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Subject:  Analysis of the FY 2007-08 Recommended Budget

The attached report is a limited review of the FY 2007-08 County of Santa
Clara Recommended Budget. To prepare this report, we analyzed all
County revenue and expenditure accounts that receive funds from or
contribute funds to the County General Fund. We also reviewed the FY
2006-07 revenue and expenditure reports through Accounting Period
10, the FY 2007-08 Recommended Budget document and other
documents and work papers prepared by the departments and staff of the
County Executive's Office. Our staff also met with County Executive staff,
various County financial officers, and department managers regarding the
assumptions and projections upon which the FY 2006-07 Recommended
Budget is based. This report has been discussed with the Budget Director,
who will provide a separate written response to the recommendations
contained herein.

The County Executive's Recommended FY 2007-08 Budget includes
$3,823,374,385 in expenditures for all funds, which amounts to $76,307,950,
or 2.04 percent more than the $3,747,066,435 budget adopted by the Board
of Supervisors for FY 2006-07. The General Fund portion of this budget
shows an increase of $90,980,358 from $2,100,397,482 to 2,191,377,840. This
represents an increase in County General Fund costs of 4.33 percent from
the amount authorized for the FY 2006-07 Adopted Budget.

Report Conclusions and Recommendations

The attached table summarizes our recommended revenue and
expenditure changes by Budget Unit. Detailed explanations of our
recommendations are discussed in the body of the report. In total, this
report includes recommendations that amount to $945,290 in net decreased
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revenues and $34,703,978 in reduced expenditures for a combined net
benefit of $33,758,688.

The largest recommendations include:

Increase salary savings by $17,024,222 from 2.08 percent to 4.00 percent
to more closely reflect the actual level of vacant positions funded in the
FY 2007-08 budget and the anticipated mid-year retirements.’

Reduce “bridge funding” by $7,135,244 to account for 140.5 bridge
funded positions for which there is an existing funded vacant position
in the same classification in the FY 2007-08 budget.

Delete $6,002,924 included in the VMC budget for subsequent year
compensated absences, which are not funded in any other department,

Increase the estimated available prior-year General Fund balance by
$2,318,710 to reflect greater than anticipated FY 2006-07 salary savings.

Reduce the Object One salary and benefit accounts by $2,067,022 to
account for excess amounts included in all departmental budgets based
on the actual versus budgeted effective dates of scheduled salary
increases during FY 2007-08.

Reduce VMC net interest expense by $1,177,969 to reflect greater than
anticipated interest revenue in FY 2007-08.

Reduce “bridge funding” by $869,717 to account for 14.5 bridge funded
positions that are now vacant.?

' The additional salary savings is net of revenue losses in the Social Services Agency and
other departments that are supported by revenues and non-General Fund reimbursements.

? In addition, OBA has identified 5.5 positions that were excluded from its original bridge
funding list that it will present for addition to the Recommended Budget bridge funding
amounut of $34,411,858.

Management Audit Division
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Review of 2007-08 Santa Clara County Budget

Prior-Year General Fund Balance

Included in the FY 2007-08 Recommended Budget are one-time resources that are
allocated each year by Board policy to one of four categories of expense: (1) capital
projects, (2) technology projects, (3) contingency reserve, and (4) other one-time needs.
In FY 2007-08, the County Executive has identified $224,622,300 in one-time resources,
which is derived primarily from available reserves and the FY 2006-07 General Fund
Balance. The projected FY 2006-07 General Fund Balance is comprised of: (1) salary and
benefit savings, (2) Object 2 through Object 7 expenditure savings, and (3) unbudgeted
revenue earnings. '

The County Executive is recommending that the more than $224.6 million in one-time
resources be allocated to the following general categories:

Capital Projects $12,645,000
Technology Projects 5,585,977
One-Time Reserve Requirements ' 92,826,196
One-time Funding to Support Ongoing Operations 74,673,544
Lease Buy-out and Moving Costs Associated with Reductions 1,000,000
Pandemic Flu 2,500,000
Bridge Funding for Reductions Delayed to January 2008 34,411,858
Other Miscellaneous 979,725
Total One-Time Allocations $224,622,300

The General Fund Balance estimate made by the County Executive was prepared in
early 2007 based on Accounting Period 6 financial information. As part of our budget
review, we analyzed salary and benefit savings and major revenue accounts based on
Accounting Period 10 financial information in order to identify significant deviations.
The estimates that we present below reflect differences from the amounts included in
the FY 2006-07 Fund Balance that has been presented in the published budget.

Based on our analysis, we believe that available one-time resources will be
approximately $226.9 million, rather than the more than $224.6 million originally
included in the Recommended Budget. The source of this $2.3 million increase consists
of additional salary and benefit savings. Our analysis of this General Fund Balance
source follows.

Additional Salary and Benefit Savings

The FY 2007-08 Recommended Budget includes as a revenue source an estimate of
General Fund Balance to be carried over from FY 2006-07 to FY 2007-08. The Fund
Balance includes an estimate that actual FY 2006-07 salary savings will total $14,681,815,
as projected based on Accounting Period 6 data as of December 31, 2006. However,
based on an analysis of more recent Accounting Period 10 data as of April 30, 2007, and
including several necessary adjustments, the Management Audit Division projects that
the Accounting Period 6 projection understates FY 2006-07 salary savings by $2,318,710.

Board of Supervisors Management Audit Division



Review of 2007-08 Santa Clara County Budget

The differences between the Office of Budget and Analysis (OBA) and Management
Audit Division projections are illustrated in the following table.

Comparison of OBA Period 6 and Management Audit Division Period 10
Estimates of FY 2006-07 Unbudgeted Salary Savings

OBA Management Audit

Period 6 Period 10
Salaries & Benefits:
Budgeted Expenditures* $1,008,869,069 $1,010,211,899
Projected Expenditures (994,187,254) (993,624,096)
Projected Gross Unbudgeted Salary Savings** $14,681,815 $16,587,803
Revenue Adjustments:
Information Services ($220,399) ($114,666)
Sheriff’s Office (836,573) (320,693)
Sacial Services Agency (4,850,051) (5,058,943)
Projected Revenue Offsets ($5,907,024) {$5,494,302)
Projected Net Unbudgeted Salary Savings $8,774,792 $11,093,501
Difference in Net Projections $2,318,710

* Budgeted expenditures include budgeted salary savings, which is a negative appropriation that
reduces funding for authorized positions to take into account unspent appropriations resulting from
vacant positions and the savings realized from filling vacant positions at a lower salary level than
originally budgeted.

** Unbudgeted salary savings is the difference between what was budgeted for salary savings and what
was actually achieved. Our projection of FY 2006-07 actual salary savings amounts to $45,685,514,

Our projection of salary savings for FY 2006-07 is approximately $2.3 million higher
than that of OBA. This difference results partly from using more recent Accounting
Period 10 information, which reflects an increase of about $1.9 million - from $14.7
million to $16.6 million - in gross unbudgeted salary savings for FY 2006-07. From the
savings projection, we also made a total of approximately $5.9 million and $5.5 million
in adjustments for the OBA and Management Audit Division estimates, respectively,
based on the following three assumptions:

* We reduced salary savings for the Information Services Department by 25 percent,
since the Department provides approximately this percentage of its services to non-
General Fund customers, excluding Valley Medical Center.

* We removed salary savings for the Sheriff’s Patrol Units that serve the contract cities
and Valley Transportation Authority, since they reimburse the Office of the Sheriff
for the cost of this service.

Board of Supervisors Management Andit Division
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* We adjusted salary savings for the Social Services Agency, because approximately 79
percent of the Agency’s expenses are reimbursed from State and federal sources.
This means that 79 cents of revenue is lost for every dollar of salaries that is unspent.

After accounting for these adjustments, we project net unbudgeted salary savings of
$11,093,501 for the current fiscal year, versus an OBA projection of $8,774,792. Qur
estimate is also similar to salary savings calculated from the Period 10 Financial Status
Reports submitted by departments to OBA. Based on these reports, net unbudgeted
salary savings in FY 2006-07 will total $10,376,647, which is only $716,854 less than our
estimate. Consequently, we estimate that the FY 2006-07 Fund Balance is understated
by at least $1.6 million, but recommend that the County Executive increase the budget
estimate of FY 2006-07 Fund Balance by $2,318,710.

Board of Supervisors Management Audit Division
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FY 2007-08 Departmental Budgets

Expenditure Account 5102000 Salaries w/o Benefits
(Bridge Funding, Vacant Positions)
County Executive Management Audit Expenditure
Recommended Proposed Decrease
$34,411,858 $33,542,141 $869,717

The FY 2007-08 Recommended Budget includes $34,411,858 to provide bridge funding
for 415 positions that were filled at the time of the preparation of the Recommended
Budget, but were recommended for deletion in the FY 2007-08 budget. The purpose of
the bridge funding is to permit these employees, who would otherwise leave county
employment on July 1, 2007, the opportunity to fill another position that subsequently
becomes vacant by funding these positions to January 27, 2008.

Of the 415 positions that were bridge funded in the FY 2007-08 Recommended Budget,
391 positions are in General Fund departments and account for $25,804,103 of salary
and fringe benefit costs of the $34,411,482 in total bridge funding. However, a
comparative analysis of these 391 General Fund positions with the May 3, 2007 payroll,
determined that 14.5 positions were vacant as of that date (see Attachment 1). The
bridge funding included in the FY 2007-08 budget for the 14.5 positions amounts to
$869,717 and is now unnecessary, since these employees have left the County or taken
other positions. In addition, OBA has identified 5.5 filled positions that were omitted
from its list of bridge-funded positions. These positions and the related cost will be
recommended for addition to the bridge funding list by OBA in a separate action.

Expenditure Account 5102000 Salaries w/o Benefits
{Bridge Funding, Immediate Placement)
County Executive Management Audit Expenditure
Recommended Proposed Decrease
$34,411,858 : ' $27,276,614 $7,135,244

In addition to the 14.5 vacant positions that are included among the 391 bridge-funded
positions, 140.5 of the remaining positions could potentially be immediately filled from
existing vacant positions that are funded in the FY 2007-08 budget. Based on a
comparative analysis of the 391 bridge-funded positions in the FY 2007-08 budget, with
the 1,195 vacant funded positions that are included in the FY 2007-08 budget, it was
determined that 140.5 of the bridge-funded positions have a vacant, funded matching
position in the FY 2007-08 budget. This determination was made based on existing
vacant funded positions as of May 3, 2007 as reported by the Employee Services

Agency.

Board of Supervisors Management Audit Division
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The Employee Services Agency Manager advised that employees who can be placed in
an existing vacancy in the same department can be immediately placed, which would
obviate the need for bridge funding for these positions. There are currently 39 positions
in this category. For the 101.5 employees for whom a matching vacant position
currently exists in another department, County personnel procedures and collective
bargaining agreements require a layoff notice be given the employee initiating a 20-day
period during which the County Human Resources Department would evaluate
seniority within the classification and determine which employee would be bumped
from his or her position and offered the vacant position. Due to the complexity of this
process, it would be necessary to provide bridge funding for approximately 20
workdays for these positions. However, the reduced amount of required bridge
funding for the 140.5 positions amounts to $7,135,244 as shown on Attachment 2.

Board of Supervisors Management Andit Division
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Expenditure Account 5107000 Salary Savings Factor
County Executive Management Audit Expenditure
Recommended Proposed Decrease
($23,617,189) ($40,641,411) $17,024,222

The County Executive has recommended a General Fund budget of $23,617,189 in the
expenditure account for salary savings in FY 2007-08. This is a negative appropriation
that reduces funding for authorized positions to take into account unspent
appropriations resulting from vacant positions and the savings realized from filling
vacant positions at a lower salary level than originally budgeted. Of this amount,
$21,558,052 is budgeted for General Fund departments, which represents a 3.38 Pacent
salary savings factor on the permanent employee salaries budget of $637,891,664.

In a recent memo to the Board of Supervisors, the County Executive explained that
salary savings factors differ between General Fund departments, based on operational
factors, but average between 3 percent and 4 percent Countywide. The salary savings
factor is based solely on permanent employee salaries, since employee benefits rates are
calculated using a vacancy rate factor that results in a built-in salary savings for these
expenses. However, not all benefits have this built-in salary savings. The Office of
Budget and Analysis reports that salary savings was not calculated on the County-paid
employee share of PERS, which amounts to about $63 million in FY 2007-08, as well as
FICA and Medicare, which account for an additional $37 million in the FY 2007-08
Recommended Budget. As a result, budgeted salary savings amounts to only 2.08
percent of the total gross budget for salaries and benefits in FY 2007-08, as shown on
Attachment 3.

Because budgeted salary savings does not account for all benefits, we compared our

‘projecion of FY 2006-07 actual salary savings to the County Executive’s

recommendation of FY 2007-08 budgeted salary savings. Based on Accounting Period
10 data, we project that actual salary savings will amount to $45,685,514, including
$16,587,803 in unbudgeted salary savings, in FY 2006-07. This equates to a 4.40 percent
salary savings factor based on the total gross budget for salaries and benefits among
General Fund departments. As a result, the projected salary savings factor for FY 2006-
07 is 2.32 percentage points higher, or more than double the budgeted salary savings
factor for FY 2007-08, as shown in the following table.

! This amount excludes Budget Unit 200 — Child Support Services, which is fully funded from State and federal
monies.

Board of Supervisors Management Audit Division
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Comparison of FY 2006-07 Projected and FY 2007-08 Budgeted
Salary Savings for General Fund Departments

FY 2006-07 FY 2007-08

Projected Budgeted
Salary Savings ) $45,685,514 $21,558,053
Gross Salaries and Benefits $1,039,309,610 $1,038,334,357
Salary Savings Factor 4.40% 2.08%

A salary savings factor of 4.40 percent falls in the middle of the range of 3 to 6 percent
that the Board of Supervisors has established as its policy relating to salary savings
(Board Policy No. 4.5). It is also consistent with the actual salary savings factor achieved
in the three prior years, as follows: 3.78 percent in FY 2005-06, 6.16 percent in FY 2004-
05 and 5.66 percent in FY 2003-04.

In addition, based on payroll information for General Fund departments as of May 3,
2007, the FY 2007-08 Recommended Budget includes 596.3 vacant positions, at a cost of
$61,826,032 (see Attachment 3). If these positions, or another combination of positions
with the same total cost, remained vacant throughout the year, the salary savings factor
that would be achieved is 5.95 percent, While achieving this level of salary savings will
be mitigated by certain departments, such as those with 24/7 operations, that use
overtime or extra help to backfill for vacancies, the impending retirement of up to a
thousand County employees in December 2007 will create a substantial number of
additional vacancies and a corresponding significant amount of additional salary
savings. Based on these factors, we estimate that the salary savings factor that could be
achieved in FY 2007-08 ranges from 3.28 percent with 500 retirements to 5.10 percent
with 1,000 retirements, as shown on Attachment 4. It should be noted that in January
2007, the County’s actuary projected that there would be 829 retirements in FY 2007-08.

We therefore recommend that the County Executive adjust the salary savings factor in
individual General Fund departments to achieve an overall rate of no less than 3
percent, as specified by Board policy. The table on the next page shows four scenarios
with a salary savings factor that ranges from 3.20 percent to 4.40 percent that should be
considered, and takes into account the revenue tlljat would be lost by the Information
Services Department, Office of the Sheriff, and Social Services Agency as a result of
achieving additional salary savings. Based on the scenarios shown, the County could
generate additional salary savings, net of revenue losses, of between approximately
$10.5 million and $20.3 million.

Board of Supervisors Management Audit Division



Review of 2007-08 Santa Clara County Budget

FY 2007-08 Additional Salary Savings for General Fund
Departments Based on Four Salary Savings Factors

3.20% 3.60% 4.00% 4.40%
Salaries & Benefits:
Adjusted Savings $33,208,336 $37,359,378 $41,510,420  $45,661,462
Budgeted Savings (21,558,053) (21,558,053) (21,558,053)  (21,558,053)

Gross Additional Savings $11,650,283 $15,801,325 $19,952,367  $24,103,409

Revenue Adjustments:
Information Services ($6,126) ($10,785) ($15,445) ($20,104)
Sheriff's Office (97,215) (113,857) (130,500} (147,143)

Social Services Agency (1,075,837) (1,929,018) (2,782,199) (3,635,380)
Net Additional Savings  $10,471,105 $13,747,664 $17,024,222  $20,300,781

Since General Fund departments achieved a projected salary savings factor of 4.40
percent in FY 2006-07, and due to the large number of existing vacancies and
anticipated retirees, we believe the County will achieve a salary savings factor of at least
4.00 percent in FY 2007-08. Accordingly, after taking into account revenue that will be
lost by achieving additional salary savings, this recommendation adjusts the FY 2007-08
budget for salary savings by $17,024,222, for a total negative appropriation of
$40,641,4112

? This amount includes $2,059,137 in salary savings for Budget Unit 200 — Child Support Services.

Board of Supervisors Management Audit Division
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: TR I I Sz vv&;&g Tr g
Expenditure Account 5107100 Budget Salary Reduction
County Executive Management Audit Expenditure
Recommended Proposed Decrease
General Fund (Object 1);
($1,358,939) ($2,637,096) $1,278,157*
VMC Enterprise Fund (Object 1);
($8,460,745) ($9,249,610) $788,865
All Funds (Object 1):
($9,819,684) ($11,886,706) $2,067,022

* If the Board of Supervisors approves this recommended budget adjustment, the detail by Budget Unit
will be provided.

The FY 2007-08 Recommended Budget includes negotiated salary increases for
approximately 33 County employee bargaining units that are separately represented by
labor organizations. Each collective bargaining agreement provides for a percentage
salary increase effective as of various dates throughout the fiscal year. All of the
collective bargaining agreements between the County and the labor organizations call
for salary increases during the 2007-08 fiscal year, on a date other than July 1. However,
the County’s current budget software entitled BRASS, which is used by the Office of
Budget and Analysis, is limited in its capability to precisely calculate employee salary
increases. Changes in rates of pay can only be calculated from the first day of a month.

Consequently, the FY 2007-08 increased salary and fringe benefit cost of 29 bargaining
units was calculated from the first day of the month preceding the effective date of the
negotiated increase, thereby overstating the FY 2007-08 budget. The increased salary
and fringe benefit cost of the other four bargaining units was calculated from the first
day of the month subsequent to the effective date of the negotiated increase, thereby
understating the FY 2007-08 budget. Based on our analysis, the net cost of salaries and
tringe benefits are overstated by approximately $2,067,022. Of this amount,
approximately $1,278,157 is funded from the General Fund and $788,865 from VMC
Enterprise Fund sources. The attached schedules (Attachment 5) provide a detailed
analysis by bargaining unit of the excess salary and fringe benefit costs that are
included in the FY 2007-08 Recommended Budget.

Board of Supervisors Management Audit Division
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Revenue Account 4001100 Secured Property Taxes
County Executive Management Audit Revenue
Recommended Propgsed (Decrease)
$373,240,000 $369,810,000 ($3,430,000)

The County Executive has recommended a budget of $373,240,000 for secured property
tax revenue, which includes the County’s portion of the 1 percent tax on the secured roil
and the County retirement tax, and the County’s share of unitary taxes and the unitary
retirement tax. In developing the FY 2007-08 Recommended Budget, the Office of
Budget and Analysis assumed that revenue from secured property taxes would grow
by 8.5 percent. However, based on information from the Assessor’s Office, year-to-date
real property growth was 7.80 percent as of June 1, 2007. This translates to 8.29 percent
annual growth when replicated against actual growth from a year ago. The Controller-
Treasurer Department also estimated that the tax increment loss to redevelopment
agencies (RDA) will grow by 7.43 percent between FY 2006-07 and FY 2007-08 based on
the real property roll growth information prepared by the Assessor’s Office.
Consequently, assuming a growth factor of 8.29 percent on the secured roll and 7.43
percent on the RDA tax increment loss, as well as $30.0 million in roll corrections, net of
refunds, we estimate that revenue from secured property taxes will amount to about
$3.43 million less than the County Executive has recommended in FY 2007-08. To reflect
this new information, we recommend that the FY 2007-08 budget for secured property
taxes be reduced to $369,810,000.

Board of Supervisors Management Audit Division
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Expenditure Account 5255100 Professional and Specialized Services
County Executive Management Audit Expenditure
Recommended Proposed Decrease
$432,212 $382,212 $50,000

The FY 2007-08 Recommended Budget includes $432,212 related to professional and
specialized services, an increase of $300,000 from FY 2006-07. Of the $300,000, the
Department has included $100,000 for “Investigative Consumer/Background Checks”
on new employees and existing employees before appointment to certain classifications
or worlk assignments. These background investigations may include review of criminal
conviction records, motor vehicle records, credit reports, and verification of Social
Security Number, education, certification, licensure, and prior employment.

In FY 2007-08, the Department estimates a total of 2,716 background investigations will
be required. This estimate is based on the number of regular County employees, extra
help, unclassified employees, and dependent contractors hired during the one year
period from March 2006 through March 2007, as reflected in the PeopleSoft Payroll
System and an estimate of new volunteers obtained from departments. The table below
summarizes the new hires and shows the Department’s estimated cost to perform the
background investigations.

Estimated New Hires In FY 2007-08
Requiring Background Investigations

Type of New Hire Number of New Hires Estimated Cost
Regular Employee 936 $41,886
Extra Help & Unclassified 870 38,933
Dependent Contractors 110 8,800
Volunteers 800 18,000
Total 2,716 $107,619

The Department’s estimate of background investigation costs assumes that the policy
will be implemented beginning July 1, 2007. However, the background investigation of
new employees is a new policy still in draft form and must be approved by the County
Counsel, bargaining units for SEIU Local 521 and miscellaneous employees, and the
Board of Supervisors. Since the requirement for background investigations would be a
change to the merit system, the County Personnel Board must also approve it before it
can be implemented. The Department estimates that it will take approximately three
months to obtain the necessary approvals before the policy could be implemented.
Because of the steps that still must be accomplished before the policy goes into effect,

Board of Supervisors Management Andit Division
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we recommend reducing the funding for background investigations by 50 percent, from
$100,000 to $50,000. This will reflect an estimated implementation of January 1, 2008.

" Expenditure Account 5255108 Psychological Testing
County Executive Management Audit Expenditure
Recommended Proposed Decrease
$110,000 $50,000 $60,000

The FY 2007-08 Recommended Budget includes $110,000 related to psychological
testing and counseling, which the County has a contractual obligation with the Deputy
Sheriff's Association and the Correctional Peace Officers Association to provide
pursuant to the Memorandum of Understanding between the County and the members
of these two bargaining units. The Employee Services Agency began incurring
expenditures for psychological testing and counseling in FY 2003-04, and has budgeted
$110,000 each year since FY 2004-05, or for the past four fiscal years, However, over the
past three fiscal years, including FY 2006-07, the expenditure account has been over-
budgeted by at least $57,920 and as much as $88,862 with an average surplus of $73,100,
as shown in the following table.

Budgeted versus Actual Psychological Testing
Expended in FY 2004-05 to FY 2006-07 (Estimated)

Fiscal Year Budgeted Actual Surplus
2004-05 $110,000 $37,482 $72,518
2005-06 110,000 52,080 57,920
2006-07 (est.) 113,000 21,138 88,862
Average $73,100

It should also be noted that the FY 2006-07 estimated surplus is based on expenditures
totaling $21,138 through Accounting Period 10. Given the fact that the Department has
maintained a large surplus in this line item for the past three fiscal years, we believe
that the expenditure account continues to be over-budgeted based on current and
historical financial information. Accordingly, we recommend that the budget for
psychological testing be reduced by $60,000 from $110,000 to $50,000 in FY 2007-08. This
level of expenditure reduction is consistent with the average of the savings realized
during the three fiscal years 2004-05 through 2006-07.

Board of Supervisors Managenment Audit Division
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Revenue Account 4723120 Prisoner Housing Other County
Department Management Audit Revenue
Recommended Proposed Increase
$1,976,948 $2,226,948 $250,000

This account represents revenue received from Alameda, Marin and San Mateo counties
for housing their prisoners requiring mental health care in the Unit 8A Mental Health
unit in the main jail. Based on the latest information provided by the Department, the
San Mateo contract for FY 2007-08 requires that County to pay a flat amount, $2,626 per
day, or $961,116 for the entire fiscal year, for guaranteed use of an average of 61 bed
days per month, or about two beds per day, in Unit 8A. The contracts with Alameda
and Marin counties provide beds on an as-needed basis, with each county scheduled to
pay $1,455 per prisoner per day for 8A housing.

The budgeted amounts for this revenue in FY 2007-08 are the same as in the current
fiscal year. However, projected revenues from this amount in the current fiscal year by
the Department are $2,065,652, while the Management Audit Division projects
$2,271,085 will be received, based on the receipts from this source through Accounting
Period 10. Furthermore, use of 8A beds by Alameda County has averaged 68 prisoner
days per month for Alameda County, and nine prisoner days per month for Marin
County. If that level of usage occurred in FY 2007-08, total revenues from the County
contracts would be slightly more than $2.3 million. Therefore, we believe the proposed
$250,000 revenue increase is reasonable, since it is less than the maximum increase that
could be projected based on current-year use of the facility by the contracting counties.

Both the Department and the Office of Budget and Analysis have also reported a
concern expressed by the Health and Hospital Agency, which operates Unit 8A through
its Custody Health Services Division, that budget cuts for the Mental Health
Department may result in more mentally ill Santa Clara County residents entering the
jail, eliminating the capacity in Unit 8A that now permits the housing of inmates from
other counties. We view this concern as speculative, since the extent of Mental Health
Department reductions to be approved by the Board is not yet known, and their effect
on the jail has not been formally assessed. We note that actual populations in Unit 8A
for the 13 months ending in April 2007, including both in-County and out-of-County
inmates, averaged 27 patients per day, with a high of 34 per day in March 2007, and a
low of 23 per day in January 2007, versus the unit's capacity of 42 patients. This
indicates that there is still physical capacity to absorb additional inmates without
requiring removal of revenue-producing inmates from other counties.

Board of Supervisors Management Audit Division
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Expenditure Account 5102000 Salaries w/o Benefits
(Bridge Funding)
County Executive Management Audit Expenditure
Recommended Proposed Decrease
$434,700 (revised) $301,664 $133,036

The Probation Department’s FY 2007-08 Recommended Budget includes $605,411 in
“bridge” tunding for 10 of 36 positions eliminated through closing of the work furlough
programs. Of this, $170,711 was an error that has been identified by OBA and corrected
in 2 May 14 transmittal to the Board of Supervisors. This leaves $434,700 in bridge
funding. Of this, $217,552 is associated with a Storekeeper position and four Law
Enforcement Clerk positions that the Department indicates will be used through
January 27, primarily to address backlogs in required recordkeeping. The remaining
$217,148 is for five Cook positions that were serving the work furlough programs in
Cost Centers 3439 and 3710. The bridge funding for these positions is enumerated
below:

Amount Title
$45,490 Cook II
$42,056 Cook 1
$45,490 Cook 11
$42,056 Cook I
$42,056 Cook 1

$217,148 5 Positions

Individuals in these positions cook for inmates who will cease to be residents of
Probation programs as of July 1. According to the Department, bridge funding these
positions will result in savings in overtime and extra help staffing in Juvenile Hall and
the ranch programs. However, the Department has proposed no reductions relative to
the FY 2006-07 Final Budget in the overtime or extra help budgets of James ranch, the
Wright Center or Juvenile Hall.

To determine the likelihood that the Department could in fact make cost-effective use of
the Cook positions by employing them in continuing programs until late January, we
reviewed the actual FY 2006-07 work hours for overtime and extra help paid by
Probation to Cooks through May 6, 2007. This equaled 1,446.6 hours. Of this, 178.5
hours were overtime and extra help in the work furlough programs. Deducting this
amount, and annualizing the net amount for the rernainder of the year, we estimate that
the Department will pay Cooks overtime and extra help pay for about 1,488 hours in
Juvenile Hall, the Wright Center and James Ranch by June 30, 2007. We estimate that
the five bridged Cooks positions equate to at least 4,615 productive work hours.
Therefore, if the full bridge funding is approved without a corresponding decrease in
overtime or extra help funding, the Department will “over-budget” an estimated 3,127

Board of Supervisors Management Audit Division
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hours, which equates to roughly three Cooks through January 27, 2008. The value of
this bridge funding is approximately $133,036. We therefore recommend either
reducing extra help and overtime budgets by this amount, or eliminating $133,036 in
bridge funding. This proposed reduction is in addition to the proposed reduction
identified in the Bridge Funding section of this report. This $133,036 reduction, plus the
reduction of the erroneous $170,711 in bridge funding as accounted for in the May 14
transmittal, leaves a proposed bridge funding for the work furlough programs of
$301,664. We point out that this funding is for continuation of staff eliminated from a
program that as of July 1, 2007 will cease to exist.

Revenue Account 4723550 Reimbursed Work Projects
County Executive Management Audit Revenue
Recommended Proposed (Decrease)
$84,000 $0 ($84,000)

Prior to FY 2002-03, earnings by delinquent minors assigned to work projects were
deposited into this account. In the intervening years, however, the Department
established a Probation Enterprise Trust Fund in which these monies are deposited on
behalf of the minors, who are then able to use this revenue to pay victim restitution.
Since this Departmental revenue has not existed for several years, the account should be
closed and the budgeted amount of $84,000 should be removed. This reduction to the
General Fund is offset by an estimated increase in revenues of $96,000 beginning in FY
2007-08 from a fee for adult record clearances. This additional revenue has already been
accounted for in the budget through the May 14 transmittal.

Board of Supervisors Management Audit Division

15



Review of 2007-08 Santa Clara County Budget
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Various Expenditure Accounts Scanning Program
County Executive Management Audit Expenditure
Recommended Proposed Decrease

Permanent Employee Salaries (5101000):
$53,436 $0 $53,436

Various Benefits (5110300-5110600):

$28,476 $0 $28,476

Equipment (1305000):
$12,000 $0 $12,000

All Expenditures:
$93,912 $0 $93,912

In the FY 2006-07 Final Budget, the Department added a new Permit Technician (N33),
increased contract services by $20,000, and allocated $12,000 in “one-time” monies for a
high-speed scanner. With these additional resources, the Department expected to bring
in an additional $110,000 in ongoing revenue from a new fee for scanning documents
and plans. According to page 537 of the FY 2006-07 Recommended Budget, “the cost of
the position, the augmentation in contract services and the high-speed scanner will be
entirely offset by the recommended scanning fee.”

As of May 30, 2007 the new scanner had not been purchased, the Permit Technician was
not engaged in scanning activity, and receipts in the scanning fee account amounted to
$18,003, with the Department projecting to receive less than $22,000 in total by June 30,
2007. Further, the FY 2007-08 Recommend Budget reduces this budgeted revenue from
$110,000 to $20,000, indicating that the Department does not expect new revenues as
originally anticipated when the associated expenditures were approved. -

Per the Department, the new Permit Technician is not engaged in scanning activity, but
instead is working on unrelated contractor performance bond activities. Until this year,
these activities had been handled by various staff within the Department. Further, the
Department indicates that the scanning program will not move forward in FY 2007-08
as originally envisioned, and the County is engaged in completing a new master
agreement for scanning services.

The FY 2007-08. Recommended Budget allocates funds for the scanning program as
follows:

* One FTE Permit Technician (N33): $81,912
* (Contract Services: $20,000
* High-speed scanner: $12,000

Board of Supervisors Management Audit Division
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This results in a total of $113,912 in General Fund expenses. Instead of offsetting 100
percent of this cost with new revenue, the FY 2007-08 Recommended Budget anticipates
recovering less than 18 percent of these costs in scanner fees.

Since the increase in expenditures was predicated on the generation of new revenues
that have not materialized and are not expected to be earned in FY 2007-08, we
recommend eliminating most of the associated expenses that were added in the current
year. Specifically, we recommend eliminating the funding for the new Permit
Technician position, as this individual is not engaged in scanning activity but has
simply absorbed other duties. We also recommend eliminating the budgeted amount
for the high-speed scanner, as the Department does not anticipate buying this machine,
but rather intends to contract specialized scanning jobs to an outside firm. We therefore
recommend retaining the increased contract amount of $20,000 in the budget. Based on
these recommendations, General Fund expenses should be reduced by a total of
$93,912, which is the sum of the budgeted amount for the Permit Technician and the
high-speed scanner.

Board of Supervisors Management Andit Division
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Expenditure Account 5101000 Permanent Employee Salaries
County Executive Management Audit Expenditure
Recommended Proposed Decrease
$44,966 ($44,966) $89,932

A 0.5 position of Unclassified Agricultural Biologist 11 was deleted from Cost Center
5660, but the savings associated with removal of this position was inadvertently
represented in the budget as a positive $44,966. Therefore, the expenditure account for
permanent employee salaries is overstated by twice this amount, or $89,932.

Board of Supervisors Management Audit Division
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Y. i
Expenditure Account 5102000 Salaries w/o Benefits
(Compensated Absences)
County Executive Management Audit Expenditure
Recommended Proposed Decrease
$6,002,924 $0 $6,002,924

The FY 2007-08 budget for Valley Medical Center (VMC) includes an amount of
$6,002,924 to fund future vacation and sick leave costs that will be earned, but not used
in FY 2007-08. Pursuant to generally accepted accounting principles (GAAP), such costs
are required to be reported as liabilities on enterprise fund financial statements, and are
also reported for all funds on the County’s entity-wide financial statements. Although
the reporting requirements must be complied with to conform to GAAP, there is no
requirement to fund this liability. As of June 30, 2006, the County’s total liability for
accumulated vacation and sick leave amounted to approximately $107 million, of which
the VMC portion was $39 million.

The County has had a long-standing policy not to fund this liability, since the related
annual costs are based on a small but predictable number of employees who retire or
leave the County annually. The accumulated vacation and sick leave costs are then paid
from the annual budget from salary savings, or by keeping the employee’s position
vacant until the leave costs have been recovered. The County has never funded this
liability in the annual budget for the General Fund or any other fund, and is not
required to by any accounting standards or regulatory board, since this accumulated
cost will never come due all in one year. In practice, the cost of vacation and sick leave
payoffs is absorbed in the permanent salary account in all county departments,
including VMC. :

Although this cost should be included in the VMC budget to facilitate proper
accounting for the enterprise fund, as is VMC depreciation, funding this cost in the
budget would be inconsistent with the County’s funding policies and represents a $6
million drain on the County’s General Fund. This matter was discussed with the
County Controller-Treasurer, who concurs with our assessment and recommendation.

Expenditure Account 5420100 Interest Expense
County Executive Management Audit Expenditure
Recommended Proposed Decrease
$15,652,456 $14,474,487 $1,177,969

The FY 2007-08 VMC Enterprise Fund budget includes $15,652,456 for estimated
interest expense on various bonds and other debt instruments, net of estimated interest

Board of Supervisors Management Andit Division
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income earned on its average daily cash balances in the Commingled Investment Fund.
This estimate was originally prepared in August 2006. Based on a review of the cash
flow projection and average daily cash balances for FY 2007-08, it was determined that
the projected net investment income from the Commingled Fund was understated by
approximately $1,177,969. This estimate was reviewed with VMC fiscal staff who
concur with the revised amount, but have advised us that they plan on updating the
entire analysis to ensure that the other components and the estimated cash balances are
based on the most recent available information.

Board of Supervisors Management Audit Division
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