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Plumas County Audit Report

A COUNTY STILL STRUGGLING

Plumas County Audit Report
EXECUTIVE SUMMARY:

Plumas County continues to face significant financial challenges as the economy struggles to
recover from the recession. Property tax revenues continued their downward trend declining
$450,000 from the previous year. Sales tax revenue and hotel tax revenues continued to increase,
but not enough to offset the property tax decrease.

Total County reserves remain positive, although available cash reserves are problematic. In seven
of the last eleven years, Plumas County has depleted its reserve (savings) to make ends meet. The
General Fund account balance (the County’s checking account used to pay bills) continues to
decline. In FY 2011/2012, the County’s General fund balance declined by $687,004 as the County
continued to spend more than it received.

The State continues to look to local governments to solve its cash flow and revenue problems.
Most significantly was the passage of Assembly Bill 109 (AB-109) in 2011. AB-109, also known
as Criminal Justice Realignment Act, transferred the responsibility and the cost of housing low risk
inmates to local county jails. Plumas County felons who would normally be transferred to a State
prison are now incarcerated in the County Jail. AB-109 has placed a substantial burden on Plumas
County and it threatens the County’s ability to ensure public safety.

The Board of Supervisors and management have made substantial cuts in spending by eliminating
or reducing non-essential services, reducing the number of employees, employee’s hours and
benefits. Additionally, in a major attempt to prevent further overspending, the County took
significant action in August 2012 by passing a structurally balanced budget for FY 2011/2012.

Plumas County received an "unqualified opinion” in the independent auditor’s report of fiscal year
(FY) 2011/2012, which means that the County's accounting requirements and practices were
followed correctly and there were no exceptions noted. That is where the good news ends. Plumas
County is spending more than it is taking in, and in so doing, it has depleted its reserves, and is the
subject of this report.

BACKGROUND:

Section 925 of the California Penal Code requires that the Grand Jury examine the financial
accounts and records of the County on an annual basis.

In addition, California Government Code section 25250 requires the Board of Supervisors to
conduct an annual audit of all County accounts. An outside independent auditor conducts this
audit. Section 926 of the Penal Code allows the Grand Jury to enter into a joint contract with the
Board of Supervisors to employ an audit for both of these purposes. As in previous years, the
independent audit firm of Smith and Newell of Yuba City, CA performed the audit.



Plumas County Audit Report

APPROACH:

The Grand Jury felt it was time to report to the citizenry what is really going on with the County’s
finances in a manner that could be understood by every reader, professional and laypersons alike.

The Grand Jury interviewed and took testimony of the County Auditor, the County’s financial
consultant, all members of the County Board of Supervisors (BOS) and a co-owner of the
independent audit firm of Smith & Newell.

DISCUSSION:

The General Fund is the chief operating fund of the County. It is used in part to pay its bills.
During FY 2011/2012, the County’s total General Fund revenues were $21,399,982 down
$950,503 from the previous year, and yet, expenditures were only down $688,583 from the
previous year. Herein lies the problem, Plumas County is spending more than it is taking in.
As of June 30, 2012, the General Fund had a remaining balance of $3,674,622 in the account.

The following chart shows how the County is spending more money than it is taking in.

PLUMAS COUNTY MAIN GENERAL FUND FOR OPERATIONS

$30,000,000
Outflow
$25,000,000
$20,000,000
Income
$15,000,000
Income Outflow Difference
$10,000,000
$5,000,000
Difference
SO
-$5,000,000
YearEnding 6/30 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Income $ in Millions $17.817 $17.830 $17.905 $19.744 $22.765 $23.119 $24.059 $23.298 $22.317 $22.350 $21.399
Outflow $ in Millions $16.549 $18.014 $17.507 $18.965 $22.887 $23.985 $24.433 $23.682 $22.918 $22.340 $21.652

Difference $inThousands  $ 1,268 ($184,086) $398,558 $799,434 ($121,527) ($865,303) ($373,657) ($384,518) ($600,221) $ 9,759 ($252,161)

Source: Plumas County Auditor
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REVENUES:

Plumas County revenues increased over the previous year by $436,400 bringing the total income to
$51,927,680. Of that total amount, 54.52% were funds received from State and Federal programs
and grants; 30.51% came in from various taxes (Property, Tourist and Sales Taxes, etc.). The
remaining 14.97% came in from a wide assortment of charges for licenses, permits, fees and fines.
These percentages are the same as the previous year.

The following graph shows an illustrative picture of where the County funds come from.

Revenues by Source — Governmental Activities FY 2010/11 FY 2011/12
Taxes 30.36%
30.51%
Licenses & Permits 1.08%
1.55%
FY 2010/11
Fines & Forfeitures 76%
77% FY 2011/12
Use of Money & Propery 1.15%
1.16%
Intergovernmental 56.62%
54.52%
Charges for Services 8.24%
9.67%
Miscellaneous 1.79%
1.82%
0.00% 10.00% 20.00% 30.00% 40.00% 50.00% 60.00%

Source: Smith & Newell Audit Report for year ending 6/30/2012



EXPENDITURES:

Plumas County Audit Report

The County continued to make improvements on the expense side of the ledger spending the
largest percentage of its income (28.92%) on Public Safety (Sheriff and Law Enforcement, etc.),
an increase of 6.97%. 15.61% went to Public Assistance programs, 15.52% for Health and
Welfare services, and 16.59% for Public Works and Facilities. The County spent 14.5% on its
own operations, down $598,823 from last year. The remaining 8.86% was spent on Capital
Outlay, Education, Culture & Recreation, and Debt Service, down 3.03% from the previous year.

The following graph shows an illustrative picture of how County funds were spent.

Expenditures by Function — Governmental Activities

General Government
Public Protection
Public Assistance
Public Ways & Facilities
Health & Welfare
Education

Culture& Recreation

Debt Service — Principal

Debt Service — Interest

Capital Outlay

14.50%
15.49%

15.61%
16.89%

16.59%
12.96%

15.52%
16.06%

1.41%
1.53%

7%
79%

FY 2010/11

1.10%
1.04%

FY 2011/12
1.56%
1.58%

4.02%
6.96%

5.00% 10.00% 15.00% 20.00%

Source: Smith & Newell Audit Report for year ending 6/30/2012
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COUNTY ASSETS:

The County’s investment in capital assets as of June 30, 2012 amounted to $51,241,917. This
includes a broad range of capital assets including land, infrastructure, (roads and bridges),
buildings, tools and equipment.

COUNTY DEBT:

As of June 30, 2012, the County had a total long-term debt outstanding of $24,414,777 as
compared to $24,773,820 in the prior year. During the year, there was a retirement of debt
amounting to $557,125 and an increase in post-employment benefits of $198,082.

UNFUNDED LIABILITY:
An unfunded liability is a liability that has no funds put aside to cover its potential expense.

An unfunded liability is what the actuary determines as the cost to cover shortfalls from market
losses, demographic changes, overly optimistic investment returns by the pension plan
administrator or other benefit improvements that were not covered by the contribution rates
collected from the employee or the employer.

The County has a huge unfunded liability in its Retiree Health Benefit program. For years, the
program was funded by returns from investments in Stocks, Bonds and other investments. With
the poor economy, these investments have not met their normal return and therefore the resulting
shortfall is left to the County.

Under current policies, a County employee’s sick time is accrued from year to year, and when an
employee retires, a percentage of that sick time, depending upon their length of service, is paid to
the retiring employee. This is as an additional benefit to their retirement plan, and puts a financial
burden on the unfunded liability account.

FINANCIAL HIGHLIGHTS:

e The County’s assets exceeded liabilities at the close of FY 2011/2012 by $72,318,722
(net assets). Of this amount, $85,520 is unrestricted and may be used to meet ongoing
obligations. $36,829,235 is restricted for specific purposes, and $35,403,967 is invested in
capital assets.

e The County’s governmental funds (funds received from State and Federal sources) increased
by $1,168,570 in FY 2011/2012 to a total of $39,394,275.

e The County’s total reserves remain healthy, but the General Fund reserve (savings) is
declining. The County in essence eliminated the Unassigned Funds account by decreased its
balance to zero.
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e The County’s investment in capital assets increased by $815,529. The increase was
primarily because of newly added assets within the Sheriff’s Department. Total added assets
were greater than total depreciation.

e The County’s total long-term debt decreased by $359,043 in comparison with the prior year.

FINDINGS:
F1. The audit found four recurring deficiencies. These are repeats of prior year findings.

a. Lack of Timely Processing: Disbursements were paid in excess of 30 days past the
invoice date of the vendor billing. The Auditor staff was not able to perform this
function in a timely manner due to the departments not submitting claims for
payment to the Auditor’s office in a timely manner.

b. Sheriff Inmate Welfare Reconciliation: Although the Inmate Trust bank account is
being reconciled to the accounting records on a monthly basis, the balance held in
the account does not appear to be reconciled to an open listing of balances held for
each inmate. The County could not provide a listing of balances held for inmates
that reconciled to the bank balance.

c. Compensated Absences: For the close of FY 2011/2012, the audit exposed a
negative balance of $25,202 in the County’s Compensated Absences Account. In
simple terms, the County paid out over $25k to employees for vacation time, leave
time, and comp time before the benefits were earned.

d. Risk Management — Landfill: The County does not have adequate insurance
coverage for the landfill.

F2. The audit found two new items requiring correction this year:

a. Outside Bank Accounts: There is an inadequate review of all outside bank
accounts. Various departments of the County hold bank accounts outside the
County Treasury for which the purpose of these accounts is to collect credit card
payments. There are several accounts that the County Auditor Controller’s office
has not been obtaining monthly bank statements and reconciliations from the
departments and the reconciled balance for one bank account had not been recorded
on the general ledger of the County.

Animal Control: There is a lack of controls within the Animal Control department
and department employees are not following policies and procedures. Even though
the Animal Control department is not authorized to accept cash, the department still
accepts cash and an employee writes a personal check to cover the amount of cash
received, deposits the personal check with department deposit, and takes the cash.
Good internal control requires proper cash handling. The risk of errors or
irregularities is increased when department employees are not following proper
policies and procedures.
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F3.

F4.

F>5.

F6.

The General Fund’s Unassigned Fund balance is down from $410,299 in 2011 to zero as of
June 30, 2012.

The County’s Reserve Fund has been used to cover temporary shortfalls and to pay bills.
GASB 54 (Governmental Accounting Standards Board) calls for a target balance of 8% of
the previous year’s General Fund revenues, or a minimum of $2 million to be in the Reserve
Fund account. The Reserve Fund balance was $454,253 as of June 30, 2012.

Over the last 11 years, the County has spent on average $397,353 more per year from the
General Fund than it is taking in.

The County Auditor reported that the County has not been funding its Retiree Health Benefit
Program. As such, the potential liability to the County as of this writing is approximately
$5.4 million dollars.

RECOMMENDATIONS:

R1. The Grand Jury recommends that the County immediately correct the deficiencies found

during the audit. These are repeats of prior year findings.

a. Modify procedures to ensure that County departments submit invoices to the
Auditor for processing and payment in a timely manner.

b. Reconcile the Inmate Trust bank account to an open listing of balances held by each
inmate on a monthly basis. The detailed listing of inmate balances should be
printed and maintained as an audit trail showing that this procedure was performed.

c. Review balances of compensated leave on a regular basis to determine that
employees are not being paid for more time than what has accrued.

d. Maintain adequate insurance coverage for the landfill to minimize the risk of loss.

e. Take steps to re-negotiate its employee retirement and sick leave policies to be
more in line with other counties of similar size and population.

R2. The County needs to correct the deficiencies found during the audit.

a. Record on the County general ledger all bank accounts in the County’s name,
reconcile all outside bank accounts, and forward the information to the Auditor
Controller monthly.

b. All County departments must follow County policies and procedures for cash
handling.

c. All department employees must follow policies and procedures.
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CONCLUSION:

Turning the Ship Around

For the past several years, Plumas County has shown little interest in tackling the County’s
financial problems and getting its fiscal house in order. It seemed the attitude that prevailed from
the Board of Supervisors all the way down to every department was, “we just have to hang in there
for a while, get by with less, and all will be right again.” This attitude resulted in the County
spending more on public services and its own processes than it was taking in.

During these years, Plumas County has shown a lack of cohesive teamwork with each department
competing with other departments for the limited funding. In simple terms, not working together,
but fighting together. This conflict was in fact the major reason the previous County Auditor
Controller resigned in early 2012.

The Grand Jury is pleased to report that there is a new attitude coming to the fore in Plumas
County. It is an attitude of determination and self-responsibility. This is good to see. Perhaps last
year’s stinging report from the Grand Jury had a positive effect. No one knows for sure, but there
is definitely a new attitude in the halls of the County Courthouse these days.

The transition from not taking responsibility to one of shared responsibility was not easy. This is
to be expected when any type of positive change occurs. Positive and effective change is always
met with resistance, from within and from without. However, to the County’s credit, it seems to
have come thru this rough period intact, and is now on a new path of teamwork and constructive
problem solving. This does not mean that all is well and no problems exist. Plumas County has
monumental challenges that must be met in the coming years. The County must be determined to
maintain conservative administrative practices regarding the County’s financial management in
order to avoid further erosion of its economic base.

This report is focused only on the audit report for FY 2011/2012, and does not show the positive
changes that are taking place behind the scenes this year. The current fiscal year (FY 2012/2013)
is the first year in recent memory in which the County is operating under a balanced budget. In
August 2012 with the implementation of several budget workshops and the help of a sharp and
strong local budget consultant; a balanced budget was hammered out.

The Grand Jury has no audit report information that confirms this, but according to the Plumas
County Auditor, the fiscal bleeding appears to have stopped and one can hope that next year’s
Grand Jury report will show that the County has got its fiscal house in order.

Although the County is still in poor financial shape, it seems the ship is turning around and
heading in the right direction.
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REQUEST FOR RESPONSES:

Pursuant to Penal Code section 933.05, the Grand Jury requests responses as follows:
From the following governing bodies:

m  The Plumas County Board of Supervisors

The governing bodies indicated above should be aware that the comment or response of the
governing body must be conducted subject to the notice, agenda and open meeting requirements of
the Brown Act.

GLOSSARY of TERMS:

GASB 54

The Governmental Accounting Standards Board (GASB) is an independent, not for profit
organization that was organized in 1984. GASB sets standards of financial accounting and
reporting for state and local governmental entities. Its standards guide the preparation of external
financial reports of those governmental entities.

CONTINGENCY FUND:

Contingency funds are to be used only for unanticipated expenses... big or small. County-level
emergencies like an earthquake, tornado, a roof caving in or replacing a damaged vehicle are
examples where Contingency Funds can be used. Contingency Funds are also there for on-going,
day-to-day cash flow shortages

RESERVE FUND:

Reserve Funds are funds reserved for onetime expenses only.
Reserves are not to be used for on-going, day-to-day expenses.

Reports issued by the Civil Grand Jury do not identify individuals interviewed. Penal Code Section 929 requires that reports of
the Grand Jury not contain the name of any person or facts leading to the identity of any person who provides information to the
Civil Grand Jury.




