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EXECUTIVE SUMMARY

The Quarterly Budget Report provides the Board of Supervisors, County
departments, members of the public, and other interested parties with an
overview of the current status of revenues, expenditures, Net County Cost (NCC),
total budgeted positions and various departmental issues requiring recommended
changes to the County’s budget. The Executive Summary provides information at
a summary level. Detailed information is provided following the Executive
Summary.

Overall Status

Since the first quarter, the economic condition at the local, State and national
levels has significantly worsened. Economic recovery is expected to occur later
and at a slower rate than past downturns. The state, no closer to resolving its
budget crisis, is projecting to run out of cash in late February 2009. The State’s
cash crisis will negatively impact the flow of funds to the County. Significant
economic events that continue or have potential to impact the County include:

= A projected State budget deficit for FY 2008-09 projected at $31 billion as
of January 2009 and a FY 2009-10 ending deficit that may reach $40 billion
absent corrective action. State revenues and cash balances that continue
to decline.

= Newly proposed State deferrals in funding to Counties of $3.46 billion in
the current fiscal year that is likely to continue into the next fiscal year.

= Continued increase in unemployment and decrease in job growth.
= Continued decline in the median price of homes and home sales.

= National and International financial market turmoil, impacting investment
yields and pension asset valuation.

= Decline in consumer spending resulting in continued decline in Proposition
172 revenue and Health & Welfare Realignment revenue.

In anticipation of the FY 2008-09 impacts from the State budget deficit and the
projected decline in local revenue sources, the County Executive Office has
continued to implement proactive measures to reduce the County budget and
drive cost savings. Components of the mid-year budget reduction plan include:
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= Restructuring of the retiree medical program resulting in a reduction of the
annual required contribution (ARC) from $131 million to $26 million

= Deletion of long-term vacant positions
» Implementation of a hiring freeze for regular and extra-help positions

= Members of the Orange County Managers Association (OCMA) voluntarily
voted to defer performance based salary adjustments

= Elimination of pay increases for Executive Management positions

= A Downsizing Steering Committee has been established to review and
coordinate the activities of the County agencies impacted by reductions

= $32 million or 4.5% reduction in Net County Cost limits for FY 2008-09
budgets

»  $46 million reduction to SSA, HCA and Probation Department to address
shortfalls in State and Federal revenues

= County Agencies were asked to develop an additional 5% Net County Cost
reduction contingency plan for FY 2008-09

= Capital project and information technology project budget reductions and
project deferrals

» Reduction in Workers’ Compensation and liability insurance rates

= Revised contract guidelines directing County Departments to negotiate
level growth in annual costs for multi-year contracts

= Contract encumbrance review and reversals

= $100 million TRAN issue

= Cash flow monitoring at fund and agency level

= Restructuring of Teeter program

These measures are expected to trend the County’s budget downward as we
continue to closely monitor the changes to the state and local economy.

Revenue

Overall, total County revenues in the Second Quarter were 13.5% below fiscal
year to date projections, compared to 9.0% above projections in the First Quarter
of this fiscal year. General Fund total revenues were 7.07% below fiscal year to
date projections. General Purpose Revenues were $155.4 million as of December
31, 2008, and $16 million or 9.0% below projections. The variances this quarter
were due primarily to:

= The timing of revenue receipts, including reimbursements and operating
transfers, related to delayed and deferred expenditures
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= Continued decline in Prop 172 and Health & Welfare Realignment
revenues (Prop 172 declined an additional 1.7% since the 1% Quarter and
Health & Welfare Realignment Revenues declined an additional 3.5%)

= Decline in unsecured property tax, supplemental, property transfer tax and
penalty collections compared to one year ago (Note: December 2008
initial secured property tax installments met projections)

Detailed variance explanations are provided in the Revenue section of the report
for those agencies/funds with variances greater than 10% and $100,000, or
greater than $1,000,000.

Revenue Highlights

General Purpose Revenues -9.0%

Public Safety Sales Tax -7.3%

Health & Welfare Realignment | -7.7%

Economic indicator data is presented in the Revenue section. The data is not
intended to be a projection or forecast of the economy; but, is to provide the user
with an overall perspective of current and historical activity within the County that
might impact General Purpose Revenue, in particular property tax revenue.
Property tax receipts are currently 5.0% below projections. Although the first
installment of secured property tax came in as projected, supplemental property
taxes and penalties are below expected by 42% and 47% respectively. We
anticipate that all components of this revenue source will continue to experience
declining and slower growth in future years due to the current housing market and
economic conditions.

Expense

Overall, total County expenditures/encumbrances are 8.5% below projections
compared to an unfavorable variance of 6.7% in the First Quarter. Departments
indicated that variances are due primarily to variance in timing of expenditure
patterns and savings from positions held vacant, with some offset by higher
programs costs due to increased case loads. Some savings have been achieved
in the area of infrastructure due to the deferral of projects. Additional savings
relate to Departments’ early efforts to trend down in order to balance budgets at
year end. General Fund variances include but are not limited to:

= Program | - Public Protection, 4.76% favorable
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=  Program Il - Community Services, 3.53% favorable

=  Program Il - Infrastructure & Environment, 20.26% favorable

= Program IV - General Government Services, -22.78% unfavorable
= Program V - Capital Improvements, 69.58% favorable

Note: The -22.78% unfavorable variance in general government services is primarily
related to (a) timing difference in the CAPS Program where as expenditures were incurred
at the beginning of the fiscal year rather than quarterly as in prior years, (b) increased
costs incurred by Registrar of Voters resulting from significant increases in voter
registration and participation in vote-by-mail related to the November 4, 2008 Presidential
Election [costs will be offset by future revenues] and (c) positive offsets created by cost
reductions and deferrals implemented by other Agencies.

Specific variance explanations are provided in the Expense section of the report
for those agencies/funds with variances greater than 10% and $100,000, or
greater than $1,000,000.

Net County Cost

Net County Cost (NCC) is $54.9 million (or 7.5%) above budget. This variance is
predominately due to the timing of and amount of unfavorable revenue variance
with minimal offset by a slight favorable expenditure variance as compared to FY
07-08. Line item detail is provided in the Net County Cost section of this report.

Cash and Reserves

Overall, total County cash balances are level with balances as of 12 months ago.
General Fund cash is down $4.6 million or 7.5% ($57.6 million as of 12/31/08 vs.
$62.3 million as of 12/31/07).

The net $98 million increase to total County reserves (from $1.743 billion to
$1.841 billion) is related to $76 million net budgeted increases to reserves for debt
service and infrastructure and environmental resources projects, primarily in OC
Dana Point Harbor, OC Waste & Recycling and John Wayne Airport; $31 million
net first quarter increase to general fund reserves for economic contingencies,
offset by draw downs for debt service and ATS/PTMS and CAPS+ information
technology projects.

The variance in General Fund cash is primarily due to repayments on the Teeter
program in November. It is anticipated that General Fund cash will continue to
experience negative growth in key revenue sources such as Public Safety Sales
Tax, Health and Welfare Realignment, and delays in state reimbursements for
County administered programs. The Auditor-Controller and the County Executive
Office meet weekly with county agencies to monitor changes in the General Fund
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cash balance. Information obtained from these meetings is used to enhance the
cash flow model maintained by the Auditor-Controller.

General Fund projected cash balances are presented on the following page:

GF Monthly Cash Balance (end of the month)

| FY 200506
& FY 2006007
@ FY 2007/08
@ FY 200809

Millions
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Source: Auditor-Controller

Budget Issues

This report contains recommended budget changes related to a variety of
departmental issues including recognition of grant funds, position changes,
negotiated salary adjustments, budget reduction plan adjustments, and technical
budget adjustments. Also included in the Budget Issues section are the results of

the Grant Survey.

Positions

The FY 08-09 adopted position count (adjusted for FY 2007-08 fourth quarter
activity) was 18,671. Position changes approved in the FY 2008-09 First Quarter
Budget Report resulted in a revised position count of 18,683. Position changes
approved in this report will result in a revised position count of 18,371.
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Proposed 2nd Quarter Position Changes
Current Authorized Positions 18,683
Net Position Adds 6
Vacant Position Deletes -286
Limited Term Position Deletes -32
Revised Authorized Positions 18,371

There are no classification changes this quarter. Position changes are included in
the Human Resources Issues section.





