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Item No.
Budget 

Unit Department Name Revenue/Expenditure Account
Revenue 
Increases

Expenditure 
Decreases  Net Savings 

1 All General Fund Balance Public Safety Sales Tax 1,361,897         1,361,897         

2 All General Fund Balance Realignment Sales Tax 5,542,884         5,542,884         

3 116 In-Home Support Services Insurance Premiums 1,126,092         1,126,092         *

4 116 In-Home Support Services IHSS Individual Providers - County Cost 4,708,178         4,708,178         *

5 130 Employee Services Agency Self Insurance Claims 250,000            250,000            

6 132 Risk Management Other Charges for Services 2,682,902         2,682,902         

7 132 Risk Management Insurance Premiums 421,000            421,000            

8 135 Fleet Services Bulk Fuel 603,423            603,423            

9 148 Department of Revenue VMC General Collections 482,265            482,265            

10 217 Criminal Justice System-wide Costs Public Safety Sales Tax 1,327,000         1,327,000         

11 230 Office of the Sheriff Law Enforcement Services to Other Agencies 340,985            340,985            

12 263 Facilities and Fleet Department Various Utilities 240,489            240,489            

13 410-921 Health and Social Services Realignment Sales Tax 6,038,549         6,038,549         

14 921 Valley Medical Center Insurance Premiums 216,969            216,969            

15 921 Valley Medical Center Medical Supplies-Pharmaceuticals 1,000,000         1,000,000         

921 Valley Medical Center Interest Expense 1,434,883         1,434,883         

119 Special Programs Hospital Subsidy 1,315,192         1,315,192         

TOTAL 18,197,482       10,895,226       29,092,708   **

Notes:
* We have agreed with OBA to a combined General Fund savings of $4,992,959 compared with the $5,349,700 of General Fund savings related to these two recommendations.
** Recommendations 3, 4, 5, 6, 7, 8 and 12 include non-General Fund savings estimated to amount to about $1,969,000. Therefore, the net General Fund savings totals approximately $27,123,708.

SUMMARY OF MANAGEMENT AUDIT DIVISION RECOMMENDATIONS
FY 2011-12 BUDGET REVIEW
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FY 2010-11 General Fund Balance 
 
The FY 2011-12 Recommended Budget includes as a one-time revenue source an estimate of 
$88,350,000 in General Fund Balance to be carried over from FY 2010-11 to FY 2011-12. This 
includes approximately $87.6 million in unspent Contingency Reserve funds, $26.5 million in 
San Jose Redevelopment Agency funds, and $11.0 million in other funds, including excess bond 
funds. However, the General Fund Balance estimate also assumes that department budgets will 
end FY 2010-11 with a $36.7 million deficit of expenditures versus revenues. 
 
To help address the County’s budget, the Management Audit Division has identified additional 
revenue that will be generated from public safety sales tax and realignment sales tax. Our 
analysis of these General Fund Balance sources follows. 
 
1. Public Safety Sales Tax 
 
This line item represents revenue from a 0.5 percent tax collected on all taxable sales within the 
State of California. The tax is collected by the State, and then reallocated to each County based 
on that County’s percentage of taxable sales, relative to the other 57 counties, in the calendar 
year preceding the fiscal year in which the taxes are allocated, so that Santa Clara County’s FY 
2010-11 Public Safety Sales Tax receipts reflects its percentage of Statewide taxable sales in 
Calendar Year 2009. Management Audit staff closely monitors the monthly receipt of these 
revenues during the fiscal year. In the current fiscal year, receipts have consistently been ahead 
of last year’s receipts. To date, receipts are running 2.95 percent ahead of FY 2009-10 receipts. 
Assuming that trend continues for the remaining three months of FY 2010-11 receipts, total 
receipts for the year will amount to $138,494,036, or $1,361,897 in excess of the FY 2010-11 
budgeted amount, providing additional contribution to the year-end fund balance. The Office of 
Budget and Analysis concurs with this projection. 
 
2. Realignment Sales Tax 
 
The State of California collects a 0.5 percent sales tax on all taxable sales in California, and 
apportions the revenues to local governments to fund health and social services programs as part 
of a realignment of State and local responsibilities adopted in 1991. These revenues are paid to 
the County in two separate ways. First, the County receives monthly base payments from the 
State, which add up to a yearly base amount. Second, if the State collects a greater amount of 
sales tax than the yearly base amounts for the 58 counties, it provides additional caseload growth 
payments, which are allocated to the counties based on their relative percentages of growth in 
social services caseloads. The County has not received a caseload growth payment since  
FY 2006-07. 
 
There are separate apportionments of this tax included in the budgets of the Social Services 
Agency, Mental Health Department, Public Health Department and Santa Clara Valley Medical 
Center. A review of Period 10 revenue estimates from these departments shows they had 
estimated total collections from this source of $95,710,440. However, based on the latest 
information obtained from relevant State officials by the Controller’s Office, which became 
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available after the Recommended Budget was issued, Santa Clara County will receive its total 
base amount of $93,056,334, plus an additional caseload growth payment totaling $8,196,990, 
for total FY 2010-11 receipts from this revenue source of $101,253,324. This is an increase of 
$5,542,884 that would be added to the year-end fund balance. Actual receipt of the growth 
payment from the State normally would occur later in Calendar Year 2011. The Office of Budget 
and Analysis concurs with this change, which also impacts the estimated FY 2011-12 revenue 
from this source, as described further in Item 13 of this report.  
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FY 2011-12 Departmental Budgets 
 
BU 116 – In-Home Support Services (IHSS)    Page 393     
 
The following section of our report discusses proposed reductions totaling $5,349,700 to the 
budgeted service levels forecasted in the Recommended Budget. The FY 2011-12 Recommended 
Budget reported a 2.2 percent increase in cases and a 3.0 percent decrease  in  IHSS  workers  
from  March  2010 to March 2011, but a $29.5 million, or 67.5  percent  increase  in  General  
Fund  cost  from  $43.7  million  in FY 2010-11 to $73.2 million in FY 2011-12. OBA has 
reviewed our calculations and projections and reports that their current calculations are very 
close, amounting to a General Fund savings of $4,992,959 compared with the net General Fund 
savings projected below of $5,349,700. The following discussion explains the basis for the 
recommendations made by the Management Audit Division. We are agreeable to the revised 
projections made by OBA amounting to a General Fund savings of about $4,992,959. 
 
3. Insurance Premiums 
 
Expenditure Account 5220100  Insurance Premiums 
 
 County Executive Management Audit Expenditure 
 Recommended Proposed Decrease 
 
 $46,130,952 $45,004,860 $1,126,092* 
  
* The County portion of this proposed savings would be $641,522. 
 
The FY 2011-12 Recommended Budget includes $46,130,952 for insurance premiums related to 
the cost of fringe benefits, including health, dental and vision insurance for In-Home Support 
Service workers. This amount was estimated based on the following cost structure: 
 
 Monthly Projected Budgeted 
 Insurance  Premium Cases Cost 
 
Health (VHP) $451.91 7,500-7,923 $42,733,158 
Dental  $27.36-$28.32 8,006-8,457 2,765,763 
Vision  6.40 8,006-8,457 632,031 
   Total    $46,130,952 
 
The Recommended Budget assumes a 1.0 percent monthly increase in the number of cases, but 
that projection was subsequently updated to 0.5 percent, resulting in the ranges listed above. For 
example, the budget projects a range in the number of IHSS workers receiving VHP health 
insurance starting at 7,500 in July 2011 and reaching 7,923 in June 2012. However, during the 
past 24 months the health insurance case load has ranged from a low of 6,824 in July 2009 to a 
high of 7,452 in April 2011. Using this 24-month period, we performed a least squares statistical 
analysis to project the 12 months of FY 2011-12 based on the average rate of growth that had 
occurred during this prior two-year period. Attachment 1 shows the resulting projected range to 
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be from 7,458 cases in July 2011 to 7,912 cases in June 2012. Using this data, we are projecting 
total FY 2011-12 health insurance costs for IHSS workers to amount to $41,607,066, or 
$1,126,092 less than budgeted. However, after adjusting for the reduced amount of IHSS 
employee Co-Pay revenue that would be generated due to the reduced number of projected cases, 
and the reduced State and federal reimbursements, the net County savings would be 
approximately $641,522. 
 
4. IHSS Individual Providers 
 
Expenditure Account 5300800  IHSS Individual Providers 
 
 County Executive Management Audit Expenditure 
 Recommended Proposed Decrease 
 
 $53,857,529 $49,149,351 $4,708,178* 
  
* The amount reflects the County portion of this proposed savings, since only the County portion is budgeted. The 
gross amount of IHSS Individual Provider wages is approximately $229,356,540.  This proposed reduction would 
eliminate $11,609,871 of that amount, of which $4,708,178 is the County share. 
 
The IHSS program includes more than 17,000 individual providers who are currently authorized 
to work about 1,350,000 hours per month averaging about 77.8 hours per worker per month. The 
recent (May 27, 1011) update to the Recommended Budget assumes a substantial increase in 
authorized hours resulting in paid hours of 1,394,832 in July, and increasing monthly throughout 
the fiscal year to a level of 1,473,495 paid hours in June 2012, and totaling 17,206,042 for the 
fiscal year. To test the relationship between authorized and paid hours we analyzed the results of 
the past 24 months as shown in Attachment 2. During this period, authorized hours totaled 
31,986,649 and paid hours amounted to 30,691,609, or 95.97 percent of authorized hours. 
Consequently, to reach a total of 17,206,042 paid hours in FY 2011-12, authorized hours would 
have to increase to about 17,928,563, or an average of 1,494,000 per month, which is about 10.7 
percent above the current monthly level.  
 
Two recent changes in State law make such an increase unlikely. Effective February 1, 2011, 
Section 12301.06 of the Welfare and Institutions Code required the California Department of 
Social Services to reduce all IHSS case authorized hours by 3.6 percent. This resulted in a 
reduction of authorized hours from 1,396,295 in January 2011 to 1,349,673 in April 2011, and 
average hours per worker per month declined from 77.8 hours to 73.5 hours. Section 12301.06 is 
effective through June 30, 2012. Secondly, the Governor’s May revision to the State FY 2011-12 
budget, projects a decrease in the FY 2011-12 IHSS caseload stemming from another change to 
State law requiring the provision of IHSS services to be contingent upon a written certification 
from a licensed health care professional that personal care services are necessary to prevent out-
of-home care (Attachment 3). This requirement applies to all existing and new cases. Given the 
increased legislative and administrative requirements directed at reducing IHSS services and 
eligibility, we believe the projected increase in the Recommended Budget is overstated.  
 
In order to project the FY 2011-12 IHSS service level, with new legislative and administrative 
requirements notwithstanding, we used actual paid IHSS hours for the past 24-month period, to 
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perform a least squares statistical analysis to project the 12 months of FY 2011-12, based on the 
average rate of growth that had occurred during this prior two-year period. Attachment 4 shows 
that the trend line for IHSS actual paid hours projects a total of 16,335,085 for FY 2011-12, 
which would require approximately 17,021,033 authorized hours, or about 1,418,419 hours 
average per month, based on the 95.97 percent paid hours to authorized hours historical 
relationship. This projected level would equate to an average increase in authorized hours of 
about 5.1 percent over the current level, but does not account for loss or denial of eligibility for 
existing clients and  new  applicants  as  a  result  of  the  more  stringent  eligibility  
requirements in FY 2011-12. 
 
Based on the projected FY 2011-12 service level of 16,335,085 paid hours, the projected total 
cost of IHSS individual provider hours would be reduced from about $229,356,540 to 
$217,746,670, or $11,609,871. The reduced cost would result in projected County savings of 
$4,708,178, based on a budgeted County cost of $53,857,529 versus a projected reduced cost of 
$49,149,351. 
 
  

5



6



7



8



9



10



11



Review of the County of Santa Clara FY 2011-12 Recommended Budget 

Board of Supervisors Management Audit Division 
 

BU 130 – Employee Services Agency  Page 190 
 
5. Self Insurance Claims 
 
Expenditure Account   5340000                                                    Self Insurance Claims 
Fund 0280 Cost Center 1127 (Life Insurance) 
 
 County Executive Management Audit Expenditure 
 Recommended Proposed Decrease 
 
 $21,046,820 $20,796,820 $250,000 
 
Expenditure Account 5340000-Self Insurance Claims is the sum of two self-insurance claims 
expenses: 1) dental claims, and 2) life insurance claims. The dental claims expense in the FY 
2011-12 Recommended Budget is $20,013,820, and the life insurance claims expense in the FY 
2011-12 Recommended Budget is $1,033,000. These total the Recommended Budget amount of 
$21,046,820 in the Self Insurance Claims line item. However, the dental portion of the line item 
is budgeted at approximately $20,000 less than actual claims are estimated to be, and the 
Recommended Budget overestimates the life insurance claims portion by more than $300,000. 
Cumulatively, we estimate that the Recommended Budget is $291,000 more than necessary. 
These estimates are summarized in the table below. A detailed description of the basis for the 
Management Audit estimates follows the table. 
 

Dental Claims and Life Insurance Claims 
Recommended Budget vs. Projected Expenses 

 

County Executive 
Recommended Budget 

for FY 2012

Management Audit 
Projected Expenses 

for FY 2012 Difference 

Dental 20,013,820                     20,033,774               (19,954)       
Life 1,033,000                       721,897                    311,103      

Total 21,046,820$                   20,755,670$             291,150$     
 

Dental Insurance (Fund 282) Cost Center 1129 
 
The actual dental claims history is shown below, along with the projected actual for FY 2010-11, 
based on actual claims amounts posted to the County’s SAP financial system through April 
2011, or about 83 percent of the current year.  
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Actual and Projected Expenditures for Dental Claims 
FY 2003-04 through FY 2010-11 

 

Fiscal Year Expenditure 
Percent 
Change 

FY 2003-04 $15,179,879    
FY 2004-05 16,498,431  8.7% 
FY 2005-06 17,090,305  3.6% 
FY 2006-07 18,215,986  6.6% 
FY 2007-08 19,362,998  6.3% 
FY 2008-09 18,873,907  -2.5% 
FY 2009-10 19,658,353 4.2% 

FY 2010-11 Projected $19,338,656  -1.6% 
   

FY 2011-12 Management 
Auditor Projected $20,033,774 3.6% 

FY 2011-12 County 
Executive Recommended $20,013,820  

 
As shown in the table, dental claims expenses are projected to be about $20,000 more in FY 
2011-12 than is included in that year’s Recommended Budget.  
 
Life Insurance (Fund 280) Cost Center 1127 
 
This fund accounts for monies for the County’s life insurance claims. From FY 2003-04 through 
the projected expenditures for FY 2010-11, the actual expenses have averaged about $722,000. 
During these most recent eight years, there has only been one year,  
FY 2007-08, in which actual claims exceeded $1 million. The historical expenditures are 
presented in the following table. 
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Actual and Projected Expenditures for Life Insurance Claims 
FY 2003-04 through FY 2010-11 

 
Fiscal Year Expenditure 
FY 2003-04 $886,500 
FY 2004-05 382,628 
FY 2005-06 272,336 
FY 2006-07 473,310 
FY 2007-08 1,838,458 
FY 2008-09 563,019 
FY 2009-10 983,432 

FY 2010-11 Projected 375,492 
Eight-Year Average $721,897 

  
FY 2011-12 Management 

Auditor Projected $721,897 
FY 2011-12 County 

Executive Recommended $1,033,000 
 
The FY 2011-12 Recommended Budget allocates $1,033,000 for this account, which is 43 
percent more than the actual average expenditures for the last eight years. This amount came 
from a preliminary actuarial report, which recommended funding at that level. (The final version 
of the report, issued April 27, 2011, recommended an additional $12,000, for a recommended 
funding requirement of $1,045,000.) Both the original estimate and the revised estimate are 
based on conservative assumptions and leave substantial amounts of cash in surplus in reserve to 
meet potential claims expenses. The revised figures are calculated such that there is a 70 percent 
chance that the County’s actual expenses will fall between $677,000 and $1,045,000. The 
Department budgeted the highest amount of this range on the recommendation of the actuary.  
 
Even assuming that the County did pay out the estimated claims amount of more than $1 million 
in FY 2011-12, the actuarial report indicates that there would still be $1,530,000 in cash as of 
June 30, 2012, of which $729,000 would be “surplus” over and above the amount reserved as a 
buffer against unexpectedly high claims (Attachment 1). In addition to conservative assumptions 
regarding future claims payouts, the actuarial report upon which the budgeted figure was based 
also assumed that the insurance plan would cover 15,835 individuals, which includes full-time 
employees, part-time employees, executive retirees, commission members and a few Stanford 
affiliates. This total is made up of 15,499 active staff, as counted on December 28, 2010, 143 
retired executives as of that date, eight Stanford affiliates, and 185 commission members as of 
April 2011.1 As of May 27, 2011, the department reported a revised total for all of these 
categories of 15,691. Furthermore, as a result of budget reductions, the County will have slightly 
fewer staff in FY 2011-2012 than it currently has. Fewer staff results in fewer insured persons, 

                                                 
1 The County does not pay the full premiums for all of these personnel. For example, part-time staff pay their pro-
rata share. 
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and reduces the risk of payouts on this account. Reducing this line item to the average actual 
expenditure would reduce the budget by about $311,000.  

Dental and Life Insurance Claims 
 
Combining the Management Audit estimated expenses for dental insurance and life insurance 
claims results in an expenditure reduction of $291,000. Therefore, the Management Audit 
Division conservatively recommends reducing the FY 2011-12 Recommended Budget by 
$250,000, from $21,046,820 to $20,755,670, with the reduction coming entirely in Fund 280 – 
Life Insurance. This would leave $783,000 in Fund 280 for this expense, or 8.5 percent more 
than the actual average annual expense over the last eight years.  
 
In the event that life insurance claims in Fund 280 exceeded $783,000 in FY 2011-12, the 
difference between the budgeted amount and the actual expense would simply come from the 
cash balance in Fund 280. As of the close of FY 2009-10, that fund had unrestricted cash of 
nearly $1.8 million, and it owed less than $1.3 million in total liabilities, resulting in unrestricted, 
available cash of more than $500,000, according to SAP, the County’s financial system. This 
unrestricted cash balance had grown to nearly $1.3 million as of April, 2011. Therefore, lowering 
this budgeted expenditure by $250,000 carries minimal budgetary risk, as the underlying non-
General fund has significant resources that could be tapped in the event of unusually high claims. 
Implementation of this reduction would result in reduced payment by the various County funds 
into this line item, primarily the General Fund. 
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BU 132 – Risk Management  Page 206 
 
6.  Other Charges for Services 
 
Revenue Account 4727100  Other Charges for Services 
Fund 0075 Liability Insurance ISF 
 
 County Executive Management Audit Revenue 
 Recommended Proposed Decrease 
 
 $23,182,902 $20,500,000 $2,682,902 
 
The Liability Insurance ISF ended FY 2009-10 with an unrestricted fund balance of $14,027,000 
as of June 30, 2010. As an internal service fund, it is required to operate on a breakeven basis. 
Consequently, for FY 2010-11 the Risk Management Department reduced departmental 
insurance charges from $24,285,506 in FY 2009-10 to $20,545,547 in FY 2010-11, or 
$3,739,959 less in an attempt to refund the accumulated profits over a three-year period. 
However, based on current accounting reports through May 31, 2011, it appears that the ISF will 
end FY 2010-11 with a fund balance of approximately $14.0 million. The Department reported 
that the FY 2011-12 budget currently includes an additional proposed refund of $2.7 million. 
However, FY 2011-12 departmental charges are budgeted to increase to $23,182,902, which is 
$2,637,355 over actual FY 2010-11 charges, while FY 2010-11 appears to be operating on a 
breakeven basis.2 In addition, actual expenditures for the past three fiscal years have declined to 
an average of about $22 million, or $1.1 million less than the currently budgeted FY 2011-12 
departmental charges (this excludes any actuarial adjustments following the end of the fiscal 
year, however during this three-year period the adjustments resulted in a net reduction of 
expenses).  
 
Consequently, although operating as an ISF, the actual year-end Liability Insurance ISF fund 
balance has increased consistently in recent years as shown on the next page, despite the 
departmental effort to refund surplus in FY 2010-11. 
 
  
  

                                                 
2 During the past four fiscal years, the actuary has recommended accrual of year-end expenses to increase and 
decrease the estimated cost of self-insurance losses. These adjustments were reductions to estimated liabilities in FY 
2009-10 and FY 2008-09 by $1,600,281 and $1,360,294, respectively thereby increasing the Liability Insurance ISF 
fund balance. In FY 2007-08 and FY 2006-07 the actuarial year-end adjustments were increases to estimated 
liabilities by $1,717,993 and $1,729,911, respectively thereby decreasing the Liability Insurance ISF fund balance. 
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 Fiscal Fund Cash 
 Year-end Balance Balance 
  
 2010-11 $14,000,000 $40,000,000* 
 2009-10 14,027,000 39,144,000 
 2008-09 11,138,000 37,992,000 
 2007-08 9,032,000 36,893,000 
  
* Estimated based on actual FY 2010-11 expenditures and revenues through May 31, 2011, and actual June 2010 
expenditures and revenues. 
 
For FY 2011-12, the Department should increase the budgeted refund by maintaining 
departmental charges at the FY 2010-11 level of $20.5 million. If this reduction is successful in 
refunding one-third of the projected $14 million June 30, 2011 surplus, such refunds should be 
continued in FY 2012-13 and FY 2013-14 in accordance with the Department’s three-year 
surplus refunding policy.  If the Board of Supervisors approves of the recommended reduction in 
FY 2011-12 departmental charges, this refund would result in a savings of approximately 
$2,682,902 over the Recommended Budget.  Alternatively, if the Board believes that given the 
current financial condition of the County, the general economic circumstances in the State, and 
the minimum level of County services that must be provided to ensure the health and safety of 
the citizens of the County of Santa Clara, current policies could be revised to be consistent with 
the present economics. As an option, the Board could consider a three-year refunding of the 
surplus on an accelerated basis such as 50 percent, 30 percent or 20 percent. 
 
Based on the Board’s expressed interest in establishing and funding reserves to meet the 
County’s cash flow needs, the impending funding reduction from the finalization of the  
FY 2011-12 State budget, as well as the unfunded liabilities in other funds such as the Workers’ 
Compensation ISF, which is only funded at 64 percent of projected liabilities, reserves 
transferred from the surplus fund balance in the Liability Insurance ISF fund should be 
considered for such purposes. 
 
7. Insurance Premiums 
 
Revenue Account 4727100  Other Charges for Services 
Fund 0075 Liability Insurance ISF 
 
 County Executive Management Audit Revenue 
 Recommended Proposed Decrease 
 
 $23,182,902 $22,761,902 $421,000 
 
 
The Insurance Premiums account funded by County-wide charges that amount to $23.2 million 
for General Liability. The portion that is budgeted in Risk Management and a portion that is 
budgeted in Valley Medical Center. The portion that was budgeted in Risk Management is 
includes premiums for excess insurance through CSAC. The $23.2 million is made up of 
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estimated premiums and estimated deductibles. The premiums portion in the budget is 
approximately $13,021,850. The remaining amount is for estimated deductibles. The deductibles 
are estimated based on actuarial studies, with adjustments by staff. The deductible amount in the 
budget is slightly higher than the amount that was estimated by CSAC on June 3, 2011. This 
amount was $13,189,223. However, this amount included a 5 percent “contingency,” or 
$628,058 over and above the estimated premiums. If the budget were to reflect the total premium 
amount, excluding contingency, as estimated on June 3, 2011, it would include only $12,561,165 
for the premium amount. The Management Audit Division recommends reducing the 
contingency amount by $421,000. This will reduce the charges to the departments, including 
General Fund departments. This amount is in addition to the $2.7 million in item number 6. 
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BU 135 – Fleet Services Page 157 
 
8. Bulk Fuel 
 
Expenditure Account 5285100 Bulk Fuel 
Fund 0073 Fleet Management 
 
 County Executive Management Audit Expenditure 
 Recommended Proposed Decrease 
 
 $6,303,423 $5,700,000 $603,423 
 
The Fleet Management Division of the Facilities and Fleet Department purchases bulk fuel for 
County vehicles. For the last five years, the average actual expenditure for bulk fuel was 
approximately $4.8 million. As displayed in the table below, bulk fuel costs during this period 
ranged from $4.0 million to $5.7 million, with an average growth rate of 7.6 percent. 
 

Bulk Fuel Budgeted and Actual Expenditures 
FY 2006-07 to FY 2010-11 

 

Fiscal Year 
Budgeted 

Expenditures 
Actual 

Expenditures Surplus 
FY 2006-07 $5,009,997  $4,042,347  $967,650  
FY 2007-08 5,836,503 5,657,201 179,302 
FY 2008-09 6,339,461 4,799,743 1,539,718 
FY 2009-10 6,303,423 4,645,019 1,658,404 
FY 2010-11 

Projected 6,442,083 5,054,084 1,387,999 

Average $5,986,293  $4,839,679 $1,146,615 
 
The FY 2011-12 Recommended Budget includes $6,303,423 for bulk fuel, or 24.7 percent more 
than the Management Audit Division’s projection of $5,054,084 for current year costs based on 
actual expenditures through Accounting Period 11.3 The Fleet Management Division’s 
projection of FY 2010-11 actual expenditures amounted to $5,023,610 as of Accounting Period 
10. 
 
The FY 2011-12 Recommended Budget for bulk fuel is based on the fuel price of $3.60 per 
gallon. The Management Audit Division believes that $3.60 per gallon is high, particularly since 
the County pays approximately 69.5 cents per gallon less than the price consumers pay for retail 
gasoline due to the fact that the County is not required to pay taxes and fees that retail customers 

                                                 
3 In FY 2010-11, a total of $4,548,675 had been spent through Accounting Period 11. The projection of $5,054,084 
was based on 90 percent of bulk fuel costs being expended through Accounting Period 11 in FY 2009-10. Over the 
past three fiscal years, between 89 and 91 percent was expended through Accounting Period 11. 
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are required to pay at the pump.4 Therefore, the Department’s assumption is equivalent to a retail 
price of approximately $4.30 per gallon, which is $0.24 per gallon more than the current price 
listed for San Francisco by the U.S. Energy Information Administration.5 The Fleet Management 
Division estimates the total expenditure amount by incorporating miles per gallon by vehicle 
class and miles driven by class in the prior fiscal year. 
 
Since forecasting fuel prices can be difficult, the Management Audit Division believes the most 
effective way to consider the volatility of fuel prices is to examine actual expenditures across 
several years. Over the past five fiscal years, actual annual fuel expenditures have not exceeded 
$5.7 million and averaged $4.8 million, including the FY 2010-11 projection. Furthermore, the 
implementation of the anti-idling policy, removal of more than 100 vehicles from the County 
fleet, and increase in the number of alternative fuel vehicles should help to control bulk fuel 
costs. Consequently, we believe the bulk fuel expenditure for FY 2011-12 should be set at $5.7 
million, or $603,423 less than the Recommended Budget. If an unusual price spike were to occur 
during FY 2011-12, such that budgeted fuel funding was insufficient, the Fleet Management 
Division should request additional funds through mid-year adjustments. 
  

                                                 
4 The sum 69.5 cents per gallon is comprised of 18.4 cents for Federal Fuel Tax; 18 cents for State Fuel Tax; 2 cents 
for State Underground Storage Tank Fee; and 31.1 cents (9.25 percent) for Sales Tax. (Source: California State 
Board of Equalization, Fuel Taxes Division) 
5 Gasoline cost $4.06 per gallon, including taxes, in San Francisco during the week of May 30, 2011. 
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BU 148 – Department of Revenue Page 257 
 
9. VMC General Collections 
 
Revenue Account 4718050  VMC General 
 
 County Executive Management Audit Revenue 
 Recommended Proposed Increase 
 
 $2,008,935 $2,491,200 $482,265 
 
The County Executive has recommended a budget of $2,008,935 for VMC General Collections, 
which is cost recovery revenue for providing collection services on VMC bad debt accounts for 
inpatient and outpatient services, as well as Pro Fees. The revenue is deducted from total 
collections before being transferred to VMC. In FY 2011-12, the County Executive has also 
included an estimate for the collection of new revenue generated from the Department’s “Desk 
40” team, which will be described. 
 
Our management audit of the Department found that caseloads were excessively large and 
loaded with aged accounts, so the Department’s ability to collect on newer, more viable accounts 
was undermined. The audit thus recommended clearing old, unproductive accounts off the active 
caseload of Revenue Collections Officers, providing direction regarding casework priorities and 
adding new staff to help work general accounts, such as VMC bad debt. This included adding 
three Revenue Collections Officers and one Revenue Collections Supervisor on a pilot basis and 
tracking assigned collections and received amounts for at least a year. 
 
The Department has made a tremendous effort to implement the audit recommendations. For 
example, more than 30,000 general accounts over 271 days delinquent were cleared from 
collectors’ caseloads and transferred to private collections in April 2011, and ongoing automated 
screening and disposition processes will begin in June 2011. New guidelines regarding account 
prioritization have also been instituted. Furthermore, the Department added the recommended 
positions at mid-year in FY 2010-11 to staff the pilot project, known as Desk 40. During the five 
months from December through April, the Desk 40 team collected $363,000 and should exceed 
the target of $388,935 by June 30. The FY 2011-12 Recommended Budget also includes new 
revenue of $388,935, which has been held as is until the ongoing Desk 40 revenue stream can be 
demonstrated over a longer time period. The Department reports that the main reason for this is 
that staff are working “untouched and unresponsive accounts (181-271 days past due)”, which 
are among the most difficult accounts to collect. 
 
By disposing of older accounts and adding staff, the average caseload of GA collectors has 
decreased significantly. Currently, the average active/pending account load per collector in the 
GA Units is approximately 2,500 (compared to 5,800 during the audit), and the average 
delinquent account load per collector on Desk 40 is approximately 3,300. However, if all 
accounts over 180 days delinquent were transferred to private collections, and the new staff were 
to work newer accounts and further decrease caseloads in FY 2011-12, Management Auditors 
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believe they could generate at least $871,200, or $482,265 more than budgeted, by annualizing 
the current rate of collections on the older accounts. The Department does not agree that the 
budgeted revenue should be raised at this time due to the many changes already in progress. 
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BU 217 – Criminal Justice System-wide Costs Page 307 
 
10. Public Safety Sales Tax 
 
Revenue Account 4420100  State-Public Safety Sales Tax 
 
 County Executive Management Audit Revenue 
 Recommended Proposed Increase 
 
 $151,840,000 $153,167,000 $1,327,000 
 
Public Safety Sales Tax represents the County’s share of the proceeds of a half-cent sales tax 
approved by California voters as Proposition 172 in November 1993. The County receives a 
share of the Statewide sales tax collected based on its proportion of Statewide taxable sales for 
the calendar year prior to the fiscal year in which tax proceeds are distributed. In other words, 
Santa Clara County’s share of Public Safety Sales Tax for Fiscal Year 2011-12 is based on its 
share of taxable sales, relative to the other 57 California counties, in Calendar Year 2010. Of the 
tax proceeds provided to Santa Clara County as a geographical location, the County budget 
retains approximately 94 percent, with the remaining 6 percent being distributed to local cities. 
 
Working in conjunction with the Office of Budget and Analysis, Management Audit Division 
staff tracks this revenue source regularly during the fiscal year, looking at the actual monthly tax 
payments received, and projecting future receipts, by estimating the County’s proportionate 
share of future tax receipts, and what the Statewide tax receipts will be, primarily using estimates 
of future taxable sales activity by State and private economists. For Fiscal Year FY 2011-12, we 
forecast that the County’s proportionate share of these taxes will be 6.373 percent, a substantial 
improvement over the County’s 6.013 percent share in the current fiscal year. Furthermore, the 
average increase in Statewide taxable sales predicted for FY 2012-11, based on forecasts by 11 
different economists reviewed in preparing this projection, was about 6 percent. Therefore, the 
County is projected to get a larger share, relative to other counties, of a revenue source that is 
increasing as the economy rebounds. 
 
Based on both these factors, we project that revenues from this source will total $153,167,000, or 
$1,327,000 higher than the Recommended Budget amount. As we have in past years, the 
Management Audit Division will continue to track this revenue during the fiscal year, and will 
update the revenue estimate as warranted by changes in economic conditions. 
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BU 230 – Office of the Sheriff Page 311 
 
11.  Law Enforcement Services to Other Agencies 
 
Revenue Account 4715300   Law Enforcement Services to Other Agencies 
 
 County Executive Management Audit Revenue 
 Recommended Proposed Increase 
 
 $14,697,769 $15,038,754 $340,985 
 
Of the $14,697,769 in this revenue amount, $13,430,474 is comprised of charges to the cities of 
Cupertino, Los Altos Hills and Saratoga for law enforcement patrol services provided by the 
Sheriff’s Department via contract. These revenues and associated expenditures are budgeted in 
the Patrol-West Valley Cost Center 3907.  In addition, Sheriff’s deputies working out of the 
Patrol-West Valley Cost Center provide law enforcement services to adjacent unincorporated 
areas of the County.  The cost of services to the contract cities is paid directly by each city, while 
the cost of services to the unincorporated areas is paid by the County General Fund. The 
Sheriff’s Department reports that some patrol presence is needed to serve the unincorporated 
area, even if there were no City contracts, and that the contracted patrol do supplement 
enforcement in the unincorporated area when necessary. 
 
The three cities pay a flat monthly charge for the patrol services they receive, which the Sheriff’s 
Department fiscal staff reports is based on an hourly rate the cities are charged for patrol, traffic 
enforcement, detective and other law enforcement services, and the hours of service each city is 
projected to use. Any city may increase patrol hours for special events, or a serious crime or 
incident, and would pay additional costs based on the existing hourly rates. To the extent any city 
wants extraordinary services beyond what is called for via the contracts, it also may pay 
additional fees for them. To the extent that the hours of patrol service contracted for are not 
provided, the County makes refunds back to a city, as occurred in FY 2008-09 and FY 2009-10. 
The standard monthly payments that have been received by the Department from each City in 
FY 2010-11 are as follows: 
 
City of Cupertino $722,142 
City of Los Altos Hills 79,514 
City of Saratoga    354,429 
Monthly City Revenue $1,156,085 
 
12 Months City Revenue $13,873,022 
 
Based on these monthly payments, and assuming no additions to patrol hours for the remainder 
of the current fiscal year, the Sheriff’s Department should receive $13,873,022 from the three 
cities in the current fiscal year. In addition, the Department received $22,000 from the Los 
Gatos-Saratoga High School District for services, which Department fiscal staff reports should 
have been included in the FY 2011-12 budget. Fiscal staff also indicated that there are no plans 
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to rebate any monies to the cities for FY 2010-11, based on shortfalls in providing the contracted 
service hours, or plans to change the hours of patrol services from what is currently provided. 
However, the FY 2011-12 budget does include a revenue reduction of $123,563 from the charges 
to contract cities, based on the elimination of a deputy’s position used to oversee the COPANA 
database, which is used to track hours of patrol services provided to the cities. This function will 
be assumed by an existing civilian department staff member. Based on these changes, the 
budgeted revenue for West Valley Patrol should be as follows: 
 
City Revenues $13,873,022 
Reduction for COPANA deputy (123,563) 
School Revenue          22,000 
Total Proposed Revenue $13,771,459 
Current Budgeted West Valley Revenue (13,430,474) 
 
Difference $340,985 
 
In addition to matching budgeted revenue to what is now actually being received, our proposed 
revenue increase would also establish the correct relationship between revenues received from 
the three contract cities, and total expenditures in the West Valley Patrol budget. That 
relationship for the past three years is shown in the following table: 
 

West Valley Patrol Revenues and Expenditures 
FY 2008-09 to FY 2011-12 

 
   FY 2010-11 FY 2011-12 
Fiscal Year FY 2008-09 FY 2009-10 Projected Budgeted 
 
Total Revenue Received 12,732,056 13,297,644 13,895,022 13,430,474 
Total Expenditures Incurred 15,082,061 15,362,942 16,223,385 16,502,123 
 
Revenue to Expenditures 84.42% 86.56% 85.65% 81.39% 
 
Average Revenue to Expenditure Ratio, FY 2008-09 to FY 2010-11  85.54% 
 
As the table shows, in the past three fiscal years, including the current year as projected, 
revenues in Cost Center 3907 have averaged about 85.5 percent of expenditures, but are 
budgeted at only about 81.4 percent of expenditures for FY 2011-12. Our proposed revenue 
increase would increase the ratio of revenues to expenditures to 83.4 percent. 
 
Without making this revenue adjustment, revenue that the Sheriff’s Department is likely to 
receive, assuming no shortfalls in estimated patrol hours, would not be budgeted, depriving the 
Board of the opportunity to use that revenue to offset the many expenditure reductions occurring 
in this and other budgets. In its place, the Recommended Budget currently includes General Fund 
discretionary revenue to pay for these costs. 
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The Sheriff’s Department agrees with including the $22,000 of revenue from the high school 
district in the budget, but disagrees with raising the budgeted revenue from the three cities. The 
Department in the past has cited an agreement with the County Executive’s Office of 
Management and Budget to estimate funding of the Patrol-West Valley Cost Center budget at an 
80 percent – 20 percent split between the contract cities and the unincorporated area. We 
disagree, based on the evidence of the actual revenue that that has historically been received. 
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BU 263 – Facilities and Fleet Department Page 157 
 
12. Utilities Expense 
 
Expenditure Accounts 5215700, 5290110 to 5290150 Various Utilities 
 
 County Executive Management Audit Expenditure 
 Recommended Proposed Decrease 
 
5215700-Garbage $614,303 $579,786 $34,517 
5290110-Electricity 8,960,135 8,593,816 366,319 
5290120-Natural Gas 1,687,273 1,833,955 (146,682) 
5290130-Water 488,733 473,707 15,026 
5200140-Sewer 500,778 489,427 11,351 
5290150-Cities 859,694 899,736 (40,042) 
 
Total Estimated Savings   $240,489 
 
The Facilities and Fleet Department’s responsibilities include budgeting for and paying most of 
the County’s utility costs. In preparing the FY 2011-12 utilities budget, the Department projected 
FY 2010-11 actual costs based on to-date costs through January 2011. The Department then used 
information from the California Public Utilities Commission and other sources to estimate likely 
rate increases for the upcoming fiscal year, adding those amounts to the FY 2010-11 cost 
estimates. The Department also added costs for new facilities expected to come on line, based on 
per-square-foot costs for existing similar facilities. Finally, the Department reduced costs based 
on several conservation and alternative energy programs it has implemented or that are expected 
to come online during FY 2011-12. Our proposed budget revisions are based on additional 
information on actual FY 2010-11 utility costs through the month of April and part of May, as 
well as additional information obtained on potential rate changes for FY 2011-12. Additional 
information on each line item is provided below. 
 
5215700-Garbage 
 
Projected FY 2010-11 costs are $562,899, versus the $596,410 that had been projected by the 
Department. The Department’s budgeted amount for FY 2011-12 assumes a 3 percent rate 
increase, which we believe is reasonable. Adding a 3 percent increase to our estimated FY 2010-
11 cost of $562,899 results in an estimated FY 2011-12 cost of $579,786, or $34,517 less than 
the Recommended Budget amount of $614,303. 
 
5290110-Electricity 
 
The County’s electricity costs are significantly driven by weather, as warmer weather requires 
expanded use of air conditioning. Based on actual billings through May 20, 2011, and even 
assuming that electricity use for June matches the highest usage in that month within the past 
three years, Management Audit Staff projects FY 2010-11 expenditures of $8,176,583, about 

28



Review of the County of Santa Clara FY 2011-12 Recommended Budget 

Board of Supervisors Management Audit Division 
 

$500,000 less than the Department’s projection, used as the basis for its FY 2011-12 budgeted 
amount. Our projected amount is still higher than actual electricity spending in each of the past 
three fiscal years. Offsetting some of the savings is that fact that $162,372 in savings projected 
from the County’s solar power initiatives begun last January is offset by the need to use the 
savings to make payments on Qualified Energy Conservation Bonds that were issued to finance 
installation of solar systems at various County facilities. Accounting for that lost savings, and 
budgeting for a 4.5 percent rate increase in FY 2011-12, and for additional costs of new 
facilities, our proposed budgeted amount still provides savings of $369,403 versus the 
Recommended Budget amount. 
 
5290120-Natural Gas 
 
As in the case of electricity, natural gas costs are strongly influenced by the weather. Given the 
relatively cool winter and spring, we project natural gas costs for FY 2010-11 that are about 
$147,000 higher than what was used in the Department’s budget estimate, and therefore results 
in a proposed budget amount higher than the Department’s. We concur with the Department’s 
assumed 3 percent rate increase, based on its ability to secure gas at good prices through a State 
contract. 
 
5290130-Water 
 
This line item accounts for charges to the County by the San Jose Water Company. Our 
estimated actual costs for FY 2010-11 are approximately the same as the Department’s. 
However, the Department budgeted a 6 percent rate increase for Fiscal Year 2011-12. According 
to a filing by San Jose Water Company with the California Public Utilities Commission, the firm 
is seeking a 6.48 percent rate increase. However, that increase would not go into effect until Jan. 
1, 2012. Therefore, we have reduced the assumed rate increase for FY 2011-12 to 3.24 percent. 
This accounts for the proposed savings of $15,028. 
 
5290140-Sewer 
 
According to the Department, sewer costs track closely with water costs. As in the case of water, 
our estimated FY 2010-11 cost is similar to the Department’s, what we propose budgeting for 
only a 3.24 percent rate increase, accounting for the savings of $11,351. 
 
5290150-Cities 
 
This line item accounts for utility charges from municipal utility systems to the County, 
primarily from jurisdictions outside of the City of San Jose. Based on actual charges through 
April 2011, we project FY 2010-11 costs will be $910,244, which is about $62,000 higher than 
projected by the Department. Taking into account discounts expected by the Department in FY 
2011-12, and a rate increase of 3.24 percent, based on the Department’s report that water costs 
make up the bulk of these billings, we estimate the FY 2011-12 budget should be about $40,000 
higher than proposed by the Department. 
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As indicated above, the net result of our analysis of these utility accounts is an overall savings of 
about $240,000. The Department generally agrees with our analysis, but indicated it would prefer 
to leave the budget as is, and adjust it downward during the year if appropriate based on actual 
results. However, based on the County’s current financial situation, and the potential to use these 
savings to preserve positions or offset other budget cuts that are proposed, we recommend that 
the budget be adjusted as we have proposed at this time. While use of the proposed savings is a 
policy decision for the Board of Supervisors, we suggest one appropriate use would be to restore 
the highest priorities among the 37 Facilities Department positions proposed in the 
Recommended Budget for elimination. If unusual weather conditions or other factors require 
additional expenditures during the year, those additional costs would be unanticipated costs 
appropriate to be paid from the County’s contingency funds.  
  

30



Review of the County of Santa Clara FY 2011-12 Recommended Budget 

Board of Supervisors Management Audit Division 
 

BU 410, 412, 501 & 921 – Health and Social Services  Various Pages 
 
13. Realignment Sales Tax 
 
Revenue Accounts 4405095/4410200/4412100 Realignment Sales Tax 
 
 County Executive Management Audit Revenue 
 Recommended Proposed Increase 
 
 $98,016,254 $104,054,803 $6,038,549 
 
The State of California collects a 0.5 percent sales tax on all taxable sales in California, and 
apportions the revenues to local governments to fund health and social services programs as part 
of a realignment of State and local responsibilities adopted in 1991. There are separate 
apportionments of this tax that are included in the budgets of the District Attorney, Probation 
Department, Social Services Agency, Mental Health Department, Public Health Department and 
Santa Clara Valley Medical Center. Because these revenues come from the same source, and are 
analyzed using the same technique, Management Audit staff and the County Executive have 
historically analyzed them as a lump sum, rather than in the separate accounts, and regularly 
monitor receipts throughout the fiscal year. 
 
These revenues are allocated to the County in two ways. First, annually the County is supposed 
to receive a base level of funding that equals the amount of realignment sales tax it received in 
the previous fiscal year. This base funding is received via monthly payments from the State. In 
addition, to the extent that statewide sales tax collections from the 0.5 percent rate exceed the 
amount needed to fund the base level for all counties, additional growth payments are provided. 
These payments have historically been received by the County as “caseload growth” payments 
reflecting the growth in social services caseloads in Santa Clara County, relative to the other 57 
counties. The amount the County is owed for caseload growth is calculated annually by the 
California Department of Social Services and the Department of Finance, but growth payments 
are made only to the extent that sales tax revenues are sufficient to do so. Currently, the County 
is owed caseload payments from the State dating back to FY 2006-07. 
 
As discussed in the fund balance section of this report, State officials have informally indicated 
that the County is likely to receive a growth payment for Fiscal Year 2010-11 of approximately 
$8.2 million. This was new information received after the Recommended Budget was issued. 
Added to the existing base amount, the County’s total receipts from this revenue source in FY 
2010-11 are expected to be $101,253,324. This amount would then become the County’s base 
amount for FY 2011-12. The Management Audit Division has reviewed various economic 
estimates, and believes statewide taxable sales for FY 2011-12 will increase about 6 percent. 
Based on this increase, and based on information provided by the State regarding caseload 
growth payments still owed to the County from previous years, we project that the County will 
receive an additional caseload growth payment for FY 2011-12 of $2,801,479. Added to the base 
amount, we therefore project that the County will receive total realignment sales tax in FY 2011-
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12 of $104,054,443, an increase of $6,038,549. The components of the proposed increase are 
summarized in the following table: 
 
Realignment Base Amount, for FY 2010-11 $93,056,334 
Estimated Growth Payment for FY 2010-11      8,196,990 
Subtotal, Base Amount for FY 2011-12 101,253,324 
Estimated Growth Payment for FY 2011-12     2,801,479 
Total Proposed Revenue for FY 2011-12 104,054,803 
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BU 921 – Valley Medical Center (VMC) Page 547 
 
14. Insurance Premiums 
 
Expenditure Account   5220100 Insurance Premiums                                                    
Fund 0060 Cost Center 6843 (VHP Commercial Transfer) 
 
 County Executive Management Audit Expenditure 
 Recommended Proposed Decrease 
 
 $616,444 $399,475 $216,969 
 
The Insurance Premiums line item is a County-wide account that is used by different 
departments for different insurance expenses. The County-wide total is budgeted at $61.3 million 
for FY 2011-12. This report addresses two sub-parts of this total, including the portion that is 
budgeted in Risk Management and a portion that is budgeted in Valley Medical Center. The 
VMC portion is budgeted at $616,444, and was carried over from prior-year budgets. 
 
The County administers a health insurance plan, Valley Health Plan. It insures a variety of 
participants, including IHSS workers and some County employees, among others. The County 
purchases “re-insurance” from Summit insurance company. This insurance “insures the insurer” 
for very large claims. The County negotiates a rate with that insurer. The FY 2012 rate is $2.02 
per person per month.  
 
Reinsurance is purchased for approximately the following persons presently: 
 

IHSS 7,500 
Commercial (employees and 
dependents) 

6,077 

Total 13,577 
 
This total does not include the balance of VHP-covered persons. This total only relates to 
persons for whom the County purchases reinsurance. For example, the County does not need to 
purchase reinsurance for Healthy Families VHP members. 
 
VHP projects the following reinsurance headcount in FY 2011-12: 
 

IHSS 7,500 
Commercial (employees and 
dependents) 

8,980 

Total 16,480 
 
VHP acknowledges that IHSS may have as few as 5,500 covered persons in FY 2011-12, but 
nonetheless has used the 7,500 figure for budgeting purposes. The assumed increase in 
employees and their dependents on the plan in FY 2011-12 is based on assumptions about 
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employees choosing to leave HealthNet as a result of increased costs in FY 2011-12, as VHP is 
less expensive. The assumption in the VHP revised estimate is 1,200 additional employees, plus 
an average of 1.4 dependents, for a total number of commercial lives of 8,980. Using the $2.02 
per person per month rate, this results in a generously projected cost of $399,475 in FY 2011-12. 
The difference between this estimate and the amount in the FY 2011-12 budget is $216,969, 
which the Department has agreed to reduce. However, the Department has requested to re-
allocate this difference to the Object 2 line item for outside medical expenses, which the 
Management Audit Division estimates is under-budgeted in FY 2011-12. Whether to re-allocate 
some or all of the savings from this line item to a different Object 2 expenditure in VMC is a 
policy decision for the Board of Supervisors, as this allocation would not result in any budgetary 
savings. 
 
15. Medical Supplies-Pharmaceuticals 
 
Expenditure Account 5280716                                       Medical Supplies-Pharmaceuticals 
Fund 0060 Cost Center 6852 (Hospital Administration) 
 
 County Executive Management Audit Expenditure 
 Recommended Proposed Decrease 
 
              $50,256,651            $49,256,651                $1,000,000 
 
Expenditure Account 5280716 Medical Supplies-Pharmaceuticals is a complex account that 
provides funds for the purchase of prescription medications for outpatient hospital, mental health 
and custody health patients. The vast bulk of the recommended expenses are for the purchase of 
medications for hospital outpatients. This amount was estimated by the hospital’s Pharmacy 
administration.  
 
Department Assumptions Regarding Prescription Volume 
 
Prescription volume was assumed to increase about 16 percent from January, 2011 through June 
2011 to result in a volume equal to the prior year’s volume. In addition, the budget assumes an 
increase of 10 percent in volume between July of 2011 and June of 2012. The chart below shows 
the actuals and projected volume on an annual basis that make up the budgeted volume 
assumption. 
 

FY 2009-10 Actual 
Number of Prescriptions 

FY 2010-11 Projected 
(Assumed to equal prior 

year) 

FY 2011-12 Projected 
(Adds 10% to FY 2010-11 

assumed amount) 
1,378,989 1,378,989 1,447,938 

 
The Department has acknowledged that the current-year patient-volume projection is unlikely to 
materialize. When about 83 percent of the year had past, as of Accounting Period 10 (early 
May), the volume was about 8 percent less than in the prior year as of the same period. That is, 
the volume of actual prescriptions is likely to be about 1,268,670 in FY 2010-11, which is about 
110,000 less than were actually dispensed in FY 2009-10.  
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Management Audit Assumptions 
 
The Management Audit Division estimate is conservative, and was calculated starting with the 
average actual expenditure in the three most recent complete accounting periods (8, 9 and 10), 
annualized. This totaled $35,719,745. We assume that this factors in the ongoing savings 
associated with cost-cutting initiatives. We added to this amount estimated expenditures for 
seasonal drug expenses, price increases, volume increases and certain one-time costs. Our total 
projected expenditure in FY 2011-12 is $49 million. However, due to the complexity of this 
account and the extent to which a variety of variables could affect expenditures, our cautious 
recommendation is to reduce the budget to $49.3 million, for a $1 million savings. The 
Department has indicated that it agrees with the recommended reduction.  
 
16. Interest Expense 
 
Expenditure Account 5420100 Interest Expense 
Fund 0060 VMC Operations 
 
 County Executive Management Audit Expenditure 
 Recommended Proposed Decrease 
 
 $24,885,347 $23,450,464 $1,434,883 
 
Revenue Account 4920100 Transfers In 
Fund 0060 VMC Operations 
 
 County Executive Management Audit Revenue 
 Recommended Proposed  (Decrease)* 
 
 $229,070,134 $227,754,942 ($1,315,192) 
  
* Included in the Recommended FY 2011-12 VMC budget is $1,315,192 for amortization of prior debt financing 
costs that were paid at the time of the bond issue transactions. Although the amount of the amortization costs should 
remain in the budget to ensure that proper accounting of these amortization costs occurs in FY 2011-12, the costs are 
non-cash transactions and should not be funded in the budget. Therefore, account 4920100 Transfers in listed in BU 
921 should be reduced by $1,315,192, and account 5610300 Hospital Subsidy shown in BU 119 should be reduced 
by $1,315,192. This recommended change to the FY 2011-12 Recommended Budget would result In a General Fund 
savings of $1,315,192. 
 
Expenditure Account 5610300 Hospital Subsidy 
Fund 0001 General Fund (BU 119) 
 
 County Executive Management Audit Expenditure 
 Recommended Proposed Decrease 
 
 $119,367,744 $118,052,552 $1,315,192 
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Working Capital Interest Expense 
 
The FY 2011-12 Recommended Budget includes $24,885,347 for VMC interest expense related 
to capital project financing and working capital. A review of the Department’s calculation of its 
working capital interest expense in the amount of $1,800,000 determined that the interest rate 
used was estimated to be 2.00 percent for the entire fiscal year.  However, the Treasurer’s 
Investment Officer provided an updated estimate of FY 2011-12 interest on May 9, 2011, which 
included estimated interest rates by quarter are as follows: 
 

Treasurer’s Projected FY 2011-12 
Investment Rates as of May 9, 2011 

 
 July to September 0.84% 
 October to December 0.88% 
 January to March 0.92% 
 April to June 0.95% 
 
Based on the Valley Medical Center projected FY 2011-12 monthly cash flow schedule, use of 
the current projected interest rates would reduce the VMC interest expense budget requirement 
from $1,800,000 to approximately $807,750, or a reduction of $992,250. 
 
Bond Fund Interest Expense 
 
Variable Rate Interest Debt 
 
The Controller-Treasurer’s Office manages the payment of debt service on the County’s 
outstanding bonds, which is budgeted in Budget Unit 810. Among the outstanding bonds are two 
variable rate issues on which interest is set weekly through financial market auctions. These 
issues are the 1985 El Camino Hospital issue and the 1994 B County Facilities issue. In 
developing the FY 2011-12 budget, it was reported that an average rate of 1.25 percent was used 
in October 2010 when projecting FY 2011-12 interest expense on the County’s $84.4 million of 
outstanding variable rate debt for the Recommended Budget. This debt is shared approximately 
$6.0 million by the General Fund and $78.4 million by the VMC Enterprise Fund with interest 
expense budgeted at about $994,271, based on the assumed interest rate of 1.25 percent. 
However, the weekly auction rates paid by the County on this debt dropped below 1.00 percent 
in November 2008 and have stayed below 1.00 percent for all but one of the subsequent 134 
weeks (12/24-12/30 2008 was 1.00 percent). During this period the average rate was 0.279 
percent, and the most recent rate was 0.17 percent (Attachment 1).  
 
For FY 2011-12, we project some upward pressure on rates during the fiscal year from the 
current low levels, since FY 2010-11 rates have averaged only about 0.255 percent and have 
remained near this level for more than 2.5 years. However, until some sign of economic growth 
and/or inflation become a concern for the Federal Reserve, rates are not likely to increase rapidly 
or substantially. Nevertheless, we believe that as economic conditions change, a reversal of the 
downward interest rate trend will occur and rates will gradually increase.  
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Since the Controller projected a FY 2010-11 average rate of 1.25 percent from July 1, 2011 (only 
a few weeks away) through June 30, 2012, given the prior 134-week history and the current rate 
level of 0.17 percent, a 1.25 percent average FY 2010-11 rate taking effect in less than 30 days 
on July 1, 2011 is unlikely as illustrated by the graph in Attachment 2.  Further, between March 
2011 and May 2011, the County’s Investment Officer has also lowered the estimate of the rates 
the County will earn on its investments in FY 2011-12, to a range of 0.84 percent in the first 
quarter, to a high of 0.95 percent in the fourth quarter of the fiscal year. 
 
Consequently, barring any extraordinary economic event, we believe rates will gradually 
increase from the current level of 0.17 percent and may go as high as 1.00 percent by June 2012.  
Assuming a straight-line growth curve, the FY 2011-12 variable rate debt interest cost would 
amount to approximately $520,474, or a savings of $473,797. This is shown as Option 3 in 
Attachment 3. For comparative purposes, Attachment 3 provides three options to the 
Recommended Budget projection of 1.25 percent from July 1 to June 30, 2012, which describe 
alternative scenarios that may occur in FY 2011-12, all of which are considered to be reasonable 
and conservative.   
 
Option 1 assumes a July 1 to June 30, 2012 projected interest rate of 1.00 percent, which would 
result in budget savings of approximately $198,854. Option 2 projects a gradual growth in 
interest rates from 0.3333 percent in July to 1.25 percent in June 2012, and is estimated to result 
in budget savings of about $366,590. We are recommending Option 3, which is also based on a 
straight-line gradual growth in interest rates from 0.3125 percent in July 2011 to 1.00 percent in 
June 2012, and would result in reduced FY 2011-12 interest expense estimated to amount to 
approximately $520,474, or a savings of $473,797.   
 
Other Budgeted Interest Costs 
 
In addition to working capital and variable rate bond interest expenses, VMC included in its 
budget various extraordinary debt financing interest costs related to losses incurred upon 
refinancing of prior bond issues, bond discounts when issuing bonds (bonds sold below par value 
of $1,000 per bond), and other deferred charges. These budgeted costs were reviewed with the 
Controller’s debt management staff who confirmed that these are financing transactional costs 
that must be accounted for, but do not require funding in the budget since these costs were paid 
in prior years from the bond proceeds at the time of the refinancing transaction.  Consequently, 
the General Fund subsidy included as an incoming revenue transfer into the budget of the VMC 
Enterprise Fund (BU 921), and the hospital subsidy shown as an outgoing transfer from the 
Special Programs budget (BU 119) to the VMC Enterprise Fund (BU 921), are each overstated in 
the amount of $1,315,192. 
 
In summary, working capital interest expense, and variable rate bond interest costs can be 
reduced by a combined total of $1,434,883, and the General Fund subsidy of the VMC 
Enterprise Fund related to other non-cash budgeted interest costs can be reduced by an additional 
$1,315,192. In total, these savings would result in a dollar-for-dollar reduction in General Fund 
costs amounting to $2,750,075. 
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