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e County’s Long-term Financial Outlook

e |[mpact on Governments Without Long-
term Budget Plans



An Unprecedented Past Decade

e From an economic perspective, 2009 was
the worst year of the worst decade
— Job losses
— High unemployment
— Companies failing or relocating out of state

— Bankruptcies: General Motors, Chrysler, auto
suppliers

— Massive housing foreclosures



Unemployment Remains High

Annual Unemployment Rates, 2000 through 2009
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National Mass Layoff Experience

1st gtr 2nd gtr 3rd qtr 4th qtr 1st gtr 2nd qtr 3rd qtr 4th qtr 1st gtr
2008 2008 2008 2008 2009 2009 2009 2009 2010

| |nitial Claims| 259,292 339,630 304,340 766,780 835,551 731,035 406,715 466,539 214,204

Source: U. S. Dept. of Labor, Bureau of Labor Statistics

The two sectors with the most mass layoffs in 2009
were construction and transportation equipment
manufacturing.
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Job Growth (Loss) in Oakland County

1 jan-j=) I i

2001 2002 2003 2004 2005 2006 2007 2008 2009* | 2010** | 2011** | 2012*

(12,224)| (17,258)| (12,418)| (10,836)| 1,707 | (18,494)| (5,801) | (20,433)| (60,214)| (9,876)| 2,421 | 7,937
*estimated

Data source: George Fulton and Donald Grimes, University of Michigan

**forecasted




National GDP Reflects Slow Recovery

U.S. Gross Domestic Product (GDP) Percent Change
3.0% 1
2.0% A
1.0% A
0.0% A
-1.0%
-2.0%
-3.0% - 2007 2008 2009 2010*
2.1% 0.4% -2.4% 2.7%
Source: U. S. Dept. of Commerce, * 2010 estimate
Bureau of Economic Analysis is seasonally
adjusted




Number of Foreclosures

Oakland County, M
Sheriff Deeds - Foreclosures

1in 532

1in 377

1in 253 1in 225 1in 212 1in 174 1in 97 1in 62

Sheriff Deed totals retrieved from the Oakland County Register of Deeds office.
* 2010 Count Is estimated using the first 5 months of actual sheriff deeds.

lin51

1in 56

1in 47



Tax Foreclosures

e Beyond mortgage foreclosures (shown on previous
chart), the number of tax foreclosures are increasing.

— In Oakland County, there were approximately 1,000
tax foreclosed properties offered at auction recently.

— Wayne County has about 13,000 tax foreclosed
properties up for auction.

e Some of the tax foreclosed properties have outstanding
mortgages, indicating that the market value of these
properties are worth less than the outstanding tax
obligation — banks are letting these properties go.



Oakland County Real Estate Market Sales Price Trend
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Oakland County, Ml
Percentage Change in Assessed and Taxable Values
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* 2011 - 2013 Taxable and Assessed Percentages Estimated by the Oakland County Budget Task Force.

2001 - 2010 information from annual Equalization Reports



Oakland County’s
Equalization Reports, from
1980 through 2010, are
available on the internet.

These reports highlight
the annual change In
assessed and taxable
values for each
community.

http://www.oakgov.com/equal/info_pub
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Declining Property Taxes
Impact on County Budget

e The ability of property tax revenue to support General Fund/General
Purpose operations has decreased dramatically, increasing reliance on
other revenue sources.

Percentage of GF/GPBudget Funded by Property Tax Revenue
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Oakland County’s Long-Term Focus

Multi-Year Budget

e QOakland County relies on long-term
budgeting
— Biennial budgets since 1987
— Expanded to triennial budget in 2009
e Two periods within the past decade required
Intense action
1) Early 2000’s recession

2) 2007 with the start of the real estate market
decline




Oakland County’s Long-Term Focus

e Over the years, continuous attention on long-term
financial planning has resulted in a culture of reinventing
government service delivery.

Thoughtful Management vs. Crisis Management

— Anticipates and plans for financial challenges in
advance.

— Provides for a stable operating environment for
programs to citizens and support of the local
governmental units.

— Provides advance notice to citizens regarding future
changes in service delivery.

— Provides advance notice to employees regarding
changes in salary, benefits, and staffing levels.



County Executive’s Recommended Budget
FY 2011 through FY 2013

The Recommended Budget is balanced for
the next three fiscal years.

il RAl R
General Fund/General Purpose S3B2674.653  §387 520687 367314 505
Special Revenue & Proprietary 5300891296  §378.960.285 36443365
Total Al Funds Recommended Budget §163065.49  $166481.972  $791,748.150




FY 2011, FY 2012 & FY 2013
County Executive Recommended General Fund / General
Purpose Budget

FY 2009 Actual Expenditures $422,536,238
FY 2010 Amended Budget $413,980,490
FY 2011 Recommended Budget $382,674,653
FY 2012 Recommended Budget $387,521,687
FY 2013 Recommended Budget $387,314,505

Total Net On-Going Expenditure Reductions since
FY 2009 = $35,221,733



Oakland County FY 2011 Executive Recommended General Fund / General Purpose Revenues by Source

Indirect Cost Recowery, $9,317,500
2%
Transfers/Other
$64,443,232
17%

Investment Income
$2,616,300
1%

Use of Fund Balance
$200,000
0%

Taxes
$192,809,210
Intergovernmental Revenues, 51%

$31,785,699
8%

Charges for Senices, $81,502,712
21%



Oakland County FY 2011 Executive Recommended General Fund/General Purpose Expenditures by Category

Internal Senvices Expenditures
$53,343,255
14%

Operating Expenditures
$86,035,201

Personnel Expenditures
22%

$243,296,197
64%



Oakland County FY 2011 Executive Recommended General Fund/General Purpose Expenditures by

Function
NON-DEPARTMENTAL
TRANSFERS, $29,193 425 ADMINISTRATION OF JUSTICE,
8% $72,883,501

19%

COUNTY EXECUTIVE,
$118,962,181
31%

GENERAL GOVERNMENT, LAW ENFORCEMENT,
$23,487,985 $138,147,561
6% 36%



Decisions Becoming More Difficult

e Oakland County has been continually
reducing the budget since 2002.

— The “low hanging fruit” has been picked.

— The budget reduction decisions are becoming
progressively more difficult.

— Even with a long-term triennial budget plan
and the efforts to date, there is much more
that needs to be done to retain financial
stability in the long-term.




Decisions Becoming More Difficult

e WWhat else is required beyond long-term
financial planning to retain financial
stability?

— Leadership and the willingness to make
difficult and sometimes unpopular decisions.

e Oakland County’s elected officials have
balanced the budget without raising taxes
while preserving core essential services.



Specific Reductions In Sheriff's Office

e Before ending the County’s enhanced subsidy to
the State’s Marine grant:
— The popular Boot Camp program was closed.
— The Trusty facility was closed.
— The Work Release program was closed.
— The Southfield jail satellite facility was closed.
— The helicopter patrol program was cut in half.
— The Jail Commissary was privatized.

e The above are only several examples of the
many difficult decisions that have been made In
just the past few years.




General Salary Reduction

e Employees received a 2.5% general salary
reduction, including elected and appointed
officials in FY 2010.

e The Recommended Budget includes an
additional 1.5% salary reduction for
FY 2011.

 No salary change proposed for FY 2012 &
FY 2013.



Reduced County Workforce

There are 250 fewer County positions from FY 2008 — FY 2013.

Number of County Positions

4,467 4,427

4,307

4,246 4,229 4,217

(2]

c

9o

)

[7)

]

o

Y

(o]

o

o}

S

=]

z

FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013

m SR/PR 1,433 1,415 1,412 1,409 1,409 1,408
m GF/GP 3,034 3,012 2,895 2,837 2,820 2,809

Based on Adopted Budget for FY 2008-FY 2010, Recommended Budget for FY 2011-FY 2013

GF/GP = General Fund/General Purpose
SR/PR = Special Revenue/Proprietary



Estimated Annual Savings from Benefit Changes

Longevity pay discontinued,
| $7,400,000 (1984)

| Defined benefit discontinued,

$7,200,000 (1994)

. Deductible, co-pay changes,

$1,284,000 (1987, 2007)

Retirement incentives,
$20,700,000 (1993, 2002, 2008)

Deferred retirees buyout,
$970,000 (1994, 2007)

Employee contributions,
- $3,500,000 (1997, 2003, 2008, 2009)

_ Issuance of COPs for OPEB, (2007)
‘ $5,000,000

E FICA change for PTNEsS, (2008)
: $640,000

@é Bid for new providers,

) $1,443,000 (2008)

Formulary change, $370,000| (2009)

- Total, $48,507,000

e The total annual amount of $48.5 million saved from the listed benefit changes
equates to 606 full-time County jobs and is equivalent to .93 mills.

e These amounts do not reflect all savings efforts in this area — for example, this
does not include savings in the annual required contribution for retiree health care
as a result of several changes to the vesting schedule over the years and
elimination of retiree health care for new hires effective January 1, 2006.



Historical Healthcare Costfor Active Employees

$45,000,000
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$20,000,000
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2004 | 2005 | 2006 | 2007 | 2008 | 2000 |  2010*

‘Total Costs | $30,352,458 | $33,066,280 | $35,691,803 | $42,138,413 | $38,847,540 | $37,563,223 | $38,020,000 |

*FY 10 is estimated amount

eRecent changes in health care benefits have proven effective for controlling cost.

«2008 costs were reduced by 8% from prior year’s costs and reduced by another
3% in 2009. In comparison, according to the National Coalition on Healthcare,
employer-based premiums rose an average of 5% in 2008.

ePrior to the reduction in 2008, the average annual increase was 13% for the period
2004 through 2007.



General Restructuring Efforts

e QOver the past decade, significant budget savings
has been achieved through various actions
— Technology enhancements
— Retirement incentives
— Privatization of services
— Adjustments to salaries and fringe benefits
— Hiring freeze
— Restricted capital purchases

— Competitive bidding and renegotiation of existing
contracts



Privatization Savings Since 1993

e Total cumulative savings of $43.4 million
— Annual recurring savings of $6.9 million

e Reduction of 194 positions
e Maintained high-quality service delivery

e Examples of privatized services:
— Jail food service
— Materials management

Dental services for low-income citizens
_ong-term medical care facility

_aw Library



More Work to be Done

CAVEAT: THE COUNTY’S BALANCED TRIENNIAL BUDGET PLAN
IS ACHIEVEABLE ONLY IF THE FUTURE ECONOMY 1S NOT

WORSE THAN CURRENTLY FORECASTED.

— Assumes that real estate value declines slow down
and begin to stabilize by the end of this year.

— Property tax revenue will not be restored to 2007
levels until approximately 2025-2030.

— Assumes no significant State budget cuts

e Oakland County’s General Fund receives
approximately $60 million in annual State funding.



State/Federal Budgets Impact
Local Government Budgets

e Unresolved future State budget shortfall could be $2
billion, continuing to challenge local government and
education.

— State budget problems impact local government
budgets. Examples:

e Revenue sharing cuts.

e Push-down of State costs, such as recent attempt
by DHS to charge Counties a per diem for court-
ordered juvenile institutional placements .

— An estimated $1 million+ impact for Oakland County
placements which is not budgeted.



State/Federal Budgets Impact
Local Government Budgets

— The County receives approximately $185 million in Federal and
State grants (Special Revenue Funds, not General Fund dollars).

— Special Revenue Grant Fund reductions are balanced with grant
expenditure reductions (County’s general grand fund policy,
referred to as the “Gosling” clause).

e For decades, the County allowed a rare exception to this
grant policy for Marine patrol, subsidizing the State’s average
grant amount of $250,000 with nearly $1.3 million of General
Fund dollars.

e As County services are being reduced which benefitted the
general population, the County can no longer afford
subsidized enhanced services for select segments of the
population.



Maintaining Financial Stability

e Long-term budgeting has become
even more critical as a result of
continued declining revenues and
continued economic uncertainty.

e The financial challenges facing
government entities will endure even
after the economy recovers.



Use of Tasks/Incentives

e Budget reduction tasks assigned to each
elected official and department head.

o “Credits” given for early reductions.

— Credits are one-time 1n nature and can be
used to offset future years’ tasks iIf needed.

— This approach has resulted in implementing
structural reductions sooner rather than later.



Use of Tasks/Incentives

e Surplus savings from early implementation of
reductions by the County’s elected officials
enabled the budget to be balanced through
FY 2013.

e The current surplus savings from these earlier
efforts are a one-time source of funds and will
not be sufficient to sustain the current level of
operations beyond FY 2013.

e Oakland County’s leaders must remain diligent in
planning for future budget reductions.
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Continued Vigilance Required

e While it appears as though the nation’s
economy has begun recovery, economists
project growth will be slow.

e There Is concern that this recovery will not
generate the substantial numbers of new
Jjobs that are needed.

e Some economists are worried about a
double-dip recession.



Continued Vigilance Required

e Despite economic recovery, governments
will remain financially challenged.

e The recent real estate value declines have
permanently reduced the threshold of
property tax revenue for governments in
Michigan.

— Constitutional tax limitations do not permit taxable

values for existing property to rise greater than the
rate of inflation or 5%, whichever is less.



Impact on Other Governments

There are many other governments, specifically in
Michigan, that are struggling.

They lack a multi-year budgeting process.
They have not prepared a long-term financial outlook.

Their elected officials are not working cooperatively to
prepare for what is yet to come which is getting
progressively worse.

Such governments may be operating in crisis mode,
which results in sudden disruption of services to citizens
and immediate layoffs of employees.



Impact on Other Governments

e Examples of the impact from difficult
budget reductions in other governments:

— Effective this year, the State Fair no longer
exists.

— Waterford Township reduced its police force
by 25% with further reductions expected in
the future.

— Pontiac has reduced its police force from 175
officers in 2005 to only 69 currently. Pontiac
IS currently planning to lay off 51 employees.



Impact on Other Governments

— Schools are continuing to lay off teachers.

e As part of her proposal to balance the budget, the
Governor just announced her plan to transfer $208
million from the School Aid Fund to the State’s
General Fund.

e The School Aid Fund has a negative cash balance.
— Voters have rejected proposed millage
INncreases.

e Communities are engaged in heated debates over
potential closures of libraries and senior centers.



Impact on Other Governments

e Governments who fail to reduce their
budgets soon enough:
— Have deficits (liabilities exceed assets)

— May be in Act 72 and under an Emergency
Financial Manager

— May be a severe credit risk and have difficulty
securing additional debt

— May run out of cash



Impact on Other Governments

e Pontiac is In Act 72 and has a deficit in Its
General Fund of $5.6 million as of 6/30/09. The
deficit will grow until the city’s projected budget
shortfall is resolved.

2011: $10 million projected shortfall
2012: $19 million projected shortfall
2013: $31 million projected shortfall

e |f Pontiac cannot secure additional debt, the City
may run out of cash, potentially as soon as early
2011.



Impact on Other Governments

 Wayne County recently announced an estimated
accumulated deficit of $266 million projected for
the year-end on 9/30/10.

— Operating shortfalls are on pace to add $100 million
to Wayne County’s deficit annually.

— Wayne County elected officials are fighting over
scarce budget resources with at least two lawsuits
between county-wide departments.



Impact on Other Governments

e Detroit’'s General Fund deficit as of 6/30/09 was
$332 million.

— Entity-wide (all funds on a full-accrual basis), Detroit’s
deficit was $957 million.

— Detroit’s deficit is likely worse with unresolved
operating shortfall in FY 2010 (fiscal year just ended)
and in their current FY 2011 which began on July 1.

— If Detroit is not able to borrow additional money, the

City could soon be out of cash (same problem as in
Pontiac).



Impact on Other Governments

e Detroit Public Schools 1s In Act 72

— As of 6/30/09 the school district had a deficit
of $219 million.

— The deficit has increased during its 2010 fiscal
year which just ended.

— The deficit will increase during the 2011 year
which began on July 1 as operating shortfalls
continue.



Continued Uncertainty

Governments across Michigan (and throughout
the country) must change in order to survive.

The question is: what will the change be with a
new incoming Governor and new legislature?

What is certain: Oakland County will continue
long-term advanced financial planning with
further budget reductions required for at least
several more years

We are not done yet.



Contact Information

Laurie Van Pelt, Director
Oakland County Management and Budget

Email address: vanpelti@oakgov.com



