WASHTENAW COUNTY MICHIGAN

REVENUE DISCUSSION

This section is designed to provide readers with insight into the revenues that enable the County to

function. Projections made in this section are derived from a combination of sources depending on the
revenue and involve a variety of statistical analysis methods.

Projections for revenues generated by departments have been made in agreement with those departments.
Throughout the budget development, discussions about revenue are held with each department. During
these discussions departments highlight current revenue flows, anticipated levels for 2010 and 2011 and
any factors that might impact the future status of revenues (i.e. legislation, economy, trends, etc.).

The analysis of major revenues beginning on the following pages examines the mix of funding sources that
make up the county's revenue picture and attempts to explain some of the impacting factors. The revenues
examined are primarily those which impact the General Fund. Property tax is the largest revenue source
for the county with information provided starting on page E-6. Pages E-10 and E-11 provide detail on
some of the revenues that Washtenaw County receives through the State of Michigan. The remaining
charts are for revenues generated locally, or through a combination of local and state funding. General
Fund revenues are highlighted first, followed by a discussion of revenues for other governmental type
funds. The distinguishing feature of these revenues is that they are designated for distinct purposes and are
outside the control of the General Fund.



























WASHTENAW COUNTY MICHIGAN

STATE REVENUE SHARING

The State of Michigan, in years prior to
1996, levied an income tax on both personal
income and corporate profits. Of the revenue
the State collected through this means, a small
percentage was set aside for pass-through to
local governments, known as revenue sharing.
Effective January 1, 1996, the basis of the
revenue sharing shifted from income tax to
state sales tax per the changes brought about
by Proposal A. County allocations were and
still are based on population, as determined by
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years. In 2002, the State passed a budget that overrides the distribution formula for revenue sharing and
instead based revenue sharing on the previous year’s distribution with a reductionary factor. Beginning in
2004, the state again passed legislation that resulted in revenue sharing being calculated based on prior
year’s distribution but with an annual inflationary growth rate. However, instead of being paid by the
State, the annual revenue sharing funds now are paid through a county reserve fund resulting from an early
collection of property taxes. It is projected that the county will continue drawing down revenue sharing
from the reserve fund but with an assumed flat inflationary factor. It is unknown what calculation will be
used for revenue sharing, if any, once the reserve fund is depleted which is projected to occur for
Washtenaw County in fiscal year 2013. In addition, the state is once again considering a modification to
the revenue sharing system and may reduce the amount the county is able to withdraw from the reserve

fund.

STATE CIGARETTE TAX

|n December 1987, Public Act 264 - the Health

and Safety Fund Act - was enacted by the State of
Michigan, to be effective January 1, 1988. The
legislation levies a $.04/pack cigarette tax, with
the revenue earmarked primarily for counties. By
state law, 12/17ths of this revenue must be
allocated to the County Health Fund to be used for
new public health programming. The passage of
Proposal A increased the tax on a package of
cigarettes by 50 cents, affecting the revenue levels
of this tax. Another tax increase in 2003 reduced
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revenue to Counties even further(As taxes increase, people tend to buy fewer cigarettes). The projected
amount for 2010 is $146,484. The graph shows a 10-year history of Washtenaw County's total cigarette tax

allocation.




WASHTENAW COUNTY MICHIGAN

STATE LIQUOR TAX

|n a series of legislation during 1985 and 1986,
the State of Michigan enacted the "Convention
Facility (Cobo Hall) Development Tax." This
tax allocates a portion of the state liquor tax
revenues to Michigan counties, and mandates
that at least 50% of a sounty's share be used for
substance abuse programming. The County
first received money under this act in 1987.

In October of 1987, the Board of
Commissioners adopted a policy stating that of
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the 50% allocated to substance abuse programs, only one-third is to fund existing programs, while two-

thirds is to be used for new programs.

The Washtenaw Community Health Organization (WCHO) Board is the coordinating agency for both
Washtenaw and Livingston Counties. This Board is responsible for overseeing the distribution of
substance abuse funds. The State of Michigan shifted the timing of distributions for this revenue resulting

in higher funding levels in 2008.

STATE COURT FUNDING

Beginning in 1994, the State of Michigan
passed legislation to begin partial
reimbursement of trial courts targeted at
“31.5% of expenditures less 31.5% of local
general fund revenues less current state
reimbursements.” In 1995, the state also
appropriated an additional $4,000,000 state
wide to partially reimburse counties for jury fee
expenditures. Both of these actions were based
on a lawsuit filed against the state by a number
of local governments. The lawsuit contended
the State was bound by law to pay for the
operation of trial courts.
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For both 2010 and 2011, it is projected that Washtenaw County will receive approximately $1,487,863,

which is the same level as is projected for 2009.




WASHTENAW COUNTY MICHIGAN

INTEREST EARNINGS

The level of interest earnings generated is contingent on a number of factors as discussed below. Interest
Earnings are projected to continue a decline due to the General Fund cash flow decline and use of the
Revenue Sharing Reserve Fund cash which was assisting the General Fund as allowed by statute. For 2010
the General Fund interest earnings are projected to be $668,800 and $468,800 in 2011.

INTEREST RATES

|nterest rates have been at a very low level over the past few years. The 2010/11 budget assumes interest
rates are consistent with the past year, with lower rates than seen historically. The increase in interest

earnings in 2006 was due to the county accounting for the early collection of property tax revenue in the
General Fund prior to transferring to the Revenue Sharing Reserve Fund.

INSTRUMENTS OF INVESTMENT

The investments in which the Treasurer may
invest are restricted by both State law and
county policy. However, the increased use of
technology (electronic fund transfers and
automated investment system) has helped to
ensure that the optimal mix and timing of
investments are maintained.
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WASHTENAW COUNTY MICHIGAN

COURT GENERATED REVENUE

By state law and statutory regulations, various fees, fines and costs are levied upon users of services
provided by the court system. These revenues are collected at local court systems and then disbursed to
state and local agencies entitled by law to a portion of the revenue. The revenues collected are applied
towards specific programs and/or used to offset overall operating expenses.
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WASHTENAW COUNTY MICHIGAN

PROBATE COURT FEE

Probate CourtFee

Another fee collected is a probate court fee. $140,000
This covers a wide variety of services §ra00m0
provided by the probate division - estates and $;:ZZZ =
includes filing fees, estate fees and certified ss0000 B
copy fees. $40,000 .
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Upon collection, a certain pre-established

portion of the revenue is disbursed to the State or to other benefiting agencies. The portion disbursed out of
the county varies with each particular fine. Some are a 50% split between the State and the County. Others
are 10% held at the County level and 90% distributed to another agency.

ORDINANCE FINES AND COSTS

The District Court is responsible for the Ordinance Fines & Costs
collection of fines and costs levied for
violations of local ordinances. The court acts
as a central collection point for these
revenues. Once a month, they are deposited
with the County Treasurer, who in turn
disburses one third of the revenues back to the $400,000
municipality that initiated the legal action. $200,000
s
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upon the activity level of village, township

and city law enforcement in the County. Any
decrease in the level of this law enforcement coverage would most likely result in a decrease in the
collection of ordinance fines and costs revenue.

SALARY REIMBURSEMENT - STATE

The state provides funding for Trial Court Salary Reimbursement
judges’ salaries. The salary rate for the judges

is a formula based on a percentage of the pbospen

Supreme Court Justices’ salaries. Both the $800,000

state and county pay a portion of the annual Ao
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WASHTENAW COUNTY MICHIGAN

SHERIFF SERVICES

On January 1, 2002 a new contracting Shoriffs Servioas
methodology for Police Services was
implemented for those local jurisdictions that Millions
contract with the Sheriff to receive law $14
enforcement services. Beginning in 2004, zi
annual contracts increase by a cost escalator s
of 6% per year. In 2005, the county passed a 36
modification to the contracting methodology 84
that maintains the 6% annual cost increase but 82

- - - $-
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per deputy overtime cost to the Years

contracting entity. The county moved to a

new methodology for the 2008/09 budget, by which the contracting entities pay a flat rate for a deputy and
it is their determination and fiscal obligation to pay for overtime worked. In addition, a 4% contract rate
growth factor was adopted for 2009, with a 2% in 2010 and a 4% in 2011. As demonstrated in the graph,
this change in methodology is to generate additional revenue collections in the General Fund to assist in
covering the costs of Police Services.

PRISONER BOARD

The Washtenaw County Jail houses inmates Prisoner Board

for the state who are serving sentences

between 12 to 25 months in duration. As $400,000

reimbursement the county receives $35 per B

day for each qualifying inmate. In the past the 6250000

jail has had available beds and the county was $200,000

able to take on additional qualifying inmates $150,000

from other areas to increase this revenue. iggggg

In 1996 the Board of Commissioners " 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
authorized the acceptance of a grant award Years

from Michigan Department of Corrections for

the renovation and expansion of the jail facilities. This project increased the jail capacity by 100+ “beds”.

For 1999 the state capped reimbursements at 110% of 1998 payments. However, the state granted waivers
to this cap for both 1999 and 2000 resulting in greater reimbursements than expected. In more recent years,
reimbursements have been affected by changes in the sentencing guidelines as well as declines in available
state revenues resulting in fewer reimbursable inmates. The 2010 and 2011 budget amounts may need to
be revised down to more closely reflect recent trends.



WASHTENAW COUNTY MICHIGAN

DRAIN CONTRIBUTION

The Drain Commissioner’s office
provides inspection services to
communities located within Washtenaw
County. The inspectors assist
communities in the establishment of new
drains, drain maintenance and the
preparation of special assessments. The
Drain Commissioner in turn will charge
back to the districts that used the
inspector’s services approximately 80%
of the inspector’s time spent on the
project. Drain maintenance activities
have resulted in revenues continuing to
grow over the past several years.

Conservative estimates are budgeted for 2010 and 2011.
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WASHTENAW COUNTY MICHIGAN

FRIEND OF THE COURT REVENUES

STATE / FEDERAL PASS THROUGH

The Friend of the Court (FOC)
receives partial reimbursement of
actual expenses incurred through a
State / Federal reimbursement
program. This program allows
reimbursements for up to 66% of
expenses incurred while working with
qualifying cases referred to as IV-D
cases. The criteria for IV-D
enforcement services eligibility are
that the recipient of support requests
in writing enforcement action by the
FOC office and the recipient of
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support receives Temporary Assistance to Needy Families (TANF) benefits. The State has ended its
supplemental funding to this program resulting in all revenue being from the federal government.

INCENTIVE FEE

The methodology for calculating the
Friend of the Court incentive fee
revenue is tied to five performance
factors: 1) Paternity Establishment
Percentage, 2) Establishing Court
Orders, 3) Collecting Current
Support, 4) Collecting on Cases with
Arrears Due and 5) Cost
Effectiveness Ratio. Counties report
this information to the State, who then
combines them and submits a
statewide report to the federal
government. The state is subject to an
annual Data Reliability Audit in
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which the federal government verifies the source data with the final reported figures. The audit determines
the ability for the State to receive federal incentive payments in each of the five performance indicators.
Along with this change in methodology, the State has reduced its incentive payment relying only on the
Federal incentive to offset Friend of the Court costs for the county. The spike in 2004 is due to accounting
for a portion of multiple fiscal year payments in the county’s 2004 fiscal year. The revenue levels have

remained fairly stable since this time.




WASHTENAW COUNTY MICHIGAN

FRIEND OF THE COURT FEE

AII open, active accounts and cases FOC Fee

with a balance owing are charged an

annual statutory fee by law. Of this :i:gggg _ _
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HEALTH REVENUE

COMMUNITY SUPPORT & TREATMENT SERVICES

The Community Support &

Treatment Services (CSTS), formerly
Community Mental Health (CMH), $30,000,000 -
department has undergone rapid

Mental Health Revenue

changes during the past few years, zzzzzzzz |

due to changes in the way the state o

funds mental health services across $15,000000 7

Michigan. One of the biggest effects $10,000,000 A

on the department is that all funding $5,000,000

coming into CSTS is now local, with $-

the bulk of |t Coming from the 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Washtenaw Community Health vears

Organization (WCHO).
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The state managed care model for

provision of mental health services identifies a local entity as the Community Mental Health Service
Provider (CMHSP) for a contiguous region of one or more counties with a minimum population of
Medicaid-eligible residents. The CMHSP, WCHO in our case, receives all funds (both Medicaid and State
General Fund) for mental health for the region, and contracts with service providers to deliver services to
clients. County CMH departments are contracted service providers to the regional entity under this model.
This model promotes economies of scale while retaining the service provision expertise of county CMH
departments, as long as those departments provide “best value” in terms of service quality and reasonable
cost.

The CSTS budget is projected to increase due to outside funding, including grants and Medicaid
reimbursement. The projected CSTS budget for 2010 is $30,362,788 and includes provisions for grant- and
state-funded projects, local revenue such as insurance payments, and sheltered workshop contracts.
However, the bulk of their funding will be managed care revenue from WCHO.
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PUBLIC HEALTH

The Public Health department is
responsible to assure continued and
diligent endeavors to prevent disease,
prolong life, and promote the public
health through organized programs,
including prevention and control of
environmental health hazards;
prevention and control of diseases;
prevention and control of health
problems of particularly vulnerable
population groups; and the
development and regulation of health
care facilities and health service
delivery systems to the extent
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provided by law. To accomplish this, the state provides approximately 25% of Public Health’s total
funding, with another 12-13% derived from fees and services such as Medicaid income.

ENVIRONMENTAL HEALTH

The Environmental Health
department derives 44% of its
revenue from license/permit revenue
and fees. Licenses/permits are
required within the County for
various activities. Some of these
activities are septic tank permits, state
food license, inspection fees, well
permits and pool and water samples.
State revenue due from state cost
sharing accounts for 23% of revenue.
The remaining funding is derived
from general fund appropriation;
approximately 32% of the total
revenues.
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WASHTENAW COUNTY MICHIGAN

SOCIAL SERVICES REVENUE

EMPLOYMENT TRAINING & COMMUNITY SERVICES (ETCS)

ETCS is made up of two “divisions”. The
Workforce Development Board (WDB) is
responsible for administrating federally
funded job training programs including the
Workforce Investment Act, Employment
Services, and Work First programs. All
WDB programs are federally funded.

The other “division” is the Community
Service Agency (CSA) administered
programs. These programs include Senior
Nutrition, Foster Grandparents and the
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Weatherization program and are funded by a mix of general fund appropriation and state and federal funds.
For the majority of the CSA programs, general fund appropriations are used as leverage for local matching
requirements. The significant increase in 2010 is due to new grants and stimulus funding being received by

the county.

CULTURE & RECREATION

PARKS & RECREATION

The Parks & Recreation department
maintains active recreational facilities such
as swimming pools, beaches and golf
courses and passive recreation parks with
trails that are of natural or historical
significance. The funding for these
operations is derived from two main sources,
property taxes and fees & services.

Beginning in 2002, Parks and Recreation
began administration of the Natural Areas
program. This was a voter approved levy of
.25 mills for the purchase of natural areas to
be set aside for preservation. The second
graph displays the revenue that will be
received for this program. The increase in
2010 is due to the planned use of fund
balance.

$12,000,000
$10,000,000
$8,000,000
$6,000,000
$4,000,000
$2,000,000
$-

Parks & Recreation

|
an L B0 B Y I S RN
LLyhljlfiiRlRn
NN RERRe
R EREgEREREREgR

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Years

oTaxes @Fees & Services

$4,000,000
$3,500,000
$3,000,000
$2,500,000
$2,000,000
$1,500,000
$1,000,000
$500,000
$-

Natural Areas

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Years
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BUILDING SERVICES REVENUE

BUILDING PERMITS

Washtenaw County as a whole has
enjoyed tremendous growth in the building
of new structures throughout the past ten
years. One contributing factor has been
lower interest rates for borrowing that
have prevailed since 1994. There was a
dip in new permit applications to a low in
2006 which is expected to continue for the
near future. New revenue generation is
being pursued as part of the 2010/11
budget development.

SOIL EROSION PERMITS

Building Services has been a combined
unit of Building Inspection and Soil
Erosion and Sedimentation Control
(SESC) Program, which manages soil
erosion and subsequent sedimentation in
order to promote the safety, public health,
and general welfare of the community
through effectively sustaining the goal of
clean water. Actions such as pond
excavations, soil movement within 500
feet of surface water, or soil movement
that disturbs one or more acres of soil
requires a soil erosion permit. During the
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2010/11 Planning Process, the Water Resources Commissioner assumed responsibility for Soil Erosion
programming. This function has been moved into the General Fund with these revenues being included
within the Water Resources Commissioner amounts throughout the budget publication.

The 2000/2001 budget included a new soil erosion fee structure that led to increased revenues. Beginning
in 2005 construction permit activity began to decline in the County. The decline is projected to stabilize,
with a new fee structure planned to be implemented for 2010 and 2011.
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DELINQUENT TAX FUNDS

U nder state law the county is able to
borrow for purpose of paying local

Delinquent Tax Funds

units for delinquent taxes. The county $3,500,000
then becomes the collector and receives $3,000,000
all payments including interest and $2,500.000

penalties. The county has been
borrowing for delinquent local unit
taxes since December 1972.
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In 1999 the Board of Commissioners
apprOVEd the eStabIIShment Of a Capltal 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Reserve Fund to be funded primarily by Years

delinquent tax revenue. Although

delinquent taxes are no longer a source

of revenue for the General Fund, this is offset because current debt service payments were also shifted to
the Capital Reserve Fund. Thus all future and current capital construction obligations are financed from the
Capital Reserve Fund.

The accompanying graph depicts the level of delinquent tax income over the past several years. A number
of factors impacted the decline as a source of revenue. One reason is the passage of Proposal A, which
eliminated the use of property tax as a means of funding Public Schools. Proposal A went into effect in
1995 and with a four-year debt maturity the first year of impact was 1999. Another reason is the lower
rates of return experienced the last few years.

Lastly, new legislation, PA 123, was enacted in 1999 that changed the policy and process for the collection
of delinquent taxes. The large amount in 2002 is a windfall, in essence recognizing a large portion of 2001
delinquencies in 2002. In 2006 a large increase was seen due to the increased delinquencies from the
declining housing market.



