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Children & Families
Commission of Orange County

Agenda Item No. 1
March 2, 2011 Meeting
DATE: February 21, 2011
TO: Children and Families Commission of Orange County

FROM: Michael M. Ruane, Executive Director w“luQ-‘..._\

SUBJECT: Long Term Financial Plan Update

SUMMARY:

In response to Commission direction received at the February meeting, staff has prepared an
update for Long Term Financial Plan. Options are presented for the Commission’s
consideration of addressing immediate funding priorities as well as long-term funding
challenges. The Long Term Financial Plan is a planning and alternatives exercise and does not
allocate funding specifically to any program or contract. Implementing actions are required
through the approval of the annual budget and/or authorization of specific program contracts.

The attached presentation provides:
> Update of year to date tobacco tax revenue based on revenue received through
December 31, 2010
> Impact of the Governor’s Budget Proposal to potentially redirect Proposition 10
revenue
> Further information related to the proposed long-term funding options presented at the
February meeting.

Long Term Financial Plan
The annual Long Term Financial Plan (LTFP) is updated annually in advance of the budget
process to provide a framework and guidance for the budget development.

While the LTFP does not allocate program funding to specific goal areas or programs, staff
has tested various scenarios as a framework for developing the fiscal year 2011/12 and future
year budgets. This update focuses primarily on the impact of the Governor’s and State
Legislatures budget proposals to redirect Proposition 10 revenue. The Governor’s Office is
advocating for a redirection of $1 billion in Proposition 10 revenue statewide.

Two alternative strategies are presented for Commission consideration. The first assumes a
gradual step down in annual funding allocations consistent with prior Commission direction.
The second assumes a more accelerated pace of spending, resulting in less capacity in the out-
years of the planning horizon. Additional alternatives will be developed based on Commission
direction at the February meeting.

Commission staff will review the attached presentation at the March Commission meeting
and address Commissioners’ questions.
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PRIOR COMMISSION ACTIONS:

e October 2010 — FY 2009-10 Year-end Report and Public Hearing and FY 2010-11
Financial Update

e February 2011 — Long Term Financial Plan Update

RECOMMENDED ACTION:
Receive Long Term Financial Plan Update and provide direction to staff.

ATTACHMENT:
1. Long Term Financial Plan Update Presentation

Contacts: Christina Altmayer
Michael Garcell
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Recap of February Commission Meeting

e At the February meeting, Commission received an update on
Long Term Financial Plan:

— Updated revenue forecast through October 2010
e Experience a 5% decline from prior year

— Reviewed June 30, 2010 Financial Statements and Fund Balance
Available

— Reviewed two potential long-term financial scenarios
e Option 1: Gradual Reduction/Step Down in Funding

e Option 2: Three-Year Sustained Funding (Significant Reduction in FY
2014/15)

— Commission directed staff to continue to analyze impacts of State
Budget and evaluate further multi-year impacts of Option 2
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March Updates

e Revenue

— Actual Prop 10 Revenue receipts through December 31, 2010 are
available and year over year decline has been reduced to 4% (1 point

gain)
— Aligns with current year budget assumption of $28. 2 million

e Governor’s Proposal

— Further activity on Governor’s proposed redirection of $1 billion in Prop
10 revenue statewide

— Update includes impact analysis

e Staff has continued to refine Long Term Financial Plan
assumptions and impacts
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Commission Fund Balance
as of June 30, 2010

CHILDREN AND FAMILIES COMMISSION OF ORANGE COUNTY
SCHEDULE OF GOVERNMENTAL FUND BALANCE AS OF JUNE 30, 2010
Beginning Fund Balance (per 6/30/10 Audited Financial Statements) $122,521,616
Revenues 36,305,503
Expenditures (56,088,242)
Ending Fund Balance $102,738,877
Ending Fund Balance Components
Committed Funds:
Reserved for Imprest Funds 15,000
Reserved for Encumbrances 43,044,502
Reserved for Contractual Obligations 24,677,280
Reserved for Capital Projects 2,500,050
Designated for Program Operations 2,495,502
Designated for Future Funding Cycles and Operating Budget 30,006,543
Total Committed Funds $102,738,877
Uncommitted Funds: 0

Obligations for
existing and
pending contracts

Funds at greatest
risk despite
designation
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Prop 10 Actual and Forecasted Revenue
and Potential Revenue Redirection

Dollars in Millions
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« Staff is assuming a 5% decline from FY 2009/10 through FY 2011/12, and 4% decline in
subsequent years
* Funding forecast assumes a 50% redirection from Governor’s proposal t"'
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Update on State Budget Impacts on Prop
10 Funding

e Governor’s revised redirection proposal identifies $1 billion in Prop 10 revenue that
would be redirected to support Medi-cal and other 0-5 services
— Department of Finance are prepared to ask the Legislature to approve by a 2/3-vote a bill
that will amend Prop 10 to require county commissions to contribute $950 million and

the state commission to contribute S50 million to the state budget; intent is to avoid
ballot initiative.

— Legislation will include a finding that this is consistent with the intent of the Children and
Families Act.

— Commissions would have until the end of fiscal year 2011-12 to provide the funds
e Orange County’s share would be $51. 4 million or 173% of total annual revenue.
* Represents 50% of total fund balance reported as of June 30.

e Assembly and Senate have passed bills with comparable redirection provisions

— Senate approved taking $1 billion from Proposition 10, but not the on-going diversion of
50-percent of future funding.

— Assembly approved a similar action, included eliminating the State Proposition 10
Commission.



Impact of Revised Proposal

Assuming one-time Transfer of $1 Billion Statewide

e Impact on Orange County of $51 million payment — OC Commission would
need to explore options to meet demand payment. Options could include:

— Reducing or eliminating Operating, Future Funding Cycle and Program
Reserves = $32.4 million

— Funding additional requirement through:
 Revisiting existing contracts obligations/commitments of S70 million
and/or
e Reducing or eliminating planned renewals scheduled for FY 2011/12

— Potential Impact on Future Funding Cycles

e Require Commission funding to immediate transition to portfolio equal to
the amount of annual funding

e Example: Current FY 2010/11 annualized program budget is S45 million
(excluding one-time funding); program budget would be revised
immediately to meet annual revenue projections
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Impact of Governor’s Proposal
Assumes Redirection of 51 million

Dollars in Millions
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Option 2: Three Year Funding Model
Update

e At the March meeting, staff presented an update option for the Commission’s
consideration related to the Long Term Financial Plan. This option would include:

FY 2011/12 Budget — Continue current year budget trend and sustain current level of
funding levels for multiyear programs for three-year period

Assume no program renewals beyond next three year period

Transition to catalytic/one-time funding beginning in fiscal year 2014/15 and total annual
investments forecasted at $20 million (depending on actual revenue)

Ending fund balance projected at approximately S5 million

Requires significant changes in funding and staffing model beginning in FY 2014/15

e Year 4 Budget Implications

Sustained level of funding for FY 2011/12 through FY 2013/14
In Fiscal Year 2014/15, program budget reduced from $39.5 million to $25.4 million (35% decline)

Allocations by program year would need to be established by Commission



Updated Long Term Financial Plan
Option 2: Sustained Funding for Three Years
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FY 2011/12 Budget Implications

* Renewal Actions for FY 2011/12

— Several renewal actions included on this agenda, based on Commission
direction, these actions could be held over or postponed, pending
resolution of potential Prop 10 redirection

e Ongoing Impact Analysis

— Staff will continue to develop impact analysis based on updated
redirection proposals

e FY 2011/12 Budget Development

— Staff will continue to evaluate budget options and implications with
goal of adopting the FY 2011/12 Budget no later than May 2012

— Determine the proposed FY 2011/12 Funding Level
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