2FIRST5

CALIFORNIA

AGENDA [TEM: 7
DATE OF MEETING: January 26, 2011
ACTION:
INFORMATION: X

FINANCIAL PLAN FISCAL YEAR 2010-11 AND
FY 2010 FINANCIAL AUDIT REPORT

SUMMARY OF REQUEST

First 5 California staff will provide State Commissioners a report on the FY 2009-10
Financial Audit Report and provide an overview for First 5 California’s FY 2010-11
Financial Plan.

AUDIT

The Department of Finance, Office of State Audits and Evaluations (DOF), performed
First 5 California’s FY 2009-10 financial audit. The report is titled, A Financial Statement
Audit, First 5 California Children and Families Trust Fund and Related Accounts for the
Fiscal Year Ended June 30, 2010. This report is available on First 5 California’s Web site
at http://www.ccfc.ca.govicommission/fiscal.asp.

DOF performed this audit in accordance with an interagency agreement with First5
California. The objectives of the audit were to:

e Express an opinion on the Balance Sheet and Statement of Revenue,
Expenditures, and Changes in Fund Balance of the Children and Families Trust
Fund (Fund) and related accounts for the fiscal year ending June 30, 2010.

e Verify that the financial statements were prepared in conformity with generally
accepted accounting principles for governmental funds.

¢ Report on internal control and compliance weaknesses, and provide
recommendations for improving controls over operations on the Fund and related
accounts.

Audit Results:

e The aforementioned financial statements were fairly presented for the fiscal year
ended June 30, 2010.

e The audit did not identify any reportable internal control or compliance
weaknesses.


http://www.ccfc.ca.gov/commission/fiscal.asp
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FISCAL BACKGROUND

Pursuant to Health and Safety Code (HSC) section 130105, the California Children and
Families Trust Fund (hereinafter referred to as “the Fund”), was created in the State
Treasury and consists of Proposition 10 revenues collected pursuant to the taxes
imposed by Section 30131.2 of the Revenue and Taxation Code.

The Board of Equalization (BOE) administers the Fund which includes determining the
amount for adjustments to the Fund prior to the transfer of funds to the designated State
Commission and county commission accounts. These adjustments include the annual
backfill to the Proposition 99 Fund and Breast Cancer Fund and the monthly BOE
operational costs for tax collection and enforcement programs. In FY 2009-10, the fund
adjustments totaled $33.5 million.

HSC section 130105 establishes the percentage of revenue to be transferred to the
counties and state accounts, which are all interest-bearing accounts. The BOE
determines the amount of revenue available to transfer to these accounts. The following
table represents the statutory distribution of Proposition 10 revenue by account.

Statutory Distribution
Counties Account Distribution | Conversion

Disbursed to 58 County 0
Commissions S0 /A

Statutory Distribution

State Accounts Distribution Conversion

Mass Media Communications 6% 30%
Education 5% 25%
Child Care 3% 15%
Research and Development 3% 15%
Unallocated 2% 10%
Administration 1% 5%

Total 20% 100%

Attachment A, Funding Structure, demonstrates the flow of revenue from collection to its
transfer to the individual Proposition 10 State Commission and county commission
accounts. Each month, the BOE provides First 5 California with the amount of tobacco
tax revenue that is available for disbursement to the county commissions and this
revenue is transferred into the counties’ account. Per HSC sections 130100 to 130155,
First 5 California disburses the monthly Proposition 10 tobacco tax revenue to county
commissions, if requirements specified in statute have been met. County commissions
receive the portion of the total moneys available to all county commissions equal to the
percentage of the number of births recorded in the relevant county in proportion to the
entire number of births recorded in California. Interest that accumulates in the county
account is also disbursed annually to the county commissions using this same formula.
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First 5 California’s Administrative Services Division (ASD) disburses funds from the six

state accounts consistent with the directives of the State Commission and the Executive
Director or Chief Deputy Director, and the Bylaws for the First5 California Children and

Families Commission. ASD also maintains financial records of disbursements.

Effective September 22,2009, AB1422 amended the Act to allow any funds not needed
in the Mass Media Communications, Education, Child Care, Research and Development
and Administration accounts to be transferred to the Unallocated Account; however,
movement of funds from any account to the Unallocated Account requires State
Commission approval and cannot be returned to the designated accounts.

FISCAL HISTORY

First 5 California revenues consists of the cigarette taxes collected, interest income
earned on funds deposited in the Surplus Money Investment Fund, refunds from reverted
appropriations, and unclaimed checks escheated to the issuing fund.

The following table represents the actual tax revenues transferred from the California
Children and Families Trust Fund (0623) to First 5 California accounts from the inception
of Proposition 10, beginning with the last six months (January through June) of Fiscal
Year (FY) 1998-99 through FY 2009-10.

Fiscal Year Tax Revenue Amount
1998-1999 $66,453,266
1999-2000 $135,053,539
2000-2001 $125,671,545
2001-2002 $122,141,768
2002-2003 $112,457,679
2003-2004 $114,627,464
2004-2005 $118,662,937
2005-2006 $117,358,383
2006-2007 $116,000,574
2007-2008 $109,726,760
2008-2009 $105,060,597
2009-2010 $95,830,895
2010-2011 $92,079,200
2011-2012 $88,009,400
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Since FY 1999-2000, First5 California’s tax revenue has decreased 29%. When
comparing the two most recent years, between FY 2008-09 and FY 2009-10, First 5
California’s tax revenue decreased approximately 8.8%.

The amount of monthly tax revenue received in the six state accounts can be
unpredictable and varies each month, each year. The following chart demonstrates the
variances in monthly revenue receipts each fiscal year beginning with FY 2006-07
through November 2010.

Revenue inthe second quarter varies significantly. The BOE calculated backfill to those
programs impacted by the enactment of the Act (i.e., Proposition 99) typically occurs
during the second quarter.

FIRST 5 CALIFORNIA MONTHLY REVENUE RECEIPT TREND
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LEVERAGED FUNDS

In FY 2009-10, First 5 California leveraged over $152 million inlocal and federal dollars
for statewide efforts with approximately $72.5 million First 5 California funds. The
following table provides a summary of FY 2009-10 state funds that resulted in local and
federal leveraged funds.

FY 09/10 First 5 California Program Leveraged Dollars
Local

Program Description State Leveraged Total
CARES $811,515 $2,770,536 $3,582,051
Health Access $423,935 $5,960,632 $6,384,567
Power of Preschool Demonstration* $13,670,822 $72,257,627 $85,928,450
School Readiness, Cycle 2* $49,131,508 $60,095,256 $109,226,764

Federal

Leverage
Kit for New Parents $6,490,636 $1,294,717 $7,785,353
Early Learning Advisory Council $2,000,000 $10,000,000 $12,000,000

Total $72,528,417 | $152,378,768 | $224,907,185

*Coordination Funds for these programs do not have a match requirement and are not included in the
above amounts

REVENUE PROJECTIONS

The Department of Finance projections have historically demonstrated tobacco tax
revenue is declining. The rate of decline is caused by both intended and unintended
factors, which include federal legislation, state initiatives, First 5 California’s public
outreach efforts, and comprehensive smoking cessation programs to reduce tobacco
use, as well as the impact of the state’s sluggish economy.

Based on the Department of Finance revenue projections updated in May 2010, the
following table shows actual and projected tax revenues for First 5 California for FY 2008-
09 through FY 2013-14.
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FINANCIAL PLAN

First 5 California tracks actual and projected revenues and expenditures for First 5
California programs and operations by fiscal year for the following six state funds: Media
and Mass Communications, Education, Child Care, Research and Development,
Unallocated and Administrative. Attachment B displays the Financial Plan for

FY 2010-11 through FY 2013-14. This plan includes the prior year actual revenue and
expenditures by account, current year encumbrances and obligations, and three budget
years of revenue and expenditure information. Staff will provide the State
Commissioners with an overview of the key components of the plan.

During FY 2009-10 First 5 California contributed $131.4 million in Proposition 10 state
funds to support FY 2009-10 state budget solutions. This contribution significantly
reduced First 5 California’s fund balance. With a primary revenue source that is
projected to consistently decline, continuance of sound budgetary controls to ensure the
State Commission can continue to meet its multi-year obligations and provide for
continuity of program services (at lower levels than previously provided) is essential.

First 5 California utilizes encumbrance accounting to reserve funds for current year
commitments. Although an expenditure or liability has not been incurred, the reservation
recognizes that funds have been committed for a specified purpose that will be liquidated
in the following fiscal year. Encumbrances include interagency agreements, program
agreements, and other commitments.

First 5 California enters into multi-year agreements with vendors and county commissions
to support program continuity, typically in periods of three to five years. However, the
encumbrances for agreements only include the unpaid and remaining commitment for the
current fiscal year (not the entire agreement), based on available estimates of
expenditures for goods and services provided.

To implement established budgetary controls, First 5 California must have sufficient cash
in all accounts at the beginning of each fiscal year to be able to encumber current year
obligations from those accounts.

As mentioned earlier, First5 California does not receive current year revenue at the
beginning of each year. Revenue is received monthly with significant variance in the
monthly amounts with a lag of approximately one month. First 5 California does not fully
actualize the full annual revenue until July, after year end. First 5 California has used
carryover funds to ensure cash balances are available to implement an encumbrance
accounting system and these carryover amounts must be available for current year
obligations on July 1 of each fiscal year.

Also, because First 5 California programs are typically obligated for multiple years, an
analysis of any new funding commitments in a current year must be conducted to
determine it's impact on year-end carryover amounts and obligations for multi-year
contacts and agreements.
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A full discussion of the impact of the multiple pending budget solution requests will be
addressed during the discussion of Agenda ltem 8.
ATTACHMENT:

A. A Financial Statement Audit, First 5 California Children and Families Trust Fund
and Related Accounts for the Fiscal Year Ended June 30, 2010

B. First 5 California Financial Plan FY 2010-11 through FY 2013-14
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Transmitted via e-mail

November 22, 2010

Ms. Kris Perry, Execu’uve Dlrector
First 5 California

2389 Gateway Oaks Drive, Room 260
Sacramento, CA 85833

Dear Ms. Perry:

Final Report—FirSt 5 California, 2010 Financial Statement Audit of the Children and
Families Trust Fund-and Related Accounts

The Department of Finénce‘ Office of State Audits and Evaluations (Finance), has completed its
audit-of the First 5 California’s Children and Families Trust Fund and related accounts for the

fiscal year ended June 30, 2010.

The enclosed report is for your mformation and use.  The financial statements were fairly
presented in accordance with generally accepted accounting principles. Because there were no
audit ﬂndmgs or issues requlrlng a response we are issuing the report as final.

In accordance with Fmance s policy of increased transparency, this report will be placed on our
website. Additionally, pursuant to Executive Order S-20-09, please post this report in its entirety
to the Reporting Government Transparency website at hitp://www. reportmqtransparencv ca.gov/

within five working days of this transmiital.

We appremate the assistance and cooperation of First 5 California, Department of General .
Services, and the California State Board of Equalization. If you have any questions regardlng '
this report, please contact Kimberly Tarvin, Manager, or Alma Ramirez, Supervisor, at-

(916) 322-2985.

Sincerely, -

() Sl

. David Botelho, CPA

Chief, Office of State Audits and Evaluations

Enclosure

cc.. Ms. Diane Levin, Chief Deputy Director, First 5 California
Ms. Kim Gauthier, Chief Counsel, First 5 California
Ms. Terry L. Miller, Chief, Administrative Services Division, First 5 Caln‘orma
Ms. Sandra Beck, Fiscal Operations Manager, First 5 California
State Controller's Office, Division of Audits, First 5 Oversight Unit
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MEMBERS OF THE TEAM

Kimberly Tarvin, CPA
Manager

Alma Ramirez, CPA
Supervisor

Staff
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This report is also available on our website at hitp://www.dof.ca.gov
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Department of Finance
Office of State Audits and Evaluations
300 Capitol Mall, Suite 801
Sacramento, CA 95814
(916) 322-2985
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EXECUTIVE SUI\/II\/IARY

The Department of Finance, Office of State Audits and Evaluations (Finance), performed this
audit in accordance with an rnteragency agreement with First 5 Callfornra The objectives of our

audit were to:

« Express an opinion on the Balance Sheet and Statement of Revenue,
Expenditures, and Changes in Fund Balance of the Children and Families Trust
Fund (Fund) and related accounts for the fiscal year ended June 30, 2010.

» Verify that the financial statements were prepared in conformity wrth generally
accepted accounting principles for governmental funds.

» Report on internal control and compliance weaknesses, and provrde
recommendations for improving controls over operations of the Fund and related

accounts.
Audit Results

e The aforementroned financial starements are farrly presented for the fiscal year
ended June 30, 2010.
e The audit did not identify any reportable internal control or compliance

weaknesses.

This report is intended solely for the information and use of First 5 California, those charged with
governance, and the Legislature, and is-not intended to be and should not be used by anyone
other than the specified parties. However, this report is a matter of public record and its
distribution is not limited.
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~ INDEPENDENT AUDITOR'S REPORT

Ms. Kris Perry, Executive Director

First 5 California
2389 Gateway Oaks Drive, Room 260

Sacramento, CA 95833

We have audited the acdompanying Balance Sheet as of June 30, 2010, and the related

Statement of Revenue, Expenditures, and Changes in Fund Balance of the Children and
Families Trust Fund (Fund) and related accounts, for the fiscal year then ended. Thesé
financial statements are the responsibility of First 5 California’s management. Our responsibility

is to express-an opinion on these financial statements-based on our audit: -

Except as discussed in the following paragraph, we conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards..
applicable to financial audits contained in Government Auditing Standards, issued.by the: - .
Comiptroller General of the United States. Those standards require that-we plan and perform
the audit to obtain reasonable assurance about whether the financial statements.are:free of
material misstatement. An audit includes examining; on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the:
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our.audit provides a

reasonable basis for our opinion. :
In connection with our audit, there are certain disclosures required by GovernmehtAuditihgi ,
Standards. The Department of Finance (Finance) is not independent of the audited entity, as
both are part of the State of California’s Executive Branch. As required by various statutes
within the California Government Code, Finance performs certain management and accounting

- functions. These activities impair independence. However, sufficient safeguards exist for

readers of this report to rely on the information contained herein.

In our opinion, the financial statements referred to above present fairly; in all material respects,
the financial position of the Fund and related accounts as of June 30, 2010, and the results of
operations and changes in fund balance thereof for the fiscal year then ended, in conformity
with accounting principles generally accepted in the United States of America.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements of the Children and Families
Trust Fund (Fund) and related accounts as of and for the year ended June 30, 2010, in
accordance with auditing standards generally accepted in the United States of America, we
considered the internal control over financial reporting (internal control) as a basis for designing
our auditing procedures for the purpose of expressing our opinion on the financial statements,




but not for the purpose of expressing an opinion on the effectiveness of the internal control.
Accordingly, we do not express an opinion on the effectiveness of the internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstalements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatemient of the entity's financial statements will not be prevented,

or detected and corrected on'a timely basis.

Our consideration of internal control was for the limited purpose described in the first paragraph
and was not designed to identify all deficiencies in internal control that might be deficiencies,
significant deficiencies, or material weaknesses. We did not identify any deficiencies in internal
control that we consider to be ma’terlal weaknesses as defined above. .

Comphance and Other Matters

As part of obtaining reasonable assurance about whether the Children and Families Trust Fund
* (Fund) and related accounts’ financial statements as of and for the year ended June 30, 2010,
are free of material misstatement, we performed tests of compliance with certain provisions of
laws, regulations, contracts, and grants, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are requxred to be reported under Government Aud/tmg

Standards.

This report is intended solely for the information and use of First 5 California management,
those charged with governance, and the Legislature, others within the organization, and is not
intended to be used by anyone other than these specified parties. However, this report is a
matter of public record-and its distribution is not limited.

David Botelho, CPA
Chief, Office of State Audits and Evaluations

(916) 322-2985

November 15, 2010
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N OTES TO 'F!N/-\NCIAL‘ STATEMENTS

NOTE 1

First 5 California :
Children and Families Trust Fund and Related Accounts
For the Fiscal Year Ended June 30, 2010

Summary of Significanf Acéounting Policiés

A. Definition of Reporting Entity

The Children and Families Trust Fund (Fund) and its related accounts were
created by the California Children and Families Act of 1998 (Act). '
Programmatic and fiscal oversight for the Act was placed with the California
Children and Families Commission (State Commission). Subsequent to the
Act, legisliation was passed that provided for the State Commission to also be
known as First 5 California. The Act is intended to promote, support, and
improve the early development of children from the prenatal stage to five
years of age. The programs authorized by this Act are administered by

First 5 California and by county children and families commissions.

The First 5 California Commission is made up of seven members. During
fiscal year 2009-10 six Commissioners’ seats were vacated and filled by new

“commissioners.

Prior to January 1, 1999, the California State Board of Equalization (BOE)
was authorized to collect 37 cents for each cigarette pack distributed. On
January 1, 1999, section 30131.2 of the Revenue and Taxation Code
authorized the BOE to collect an additional 50 cents for each cigarette pack
distributed and a surtax on other tobacco products for a total of 87 cents for
each cigarette pack. Of the 87 cents collected, 50 cents is allocated and
deposited into the Fund. The remainder funds the Proposition 99 and Breast

Cancer programs.

While First 5 California has the full responsibility for the program and financial
statements, the BOE receives, accounts for, and deposits'the Cigarette Tax
revenue into the Fund. Furthermore, the Department of General Services
performs accounting services for First 5 California.

The Fund was established to provide funding for promoting, supporting, and
improving the early development of children from the prenatal stage to five
years of age with emphasis on community awareness, education, nurturing,
child care, social services, health care, and research. [t primarily functions as
a pass-through account which transfers funds to the seven related accounts
according to allocation percentages established by the Act. The county
commissions receive 80 percent of the funding and First § California receives
20 percent, which is allocated to six separate accounts that implement
specific functions of the Act, as illustrated in Table 1.




Table 1. California Children and Families Trust Fund (0623)
Cigarette Tax Revenue Allocation

Account Account Title Percent Account P
Allocation ceo urpose
0585 Counties Children and 80% For allocation to county commissions’ for the purposes

Families Account

‘must be incurred in accordance with the provisions of

authorized in the California Children and Families Act of
1998 (Act) and in accordance with each county’s
strategic plan. All county commission expenditures

the Health and Safety Code section 130105 (d)(2).

6%

For funding of communications to the general public

0631 Mass Media
' Communications Account utilizing television, radio, newspapers, and other mass
: ' megia furthering the goals and purposes specified in the
Act”. ,
0634 Education Account 5% For funding of education goals and purposes as
specified in the Act’,
0636 Child Care Account 39 ) )
For funding for child care goals and purposes as
specified in the Act’.
0837 Research and Development 3% For funding research and development goals and
Account : purposes as specified in the Act’. .
0638 Administration Account 1% ‘For funding of administrative costs and other purposes:
» as specified in the Act?.
0639 Unallocated Account 204 For funding any other purposes of the Act except for

administrative costs.

B. Basis of Presentation—Fund Accounting

The Fund and related accounts are classified as Other Governmental Cost
Funds for State of California financial reporting purposes. Other Governmental
Cost Funds are special revenue funds used to account for revenues restricted by
law for specified purposes. The financial statements are presented in
accordance with generally accepted accounting principles.

C. Measurement Focus and Basis of Accounting

The accompanying financial statements have been prepared using a current
financial resources measurement focus and the modified accrual basis of
accounting. This measurement focus concentrates on transactions that increase
or decrease resources available for spending in the near future. Under the
modified accrual basis of accounting, revenues are recorded when they become
measurable and available to finance expenditures of the current period.
Expenditures are recorded when the related liability is incurred.

' Each First 5 county commission is allocated funds from Account 0585 based on the number of live births
recorded in each county in proportion to the entire number of live births recorded statewide. For the
fiscal year 2009-10 allocations the 2007 birth vital statistics compiled by the California Department of
Public Health were used as this was the most recent reporting period available.

2 Effective September 22, 2009, AB1422 amends the Act to allow any funds not needed in these five
accounts to be transferred to the Unallocated Account (0639) upon approval by First 5 California.




D. Budget and Budgetary Control

The accounting policies of First 5 California conform to the State Administrative
Manual (SAM) based on the state’s budgetary provisions. Program funds are
continuously appropriated without regard to fiscal year.- First 5 California
management is responsible for exercising budgetary control to ensure
appropriations are not overspent at the Fund and related accounts level. The

" State Controller's Office is responsible for statewide appropriation control and

does not allow-expenditures in excess of authorized appropriations.

Deposits in Surplus Money: Investment Fund

Investments consist of cash in excess of current needs on deposit in the Surplus
Money Investment Fund (SMIF). The Fund and related accounts participate in
the State of California’s Pooled Money Investment Program, whereby cash on
deposit in the State Treasury determined to be in excess of immediate needs are
transferred to the SMIF for investment purposes. All earnings derived from
investments of the SMIF are apportioned to the contributing fund as provided in

B the Government Code.

Revenue

Revenue consists of the cigarette taxes coliected on sales -of cigarette packs and
other tobacco products, interest income earned on funds deposited in the SMIF,
refunds from reverted appropriations, and unclaimed checks escheated to the

issuing fund.

G. Compensated Absences

Liability for vested and unpaid vacation and annual leave is reported as a long-
term liability on the government-wide financial statements. It is anticipated that
compensated absences will generally not be used in excess of a normal year’s:
accumulation. Unused sick leave balances are not included in compensated
absences because they do not vest to employees. For further information, refer
to the State of California Comprehensive Annual Financial Report. ‘

Retirement Plan

"Employees of First 5 California are members of the California Public Employees’

Retirement System (CalPERS), which is a defined benefit contributory retirement
plan. Retirement contributions by employees are set by statute as a percentage
of payroll (Tier | employees), or are zero (Tier Il employees). Retirement
contributions are actuarially determined under a program where total
contributions plus CalPERS’ investmerit earnings will provide the necessary
funds to pay retirement benefits when incurred. The employer contributions are
included in the cost of personal services. For further information, refer to the
State of California Comprehensive Annual Financial Report, and to the CalPERS
Comprehensive Annual Financial Report. ‘




NOTE 2 Due From Other Funds and Due To Other Funds .

The Due From Other Funds includes cigarette tax and SMIF interest revenue
accruals, and an abatement from the BOE General Fund for unused administration
funds. Additionally, the Unallocated Account (0639) includes reimbursement
accruals for School Readiness Program expenditures incurred on behalf of the other

Surplus Money Investment Fund (0681)

accounts.
Table 2: Due From Other Funds
Fund/Account Fund/Account Due From Amount
Fund 0623: BOE General Fund (0001) $2,232,519
Surplus Money Investment Fund (0681) 37.940
' Total Due From Other Funds $ 2,270,459
Account 0585: Counties .
Children and Families Trust Fund (0623) $68,201,986
Surplus Money Investment Fund (0681) 19.325
Total Due From Other Funds $68,221,311
Account 0631: Mass Media _
Children and Families Trust Fund (0623) $5,1.15,149
Surpius Money Investment Fund (0681) 108,430
Total Due From Other Funds $5,223,579
Account 0634: Education ‘
' Children and Families Trust Fund (0623) $4,262,624
Health Care Deposit Fund (0912) 459,369
Surplus Money Investment Fund (0681) 134802
, Total Due From Other Funds $4,856,595
Account 0636: Child Care
Children and Families Trust Fund (0623) $2,557,575

56,979

Surplus Money Investment Fund (0681)

Total Due From Other Funds

. Total Due From Other Funds $2,614,554
Account 0637: Research and Development : .
' Children and Families Trust Fund (0623) $2,557,575

82,178

$2,639,753

Account 0638: Administration '
Children and Families Trust Fund (0623)
Surplus Money Investment Fund (0681)

$862,525

33,333

, - Total Due From Other Funds $885,858
Account 0639: Unallocated v ' A

Children and Families Trust Fund (0623) $1,705,050

Mass Media Communications Account (0631) 2,070,818

Education Account (0634) 4,617,159

Child Care Account (0636) 1,924,326

Research and Development Account (0637) 2,870,768

-Surplus Money Investment Fund (0681) ; 30.038

Total Due From Other Funds $13,218,159




| : The Due To Other Funds represents the cigarette tax revenue accrued for transfer to
the related accounts as of year-end, and School Readiness Program
reimbursements to the Unallocated Account (0639), as-well as funds disbursed to the
Department of Developmental Serwces (DDS) General Fund (0001) at year—end for

the Early Start Program

‘Fund/Account Due From Fund/Account Amount
: Fund 0623: Trust Fund
| Counties’ Account (0585) g $68,201,986
! - Mass Media Communications Account (0831) 5,115,149
‘ Education Account (0634) 4,262,624
‘ Child Care Account (0636) 2,557,574
Research and Development Account (0637) 2,557,574
Administration Account (0638) 852,525
Unallocated Account (0639) - _1.705.050
, ' Total Due to Other Funds ~ $85,252,482
Account 0631: Mass Media ' . ,
General Fund (0001) $40,000,000
Unallocated Account (0839) . ~_ 2070819
Total Due to Other Funds $42,070,819
Account 0634: Education ‘
" General Fund (0001) " $10,350,000
Unallocated Account (0639) . __4817.159
Total Due to Other Funds ~$14,967,159
Account 0636: Child Care
' General Fund (0001) 130,315 |
Unallocated Account (0639) - $1,924.3%6 |
o Total Due to Other Funds $ 2,054,641
Account 0637: Research and Development ' .
General Fund (0001) - 104,262
Unallocated Account (0639) $ 2,870,768
Total Due to Other Funds $ 2,975,030
Account 0638: Administration '
General Fund (0001) 98,918
Various other funds , 54,250
Total Due to Other Funds $ 153,168

Table 3: ‘Due To Other Funds




NOTE 3

NOTE 4

Fund Balance

The term fund balance is defined as the excess of the fund’s assets over its liabilities.
Part or all of the total fund balance may be reserved as a result of law or generally
accepted accounting principles. Reserves represent those portions of the fund
balance that are legally segregated for specific uses.

Reserved for Encumbrances

First 5 California utilizes encumbrance accounting to reserve funds for current year
commitments. Although an expenditure or liability has not been incurred, the
reservation recognizes that funds have been committed for a specified purpose that
will be liquidated in the following fiscal year. Encumbrances include interagency
agreements, program agreements, and other commitments. Encumbrances are

‘reported as the Reserved for Encumbrances portion of the statutorily established

accounts’ fund balance.

First 5 California enters into multi-year agreements with vendors and county
commissions, typically in periods of three-to-five years. However, encumbrances for
agreements only include the unpaid and remaining commitment for the current fiscal

- year (not the entire agreement), based on available estimates of expenditures for
- goods and services provided.

~

Reserved for Unencumbered Balances of Continuing Appropriations -

The reserve represents the unencumbered balances of all appropriations for which
the period of availability extends beyond the period covered by this report. These
appropriations are legally segregated for a specific future use, including state
commission approved statewide programs and direct service initiatives such as .
School Readiness, Power of Preschool Bridge, Comprehensive Approaches to
Raising Educational Standards (CARE) Plus, Kit for New Parents, smoking
cessation, and research and evaluation efforts.

Unallocated Account (0639) Expenditures

"The reported expenditure amounf for Account 0639 inclﬁdes abatements from county
‘commission contributions for the Healthy Families Program funds transferred to the

Managed Risk Medical Insurance Board (MRMIB) in the prior year. The breakdown
of this account balance for fiscal year 2009-10 is as follows:

Unallocated Account (0639) Expenditure Analysis

Expenditures Balance Reported $ 3,520,960
Less: County Contributions v , (7,588,624)
Total Expenditures $11,109,584.
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NOTES Operating Transfers

‘NOTE 6

Legally authorized transfers between state funds are reported on the Statement of
Revenue, Expenditures, and Changes in Fund Balance as Operating Transfers fnor
Operating Transfers Out, and are accounted for as increases or decreases in
residual equity. ‘

The Fund's Operating Transfers Out represents the sum of the Operating Transfers
In to the seven related accounts and the statutorily required backfill of $21,800,000
for the Proposition 99 and Breast Cancer programs. The Transfers In for the seven
related accounts are calculated based on the applicable allocation percentages
specified in Note 1. Balances are derived as follows: B

Operating Transfers
Cigarette Tax Revenue (Fund 0623):

Current Year - $512,492,223
SMIF Interest Revenue o 200,435+
Board - State Operations : (11,738,181)

Total Operating Transfers Out 510,01,95‘4,477
Backfil , (21,800.000)

Total Operating Transfers In- Related S

Accounts $ 479,154,477

Section 130105 of the Health and Safety Code requires the Fund on an annual basis
to backfill the loss of funding for certain Proposition 99 (the Tobacco Tax and Health
Protection Act of 1988) and Breast Cancer Fund programs to offset the revenue loss
from declining cigarettes and tobacco product consumption resulting from the
imposition of additional taxes on cigarettes and tobacco products by the Act. The

‘Board makes the fiscal determination and transfers the appropriate funds.

Contingent Liabilities

The First 5 California and BOE are involved in separate legal proceedings.
Unfavorable outcomes to these lawsuits may result in the loss of funds available to
the various First 5 California programs. No provision for the potential liability has
been made in the financial statements. '

Following are two significant pending lawsuits:

1, Taxpayers filed a refund lawsuit on December 5, 2007 for tobacco taxes paid.
These taxpayers are the shareholders and officers of a corporation, who had
continued distributing cigarettes and tobacco products after the corporation was
suspended for failure to pay franchise taxes. The BOE asserted controlling
person liability against taxpayers under the Cigarette and Tobacco Products Tax
Law. On February 23, 2008, the trial court entered judgment in favor of
taxpayers in the amount of $69,763 plus interest. Subsequently, the trial court
awarded attorneys' fees to taxpayers under Code of Civil Procedure
‘section 1021.5 in the amount of $627,797. The BOE has appealed both the.
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judgment and the attorneys' fees award. The matter is being briefed in the
appellate court at this time. Risk of loss is determined to be probable and the

~attorney's fees award could increase to $1.3 million. The impact to the Fund is
estimated at 36 percent of the total-award, or $4983,115 (based on $69,763
taxpayer judgment plus $1.3 million aftorney's fees award).

2. OnJuly 24, 2009, Service Employees International Union, Local 1000
(SEIV), filed suit in the Alameda County Superior Court against Governor
Schwarzenegger and 67 other Respondents challenging the validity of the
Governor's Executive Orders furloughing state employees three days per
month. The Petition sought a declaration that the furloughs are unlawful,
a prohibition on any further salary reductions, an injunction prohibiting the
Governor from continuing to furlough SEIU employees whose salaries
were paid by sources other than the General Fund, back pay and
attorneys fees and costs. On December 31, 2009, the trial court issued
its Order Granting SEIU's Petition for Writ of Mandate. This matter is now
on appeal in the First Appellate District Court of Appeal,

Case No. 127776.

On October 4, 2010, the Supreme Court of California issued its ruling in the
related matter of Professional Engineers in California Government, et al. v.
Schwarzenegger, Supreme Court Case No. S183411. The Supreme Court
concluded that the Governor’s statutory and constitutional authority to furlough
state employees is limited to situations in which such unilateral authority is set
forth in a memorandum of understanding entered into between the state and
employee organizations representing the affected employees. However, the
Supreme Court went on to find that in the case before it (which involved only the
Governor's December 2008 furlough order) the Legislature, in enacting the 2009
revisions to the 2008 Budget Act, ratified the use of the two-day-a-month furlough

program.

At this time, the SEIU matter to which First 5 California is a party remains on
appeal. However, given the recent Supreme Court ruling, future years' losses or
gains, as a result of the decision, cannot be estimated at this time.

NOTE 7 Related Party Transactions

The First 5 California Chair has a dual role as the Commission Chair and the
Undersecretary for the Health and Human Services Agency (HHSA). The Chair
participated in the Commission’s vote approving interagency agreements that
provided funding of $81.4 million to MRMIB and $50 million to DDS. These
departments either report to or have an affiliation with the HHSA. The contract with -
MRMIB funds new enrollment and/or enroliment of otherwise wait-listed children
ages of 0 to 5 in the Healthy Families Program. The DDS contract funds Regional
Center services for new enroliment and/or enroliment of otherwise wait-listed children
under the Early Start program. The First 5 California Commission made these
contributions after determining that they were consistent with and furthered the
purposes of the Act and First 5 California’s Strategic Plan. The Chair consulted with
legal counsel who advised him that these dual roles do not constitute a conflict of
interest under applicable statutes and regulations. Both contracts include audit

12



NOTE 8

requirements to ensure the funds are expended in accordance with the purpose of
the Act. ' :

Subsequent Events

Senate Bill 870 (SB 870), Chapter 712, Statutes of 2010 (2010-11 Budget) makes
appropriations, enacts statutory changes for support of state government, and
reflects the final decisions of the Legislative Leadership relative to the 2010-11
Budget. The budget language includes requests of First 5 funds similar to those in

prior years including:

‘o $82,752,000 for the MRMIB for the Healthy Families Program.
e  $50,000,000 for-the DDS Regional Centers. '

As written, SB 870 states the amount payable for the proposed MRMIB and DDS

fund requests is from the Counties Children and Families Account (0585).

In addition, SB 870 also includes language that directs agencies to seek funding from

First 5 California to support projects related to poison control and immunization.

The authorization of the transfer of money from First 5 funds in response to the

. budget bill would require State Commission and/or county commission approval. As

of the date of this report the State Commission had not taken action on the SB 870

- funding requests. Therefore the amount of funding for these commitments cannot be
estimated at this time. :

13



First 5 California

Financial Plan FY 2010-11 through FY 2013-14

FY 09/10
Account/Project Actuals FY 10/11 FY 11/12 FY 12/13 FY 13/14

Mass Media Communications (0631)
Projected Carryover $96,586,336 $36,358,109 ($3,333,810) ($3,537,690) ($2,928,107)
Beginning Balance $96,586,336 | $36,358,109 ($3,333,810) ($3,537,690) ($2,928,107)
School Readiness, Cycle 1 ($2,448)
School Readiness, Cycle 2 * $9,308,415 $8,039,687 $1,034,402
Healthy Families Program (MRMIB) $30,000,000
Early Start Program (DDS) $40,000,000
Public Education and Outreach $2,321,273 $2,111,082 $1,000,000
Media $8,182,822 $24,318,501 $11,640,237 $11,640,237 $11,640,237
1-800 Number $75,267 $214,650 $145,000 $145,000
PARENT-Signature Program-New Parent Kit $5,000,000 $5,000,000 $5,000,000
CHILD-Phase Il Quality Early Learning $9,000,000 $9,000,000 $9,000,000
SCO/PRORATA/ADJUSTMENTS $6,930 $8,000 $8,000 $8,000 $8,000

Total Budgeted Expenditures $89,892,726 $39,691,920 $27,827,639 $25,793,237 $20,648,237
Prior Year School Readiness Encumbrance ($233,801)
Prior Year Adjustments ($83,373)
Current Year School Readiness Encumbrance

Adjusted Fund Balance Expenditures $89,575,551 $39,691,920 $27,827,639 $25,793,237 $20,648,237

Subtotal $7,010,785 ($3,333,810) ($31,161,450)]  ($29,330,927)]  ($23,576,344)
Projected Revenue $28,749,269 $27,623,760 $26,402,820 $25,142,820
Adjustment to Balance
Projected Interest $592,458 $0 $0 $0
Other Revenue $5,598

Year End Balance $36,358,109 ($3,333,810) ($3,537,690) ($2,928,107) $1,566,476
15% Reserve $4,312,390 $0 $4,143,564 $3,960,423 $3,771,423
Net Year End Balance $32,045,719 ($3,333,810) ($7,681,254) ($6,888,530) ($2,204,947)

Education (0634)

Projected Carryover $105,469,700 $70,721,345 $33,215,084 $31,505,287 $31,157,163
Beginning Balance $105,469,700 $70,721,345 $33,215,084 $31,505,287 $31,157,163
School Readiness, Cycle 1 ($4,897)
School Readiness, Cycle 2 * $20,685,366 $17,865,970 $2,298,672
Healthy Families Program (MRMIB) $10,000,000
Early Start Program (DDS) $10,000,000
Power of Preschool (PoP Legacy) $13,822,829
Early Childhood Education Competencies $350,000
Statewide Conference $84,575 $350,000 $350,000 $350,000 $350,000
Co-Sponsorship Funding $37,500 $150,000 $150,000 $150,000 $150,000
Migrant and Seasonal Farm Workers $1,128,247
Kits for New Parents $6,490,636
Regional Technical Assistance $443,187 $533,292 $89,000
Science Readiness Program $1,225,000
Special Needs Project $263,331
CHILD-Signature Program-EDUCARE $2,000,000 $2,000,000 $2,000,000
CHILD-Signature Program-PoP Bridge $18,599,000 $19,000,000
CHILD-Phase Il Quality Early Learning $1,000,000 $20,000,000 $20,000,000
SCO/PRORATA/ADJUSTMENTS $6,930 $8,000 $8,000 $8,000 $8,000
Total Budgeted Expenditures $64,532,705 $37,506,262 $24,895,672 $22,508,000 $22,508,000
Prior Year School Readiness Encumbrance ($519,558)
Prior Year Adjustments ($142,081)
Current Year School Readiness Encumbrance
Adjusted Fund Balance Expenditures $63,871,066 $37,506,262 $24,895,672 $22,508,000 $22,508,000
Subtotal $41,598,634 $33,215,084 $8,319,412 $8,997,287 $8,649,163
Projected Revenue $23,957,724 $23,019,800 $22,002,350 $20,952,350
Adjustment to Balance
Projected Interest $653,916 $166,075 $157,526 $155,786
Other Revenue $4,511,072
Year End Balance $70,721,345 $33,215,084 $31,505,287 $31,157,163 $29,757,299
15% Reserve $3,593,659 $0 $3,452,970 $3,300,353 $3,142,853
Net Year End Balance $67,127,687 $33,215,084 $28,052,317 $27,856,811 $26,614,447
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Financial Plan FY 2010-11 through FY 2013-14

First 5 California

FY 09/10
Account/Project Actuals FY 10/11 FY 11/12 FY 12/13 FY 13/14
Child Care (0636)
Projected Carryover $55,959,953 $37,635,690 $16,125,813 $8,533,386 $1,269,463
Beginning Balance $55,959,953 $37,635,690 $16,125,813 $8,533,386 $1,269,463
School Readiness, Cycle 1 ($3,428)
School Readiness, Cycle 2 * $8,791,280 $7,593,037 $976,936
Healthy Families Program (MRMIB) $20,000,000
Early Start Program (DDS)
Power of Preschool $1,419,696 $1,864,192
ABCD Initiative $634,896 $44,648
CARES (Legacy) $1,362,230
Educational Program "A Place of Our Own" ($14,042)
CHILD-Phase Il Quality Early Learning $8,500,000 $8,500,000 $8,500,000
TEACHER-Signature Program-CARES Plus $12,000,000 $12,000,000 $12,000,000 $0
SCO/PRORATA/ADJUSTMENTS $6,930 $8,000 $8,000 $8,000 $8,000
Total Budgeted Expenditures $32,197,563 $21,509,877 $21,484,936 $20,508,000 $8,508,000
Prior Year School Readiness Encumbrance ($220,812)
Prior Year Adjustments $1,065,362
Current Year School Readiness Encumbrance
Adjusted Fund Balance Expenditures $33,042,113 $21,509,877 $21,484,936 $20,508,000 $8,508,000
Subtotal $22,917,840 | $16,125,813 ($5,359,123)]  ($11,974,614) ($7,238,537)
Projected Revenue $14,374,634 $13,811,880 $13,201,410 $12,571,410
Adjustment to Balance
Projected Interest $343,215 $80,629 $42,667 $6,347
Other Revenue
Year End Balance $37,635,690 $16,125,813 $8,533,386 $1,269,463 $5,339,220
15% Reserve $2,156,195 $0 $2,071,782 $1,980,212 $1,885,712
Net Year End Balance $35,479,495 $16,125,813 $6,461,604 ($710,749) $3,453,509
Research and Development (0637)
Projected Carryover $75,361,103 $53,658,146 $29,654,576 $23,441,092 $24,251,708
Beginning Balance $75,361,103 $53,658,146 $29,654,576 $23,441,092 $24,251,708
School Readiness, Cycle 1 ($3,591)
School Readiness, Cycle 2 * $12,928,354 $11,166,231 $1,436,670
Healthy Families Program (MRMIB) $21,400,000
Early Start Program (DDS)
Health Access Quality Enhancement and Evaluation $121,595
Special Needs Project ($294,348)
Statewide Research and Evaluation $1,151,599 $12,563,035 $6,128,966
California Health Interview Survey 2009 $1,283,695 $216,305
PEDS Maintenance $50,000 $100,000
State Library Services $104,262
CARES Database $282,728
CHILD-Phase Il Quality Early Learning $12,500,000 $12,500,000 $12,500,000
SCO/PRORATA/ADJUSTMENTS $6,930 $8,000 $8,000 $8,000 $8,000
Total Budgeted Expenditures $36,981,224 $24,003,570 $20,173,636 $12,508,000 $12,508,000
Prior Year School Readiness Encumbrance ($324,724)
Prior Year Adjustments ($122,978)
Current Year School Readiness Encumbrance
Adjusted Fund Balance Expenditures $36,533,523 $24,003,570 $20,173,636 $12,508,000 $12,508,000
Subtotal $38,827,580 $29,654,576 $9,480,940 $10,933,092 $11,743,708
Projected Revenue $14,374,634 $13,811,880 $13,201,410 $12,571,410
Adjustment to Balance
Projected Interest $455,931 $148,273 $117,205 $121,259
Other Revenue
Year End Balance $53,658,146 $29,654,576 $23,441,092 $24,251,708 $24,436,376
15% Reserve $2,156,195 $0 $2,071,782 $1,980,212 $1,885,712
Net Year End Balance $51,501,951 $29,654,576 $21,369,310 $22,271,496 $22,550,665
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Financial Plan FY 2010-11 through FY 2013-14

First 5 California

FY 09/10
Account/Project Actuals FY 10/11 FY 11/12 FY 12/13 FY 13/14

Unallocated (0639)
Projected Carryover $22,977,165 $29,216,261 $24,106,571 $28,736,749 $32,945,338
Beginning Balance $22,977,165 $29,216,261 $24,106,571 $28,736,749 $32,945,338
School Readiness, Cycle 1 ($1,959)
Healthy Families Program (MRMIB)
Early Start Program (DDS)
Small County Augmentations $3,500,000 $3,500,000 $3,000,000 $3,000,000 $3,000,000
CA Smoker's Helpline $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000
Health Access for All $824,556 $20,000
Health Care Reform Planning $47,120
Healthy Families Program 08/09 MRMIB Adjustments ($5,667,322)
CHILD-Phase Il Quality Early Learning
CHILD-Early Learning Advisory Council (ELAC) $581,690 $690,275 $728,035
SCO/PRORATA/ADJUSTMENTS $6,930 $8,000 $8,000 $8,000 $8,000

Total Budgeted Expenditures ($290,675) $5,109,690 $4,698,275 $4,736,035 $4,008,000
Prior Year School Readiness Encumbrance
Prior Year Adjustments $3,811,635
Current Year School Readiness Encumbrance

Adjusted Fund Balance Expenditures $3,520,960 $5,109,690 $4,698,275 $4,736,035 $4,008,000

Subtotal $19,456,206 $24,106,571 $19,408,296 $24,000,714 $28,937,338
Projected Revenue $9,583,090 $9,207,920 $8,800,940 $8,380,940
Adjustment to Balance
Projected Interest $176,966 $120,533 $143,684 $164,727
Transfer
Other Revenue

Year End Balance $29,216,261 $24,106,571 $28,736,749 $32,945,338 $37,483,005
15% Reserve $1,437,463 $0 $1,381,188 $1,320,141 $1,257,141
Net Year End Balance $27,778,798 $24,106,571 $27,355,561 $31,625,197 $36,225,864
0631, 0634, 0636, 0637, 0639 Totals:
Total cigarette and tobacco tax revenue $91,039,350 $0 $87,475,240 $83,608,930 $79,618,930

Total resources per year

$454,132,764

$227,589,552

$0

$187,758,983

$172,748,838

$166,762,614

Total expenditures per year $226,543,213 | $127,821,319 $99,080,158 $86,053,272 $68,180,237
Total Over/Under: $227,589,552 $99,768,233 $88,678,825 $99,421,826 $108,429,312
Total 15% Reserve $13,655,903 $0 $13,121,286 $12,541,340 $11,942,840
$213,933,649 $99,768,233 $75,557,539 $86,880,487 $96,486,473
Administration (0638)
Projected Carryover $25,064,877 $24,536,218 $17,556,471 $15,290,792 $12,726,261
Beginning Balance $25,064,877 $24,536,218 $17,556,471 $15,290,792 $12,726,261
Administrative Expense $5,499,977 $6,440,833 $6,573,599 $6,657,455 $6,749,425
Furlough Buyback $524,914
SCO/PRORATA/ADJUSTMENTS $252,607 $14,000 $383,822 $384,000 $384,001
Total Budgeted Expenditures $5,752,584 $6,979,747 $6,957,421 $7,041,455 $7,133,426
Prior Year School Readiness Encumbrance
Prior Year Adjustments ($275,561)
Current Year School Readiness Encumbrance
Adjusted Fund Balance Expenditures $5,477,023 $6,979,747 $6,957,421 $7,041,455 $7,133,426
Subtotal $19,587,854 $17,556,471 $10,599,050 $8,249,337 $5,592,835
Projected Revenue $4,791,545 $4,603,960 $4,400,470 $4,190,470
Projected Interest $157,822 $87,782 $76,454 $63,631
Transfer
Other Revenue ($1,004)
Year End Balance $24,536,218 $17,556,471 $15,290,792 $12,726,261 $9,846,936
15% Reserve $718,732 $0 $690,594 $660,071 $628,571
Net Year End Balance $23,817,486 $17,556,471 $14,600,198 $12,066,190 $9,218,365
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