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Children & Families
Commission of Orange County

Agenda Item No. 2
February 2, 2011 Meeting
DATE: January 23, 2011

TO: Children and Families Commission of Orange County
FROM: Michael M. Ruane, Executive Directorw‘%‘Q‘.__\

SUBJECT: Long Term Financial Plan Update

SUMMARY::

In response to Commission direction received at the October Board meeting, staff has
prepared an update for Long Term Financial Plan. It presents options 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 first quarter actuals
> Impact of the Governor’s proposal to potentially redirect Proposition 10 revenue
> Strategies to guide the Long Term Financial Plan update and development of the fiscal
year 2011/12 annual budget
> Preliminary schedule for development of the fiscal year 2011/12 annual budget

Background

The annual Long Term Financial Plan is updated annually in advance of the budget process to
provide a framework and guidance for the budget development. The Plan has been updated to
reflect:

» FY 2009/10 year-end actuals — Commission audited financial statements were
accepted by the Commission in October 2010 and have been incorporated in this
update. Updated actual expenses, encumbrances and fund balances have been
reflected in the Plan.

» Update revenue forecast based on year-end actuals and first quarter financial results —
As reflected in the attached presentation, FY 2009/10 year end revenue reflected a
12% percent decline from prior years and first year results for 2010/11 are down an
additional 5%. The Long Term Financial Plan assumes a 5% decline for the current
and next year and a 4% decline in subsequent years. Revenue estimates have been
lowered from prior plans.

» Funding Alternatives — While the Long Term Financial Plan 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. Staff has
provided these alternatives as ways of framing the policy options for future
investments. Two alternative strategies are presented for Commission consideration.
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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 October Commission meeting
and address Commissioners’ questions.

PRIOR COMMISSION ACTIONS:

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

2. February 2010 — Long Term Financial Plan Update

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

ATTACHMENT:
1. Attachment 1- Long Term Financial Plan Update Presentation

Contacts: Christina Altmayer
Kristen Thompson
Alyce Mastrianni
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Overview

e Commission annually reviews its Long Term Financial
Plan in advance of development of annual budget

— Forecast and anticipate revenue trends

— Evaluate long-term implications of annual budget decisions

e Key factors to be addressed in this update
— Updated revenue forecast based on 15t Quarter results

— Potential of Governor’s Proposal for redirecting Prop 10
revenue and impact on Fund Balance

— Three-year Budget Options
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Current Year Revenue Forecast

o After a 12.4% decline from FY 2008/09 to 2009/10, the Commission is

experiencing another 5% decline based on first quarter actuals

e Key factors in prior year decline

— Tobacco tax collection

— Increasing administrative and operational charges from BOE

July August September October First Q Totals
FY 2011* $2,743,625 52,677,744 $2,639,398 $2,312,920 $10,373,687
FY 2010 $2,732,711 $2,760,894 $2,752,432 $2,652,496 $10,898,533
% change 0.40% -3.01% -4.11% -12.80% -4.82%




Governor’s Proposal for FY 2011/12

e Governor’s Proposal identifies $1 billion in Prop 10 revenue
that would be redirected to support Medi-Cal services for
children

e No specific proposal has been introduced but likely to be
addressed through either:

— “Sweep” of existing Prop 10 fund balances; unencumbered balances
within county and state funds and/or

— Redirection of future year’s revenue
e Proposal would require approval of Legislature by March and
ballot initiative (likely June)
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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

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
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Long Term Financial Plan

e Long Term Financial Plan was reviewed by the
Commission in February 2010 and assumed
— Tiered reduction of program investments over the next 3 to

5 years transitioning to $38 million in FY 10/11 to $28
million in FY 2014/15

— Target Ending fund balance projected at $20 million

e Revenue continues to decline and staff has developed
alternative options for Commission consideration

e Option 1: Continue planned step-down approach

e Option 2: Maintain current funding to degree possible for next
three years; transition to one-time catalytic portfolio by FY 2014(],5
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Long Term Financial Plan
Option 1: Step Down Approach

e Implications

— FY 2011/12 Program Target — Reduce program funding from $38 million
to $30 million (exclusive of current contract obligations)

— To degree possible sustain critical investments in core health and
homeless services and implement new program designs for fiscal year
2011/12:

* Bridges for Newborn Network of Services
e Early Learning and Literacy

— Continue declining investments over 10 year period; reducing annual
investments to $20 million by FY 2018/19

— Ending fund balance projected at approximately $17 million

— Continue to aggressively pursue matching funds



Long Term Financial Plan Options
for FY 2011/12

Option 1: Tiered Step-down in Funding

Dollars in Millions
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Long Term Financial Plan
Option 2: Three Year Funding Model

e Implications

— FY 2011/12 Budget — Continue current year budget trend and sustain
current level of funding levels for multiyear programs for three-year
period (target program reductions of $5 million over three years)

— 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 $5 million

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



Long Term Financial Plan Options
for FY 2011/12
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FY 2011/12 Budget Process Overview

e Proposed budget will be developed consistent with
Commission direction

e Budget planning will occur in March and April with budget
proposal presented in May

e To improve financial management, staff recommends
Commission develop a three-year budget planning

— Budget would mirror contracting strategy to provide multi-year
agreements for major initiatives

— Set funding targets by goal area over the three-year period

e Continue to monitor budget proposals and provide options for
Commission response, as hecessary

— Provide statewide leadership on advocacy efforts (&
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