BUTTE COUNTY GRAND JURY REPORT 2008/2009
BUTTE COUNTY GENERAL RESERVE
SUMMARY
As a result of the current severe economic downturn, Butte County, the State of California, and
the federal governments are experiencing revenue short falls. In fiscal year 2008/2009, Butte
County is forecasting an $18 million deficit in funding for its operations. The deficiency is primarily due to reductions in property tax receipts, sales tax receipts, and reduced funds from the
State of California. Revenue projections for future years are expected to be equally grim.
When developing the budget for each fiscal year, Butte County includes a Contingency to cover
differences between estimated and actual revenue received, and the differences between estimated and actual costs of salaries and benefits, equipment purchases, and other operating expenses for that budget year. This Contingency is neither intended for, nor adequate to cover severe reductions in revenue or increased expenditures resulting from major fires, earthquakes,
floods, etc. To provide for such emergencies, some California counties (for example Yuba,
Shasta, and Placer) during years of revenue growth, create a Rainy Day Fund (termed by the
State of California as a General Reserve). During the period of rising property tax and sales tax
revenues, 1999-2008, Butte County had an opportunity to create such a fund, but did not.
To address the current revenue short fall, Butte County has taken action to reduce County expenditures. While the County can reduce or defer some expenses related to equipment and capital expenditures, the bulk of the reductions must be achieved by reducing personnel positions.
At the same time, the County is faced with maintaining or expanding its level of service, to address the needs of a larger unemployed labor force.
Had Butte County taken action to develop a General Reserve during the period of revenue
growth, 1999-2008, it could have built a fund of about $15-20 million. Due to the extended
forecast of significant revenue reductions, a General Reserve would not have eliminated the
need for the County to make reductions in expenditures or personnel in 2009. However, a General Reserve of this magnitude would have provided the County options for taking more moderate action, including making personnel reductions by attrition, or by purchasing equipment to
increase productivity.
The 2008/2009 Butte County Grand Jury recommends that Butte County develop, adopt, and
implement a mandatory policy to create a General Reserve, when County revenue growth resumes. The Grand Jury recognizes that revenue growth may not commence for several years,
but it believes that the policy should be developed today while the lessons related to not having
a General Reserve are fresh. The creation of the fund should be made mandatory and tied to an
indicator such as the Consumer Price Index or equivalent.
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GLOSSARY
FY - A fiscal year (financial year or budget year) is a period used for calculating annual financial statements in government, businesses, and other organizations. In Butte County the fiscal
year commences on July 1 and ends on June 30th.
Contingency - An amount of funds set aside in annual budgets to cover differences between
budget estimates of expenses and actual expenditures, which may occur during the FY covered
by the budget.
General Reserve - An amount of funds set aside to cover emergencies, such as unforeseen major revenue losses or major increases in expenses.
Rainy Day Fund - Another term for General Reserve.
BACKGROUND
The United States, along with most of the world, is experiencing a financial crisis. The State of
California is also in a financial crisis due to over spending and reduced revenues. The impact of
these crises on Butte County is: reduced property tax receipts, reduced sales tax revenues, and
reduced payments from the State. As a result, the County is entering a period, which may exceed three years, of significant reductions in revenue. The Contingency in the Butte County FY
2008/2009 budget is not sufficient to cover revenue losses in FY 2008/2009.
As shown in Chart I: Property, Sales, and Interest Revenue (Appendix A), during the years of
1999-2008, County revenue from property tax and sales tax receipts and interest grew from $38
- $70 million. Other California counties experienced similar increases and chose to set aside a
portion in a General Reserve (Rainy Day Fund), to cover possible declines in revenue or unforeseen increases in expenditures in future years. Similarly, Butte County had an opportunity
to develop a General Reserve (Rainy Day Fund), but instead chose to spend all of the increased
revenue.
APPROACH
The Grand Jury reviewed the 2008/2009 annual budget, and revenue and expenditures in the
previous ten years, to determine if the County had an opportunity to develop a General Reserve.
The Grand Jury interviewed Butte County officials on their opinions about developing a General Reserve, and briefly reviewed the actions of other counties.
DISCUSSION
Each year the County prepares an operating budget. This budget includes a Contingency for unexpected expenses within that fiscal year. This Contingency is insufficient to cover major reductions in County revenues such as those currently forecast for FY 2008/2009. To prepare for
such events, some counties in California develop a General Reserve. The State of California has
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enacted laws (Government Code Sections 29084-29086) to regulate the use of General Reserves by counties.
Many people, and even some officials, assume that the word Contingency means money to
cover unforeseen events, and that the Contingency in the County’s operating budget is adequate
to handle all unforeseen events. However, Contingency is normally included in government and
business budgets and forecasts to cover small differences in the estimates of costs, versus actual
costs in that FY. A General Reserve is developed and used to cover major unforeseen events or
emergencies. Most businesses routinely set aside cash reserves to cover emergencies. Similarly,
prudent families have emergency savings (Rainy Day Funds) to cover the equivalent of six
months of expenses, in case of a job loss, sickness, or other emergencies.
Butte County has not, in the last fifteen years, had a General Reserve. In the view of the Grand
Jury, the County missed an opportunity to develop a General Reserve in the years of large increases in property tax revenues. As shown in Charts I, II and III (Appendix A), from 19992008, Butte County revenue increased from $38 - $70 million per year. Total Butte County
revenue from taxes and interest for this period was about $480 million. During this time no
General Reserve funds were set aside for a “rainy day.”
This year, as a result of the collapsed housing market, and economic downturn, the County is
faced with declining revenue from four major sources:
Property tax receipts
Sales tax receipts
Reduction in County allocations from the state
Delay in payments from the state
As a result, the County is experiencing an $18 million shortfall in the FY 2008/2009 budget,
and similar reductions in the County revenue for the next several years.
Had Butte County put aside from $1 - 6 million during each year of prosperity from 1999-2008,
approximately equal to 2-8% of revenue, the County would have nearly $15 - 20 million in
revenue to apply to the current financial crises. As a result of not having a General Reserve to
provide a cushion, the County is projected to cut about 200 personnel positions and defer equipment purchases.
During each fiscal year, County receipts from property taxes and payments from the State of
California lag behind expenditures. As a result, the County is required to borrow short term
funds to pay its obligations. If the County had a General Reserve, it could use these funds to
finance, at no cost, short term debt.
The Grand Jury recommends that the County immediately develop, adopt, and implement a policy to build a General Reserve (Rainy Day Fund) to provide for future emergencies. The Grand
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Jury recognizes that conditions to create a General Reserve may not occur for several years, but
believes that it is prudent to use the situation today as a lesson to prepare for the future. The
Grand Jury recommends that the policy be mandatory, with a specific formula, when revenues
exceed some type of indicator, such as the Consumer Price Index or equivalent.
FINDINGS
F1. During the period 1999-2008, Butte County tax and interest revenue increased from $3875 million totaling about $480 million for the period.
F2. During years of increasing revenue, Butte County did not create a General Reserve (Rainy
Day Fund).
F3. In the FY 2008/2009 annual budget the County has a small Contingency. The Contingency
is not adequate to handle the severe reduction in revenue.
F4. Butte County is entering a period, which may extend several years, of reduced revenue.
F5. As a result of not having a General Reserve, Butte County will need to make drastic reductions in staffing, equipment, and levels of services for several years.
RECOMMENDATIONS
R1. The 2008/2009 Grand Jury recommends that Butte County immediately establish, adopt,
and implement a policy, with a specific formula, to develop a General Reserve. This
would be implemented when Butte County revenues exceed an indicator, such as the Consumer Price Index, or equivalent.
REQUEST FOR RESPONSES
Pursuant to Penal Code Section 933.05, the Grand Jury requests responses as follows:
Butte County Chief Financial Officer
Butte County Chief Administrative Officer
Butte 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.
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. The
California State Legislature has stated that it intends the provisions of Penal Code Section 929 prohibiting disclosure of witness identities to
encourage full candor in testimony in Civil Grand Jury investigations by protecting the privacy and confidentiality of those who participate
in any Civil Grand Jury investigation.
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APPENDIX A
Chart 1: Butte County Property and Sales Tax and Interest Revenue: 1999 – 2008

Chart 2: Butte County Property Tax Revenue: 1999 – 2008

Chart 3: Butte County Sales Tax Revenues: 1999 - 2008
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APPENDIX A
Chart 1: Butte County Property and Sales Tax and Interest Revenue: 1999 – 2008
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APPENDIX A:
Chart 2: Butte County Property Tax Revenue: 1999 – 2008
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APPENDIX A
Chart 3: Butte County Sales Tax Revenues: 1999 - 2008
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