2015 Strategic Financial Plan Executive Summary

Executive Summary
Introduction

The County of Orange is committed to long-term strategic financial planning to ensure its
ability to respond to economic fluctuations and unanticipated events in a manner that
allows the County to maintain the quality and range of services provided to the
community. The year leading up to the 2015 Strategic Financial Plan process was
marked by continued moderate economic growth which has been the norm since the
Great Recession. While this growth has allowed the County to replace the use of one-
time monies with what is hoped to be an ongoing revenue source, the level of growth
does not allow for increased levels of service. The County continues to maintain current
levels of service while using fluctuations in revenue growth to complete previously
deferred projects.

Looking toward the future, a projected continuation of moderate growth requires prudent
use of the County’s limited resources to ensure alignment with countywide strategic
priorities and values. Commitment to the Board of Supervisors’ priorities of budget
stabilization, preparation for contingencies, and funding of agency infrastructure, in
addition to the VLFAA repayment to the State, emphasizes the need for long-term
strategic planning including building a reserve balance that best positions the County to
weather future economic variations with minimal impact on the community it serves.

Coming out of the Great Recession, the County maintained key services and programs
and implemented new award-winning programs including:

= Increasing Public Access to Services — The County of Orange Clerk-Recorder
received a 2015 award from the National Association of Counties (NACo) for
implementing once-a-month Saturday hours to make services such as marriage
licenses and ceremonies, passports, and vital and official records more accessible
to working families and students.

o« Teen Collaborative for Foster Youth — The County of Orange Social Services
Agency (SSA) earned a Merit Award from the California State Association of
Counties (CSAC) for Orange County Teen Collaborative Inspires Hope for Foster
Youth. The program brings together community partners with SSA to provide
strength-based, innovative and collaborative programs and services that build a
sense of purpose, community and inspiration among abused and neglected foster
youth. Youth are mentored and exposed to positive experiences and opportunities
such as visits to colleges, museums, sporting and cultural events.




2015 Strategic Financial Plan Executive Summary

e Veterans Services — Orange County Community Resources (OCCR) received a
2015 Human Services Award from NACo for the Veterans Resources Directory
project, which links veterans and their families to a host of services provided by
the County and other organizations. OC Community Services’ Vets Helping Vets
Work Study Program earned a CSAC Challenge Award for providing training and
work experience for veterans. The program assists full or part-time veteran
students or eligible dependents enrolled in a college degree or vocational trade
school to gain practical experience working at the Orange County Veterans
Service Office while receiving Gl Bill benefits. The program has been a win-win
for veterans and the County, augmenting existing resources while helping post-
9/11 veterans with employment opportunities.

The Process

The Strategic Financial Plan (the Plan or SFP) is a financial component of the County’s
Strategic Plan that provides short and long-term operational connection between the
County’s Strategic Plan and the annual budget process. It offers a means to gauge
Departments’ needs and resources to ensure the County’s financial position is sufficient
to support ongoing services and long-term needs while ensuring realistic sustainability
within potential future economic constraints. The Plan provides policy makers with a tool
for gauging the possible financial impact of policy decisions related to General Fund
operations, capital requirements, and strategic priorities.

The Plan establishes the framework for a five-year operating budget and prepares for
development of the next fiscal year budget with the caveat that assumptions used in
developing the plan may change over time. The Plan is developed with a goal of
identifying any significant issues that must be addressed to achieve the County’s mission,
goals and long-term plan for financial sustainability. The County continues to focus on
the following key fiscal goals:

= Budget stabilization and planning for contingencies
= Planning for and funding agency infrastructure

The primary focus of the SFP is the portion of the General Fund often referred to as
discretionary funding or Net County Cost (NCC). This is the funding source allocated to
departments and approved by the Board for programs and activities which are not funded
by specific revenue sources. The non-discretionary portion of the budget contains
mandated activities such as benefit payments to clients, which the County provides on
behalf of the State and Federal governments. Such activities are primarily funded with
State and Federal revenues.
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As in past years, the SFP focuses on General Fund gap analysis to highlight the
continuing impact of subdued General Fund revenue growth and the rising cost of doing
business. The plan focuses on identification of General Fund fiscal gaps (comprised of
Departmental planned expenditures net of Departmental revenues and NCC) and
imbalances that will need to be addressed during the FY 2016-17 Annual Budget Process.
A summary analysis of capital needs was also conducted. This year's SFP lays the
groundwork for establishing budget priorities and funding solutions for FY 2016-17 prior
to the normal timeframe of the annual budget process, allowing more time for
collaboration and creative solutions.

The SFP also provides an opportunity to review the General Fund Reserves Policy, which
is developed to provide flexibility in the maintenance and use of reserves and to reflect
the County’s continued commitment to sound fiscal policy. There are no recommended
changes to reserve policies proposed in this year’'s SFP.

Relevant economic data was used in preparing the County’s 2015 SFP including:

= General Purpose Revenue forecast developed in conjunction with forecasts by the
Auditor-Controller, the 2015-16 Local Assessment Roll of Values, and revenue
receipt trends.

= Various projections for capital and operating inflationary factors, as developed by
governmental or industry experts in the related field.

= Continued monitoring of economic forecasts published by Chapman University,
University of California, Los Angeles, the State Legislative Analyst Office and other
various sources.

Economic data compiled in August 2015 was included as part of the 2015 SFP
instructions. As changes occur in the economy, some projections may be updated during
the FY 2016-17 annual budget process.

Key Assumptions:
e The total cost of salaries and benefits is expected to increase over the five plan years
and includes the following assumptions:

e Salaries (growth projection developed independently and not in consultation with Human
Resource Services or the Board, and does not represent a commitment for bargaining
purposes)

e Years 1 through 3: 2.0%
e Years4 and 5: 1.0%
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¢ Retirement Rate Assumptions (Tier II)
o Safety Rate from 62% to 67% (3@50; excludes retiree medical)
o Non-Safety Rate of 28% (2.7@55; excludes retiree medical)
¢ Retiree Medical for AOCDS at 3% (6.7% for Law Enforcement Managers)
¢ Retiree Medical for General at 3.7%
e Health Benefit Cost Assumptions
e 5-Year Growth from $196M to $295M (50%)

e Consumer Price Index (CPI) Assumptions for Services & Supplies: 2.3% to 2.5%

e Departmental NCC limits were set for ongoing baseline operations (current levels of
service). FY 2016-17 NCC limits were projected using the adopted FY 2015-16 limits
($710M) as a starting point, with amendments for technical adjustments and removal
of one-time items resulting in proposed baseline limits for FY 2016-17 of $706 million.
Departments have identified $19 million in reductions that would be required to meet
the FY 2016-17 NCC limits. After factoring in NCC limit growth of 1% in each year of
the five-year Plan and removing any one-time items, departments identified a 5-year
cumulative budget gap of $328 million. The following table summarizes historical and
forecasted NCC.
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The following table summarizes NCC by program:

Program 12-13 13-14 14-15 15-16B | 16-17F | 17-18F | 18-19F | 19-20F | 20-21F
Public Protection $337.50 | $328.27 | $358.50 | $395.39 | $386.16 | $389.61 | $393.11 | $396.48 | $399.90
Community Services 137.30 [ 108.36 [ 132.34| 12556 | 12654 | 127.80 | 129.06 | 130.34 | 131.62
Infrastructure 32.10 31.54 32.35 20.98 21.11 21.24 17.18 17.32 17.46
General Government 97.30| 101.60| 105.80| 125.19| 11354 | 117.93| 11535| 120.08| 117.82
Capital Improvements 6.00 17.54 23.97 21.80 30.16 30.28 34.44 31.72 31.88
Debt Service 19.30 19.00 19.29 0.87 0.87 0.87 0.87 0.00 0.00
Insurance, Reserves & Misc. 5.20 (28.88) (0.23) 20.36 27.46 52.46 57.46 2.47 2.47
GRAND TOTAL NCC $634.70 | $577.43 | $672.02 | $710.15 | $705.84 | $740.19 | $747.47 | $698.41 | $701.15

Note: FY 15-16B NCC is the adopted budget. SFP years are forecasted (F).

Outlook and Opportunities

In general, trends in key economic indicators reflect continued modest economic growth
now and into the near future. Although economic growth is predicted to be better than in
the past several years, it is not sufficient to offset the Great Recession as far as income
and employment are concerned. Please see further discussion of economic impacts in
the Economic Forecast section of this document.

This SFP has been conservatively developed and includes modest growth consistent with
current economic conditions. The County continues to follow fiscal policies that will
stabilize department budgets, prepare for contingencies, and address and fund agency
infrastructure.

Expenditures

Key Issues —

= The cost of doing business continues to grow.
= Competing needs exist for General Funds, including the need to fund deferred
capital and information technology projects and ongoing strategic priority requests.

The following table illustrates the projected General Fund Sources and Uses. The Net
Baseline Uses contains department NCC requests including restore and expand
augmentations. The Baseline Uses assumes payment of the remaining $130 million
in VLFAA payments to the State within available baseline sources rather than use of
reserves previously set aside for the payments, creating the large gap between
sources and uses in FYs 2017-18 and 2018-19. This gap closes in FY 2019-20 when
the final payment is made. The County will attempt to make the VLFAA payments
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from the baseline budget to preserve reserve balances, but may draw on reserves if
needed to ensure no impact on mandated levels of service.

GENERAL FUND SOURCES & USES

5-YEAR BASE BUDGET FORECAST (in millions)
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Notes:

[1] Available Sources includes use of one-time revenue, but not reserves

[2] Net Baseline Uses is NCC limits plus restore and expand augmentations, and includes the
remaining $130M in VLFAA payments in FYs 16-17 through 18-19

The following chart summarizes variances in General Fund Departments’ forecasted base
sources and uses, inclusive of technical and reduction augmentations, and before
application of any General Fund contribution (NCC).
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DEPARTMENTAL BASE BUDGETS - FORECASTED GROWTH IN SOURCES & USES
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The County’s projected cost of retirement shows a slight increase over the 2014 SFP. As
illustrated in the following chart, preliminary forecasts for retirement reflect annual costs
growing from $407 million budgeted in FY 2015-16 to a forecast of $432 million in FY
2020-21, an average annual increase of 1.3%.

RETIREMENT COST PROJECTIONS
$500

$400  $407 ga18  $425 432

$387 $406
$326 $331
$300 -
$200 -
$100 -
$O il T T

2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21
Actual Actual Actual Actual Budget

Fiscal Year

Millions

Note: All years exclude Pension Prepayment and Retiree Medical.



2015 Strategic Financial Plan Executive Summary

The following summary of estimated County Contribution Rates for Tier || employees
reflects, in addition to changes in various actuarial assumptions, increased retirement
rates for Safety employees beginning in FY 2016-17 due primarily to a decrease in
mortality rates for Safety employees, and decreased retirement rates for Non-Safety
employees beginning in FY 2016-17 due primarily to an increase in mortality rates.
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Revenues

As previously illustrated, departmental base revenues (sources) are growing slowly, and
in one year are projected to be below growth in departmental base expenditures (uses).

The Plan forecasts a moderate increase in GPR and key departmental revenue sources
such as Public Safety Sales Tax.

The following chart summarizes historical and forecasted growth in GPR. Detailed
analysis of each component of GPR and Fund Balance Unassigned is provided in the
General Purpose Revenue Forecast section of this document.
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General Purpose Revenues (in millions)
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Obligated Fund Balances and Cash

The County maintains an established reserves policy (please see the Reserves Policy
section of this document) to mitigate cash flow impacts, maintain best debt ratings and
positive borrowing position, and to provide liquidity in the event of a catastrophic event.

Obligated Fund Balances Available to General Fund
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(Note: Balances exclude accounts held by other authorities/agencies such as balances held by the Orange
County Employees’ Retirement System [OCERS]. Balances assume VLFAA payment is made from base
budget rather than a draw from reserves.)

During the economic downturn, reserves were used to reduce the severity of impacts to
clients and Departments. Since that time, the County has committed to build reserves
back to a level that provides flexibility to maintain service levels and protects the County’s
cash position in order to meet its obligations. While the current and projected obligated
fund balances available to the General Fund reflect a healthier reserve position, the
Strategic Plan balance is inclusive of the remaining $130 million owed to the State over
the first three years of the Plan.

The County is conscientious in maintaining an adequate balance of General Fund cash
to address timing variances that occur throughout the year between expense and revenue

10
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transactions. Based on the current cash management plan, it is anticipated that cash
balances will remain stable throughout the financial planning period, although on a
cautionary note, cash may decline in years two and three when the two largest VLFAA
payments are due to the State if the payments cannot be made from available baseline
sources. The following chart reflects historical cash balances through June 30, 2014.

Cash (in Millions)
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Note: Cash balances are as of June 30 of each year as reported in the Comprehensive
Annual Financial Report (CAFR).

Infrastructure & Capital Expenditures

Economic conditions and competing priorities for General Funds influenced how the
County addressed capital spending. Beginning in FY 2007-08, like other peer counties,
Orange County deferred necessary investments in plant and equipment to balance
strained budgets and lessen potential cuts to ongoing operations. Coming out of the
Great Recession, the County is using the moderate growth in revenues to fund previously
deferred critical projects such as the Central Utility Facility infrastructure upgrade,
Sheriff's CCTV (closed caption television) jail video system, and the 800 MHz Countywide
Coordination Communications System upgrade. Continued deferral of project funding for
critical infrastructure repairs and maintenance increases the risk of further deterioration
and increases the probability that costs will be greater in the future. (See further
discussion in the Capital Improvement Plan section of this plan).

11
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Strategies

It is critical that departments continue reviewing programs and operations to determine
the best way to continue to size programs for future economic conditions and to ensure
critical services are maintained and performance goals continue to be met within the
confines of available resources. Departments and the County Executive Office are
currently planning for the FY 2016-17 budget process with a goal to preserve the ability
to provide quality services to stakeholders, including external clients and employees. Part
of this process is to continue looking for opportunities for additional funding to maintain
ongoing operations including efforts recently undertaken in development of the County’s
Legislative Platform.

Summary

The years since the Great Recession have been challenging; however, the County’s long-
term commitment to a balanced budget and early action has been successful in
maintaining core services with minimum impact to end users. Through their commitment
to fiscal prudence, the Board of Supervisors developed a vision for the County and
enabled the County to adapt to a radically changing environment. This commitment to
fiscal practicality will continue to be required as the County attempts to balance the
funding of identified needs.

The Board of Supervisors will be apprised of the County’s fiscal status on an ongoing
basis via the annual and quarterly budget reporting processes and other methods, as
appropriate. Carrying out vital services and assurance of responsible management
requires:

= That impacts continue to be evaluated and communicated timely;

= That the County continue to apply discipline to financial management;

= That structural balance focused on values and core services continues to be a
priority;

= That the County continues to seek creative alternatives and partnerships.

The Board has demonstrated commitment to fiscal responsibility. Their action has
ensured, and will continue to ensure, that government core priorities and services are
maintained while retaining fiscal sustainability.
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