs, employee salary in-
creases, and rising health and retirement
costs. However, during last year's (February
2008) forecast, the CAQ’s Office projected an
emerging trend in which expenditures continue
rising as wage and other inflationary pressures
increase the County’s cost of doing business,
while revenues slow from a faltering economy.
An annual operating gap of $4.4 million
emerged in 2007-08 and grew to $5.7 million in
2008-09.

The February 2009 forecast projected this gap
between revenues and expenditures to con-
tinue widening without corrective action, grow-
ing to $41.6 million in 2009-10 and reaching
$65.4 million by 2011-12. In response to the
forecast, departments closed all but $15.9 mil-
lion of the 2009-10 operating gap with a mix-
ture of ongoing and one-time budget solutions,
which includes drawing down $9.3 million of
fund balance carried forward from 2008-09.
But projected gaps of $24.3 million and $33.9
million remain for 2010-11 and 2011-12, re-
spectively. The better-than-expected $5.4 mil-

2008-09 Budget End of Year Report

Million:

$0.0

($5.0)

($10.0)

($15.0)

($20.0)

($25.0)

Millions

$550.0

$500.0

$450.0

$400.0

$350.0

$300.0

Millions

Page 6

Chart 2
2008-09 Year-End Results Compared to Budget & Mid-Year Estimate
Operating Gap
S
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lion year-end improvement to fund balance discussed earlier will help in closing this gap, but there remains substantial
risks with the economy and state budget that could easily erase the additional fund balance. The reality facing the
County is that one-time fund balance and other temporary solutions will not adequately solve the budget gap in the years
to come and banking on a quick rebound in local and state revenues is ill advised for reasons discussed earlier. Much
work remains to bring the County’s expenditures back in line with realistic revenue expectations.

Slowing Revenues

Chart 5 shows general fund revenues totaling
$544.4 million in 2008-09, an increase of $20.7
million (4.0%) over 2007-08. A large portion of
this increase was due to $10.8 million in late
2007-08 payments from the state, which were
received and credited in 2008-09. Had these
payments been received timely, revenues
would have actually declined by $0.9 million in
2008-09.

In 2009-10, revenues are expected to fall $3.1
million to $542.5 million. Underlying this esti-
mate is an accounting change adopted by the
Auditor-Controller to properly account for reim-
bursements. Effective July 1, 2009, general
fund overhead costs reimbursed from other
funds are now reflected as contra-expenditures
(negative expenditures) instead of revenues.
The effect of this change, which prevents over-
stating revenues, is a $7.4 million decrease to
both revenues and expenditures in 2009-10.

Without the accounting change, general fund
revenues would total an estimated $549.9 mil-
lion, an increase of $5.5 million (1%) compared
to 2008-09. This growth can be misleading,
however, in that it reflects increased federal
and state funding to support entitlement pro-
gram caseload increases. The CalWORKS
and Out of Home Care programs alone are
expected to receive a combined $5.4 million
increase. Without the additional entitlement
funding, the general fund would experience an

Chart5
General Fund Revenues
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Chart 6
2008-09 General Fund Revenue Components

Taxes
$153.7
(28%)

Charges for Services!
$63.6
(12%)

Fed. & State Aid
$289.1
(53%)
Lic. & Permits
$17.7 (3%)
Fines & Penalties
$11.9 (2%)

Other $8.4 (<2%)

Total Revenues = $544.4 Million

overall reduction in revenues in 2009-10. In fact, non-program (discretionary) revenue is expected to decrease $7.3 mil-
lion in 2009-10, due in large part to the first-ever decline in assessed property values.

Sources of General Fund Revenues

Major sources of revenue for the general fund are shown in Chart 6. Federal and state aid made up over half (53%) of
general fund revenues. Over 80% of these revenues support public assistance and health programs. Taxes, including
property tax, sales tax, and transient occupancy tax (TOT), represent the second largest source, comprising 28% of reve-
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nue. Other major sources include charges for
services, fees for licenses and permits, and
various other fees and reimbursements.

Chart 7 provides historic information on major
revenue streams for the general fund. Taxes
and state and federal aid have fueled much of
the County’s growth over the past seven years.
Expect these fund sources to contract over the
next several years as a result of the economic
downturn and the winding down of ARRA.

The Decline in Non-Program Revenue

Unlike program revenue, which by law is ear-
marked for designated programs, non-program
revenues provide discretionary funding for lo-
cal priorities. About one-third of general fund
revenue comes from non-program sources, as
shown in Chart 8. Property taxes comprise the
lion’s share of these revenues, followed by
TOT, more commonly known as the “hotel tax”,
vehicle license fees (VLF), sales and use tax,
and franchise fees paid by utilities (gas, elec-
tric, cable, etc.). The County primarily uses its
non-program revenues to support public safety
and county administration, and to meet match-
ing requirements as a condition for receiving
federal and state program revenues.

Chart 9 shows a steady rise in discretionary
revenues in recent years, climbing from $130.7
million in 2003-04 to $186.0 million in 2007-08,
an increase of $55.3 million (42.3%) over a
four-year period. Between 2004-05 and 2007-
08, non-program revenues grew at an annual
average rate of $10.6 million or 6.9%, mostly
the result of fast-rising property taxes, fueled
by rising home values. In 2008-09, discretion-
ary revenues fell an estimated $4.4 million
(2.4%). Property taxes continued to increase
in 2008-09 due to their lag behind economic
conditions, but TOT and VLF were impacted
more immediately. Sales tax would have also
declined significantly had gas prices not been
at such elevated levels early in the fiscal year.
In 2009-10, non-program revenues are ex-
pected to decline another $7.3 million as prop-
erty tax revenues begin their decline and sales

2008-09 Budget End of Year Report
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Chart 7
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tax collections suffer from the retail downturn
without the benefit of $4 per gallon gas. Addi-
tional information on discretionary revenue
trends is provided in Appendix 1.

The Rising Cost of Doing Business

Charts 10 and 11 provide historic information
on general fund expenditures. General fund
expenditures grew $129.4 million (30.8%) from
2003-04 to 2008-09. This represents an aver-
age annual increase of 6.2% for the last five
fiscal years. For comparison, revenues lagged
behind at an annual average of 4.4%, with re-
cent shortfalls covered by fund balance from
operating surpluses in the “good” years. Much
of the growth in expenditures was in employee
salary and benefit costs, which grew $116.8
million or 54.0% over the same time period as
shown in Chart 12. Factors driving salaries
and benefit costs higher are covered later.
Year-end expenditures for 2008-09 are esti-
mated at $550.1 million, an increase of $22.3
million over 2007-08. Expenditures are budg-
eted to grow another $8.4 million (1.5%) in
2009-10, mostly to cover employee step ad-
vances.

Components of General Fund Expenditures

Chart 13 (next page) illustrates the major com-
ponents of general fund expenditures. Ap-
proximately $333.1 million (55.5%) of 2008-09
expenditures paid for salary and benefits costs,
while another $154.1 million supported ser-
vices and supplies (contracted services, rent,
maintenance, utilities, etc.). Other charges
primarily consist of entitlement program pay-
ments. The remaining categories include oper-
ating transfers out to other agencies, fixed as-
set costs, and a $1.0 million dollar set aside for
contingencies.

Rising Salary and Benefit Expenditures

As discussed above, labor costs comprise over
half of the general fund budget and account for
most of the growth in overall expenditures in
recent years. As shown in Chart 14, salary
and benefit costs grew from 46.5% of total
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General Fund Expenditures
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general fund expenditures in 2001-02 to 55.5% in
2008-09, while services and supplies dipped slightly
from 26.8% to 25.7%.

Significant factors driving salary and benefit costs
higher include salary increases, growth in positions
approved through the annual budget and through
Board-approved modifications, and rising pension
and health insurance costs. Chart 15 illustrates the
relative size and growth of salary and benefit com-
ponents. Efforts to re-balance County operations
amid deteriorating discretionary revenues and state
budget cuts will likely require additional efforts to
bring salary and benefit costs in line with the
County’s long-term revenue outlook, especially
since departments have cut-out non-essential ex-
penditures as part of their reduction plans.

Ballooning PERS Retirement Costs—the Sequel

Most County employees participate in defined-benefit
retirement plans administered by the California Public
Employees’ Retirement System (CalPERS). The
County contributes an actuarially-determined percent-
age of each payroll to CalPERS to support these plans.
Contributions include both an employer share and
member share. The majority of current bargaining
agreements include provisions for the County to “pick
up” the member’s share.

Earlier this decade, PERS retirement costs exploded
following the County’'s enhancement of employees’
retirement plans and steep losses to PERS invest-
ments. As shown in Chart 16, retirement payments on

Chart 15
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Chart 13
2008-09 General Fund Expenditure Components
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behalf of employees rose 374% just since
2001-02. Chart 17 further examines these ex-
penditures as a percent of total salary and
benefits, as well as annual general fund reve-
nue. In 2001-02, annual retirement costs com-
prised only 5.7% of salary and benefit expendi-
tures and only 2.7% of annual revenues. By
2008-09, PERS costs rose to 12.2% of salary
and benefit costs and 7.5% of annual reve-
nues.

CalPERS contributions rates are determined
by annual valuations prepared by CalPERS
actuary staff. These valuations compare the
actuarial value of assets (prior contributions
invested by CalPERS) against the actuarially-
determined liability of paying benefits to current
and future retirees. The difference between
the two is known as the unfunded liability. The
higher the unfunded liability, the greater pres-
sure there will be for future rate increases.

Charts 18 and 19 examine the County’s trend
of increasing unfunded liabilities. In 2001-02,
after years of double-digit returns on PERS
investments, the value of the County’s assets
held by CalPERS actually exceeded projected
liabilities, resulting in an over-funded scenario
that allowed rates for the miscellaneous plan to
actually drop to zero at one time. During this
period of time, the County, like many public
agencies, improved retirement plans for both
miscellaneous and safety plan members.
However, after two consecutive years of in-
vestment losses, the value of the County’s as-
sets held in trust by CalPERS declined dra-
matically. Asset values did of course recover
in the years that followed, but not at a sufficient
rate to keep up with future liabilities. Multiple
years of strong salary increases at the County
pushed future retirement liabilities even higher,
causing the County’s unfunded liability to grow
to $132.1 million by 2007-08 (the year for
which the latest valuation data was provided by
CalPERS). The County went from being 118%
funded in 2001-02, to 89% funded by 2007-08.
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Chart 17
PERS Expenditures as a Percent of Payroll and Revenues
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As shown in Chart 20, it would take 25.2% of

the County’s annual revenues to pay off this Chart 20
T PERS Unfunded Liability as a Percent of Annual Revenues
unfunded liability.

The news unfortunately gets worse. CalPERS
calculated the County’s $132.1 million un-
funded liability pre-crash, at a time when the 20.0%- 10.0%0 | 20.9%
markets were surging. Employee pension ex-

penditures are now poised to begin another P
ascent after seeing asset values tumble in 0.0% U

2008-09. CalPERS estimates an average an-
nual investment return of 7.75% as part of its
actuarial assumptions. Actual performance e
above this assumption puts downward pres- 230.0%-
sure on future employer contribution rates,

while performance below this target pushes +40.0%= 2001-02  2002-03  2003-04  2004-05 200506 200607  2007-08
rates up. After faling 4.9% in 2007-08
(12.65% below its target), PERS investment
values tumbled 23.4% in 2008-09 (31.15% be-
low the target). CalPERS began warning pub-
lic agencies last October to expect increases in
their retirement contribution rates equal to 2-
5% of payroll beginning in 2011-12, with
smaller annual increases in the years that fol- 2011-12 1.0% 2,292,422
low even if investments return to a normal
growth pattern. For perspective, a 1% in-
crease in employer rates increases the
County’s general fund expenditures by ap- Cumulative Annual Increase 4.3% 9,857,416
proximately $2.2 million.

30.0%

23.8% 23.0% 2025

10.0%

-10.0%-+

-30.3%

Table 2
Projected Increase in Employer Contributions

Rate Dollar
Increase Increas €

2012-13 1.6% 3,667,876
2013-14 1.7% 3,897,118

Based on 2009-10 dollars (salaries).

Recognizing the enormous strain such in-

creases will place on public employers,

CalPERS recently issued a circular letter outlining a new version of its “rate smoothing” methodology. Under the existing
method, CalPERS spreads investment gains and losses over a 15 year period so long as the actuarial value of assets
remains within an asset value corridor of 80%-120% of market value. The goal of this method is to spread gains and
losses over a longer period of time to reduce volatility in employer contribution rates, while, at the same time, preserving
the long-term viability of the Public Employees’ Retirement Fund (PERF). However, the steep losses to CalPERS invest-
ments means most public agencies will fall below the 80% corridor limit, requiring accelerated increases in contribution
rates to restore assets at a level needed to pay future benefits.  To soften this impact, CalPERS expanded the asset
corridor to 60%-140% for determining 2011-12 contribution rates, and will phase back the existing method over the two
years that follow. This approach essentially “buys” employers some time to plan for the multi-million dollar local impacts.

The CalPERS circular letter included projected rate increases given different levels of asset volatility. Based on the
County’s 2007-08 volatility index of 4 (the lowest volatility of the scenarios provided), the County can expect an annual
impact approaching $10 million, to be phased in over three fiscal years (see Table 2). In addition, CalPERS cautions em-
ployers to expect additional annual increases of 0.2% (approximately $458,000 annually). In total, the annual increased
cost of funding employees’ retirement could exceed $16.7 million due to the recent market meltdown.
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Employee health care costs up 102% since 2001-02. The cost of health care has also risen steeply throughout much
of this decade as health insurers and hospitals raised premiums to cover their costs for prescription drugs, new treat-
ments, capital improvements, and an aging population. Monterey County was further impacted by CalPERS’ decision to
switch from statewide to regional pricing, which had the effect of accelerating growth for the higher cost Monterey County.
Premiums for County employees enrolled in PERS Choice, the plan chosen by most County employees, averaged annual
growth of 14.2% from calendar year 2001 through 2007, then grew at a more modest 6% in 2008. Dental and vision rates
remained stable for much of this time period. The steep rise in premiums drove overall health costs up $16.5 million
(102%) since 2001-02. On a positive note, rates were unchanged for 2009.

Modest Growth in Positions.

Another factor driving salary and benefit costs

are departmental requests to add positions Countywide Full Tcir:ifthluivalem Positions
during the annual budget process and through
Board-approved modifications. Chart 21 5,000
shows countywide positions growing from

4,355 after the last financial downturn to an 4,500 +
adopted budget of 4,848 in 2008-09, repre-

senting growth of 493 positions. However, the 4000 1
County shed 210 of these positions as part of 3500
the budget adopted for 2009-10. Authorized

full-time equivalent (FTE) positions now stand 3,000 -
at 4,638, less than authorized FTEs in 2001-02

before the last recession weighed down 2,500 7

County revenues.

. . . 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09  2009-10
Chart 22 provides a different perspective on Budget

FTEs. In 2008-09, the County had 11.2 FTEs

per 1,000 residents, compared to 11.7 in 2001- Chart 22
02. While population growth remained essen- Countywide Full Time Equivalent Positions per 1,000 Residents
tially flat (growing 20,000 since 2001-02), over-

all position growth as a relationship to popula- 12.0

tion trended up from 2004-05 to 2008-09. Due

to departmental reductions, total FTEs dipped 11.0 1

down to 10.7 per 1,000 residents in 2009-10,

well below 2001-02 and 2002-03 levels. 1001

The County of Monterey’s FTE count is also 9.0 1

slightly below average when compared to a

sampling of contiguous counties. Factoring out 801

the County’s hospital employees to ensure 704

consistent measurement with counties that do

not have a public hospital, the County has 8.7 6.0
FTEs per 1,000 residents. In comparison, the
six-county average of comparison counties

was 9.0 FTEs per 1,000 residents. The sample counties included Santa Cruz, San Luis Obispo, Santa Barbara, San
Mateo, Santa Clara, and Fresno. Santa Cruz had the most FTEs (10.1 per 1,000 residents), while the higher density
County of San Mateo had the fewest 7.7 FTEs per 1,000 residents).

2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2%0%—10[
udge
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Managing Prudent Reserves

Maintaining responsible fund balances and reserve levels are crucial components of the County’s financial management
strategy. Financial experts distinguish between two types of fund balance: reserved and unreserved. Reserved fund
balances have been legally committed, while unreserved fund balances are generally available for spending. In some
cases, governments set aside all or portions of unreserved fund balance for specific purposes, known as designations.
Such designations can be undesignated at the discretion of the governing body.

The Government Finance Officers Association (GFOA) recommends that governments maintain adequate levels of un-
reserved fund balance to mitigate known and unknown risks, such as natural disasters, unanticipated revenue shortfalls,
or cash flow disruptions. Credit agencies carefully monitor reserves in assessing creditworthiness. The County of Mon-
terey relies on positive reviews from these credit agencies to secure long-term loans, as well as short-term tax revenue
anticipation notes (TRANS).

The GFOA recommends that governments
maintain reserves totaling no less than 5-15%
of annual operating revenues. In adopting a
reserve level, the GFOA further recommends wilions

Chart 23
General Fund Unreserved Fund Balance

that governments consider the following: ELCON
e Volatility of revenues; zzz:z |
e Availability of resources in other funds $70.0 -
(e.g., the risk that other funds will call on $60.0 -

the general fund for financial assistance); $50.0

e Liquidity (e.g., the risk of cash flow disrup- $40.01
tions); and 32007
$20.0 -

e The total amount of designations a govern- $10.0
ment wishes to maintain to meet priorities. $0.0 1

2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Chart 23 shows a pattern of increasing annual hart 24

fund balances for the County’'s general fund 2008-09 General Fund Unreserved Fund Balance
through 2006-07, a positive sign that our Board
is providing responsible stewardship of the
County’s resources. Total unreserved fund bal-
ance climbed from $19.2 million in 2001-02 to
$91.3 million in 2006-07. Much of this growth
can be attributed to the Board's establishment
of a strategic reserve (discussed in the next
paragraph). Since 2006-07, total reserves de-
clined to $79.7 million as the County began
drawing down fund balance to pay its ongoing
bills.

Undesignated
$26.6

ERP $6.1

Strategic Reserve
$37.3

Vehicle Replacement
$3.9

NGEN Radio
$3.2
Clinics $1.0

Social Services $0.8

Chart 24 breaks down the components of the
unreserved fund balance. The largest portion
is the $37.3 million designation for the strategic
reserve. The Board’s policy is to establish a strategic reserve equal to 10% of general fund revenues over an eight-year
period beginning in 2005-06. The purpose of the strategic reserve is to fund settlement of legal judgments in excess of

Other $0.9
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reserves normally designated for litigation,
short-term revenue reductions due to eco-
nomic downturns, and natural disasters as de-
termined by the County Administrative Officer
or the Board. Chart 25 provides the funding
history of the strategic reserve. In 2007-08,
the County made a $3.6 million contribution to
the strategic reserve. However, in view of the
current fiscal situation, neither the 2008-09 nor
adopted 2009-10 budgets included strategic
reserve payments, leaving the reserve desig-
nation at $37.3 million.

The unreserved fund balance also includes the
estimated $26.6 million in undesignated fund
balance to be carried forward from 2008-09.
The 2009-10 budget adopted in June included
department heads’ plan to draw down undesig-
nated fund balance over the next three years,
beginning with a $9.3 million draw in 2009-10
to balance the budget and soften the impacts
to staffing and service capacity. Other compo-
nents of unreserved fund balance include: $6.1
million for the Enterprise Resource Manage-
ment (ERP) system, $3.9 million for vehicle
replacement, $3.2 million for Next Generation
Radio, and $2.7 million in various other desig-
nations.

In total, the County’s $79.7 million in unre-
served fund balance represents 14.6% of an-
nual general fund revenues, within the GFOA'’s
minimum recommended range of 5-15%. The

decision to draw down $9.3 million in fund bal-
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Chart 25
Strategic Reserve Funding
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Chart 26
General Fund Year-End Encumbrances
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ance in 2009-10 will help preserve operational capacity to provide service. However, this draw should be used as part of
an overall strategy of aligning long-term operating expenditures with realistic revenue expectations and maintaining pru-
dent fund balances so that the County can respond properly to unexpected situations, such as cash flow shortfalls and
natural disasters. Using up fund balance without a long-term strategy could lead to severe actions to staffing and ser-

vices once reserves are depleted.

Managing Prior Year Encumbrances

Encumbrances are financial commitments in the form of a purchase order or contract to procure goods and services from
vendors at future dates. The County reserves fund balance (known as reserves for encumbrances) to fulfill commitments
agreed to in one fiscal year, whose payment is delayed to the next fiscal year. Chart 26 provides total amounts reserved
for prior year encumbrances since 2001-02. Amounts ranged between $8.1 million and $10.4 million annually, including

$9.0 million in 2008-09.
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In a May 2009 analysis of the County’s finances, Harvey M. Rose (HMR) and Associates identified encumbrance man-
agement as a potential area for improvement. In the analysis, HMR compared the County’s reserves for encumbrances
against 10 other similarly-sized counties. HMR found that Monterey County's 2007-08 reserves for prior year encum-
brances equated to 1.59% of annual operating expenditures, higher than the 1.41% average of comparison counties,
suggesting other counties are more stringent in the degree to which they permit encumbered funds to roll over from one
year to the next in circumstances other than when there is a written obligation for future payment.  Strict enforcement of
encumbrance standards prevents the unilateral movement of current year budget to future years without proper written
justification.

HMR’s analysis asserts there is potential for the County of Monterey to more stringently review encumbrances and cites
the County of Santa Clara as an example. In 2003-04, the County of Santa Clara began strict enforcement over encum-
bered appropriations to be carried forward from one year to the next. As a result of this enforcement, the County of Santa
Clara lowered its encumbrance levels from 2.09% of operating expenditures in 2002-03 to 0.21% in 2007-08. Based on
the results achieved by Santa Clara and other counties that have strict standards for continuation of encumbrances, HMR
recommended a 1% goal (of annual operating expenditures) as a realistic way of releasing a few million dollars of encum-
bered funds. The CAOQO’s Office concurs with this finding and will continue working with departments and the Auditor-
Controller's Office over the next few months to further review current encumbrances and to cancel open encumbrances
for which sufficient documentation does not support continuation.

Liquidity is a Growing Concern

Chart 27

General fund cash flow disruptions have be- ione General Fund Ending Cash Balances
come a major concern over the last two fiscal $120 - —

, 1 Lowest Balance:
years as the state, the County’s largest source f $16.2 (Nov. '07)
of funding, defers payments and issues IOUs. s100 4 [ A
Chart 27 examines ending cash balances over = ‘ -_ m
the last three fiscal years. Overall, the County $80 1| |l [ (T 1 L
maintained positive cash flow, but cash has = -_ I_ = ]
dipped to uncomfortably low levels. These low $60 ’ i |

levels typically occur in November and March
of each year, the months before the bulk of
property tax payments are deposited and re-
corded.

$40

$20

The Treasurer-Tax Collector and, more re- $0
cently, the Auditor-Controller have used
TRANs to smooth cash balances over these

T T T
Jul-06 Oct-06 Jan-07 Apr-07 Jul-07 Oct-07 Jan-08 Apr-08 Jul-08 Oct-08 Jan-09 Apr-09

Table 3
dry months to ensure adequate cash is on Tax Revenue Anticipation Notes (TRANS): 2004-05 through 2009-10
hand to make payroll and pay the County’s ¥ .

: . : Premiums & Interest Paid Net
b.IIIS' Table 3 summarizes T_RAN Issuances TRAN Interest & Issuance Net Proceeds Proceeds
since 2004-05. Over the last five fiscal years, PAR Value Earned Costs ©) (%)
the County secured $150.6 million in TRANS. 2004-05 $0 $0 $0 $0 $0

. . . 2005-06 30,000,000 1,576,266 (1,243,895) 332,371 1.1%

Because the County has maintained solid
i ) ) 2006-07 35,000,000 2,133,382  (1,603,103) 530,279 15%
credit ratings and secured TRANS at relatively 2007-08 0 0 0 0 0
low interest rates, total premiums received and 2008-09 30,575,000  1,083453 (439,179) 644,274 21%
interest earned on TRAN cash balances ex- 2009-10" 55,000,000 1545690  (1.184,946) 360,744 0.7%
Totals $150,575,000  $6,338,791  ($4471,123) $1,867,668 1.2%

ceeded total interest and fees paid to bond
investors by $1.9 million.

1. 2009-10 interest earned is estimated.
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Chart 28 illustrates ending general fund cash

balances if the County was unable to secure General Fund Ending g:sarztszgances (Without TRAN)

TRANSs. In hindsight, the County would have Milions

maintained positive balances, but would have 207 (;ggisma%%e;
reached an uncomfortable low of $10.7 million $100 - 1
last November. For perspective, $10.7 million = n

is less than a single County payroll. Consider- $80 1L i _
ing the volatility of the current economic envi- T -_ ~

ronment and unpredictability of state pay- $60 - Iam i B |
ments, securing the TRANs was a prudent =

move on the part of County officials. $407

Chart 29 extends the above scenario by exam- $20 - B

ining cash balances had the County not built
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reserve, which stands at $37.3 million, the
County would have experienced negative cash

positions in five of the last 12 months, reaching Chart 29

a cash deficit of $26.6 million in November General Fund Ending Cash Balances (Without TRAN or SR)

2008. For comparison, cash would have M;;Znsi

dipped into negative territory only twice in the $70 a2 (Nov. 08
previous 24 months, indicating the County’s $60 1 = H
liquidity issue is a growing concern and rein- $50 4L N -_

forcing prior points made in favor of maintain- $40 - ]

ing sound reserves. Without these reserves, $30 i i

the County would find itself in the state’s situa- $20 - = ]

tion of issuing 10Us or cutting services for cash $10 - -I%

purposes (not just budget purposes). Further, $0 .If e
absence of these reserves would impact our ($10)- L

ability to secure TRANS in the first place, which ($20) i

is becoming increasingly crucial within this pe- ($30)-4

. X Jul-06 Oct-06 Jan-07 Apr-07 Jul-07 Oct-07 Jan-08 Apr-08 Jul-08 Oct-08 Jan-09 Apr-09
riod of tight resources.

The Relationship between Forecasting,

Budgeting, and Financial Reporting

Beginning in February of each year, the County develops year-end and future year estimates of revenues, expen-
ditures, and fund balances. The estimates are developed at the departmental level to incorporate program exper-
tise. The CAO’s Office serves as coordinator for all departments in this effort, applying guidance as needed, and
working with departmental staff to further refine estimates. Reliability of departmental estimates cannot be over-
emphasized, as the approaching budget is determined based on the resulting fund balance estimate. Over-
estimating revenues can lead to over allocation of resources, requiring painful corrections to restore budgetary bal-
ance. The severity of the state budget cuts over the past year illustrates what happens when government relies on
overly optimistic revenue assumptions. Employing overly pessimistic assumptions on the other hand can lead to
unnecessarily severe operational cuts. In an era of increasingly scarce resources, both scenarios result in nega-
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tive consequences. The challenge of governmental revenue forecasting is therefore to develop reasonable and well
thought-out assumptions based on the best available data.

Departments use their revenue and expenditure estimates as the basis for building their budget requests for the new
fiscal year. After reviewing departmental requests, the CAO’s Office prepares the recommended budget for submission
to the Board prior to budget hearings in June. Revisions requested by the Board are incorporated into the adopted
budget. The adopted budget is essentially a spending plan authorized by the Board and includes appropriations for
planned expenditures and estimated revenues. The difference between the two represents Net County Contributions
(NCC) and reflects the Board'’s financial commitment to support a program for the upcoming fiscal year. Over the course
of the fiscal year, departments manage to their bottom line appropriations, revenues, and, most importantly, their NCC.
In an era of diminished local resources, one department’s failure to accurately forecast or live within its budgeted NCC
results in an unplanned usage of fund balance, placing the County’s financial health and future service capacity at risk.

Given the importance of accurate forecasting and the need for strong budget management, the BEYR serves as a tool
for evaluating actual fiscal performance against budgeted and forecasted amounts. By thoughtfully reviewing our per-
formance, we ensure transparency and accountability of the County’s finances and build momentum to continuously
improve our budgeting and forecasting practices. Towards this end, the BEYR seeks to answer two equally important
guestions: (1) how well did we do in comparison to our budget and (2) how well did we do in comparison to our esti-
mates? The sections that follow seek to answer these two questions.

Budget Performance

Chart 29 compares actual year-end expenditures and revenues to final modified budget amounts. In earlier years of
economic prosperity, departments had more
discretionary funding to spend on service level
enhancements. Much of this savings was

Chart 29
Unspent Appropriations and Unrealized Revenues

Millions
achieved through salary savings associated 10.0
with higher position vacancy rates. For exam- e
ple, general fund departments had 114 more 1)
vacancies at the end of 2006-07 than at the (10.0)7 o1
end of 2008-09. This budgetary flexibility mani- (20.0) (24.6
fested into sizeable unspent appropriations, @00y,
which totaled $60.7 million in 2004-05. An im- (38.9
portant caveat is that some departments are (40.0)7
reimbursed by outside agencies for a portion (50.0) B Unspent Appropriations| |
of their expenditures, so a dollar in unused O Unrealized Revenues
appropriations does not translate into a dollar Gt
of net savings to the County. For this reason, (70.0)
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it's more important to focus on the difference

between revenues and expenditures, which

represents the net improvement/decline. However, even after factoring revenues into the equation, the County experi-
enced sizeable improvements in recent years compared to budgeted amounts. The $26.6 million ending fund balance
discussed earlier is the product of these improvements over budget in earlier years and provides the County with a
greater degree of flexibility to preserve capacity to deliver services than had the County not experienced this savings.

In today’s economic environment, resources are scarcer and departments have given up much of their budgetary flexibil-
ity to help close growing budget gaps. Unused appropriations declined to $35.2 million in 2008-09 and revenues were
$21.8 million below budget, for a net improvement of $13.4 million. The unused appropriations reflect an adopted
budget that funded departments at 2007-08 operational levels and mid-year modifications that further reduced depart-
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ments’ capacity to spend. The hiring freeze
and departments’ efforts to reign in expendi-
ture also contributed to the unspent appro-
priations.  The budget adopted for 2009-10
removes even more capacity to spend as de-
partments manage scaled-back spending
plans with slim margins for error.

Of the County’s 68 general fund appropriation
units, 46 performed better than budget (i.e.,
NCC savings), one was at budget, and 21
exceeded NCC plans. These totals exclude
revenue-only units and units providing county-
wide services such as economic develop-
ment, grand jury, and liability insurance. Ad-
justments were also made to factor out the
NCC impact of Proposition 172 (Public Safety
Sales Tax) revenue shortfalls to the Sheriff's
Office, Probation, District Attorney, and Emer-
gency Communications, as well as the Dayton
Fire impact to Environmental Health. The
total NCC savings for the group that did better
than budget was $13.0 million. This savings
improved the County’s fund balance, which
will help preserve capacity to provide services
in the next fiscal year. On the other hand, the
total NCC deficit for the group that went over
budget was $9.1 million. Exceeding these
NCC plans offset much of the savings
achieved by the other group and will further
strain the County’s finances in 2009-10.

Tables 4 and 5 summarize the departments
with the highest NCC savings and largest
NCC deficits, respectively. To avoid further
impacts to fund balance, the CAQ’s Office
recommends that appropriation units that
exceeded their 2008-09 Board-approved
NCC provide quarterly updates in 2009-10
on their progress in meeting this year's
NCC plans. The three appropriation units
with the largest NCC deficits (Mental Health,
Juvenile Institutions and Alternative Pro-
grams, and Probation—Supervision and Ad-
ministration) would provide their updates to
the Board’'s Budget Committee, while other
units that exceeded their NCC would provide
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Table 4
Highest NCC Savings Compared to Budget
Appropriation Unit NCC Savings
Information Systems 1,518,200
Primary Care Clinics 1,478,692
Elections 709,416
Facilities Mgmt & Mail Srvcs 649,935
Telecommunications 643,247
Personnel Division 618,809
Agricultural Commissioner 505,501
Auditor-Controller 459,377
Health 434,049
Treasurer-Tax Collector 403,648
7,420,873
Table 5
Largest NCC Deficits Compared to Budget
Appropriation Unit NCC Savings
Mental Health (2,444,190)
Probation - Juvenile Inst. & Alt. Programs1 (1,576,580)
Probation - Su pervision/Administrationl (694,514)
Fleet Management (601,436)
Resource Management Agency (578,496)
In-Home Supportive Services - Client Svcs (483,328)
Parks (420,617)
Sheriff - Admin. & Enforcement Ops.l (387,781)
Out of Home Care (362,410)
Environmental Health? (346,360)
(7,895,712)

2.0%

1.0%-+

0.0%

[N

Includes adjustments factoring out Proposition 172 revenue shortfall impact.

. Include s adjustment factoring out Dayton Fire impact.

Chart 30
Variances Between Mid-Year Estimates and Actuals
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updates to the CAQO'’s Office to monitor on behalf of the Budget Committee.
Estimate Performance

Chart 30 (prior page) displays historic variances between the County’'s mid-year estimates of revenues and expendi-
tures and actual year-end results. Preliminary data for 2008-09 suggests that departments and the CAO’s Office con-
tinued improving accuracy in estimating year-end results. General fund revenues and expenditures finished 0.9% and
1.9% below estimate, respectively. Much of the variances can be attributed to the positive adjustments made by de-
partment heads since the mid-year forecast to improve their bottom-line finances.

Of the 68 general fund units, 44 performed better than estimate, one was at estimate, and 23 performed below esti-
mate. The group that did better than estimate ended the fiscal year $9.1 million below NCC estimate, while the other
group exceeded their estimated NCC estimates by $9.3 million. Factoring in year-end improvements in non-program
revenues and other revenue sources results in the $5.4 million improvement over mid-year estimate discussed earlier.
Details of individual department results are detailed in Appendix 2 and are summarized below.

Agricultural Commissioner

The Agricultural Commissioner realized significant
unanticipated state revenue totaling $600,000 in
2008-09 due to effective departmental budget
management. The revenue was attributable to
strategic year-end expenditures that qualified for Agricultural Commissioner 505,501 305,501
state reimbursement of agricultural programs and
for specific regulatory related expenditures. These major revenue sources were Unclaimed Gas Tax and Pesticide Mill
Assessments. The Produce Inspection Program, a zero NCC program, finished with expenditures down $790,768 and
revenue down by approximately an equal amount.

NCC Savings/(Deficit):

Department/ Budget vs. Estimate vs.
Appropriation Unit Actuals Actuals

Assessor — County Clerk/Recorder

This business area, which includes the Assessor
and the County Clerk/Recorder units, ended the NCC Savings/(Deficit):
fiscal year with a NCC shortfall of $18,572 com- Department/ Budgetvs.  Estimatevs.
pared to budget and $22,054 compared to esti- Appropriation Unit Actuals Actuals
mate in the Assessor’s unit and NCC savings of  |Assessor/Clerk/Recorder

$118,719 compared to budget and $100,918 com- Assessor (18,572) (22,054)
. County Clerk/Recorder 118,719 100,918
pared to estimate for the County Clerk/Recorder 100 147 78.864

unit. The year-end savings is related to depart-
mental efforts to delay filling vacant positions, as well as reduced use of temporary help and deferred fixed asset ex-
penditures in response to the County spending freeze and revenue shortfalls.

Auditor-Controller

The Auditor-Controller achieved significant sav-

ings in 2008-09 by holding positions vacant and NCC Savings/(Deficit):
cutting back on services and supplies, resulting in Department/ Budget vs. Estimate vs.

. . ; Appropriation Unit Actuals Actuals
expenditure savings of $236,498. The Auditor-

Controller also saw increased property tax reim-  |Auditor-Controller

b d E . R Annual County Audit 32,937 3,937
ursement revenue an . nterprise Resource Auditor-Controller 459.377 177 808
Planning (ERP) system reimbursements. In total, 492,314 181,745

appropriation units under the Auditor-Controller
had combined NCC savings of $492,314 compared to budget and $181,745 compared to estimate.
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Board of Supervisors

The Board of Supervisors unit finished the year
$88,941 under budget and $88,943 under mid-
year estimate.

Clerk of the Board

Formerly a function administered within the Inter-
governmental & Legislative Affairs division of the
CAOQ'’s Office, the Clerk of the Board of Supervi-
sors was established as a stand-alone department
in August 2008, and includes both the Clerk of the
Board and the Assessment Appeals Board units.
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NCC Savings/(Deficit):

Department/ Budget vs. Estimate vs.
Appropriation Unit Actuals Actuals
Board of Supervisors 88,941 88,943

NCC Savings/(Deficit):

Department/ Budget vs. Estimate vs.
Appropriation Unit Actuals Actuals
Clerk of the Board 210,179 144,470

The department ended the year with savings of $210,179, which includes a reduction of $45,000 in the Assessment
Appeals Board unit. The NCC difference in the Clerk of the Board’s unit includes an offset from unbudgeted revenue
totaling $40,881, and reduced expenditures for services & supplies such as travel and training.

Cooperative Extension Service

The Cooperative Extension Service was budgeted
for a NCC of $450,743 and out performed this
budget by $32,335.

County Administrative Office

Business areas within the CAO’s Office contrib-
uted a combined NCC surplus of $1.7 million
compared to budget, including $618,809 from hu-
man resources, $356,195 from budget and analy-
sis, $246,839 from intergovernmental and legisla-
tive affairs, $241,801 from risk management,
$180,816 from contracts & purchasing, and
$94,606 from emergency services. Most of the
under expenditure is related to salary savings
from vacant positions and reduced travel, training,
equipment, and supplies.

County Counsel

County Counsel contributed a 2008-09 NCC sav-
ings of $302,927 compared to budget and
$253,998 compared to mid-year estimates. Most
of the savings is due to the unit's efforts to save
money by holding positions vacant.

NCC Savings/(Deficit):

Department/ Budget vs. Estimate vs.
Appropriation Unit Actuals Actuals
Cooperative Ext. Service 32,335 24,217

NCC Savings/(Deficit):

Department/ Budget vs. Estimate vs.
Appropriation Unit Actuals Actuals
County Administrative Office

Contracts/Purchasing 180,816 60,487
County Admin. Office 356,195 233,314
Intergov. & Leg. Affairs 246,839 101,391
Office of Emerg. Services 94,606 78,011
Personnel Division 618,809 454,136
Risk Management 241,801 46,711
1,739,065 974,050

NCC Savings/(Deficit):

Department/ Budget vs. Estimate vs.
Appropriation Unit Actuals Actuals
County Counsel 302,927 253,998
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District Attorney

The District Attorney experienced a loss of reve-
nue of $837,257, including an unanticipated loss
of Proposition 172 (Public Safety Sales Tax) reve-

NCC Savings/(Deficit):

Department/ Budget vs. Estimate vs.
Appropriation Unit Actuals Actuals

nues of $353,565. Projections for Proposition
172 revenues are prepared by the CAO’s Office. District Attorney” 247,843 $81,198
Although the unit made a commendable effort to

curtail its expenditures in response to the loss of Includes adjustment to factor out Prop. 172 revenue shortfall impact.

revenue, there was not sufficient time left in the fiscal year to achieve the desired results. As a result, the unit finished
the year with a NCC shortfall of $105,722 compared to budget. Without the unanticipated loss of Proposition 172 reve-
nues, the unit would have finished the year with a NCC surplus of $247,843.

Elections

Elections finished the year with a NCC savings of
$709,416 (31%) compared to budget and _
$1,279,761 (45%) compared to estimate. The Department/ Budgetvs.  Estimate vs.
. . . . Appropriation Unit Actuals Actuals

substantial savings reflects reductions in costs for

the May 2009 Special Election due to lower-than-  |Elections 709,416 $1,279,761
anticipated voter turnout, an improved Voter Infor-
mation Pamphlet and Sample Ballot, salaries savings due to a position vacancy, and enhanced revenue recovery.

NCC Savings/(Deficit):

Emergency Communications

Emergency Communications’ NCC deficit resulted

. . . NCC Savings/(Deficit):
primarily from the Proposition 172 revenue short-

fall. Proposition 172 revenue was budgeted at Depa.”mem/ . Budget vs. Estimate vs.
) ) Appropriation Unit Actuals Actuals
$2,775,660, but actual was just $2,389,379, a dif-
Emergency Communications (249,507) ($526,621)

ference of $366,280. User agencies "dispatch
fees" were also less than budget by $226,467,
however that is primarily attributable to and offset
by the fact that actual operational expenses, upon which dispatch fees are calculated, were $399,960 less than budget.
As a result of the revenue shortfalls, the unit finished the year with a NCC deficit of $363,430 compared to budget.
Without the Proposition 172 impact, the unit would have ended the year with a NCC deficit of $249,507.

Includes adjustment to factor out Prop. 172 revenue shortfall impact.

Equal Opportunity Office

The Equal Opportunity unit achieved NCC sav-

. N i Deficit):
ings of $99,266 compared to budget and CC Savings/(Defic 1)

$110,262 compared to estimate. Savings are the Depa.rtn.]em/ : Budget vs. Estimate vs.
Appropriation Unit Actuals Actuals
result of unplanned staff leave of absence as well
Equal Opportunity 99,266 $110,262

as efforts to reduce expenditures for travel, out-
side services, and other budgeted expenditures.
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Health Department

The Health Department had a combined NCC - —
deficit of $480,347 compared to budget and a NCC SavmquD?f'Cm‘
deficit of $857,247 compared to its mid-year esti- A Depa_”':_“emL/J . B”Ad?a lvs' Eszn:at? VS.
. - ropriation Uni ctuals ctuals
mate. Units within the Health Department ex- bRIop
perienced mixed results. Significant budget vari-  |Health
ances are reported below: Alcohol & Drug Programs (11,556) (11,556)
P ) Animal Shelter 249,716 90,427
Animal Services provided NCC savings of Children's Medical Services 23,933 23,595
i Emergency Medical Serv. (1,463) (1,463)
$249’7l_§ compared tq budget, mostly by k(_e(.ap Environmental Health® (346,360) (514,358)
ing positions vacant in response to the hiring Health 434,049 34,028
freeze and the unit’s efforts to cut costs. Mental Health (2,444,190) (2,078,555)
. Primary Care Clinics 1,478,692 1,429,018
Environmental Health had a NCC shortfall of Public Guardian/Admin. 126.383 161.168
$696,360. A significant portion of this amount is (490,796) (867,696)

attributed to a hazardous materials response for
the Dayton Fire disaster for which the CAO’s Of-
fice authorized the cost ($350,000) and the continuation of the waste water study for the Carmel Highlands area
($284,000). The $634,000 expended for these two events was for contracted services required by Environmental
Health in the response to the disaster, or the directive from the Board to conduct a waste water study. In 2007-08,
when the waste water study was initiated, Environmental Health recognized over $500,000 in revenue to offset the cost
of the study. The unspent portion of these funds should have been carried forward to 2008-09, but because of an ad-
ministrative oversight the funds were not deferred.

Includes adjustment factoring out Dayton Fire impact to NCC.

The remaining increase in NCC was attributable to a shortfall in permit and fee for service revenues. Environmental
Health experienced a $750,000 revenue shortfall, including $500,000 in land use revenue and $250,000 in all other
environmental health permit revenues. The revenue shortfall was partially offset by approximately $600,000 in cost sav-
ings. The cost savings were achieved through $250,000 in salary savings and $350,000 from other operating cost re-
ductions.

The salary savings were generated from three vacant Environmental Health Specialist Il (EHS II) positions. Recogniz-
ing Environmental Health revenues were going to fall short of the budget, Environmental Health consciously decided
not to fill these three positions. Environmental Health reassigned workloads in order to fill the void created by not filling
the three positions. Subsequently, these three vacant EHS Il positions were eliminated in the 2009-10 budget process.

Public Health had a NCC savings of $434,049 compared to budget and $34,028 compared to estimate.

Mental Health had a $2,444,190 shortfall in NCC compared to budget. The shortfall is related to revenue earned but
not yet received within the County’s allowable timeframe. Due to the State Department of Mental Health’s (DMH) con-
tinual pattern of slow reimbursement to counties, the Department has been unable to record the amount owed the
County’s Mental Health programs as revenue earned for the fiscal year. The County’s revenue accrual policy requires
that revenue earned must be received by September 30" to be credited as revenue for the prior fiscal year.

At the time this report was prepared, it was identified that the following revenue was earned but could not be recorded
as revenue because the expected receipt of funds will be beyond the September 30, 2009 deadline:

e  $4.3 million Medi-Cal revenue due from DMH for the fourth quarter of 2008-09.

e $972,403 AB 3632 revenue from Monterey County Office of Education (MCOE). Based on prior year experience,
MCOE does not reimburse County Mental Health until October since MCOE is also waiting for its funds from the
State.
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The statewide slow revenue reimbursement from the DMH has been a focus of the California Mental Health Director’s
Association and in particular the County’s Behavioral Health Director. As a result of this effort, there has been some
revenue flow improvement. The Health Department and the CAQ’s Office have had continuing communication on this
issue and updates have been provided to the Board’s Budget Committee. The Health Department, in concert with the
CAO'’s Office, is preparing a report on this subject for the November 2009 Budget Committee meeting. The report will
provide a complete analysis of the County’s Mental Health financing sources and financing uses for Fiscal Years 2005-
06, 2006-07, 2007-08, and 2008-09, the implications of this situation on general fund cash, and a recommended plan of
action.

Clinic Services provided NCC savings of $1,478,692 compared to budget. Clinic Services had a combined $1,378,000
increase in Medi-Cal and Medicare revenues, largely due to a 5.0% increase in Medi-Cal and Medicare patient visits.
The patient mix for this population increased to 81.6% in 2008-09 from 76.7% in 2007-08.

Public Guardian/Administrator had a NCC savings of $126,383 compared to budget due to increased revenues for
Medi-Cal administrative activities and targeted case management.

Information Technology

Information Technology achieved a combined NCC

savings of $2.5 million, primarily by holding posi- BeTT e, . Estimate vs
tions vacant to achieve salary savings in its Infor- Appropriation Unit Actuals Actuals

NCC Savings/(Deficit):

mation Systems and Telecommunications units. .
Information Technology

Parks Information Systems 1,518,200 473,779
Printing/Graphics 147,126 13,986
Park’'s NCC shortfall can be attributed to a signifi- Records Retention 163,583 16,945
Telecommunications 643,247 487,057

cant loss of revenue, which the department attrib-

. 2,472,157 991,768
utes to low water levels, inclement weather, and
the recession. The department indicated at mid-
year that it would manage expenses to compen- NCC Savings/(Deficit):
sate for lower revenues. Although it did reduce Department/ Budget vs. Estimate vs.
expenditures $851,608 below budget, the reduc- Appropriation Unit Actuals Actuals
tion was not enough to compensate for the steep Parks (420,617) (420,618)

decline in revenue.

Probation

The Probation Department's significant revenue shortfalls totaled a combined $3.1 million in 2008-09 compared to
budget and $2.9 million compared to estimate. Of the overage amounts, $806,622 is attributable to the Proposition 172
revenue shortfall. Other major revenue impacts totaling $1,043,222 include state budget reductions to Juvenile Proba-
tion and Camp funding (JPCF), Juvenile Camp, Juvenile Justice and Crime Prevention (JJCPA), state realignment
revenues and grant revenue timing differences, many of which occurred late in the fiscal year making responsive op-

erational and expenditure adjustments diffi-
cult. While the Department did undertake opera-
tional and expenditure adjustments to help address
the shortfalls, significant amounts of additional pro-

NCC Savings/(Deficit):

Department/ Budget vs. Estimate vs.
Appropriation Unit Actuals Actuals

Probation Department

gram, service and expenditure reductions would Prob. - Juv. Inst. & Alt. Programs® (1,576.580) (2.134,274)
have been required in order to mitigate the collec- Probation - Supervision/Admin." (694,514) (769,004)
tive revenue loss. Without the Proposition 172 (2,271,094) (2,903,278)

shortfall, the Department would have ended the Includes adjustment to factor out Prop. 172 revenue shortfall impact.
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fiscal year with a combined NCC shortfall of $2.3 million.

This is the second year the department finished with a significant NCC variance. Last year (2007-08), Probation's NCC
deficit (adjusted for Proposition 172 shortfalls) was $1,924,654. To this end, consecutive (Proposition 172 adjusted)
fiscal year revenue shortfalls indicate that a re-evaluation of the Department's ability to meet its revenue budget should

occur in the current fiscal year.

Public Defender

_ . _ NCC Savings/(Deficit):
The Public Defender ended the fiscal year with a Department/ Budgetvs.  Estimatevs.
combined $77,686 NCC shortfall for its public de- Appropriation Unit Actuals Actuals
fender and alternative defender programs, and a Public Defender
$160,365 shortfall compared to the department’s Altemate Defender's Office (96,414) (49,652)
mid-year estimate. Public Defender 18,728 (110,713)
(77,686) (160,365)

Resource Management Agency

The Resource Management Agency (RMA) ended L N
the fiscal year with combined NCC shortfalls of 5 , Bud avmqu e_'CI '
$152,361 compared to budget and $525,382 com- epartment/ udget vs. stimate vs.
) i T Appropriation Unit Actuals Actuals
pared to estimate. However, units within the
. - L Resource Management
agency e>.<per|enced mixed result:T:. Significant Architectural Services 0,087 9.087
budget variances are reported below: Building Services (317,722) (176,354)
- . County Disposal Sites 34,112 9,189)
Building Services had a NCC shortfall of Facilities Mgt & Mail Srvcs 649,935 246,699
$317,722 compared to budget and $176,354 com- Fleet - Veh. Replacement 345,417 154,142
pared to estimate. The shortfall in NCC resulted Fleet Management (601,436) (601,436)
from a continued decline in revenue beyond levels Litter Control 16,334 1,190
rojected and adjusted for during mid-year. The Planning Services 93,076 173,483
proj ; _J 9 year. ) Resource Management (578,496) (578,496)
lower than anticipated revenue levels are attrib- Surveyor 196.433 254 593
uted to the prolonged downturn in the economy (152,361) (525,382)

and specifically the failure of the housing and
lending sectors which continued to stifle land development in 2008-09.

Fleet Management had a NCC shortfall of $601,436 compared to both budget and estimate due to increases in operat-
ing costs and a reduction in billable work to other departments. Fleet incurred costs associated with fees owed on the
County’s underground storage tanks. These fees were in arrears for seven years and had not been planned for 2008-
09. Fleet also experienced a decline in departments servicing their County vehicles, which resulted in a drop in both
revenues and operating costs.

Resource Management had a NCC deficit of $578,496 compared to budget and estimate. Due to appropriation short-
falls in the building and planning areas, not all RMA overhead costs could be allocated.

The facilities management and mail services, vehicle replacement, planning, and surveyor programs all had sig-
nificant savings.
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Sheriff-Coroner

The Sheriff's Office NCC deficit is directly attributed
to the shortfall in Proposition 172 revenues, which
fell $1,802,000 below budget. As a whole, Sheriff's
Office revenues were $2,855,433 less than
budget. In order to mitigate this NCC impact, the
Sheriff responsibly reduced many expenses includ-
ing effectively restricting overtime and freezing hir-
ing on many vacant positions. As a result, the
Sheriff's Office finished the year $1,224,480 under
budgeted expenditures, mitigating the impact of the
severe revenue shortfalls. Had Proposition 172
revenues met budget, the Sheriff's Office as a
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NCC Savings/(Deficit):

Department/ Budget vs. Estimate vs.
Appropriation Unit Actuals Actuals
Sheriff-Coroner

Coroner-Public Administrator 41,889 38,294
Inmate Medical Services 355,219 355,219
Joint Gang Task Force 49,643 (27,341)
Sheriff - Admin. & Enforcement (387,781) 291,909
Sheriff's - Custody Operations 112,079 13,964

171,048 672,045

Includes adjustment to factor out Prop. 172 revenue shortfall impact.

whole would have finished the year with a NCC savings of $171,048.

Social and Employment Services

Social and Employment Services manages appro-
priations totaling $152.7 million and 817 positions,
making it the largest general fund department in
terms of budget and positions. The department
ended the fiscal year with a combined NCC short-
fall of $1,309,450 compared to budget and
$767,407 compared to its mid-year estimate.
Rapid growth in entitlement program caseloads
(CalWORKS, food stamps, Medi-Cal, In-Home
Supportive Services, and General Assistance)
continue to put upward pressure on expenditures.
Within the last 12 months, as the economy dete-
riorated, food aid increased by 21%, cash assis-
tance by 14%, and medical assistance by 7%.
Meanwhile, state and federal support for entitle-
ments continued to increase in 2008-09.

Treasurer-Tax Collector

The Treasurer-Tax Collector, which includes the
Revenue Division, achieved combined NCC sav-
ings of $447,035 compared to budget and
$377,195 compared to estimate by holding posi-
tions vacant and making efforts to reduce expen-
ditures for services and supplies.

2008-09 NCC Savings/(Deficit):

Department/ Budget vs. Estimate vs.
Appropriation Unit Actuals ($) Actuals (%)
Social & Employment Serv.

AFDC 3,276 (61,563)
Aid to Indigents 10,579 25,973
Area Agency on Aging (250,632) (250,362)
Child Care Planning Coun. (65) (65)
IHSS Client Services (483,328) (566,621)
Linkages Program 0 0
MSSP (79,568) (79,568)
Out-of-Home-Care (362,410) 61,338
Social Services (137,631) 113,132
Social Services-Other 6,214 6,214
Veterans' Services Office (15,884) (15,884)
(1,309,450) (767,407)

NCC Savings/(Deficit):

Department/ Budget vs. Estimate vs.
Appropriation Unit Actuals Actuals
Treasurer-Tax Collector
Revenue & Recovery 43,386 51,052
Treasurer-Tax Collector 403,648 326,142
447,035 377,195
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Other Funds

Table 6 provides a sum-
mary of the financial condi-
tion as of June 30, 2009 for
other major County funds,
including the Road Fund,
Library, Water Resources
Agency, and Natividad
Medical Center.

Road Fund

Year-end 2008-09 Road
Fund financing sources
(beginning fund balance

and revenues) are esti-
mated at $31,688,779,
compared to expenditures
of $30,297,050, resulting in
an ending fund balance of
$1,391,728. The ending
fund balance is an improve-
ment over both the mid-
year estimate and final
modified budget.

Library Fund

The Library Fund continues
to manage within available
annual revenue by close
monitoring of revenue per-
formance and adjusting
expenditures to ensure a
balanced fund. The final
budget was based on a
beginning available fund
balance of $1,130,315, an-
nual revenue estimated at
$7,239,299 and County
contribution of $239,497.
After audited financials
were completed, fund bal-
ance increased to
$1,568,824 which was in-
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Table 6
Other Major County Funds
2007-08 2008-09 2008-09 2008-09
Public Works (Road uno) e |Fraeded] Mivew | tearend
Beginning Available Fund Balance: $2,163,294 $443,410 $443,410 ($247,690)
Total Other Fund Revenue: 19,717,230 49,502,758 39,347,802 31,936,469
Cancellation of Reserves/Designations: 2,000,000 0 0 0
Total Other Funds Expenditures: 24,128,214 49,696,168 38,662,293 30,297,050
Provisions for Reserves/Designations: 0 250,000 0 0
Ending Available Fund Balance: ($247,690) $0 $1,128,919 $1,391,728
2007-08 2008-09 2008-09 2008-09
Library Fund Y:(E:itrl;ilnsd Final Budget '\él;(tjigz?é Y:;:Znsd
Beginning Available Fund Balance: $1,536,005 $1,130,315 $1,568,824 $1,568,824
Total Other Fund Revenue: 6,816,807 7,239,299 7,179,299 7,186,192
Cancellation of Reserves/Designations: 239,497 239,497 239,497 239,497
Total Other Funds Expenditures: 7,023,485 8,609,111 7,190,810 7,285,267
Provisions for Reserves/Designations:
Ending Available Fund Balance: $1,568,824 $0 $1,796,810 $1,709,246
2007-08 2008-09 2008-09 2008-09
Water Resources Agency Y:c?t:ilnsd Final Budget ’\EA;Ct‘i_r:]{z?er Y:;:ilr;d
Beginning Available Fund Balance: $9,999,200 | $42,862,946 | $10,200,299 | $10,200,299
Total Other Fund Revenue: 24,416,559 21,693,431 41,375,006 45,351,073
Cancellation of Reserves/Designations: 319,459 3,500,000 7,842 24,466
Total Other Funds Expenditures: 24,534,919 68,006,377 38,838,049 40,024,725
Provisions for Reserves/Designations: 50,000 50,000 75,932
Ending Available Fund Balance: $10,200,299 $0 | $12,695,098 | $15,475,181
2007-08 2008-09 2008-09 2008-09
Natividad Mt_adical Center Year-End Final Budget Mid}—Year Year-End
(Enterprise Fund) Actuals Estimate Actuals
Beginning Fund Balance: $8,707,454 | $15,012,411 | $25,795,356 | $22,580,549
Total Fund Revenue: 146,565,075 | 142,377,490 | 154,032,302 | 155,118,459
Cancellation of des., equity transfers, etc.: 4,200,000 1,550,000 0
Total Fund Expenditures: 128,913,291 | 136,478,109 | 147,684,730 | 140,143,887
Net Budgeted Operational Profit (Loss): 21,851,784 7,449,381 6,347,572 14,974,572
Capital Expenditures/Principle Expense 7,978,689 10,516,200 17,450,000 6,544,046
Retained Fund Balance $22,580,549 | $11,945592 | $14,692,928 | $31,011,075
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cluded in the mid-year estimate, while revenue continued to perform close to budget. Given the economic environment,
the department immediately implemented the County hiring and expenditure freeze bringing actual expenditures
$1,323,844 below approved appropriations and providing for an increased available fund balance for use in 2009-10.
This strategy is similar to what the Board adopted for the general fund in providing fund balance for use in future fiscal
years, reducing expenditures in the current fiscal year where practical. The County Library will continue to actively man-
age its financial assets to ensure adequate resources for future budgets.

Water Resources Agency

For 2008-09, the Monterey County Water Resources Agency received 97% of approved budgeted revenues, excluding
Salinas Valley Water Project (SVWP) construction and bond funding, and expenditures for all Agency funds remained
within or below budget. Areas where revenues were down included development fees, which were only 63% of budget,
and interest income which was impacted by investment losses. The total beginning fund balance for all Agency funds for
2008-09 was $10,200,299 and the ending fund balance was $15,475,181. The increase of $5,274,882 over 2007-08
was mostly due to the establishment of the $3,000,000 Hydroelectric Revenue Stabilization Reserve and a required fund
balance equal to the annual debt service for the SVWP.

Construction of the Spillway Modification portion of the SVWP began on April 1, 2008, and the Board of Directors certi-
fied completion of the project on July 27, 2009. Construction of the Diversion Facility portion of the SVWP began on May
1, 2008 and is currently on schedule to be completed in December 2009. Bond financing for the project occurred in July
2008. In addition to bond financing the Agency received 90% or $5,034,376 of Proposition 50 grant money. The final
10% is due at the completion of the project.

Natividad Medical Center

Natividad Medical Center (NMC) is one of the County’s enterprise funds, defined as a governmental fund that provides
goods or services to the public for a fee that makes the entity self-supporting. Beginning in 2006-07 the Board of Super-
visors approved a two-year Intergovernmental Grant & Transfer Agreement (IGTA) which restructured the NMC Board of
Trustees and included representatives from Salinas Valley Memorial Healthcare System (SVMH) and Community Hospi-
tal of the Monterey Peninsula (CHOMP). In addition to the governance change, the agreement included $8.0 million in
funding and the installation of Wellspring/Huron Consulting Group as the management team to assist in a financial turn-
around of NMC. On April 22, 2008 the Board of Supervisors approved Amendment No. 1 to the IGTA, which extended
the term for one-year ending the IGTA in July 2009, and SVMH provided an additional $2.0 million contribution. In May
2009, the leadership of NMC transitioned from the interim Wellspring/Huron management team to a permanent County
executive management team.

In recent years, NMC saw considerable improvement in its financial performance and closed a successful fiscal year
2008-09 with patient volumes and revenues above budget. For 2008-09, NMC budgeted an operational loss of $4.2 mil-
lion and has reported a pre-external audit operational profit of $7.9 million, representing a $12.1 million positive result
over budget. NMC'’s cash position further reveals financial improvement when comparing cash balance at the end of
2006-07 ($9.5 million) and 2007-08 ($24.3 million ) to pre-external audited cash balance at the end of 2008-09 ($28.4
million). This positive cash position has been bolstered by County general fund support through operational subsidies of
$10.4 million in 2006-07 and $4.2 million in 2007-08. For 2008-09, a County subsidy was not required. These transfers
have enabled NMC to retain a positive available fund balance of $22.6 million for 2007-008 and an estimated $31.0 mil-
lion for the fiscal year ending June 30, 2009. Building this available fund balance was a strategic plan to prepare the hos-
pital for future fiscal challenges, understanding that much of the current favorable fiscal performance has been financed
by extraordinary items such as the contributions from the IGTA. Excluding these contributions of $6 million in 2008-09,
NMC'’s financial performance shifts from an operational profit of $7.9 million to an operational profit of $1.9 million.
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NMC'’s net patient revenue totaled $113.6 million in 2008-09, which was a positive variance of 13.2% over a budget of
$100.4 million and an increase of $4.1 million from 2007-08. Revenue from all sources totaled $159.0 million compared
to budget of $142.4 million (a variance of 11.7%) and $151.1 million for 2007-08 (an increase of 5.2%). While significant
steps have been taken in making the enterprise fund efficient in revenue capture, costs of operations have experienced
increases. In 2008-09, operating expenses totaled $151.1 million, up 3.1% from a budget of $146.6 million and up 7.5%
from $140.5 for 2007-08. The main factor of this expenditure growth was increased salaries and benefits costs. Com-
pared to 2007-08, salaries and benefits increased $9.8 million, purchased services increased $2.0 million, physician/
resident services increased $0.9 million, while registry costs experienced a reduction of $1.6 million. A major component
of NMC's increased cost for salaries was the implementation of the compensation philosophy.

Other significant improvements in operational results include continued material volume growth in several key areas dur-
ing 2008-09. For example, average inpatient daily census (ADC) totaled 92.3 compared to a budget of 88.5 and prior
year actual of 90.1. Acute ADC (NICU, OB, Medical/Surgical, ICU, Pediatrics) exceeded budget for the year with inpa-
tient mental health and acute rehab ADC below budget. For the year, the total adjusted patient days (including both in-
patient and outpatient activity) totaled 46,015 compared to a budget of 43,611, a favorable variance of 5.5%. Adjusted
patient days for the year also exceeded the prior year by 3.6%. Emergency department visits exceeded budget by
15.6% and the prior year by 9.9%.

Measuring NMC'’s cost increases against APD allows for a comparison of cost growth in relation to volume growth. Costs
per APD for 2008-09 were $3,284 compared to $3,163 for 2007-08 and $3,097 for 2006-07. With an overall growth of
1,598 APD, cost increased by $121 per APD. This financial analysis results in a favorable outlook as cost per APD have
only grown by 3.8%, however future fiscal success is highly dependant on continued volume growth and/or implementa-
tion of operational efficiencies that produce cost savings. Looking forward, NMC will need to either continue producing
volume growth in areas providing payer rates above costs and/or implement operational efficiencies to balance the pres-
sures of expenditure growth. Since volume growth has historically been difficult to achieve and has proven volatile for
NMC, great emphasis should be placed on cost efficiencies while also focusing on volume growth as a long-term strat-

egy.



Appendix 1

Non-Program Revenue Growth Trends

2004-05 to 2007-

08 Annual
Average 2008-09 2009-10
$ % $ % $ %
All Non-Program Revenues $10.6 6.9%| ($4.4) -2.4% $7.3 -4.0%
Key Non-Program Revenues:
Property Taxes 11.8 13.0% 2.6 2.1% 81) -2.4%
Transient Occupancy Tax 0.0 0.3% 1.9 -11.5% 0.7 4.5%
Vehicle License Fees 0.3 2.0% 1.5 -11.1% 0.7) -5.6%
Sales & Use Tax 0.3 3.4% 0.2 -2.7% 2.7) -31.2%
Franchise Fees 0.2 4.0% 1.2 18.5% 14) -17.3%
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