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September 23, 2003
To: The Citizens of the County of Mendocino

On September 23, 2003, the Mendocino County Board of Supervisors adopted its final budget for fiscal year
2003-2004. That budget, presented herein, will govern the financing of the county's services through June 30,
2004. Although the budget does contain funding and program reductions that are worrisome to the Board
members, it is the general belief of the Board of Supervisors that the budget represents the best allocation of funds
and services for this difficult upcoming year.

This document identifies expenditure limits for county budget units and the special districts that are under the
purview of the Board of Supervisors. It also includes revenue estimates for fiscal year 2003-2004 and other fiscal
and narrative information relative to county operations. In the interest of clarity and comprehensiveness,
organizational charts, graphics, and details on special purpose grants are included in this report.

This year the Board faced a number of significant financial challenges resulting from reduced levels of economic
activity. While Mendocino County’s financial condition was significantly affected by a downturn in the local
economy, it was further impacted by developments at the state level. Faced with a $38 billion budgetary shortfall,
the State of California attempted to address the problem through a strategy that included program reductions,
short-term borrowing, use of nonrecurring revenues, and revisions to state revenue sources such as the Vehicle
License Fee. It was a strategy based in large part on the avoidance of draconian program reductions and the
expectation that the economy would begin to rebound in the fall of 2003. Despite these predictions, the State
Department of Finance is projecting a state shortfall of up to $8 billion in 2004-2005. The Governor and
legislature are likely to return to a special session on the budget after the October 2003 recall election, to begin in
earnest identifying further budget balancing strategies in January of 2004.

Of considerable concern to the Board of Supervisors is the action of the State Government to use Mendocino
County, and other counties, as sources for “loans” from which to take sufficient money to balance its own budget.
Each “loan” that the state extracted from Mendocino County will result in a reduction of local services until it is
repaid. Despite strong language in the budget bills intended to ensure that counties will be made whole in the
future, there are doubts about the state’s ability to follow through on its promise and obligation to repay these
loans.

The money the State has “borrowed” from Mendocino County includes $724,000 in funds intended to maintain
and improve our local roads. These funds were approved by voters under Proposition 42, and legislatively
allocated through Assembly Bill 2928. A moratorium has also been placed on reimbursements for mandated
programs that are typically funded by the state. In addition, the State reduced funds it had previously transferred
to counties for critical health and public safety programs, citing that increased Vehicle License Fees (VLF) would
provide revenues to support such programs. Unfortunately, the difference between the state funds to be received
by Mendocino County and the anticipated new VLF revenues will be about $1.3 million. The state has promised
to pay counties back in October of 2006 for the difference between the two amounts. Finally, the legislators have
directed that twenty-five percent (25%) of the cost of a federal penalty imposed upon the state for neglecting to
develop a statewide-automated program tracking child support payments be passed on to counties. The cost to
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our county is estimated to be $206,000. The combined total of un-reimbursed mandated program costs and funds
borrowed by the state from Mendocino County equates to about $2.4 million for this year.

Given the precarious nature of the local, state and federal economies, and the unpredictability of future state
actions and their local impact, Mendocino County will take only a brief budgetary pause, and then begin planning
for fiscal year 2004-2005. The Board of Supervisors has provided its staff with direction pertaining to its program
priorities for next year. The greatest agreement among the Board members and its preferred strategies for
balancing the County’s budget is to review the organizational structure along with the practices and procedures of
the County to evaluate options for creating financial savings while reasonably maintaining our customer services
and the internal programs necessary to support those customer service activities.

Most importantly, the Board of Supervisors thanks all of those who have provided us with advice, consent, and
criticism during the budget process and throughout the year. Public input is crucial to our efforts to make
informed and responsible policy, planning, and program decisions. We value your interest and support as we
endeavor to protect and advance the public interest with the backdrop of an uncertain local, state, and national
economy.

Respectfully Submitted,

Richard Shoemaker, Chairman
Mendocino County Board of Supervisors
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To: The Readers of This Budgetary Document:

The Governmental Accounting Standards Board (GASB), an independent private section organization,
was established in 1984 to set uniform standards for proper financial accounting and reporting for all state
and local governmental units nationwide including counties. In June of 1999, the GASB promulgated, in
its Statement No. 34 (GASB 34) a set of accounting and reporting standards designed to assist readers of
financial statements by providing more comprehensive and full disclosure of the financial activity of the
county.

In our attempt at meeting the objectives mandated in GASB 34 for the reporting period of July 1, 2002
through June 30, 2003, and as you read through this budgetary document, we wish to alert you to an
extraordinary event that occurred during this past reporting period. We believe that this event, if left
unexplained, could mislead you as to the performance of your departmental managers in the execution of
their budgetary stewardship.

During fiscal 2002-2003, the County of Mendocino, as a result of the receipt of one-time revenues, took
the extraordinary action of eliminating the cash deficit, which has long existed within its health insurance
account, thereby bringing financial stability to this self-insurance fund. In May 2003 the County paid off
the deficit balance in the approximate amount of $3,172,000.

Because this event was not budgeted for, the books and records of each of the operating departments
within the County for fiscal year 2002-2003 were adversely impacted because of this one-time charge to
their respective budgets and, as a consequence, resulted in many departments exceeding their expenditure
budgets for fiscal 2002-2003.

Therefore, as you review the financial data of each of the departmental budgets listed within this
document for comparison purposes, please take into account the impact of this unanticipated one-time
charge. For your convenience, we have footnoted this charge in the accompanying budget documents of
each department.

Also, please refer to the Management Discussion & Analysis Report located within the counties’ audited
financial statements for the fiscal year ending June 30, 2003. This report offers a detailed summary recap
of the significant events that occurred during fiscal 2002-2003 including the events leading to the
elimination of the aforementioned deficit within the health plan account.

Respectfully submitted,

Dennis Huey, Auditor-Controller
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