
OFFICE OF THE 
PLACER COUNTY EXECUTIVE 

TO: Honorable Board of Supervisors 
FROM: Thomas Miller, County Executive Officer 

By Therese Leonard, Principal Management Analyst 
DATE: February 20,2007 
SUBJECT: Mid-Year Budget Performance Review 

It is recommended that the Board of Supervisors receive the mid-year budget review for fiscal 
year 2006-07. 

Annually, the County Executive Office provides a mid year review of the County Budget's 
performance to the Board of Supervisors. Included with this review are a synopsis of the January 
State Budget proposal impacts on Placer County and briefing on the FY 2007-08 budget process. 
Following Find Budget hearings in September a Find Budget document was approved by the 
Board of Supervisors that allocated FY 2006-07 appropriations and staffing levels. Development 
of this budget factored in State of California budget impacts as well as the rising costs to provide 
County services. 

Placer County's rapid population growth and resulting demographic and social changes 
continually reshape County programs and services. Anticipating these changes provides the basis 
for sound, strategic planning and financial management when considering fbture service delivery, 
staf'fing patterns and infrastructure needs. The County has navigated this growth dynamic for the 
past several years, and will continue to position programs and services to be responsive to the 
additional needs that this population generates. The diversity of development projects proposed 
for south-county, and the urban nature of these proposals, require strategic planning for 
infktmcture and municipal levels of service. The demands for countywide services and 
infrastructm are diverse, and are expected to accelerate as the population and density increase. 

State of California 

Over the last several years Placer County's financial health and the programs and services that we 
provide to our constituents has been significantly impacted by the State budget: 

1. State deferral of mandated program reimbursement to counties has had a significant impact on 
the County as the deferral has resulted in an obligation of over $12 million due to Placer County 
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h m  the State of California as of June 30,2006. The cost to provide these services in prior 
years was essentially advanced by the County pending reimbursement by the State. Of this 
amount, over $1 0.2 million related to state mandate reimbursements h m  2004 and years prior 
is expected to be received fiom the State over the next 15 years. The FY 2007-08 State Budget 
does not include an allocation to reimburse counties for state mandates. 

2. Over the last several years, the major portion of any increased state or federal revenues received 
have been provided to counties for the implementation of new services and programs. The 
State continues not to fund county increases related to the cost-ofdoing-business in current 
programs. This exclusion for cost of living adjustments has resulted in tens of millions of 
dollars in flatheduced Health and Human Services program revenue over the last several years. 

3. County increased fiscal impacts from the Governor's January release of the FY 2007-08 State 
Budget are as follows: 

Health and Human Services lack of cost-ofdoing-business adjustments 1 negative $6+ 
million 
February 2008 primary election I negative $1.1 million 
State mandate reimbursements I negative $300,000 
Other Programs 62 Services I negative $2.5 million 

Additional impacts could occur with the Governor's proposed shift of low-level inmates who 
would serve sentences of up to three years in county facilities. In addition, the county does not 
expect to receive Proposition 42 road funding next year. The County Executive Office continues to 
monitor the progress of State budget, and changes to county funding that result h m  the State's 
adoption of its budget will be reflected in the County's budget. 

FY 2007-08 Countv Budget 

Development of the FY 2007-08 County Budget is a complex ten month process that requires 
policy direction from the Board of Supervisors, identifies funding requests for current and 
expanded programs and services by departments, and involves a thorough review and financial 
analysis by Executive Office staff. Significant step in the process include: 

1. Strategic Planning Workshop with the Board of Supervisors on March 27a. 
2. Development of a balanced County Budget by the County Executive Ofice. 
3. Proposed Budget presented to the Board for consideration of adoption in June. 
4. Board of Supervisors conduct Budget Workshops conducted in August. 
5. The County Budget's Public Hearing will be held in August. 
6. Final Budget presented to the Board for consideration of adoption in September. 

This process results in budget recommendations that are presented to the Board first as a 
Proposed Budget in June and later as a Final Budget in September. Throughout the process, in 
addition to when the budgets are adopted, the Board of Supervisors have numerous opportunities 
to influence budget development including during the presentation planned for February 20', the 
March 27" Strategic Planning Session and three days of Board Budget Workshops in August. 

Recently County Executive Office staff met with each department head and their senior 
management team to discuss next year's program and/or service delivery options. Of particular 



interest was information regarding what additional dollars the department's felt would be needed 
next year in order to add new positions, implement new programs, expand a current program or 
service, or to make a special purchase. These department requests are estimated at $26 million, 
with the majority of the dollars requested in Public Safety departments at $16 million. Of note, 
department requests primarily relate to program or stafling enhancements and do not necessarily 
include funding to cover the increasing cost-of-doing-business due to labor cost increases which 
will also be needed. Included in departments requests are the addition of approximately 61 new 
position allocations and the reclassification of at least a dozen that are currently allocated. 

While many of the proposals are reasonable, the County will not have the ability to fund all of 
the department requests due to limited new and reduced revenue projections, State budget 
impacts and other funding considerations identified for next year. As an illustration, in order to 
provide the funding required under the Board adopted Other Post Employment Benefits Policy, 
about $7.5 million dollars would need to be obligated for the retiree health obligation associated 
with all of the 61 new position allocations. Total new General Fund revenue projections are $6.3 
million. Clearly, there will not be enough new revenue available to fund all of the new 
department requests. 

County Budget Funding Considerations 

The focus of the FY 2007-08 County Budget will be to maintain critical programs and services, 
and preserve current staffing levels when possible. In addition, the County will need to absorb 
other new operating costs: full year operating costs for the Community Development Resource 
Center, the Auburn Justice Center and Children's Emergency Shelter; absorb a new debt service 
payment for the South Placer Courthouse; and provide funding for labor agreement costs. 

As new facility construction is completed, and County staffs move into the buildings, a new cost 
will be added to next year's budget to maintain and operate these large, technologically advanced 
facilities. An example, the direct costs for utilities, custodial and maintenance for the 
Community Development Resource Center, South Placer Ofice Complex and the Auburn Justice 
Center are an additional $1 million per year. Some of these costs may be offset by taking 
existing Dewitt facilities out of services (demolition). 

The County's Finance Committee has worked closely with Facility Services to provide the Board 
and county management team with a framework that supports capital facility project construction 
by matching potential funding sources with the established project priority and construction 
timelines. When the South Placer Courthouse construction is complete, the current plan is to 
issue approximately $25 million in debt service (certificate of participation / COP). The ongoing 
cost for principal and interest on this COP is estimated at $2 million per year for 20 years. As 
outlined to the Board in July, prior to the issuance of debt, a critical review will be conducted to 
determine the best means to fund each project when the funding is required. Staff will evaluate 
funding needs from several perspectives such as pay-as-you-go vs. the issuance of new debt; 
looking at the current borrowing rate vs. the amount of interest that can be earned on reserves; 
identiQ policy and credit rating implications related to debt and use of reserves; and continually 
look grants and other funding opportunities. 

The County has two labor agreements: Placer County Public Employee Organization (PPEO - 
contract period ends June 30,2010) and Placer County Deputy Sheriffs Association (PCDSA - 



contract expired on December 3 1,2006). Management and confidential employees that are not 
represented by either of these groups have been closely linked with PPEO agreements and 
timelines for their salary and benefit adjustments. As previously communicated, these labor 
agreements are expected to have a significant impact on the FY 2007-08 County Budget and the 
allocation of available resources. Until the DSA agreement is finalized the total cost of these 
agreements for the next fiscal year remains uncertain, however next years salary and primarily 
health care and pension benefit increases are estimated at $25 million. 

Other Post Etnployment Benefikr 

Placer County's most critical resource continues to be its workforce. While employee efforts can 
be enhanced through technology and process improvement, a stable workforce committed to the 
principles of public service is critical to the success of the County's mission. The principal 
reason employers promise retirement benefits to employees is to attract and retain qualified 
pmo1111el. Over the last couple of years, fulfillment of retiree benefit obligations has become a 
major concern in both the government and private sectors as retirees are living longer and the 
actual retirement age is decreasing. In addition, a new challenge has appeared in the form 
financial reporting requirements for retiree benefit costs. Government Accounting Standards 
Board (GASB) Statement 45 requires the reporting of the liability associated with payments and 
services provided for retirees other than pensions, primarily for health care. A 2006 actuarial 
report placed Placer County's other post employment benefits (OPEB) liability at $328 million 
dollars'. The large size of this liability can be directly related to the generous benefits that our 
employees receive upon retirement. 

Placer County's Board of Supervisors took proactive measures to address this actuarial liability 
exposure by setting aside $20 million over the last two fiscal cycles, and in FY 200607 imposed 
a new charge as a percent of every salary dollar paid to begin to fund the OPEB trust. This 
percent charge will continue in future budget cycles, with the OPEB percent increasing every 
year, until the rtctuarially determined annual required contribution is fidly fknded. While pre- 
Mi the obligation was a first step, an equally important step was to ease the pressure of 
OPEB benefits on the County by increasing employee contributions to health insurance plans. 
Given that the County's OPEB promise was made through labor agreements, this action could 
only be achieved through collective bargaining. Through recent negotiations, a cost shift in the 
County's provided health benefit will occur effective January 1,2008 when the majority of the 
County's workforce will begin to cost share their health insurance benefits on a 90/10% ratio. 
This new health insurance cost sharing agreement marks a significant change from past practice, 
and was critical to limiting future County OPEB liability exposure. 

On November 7,2006 the Board adopted the Placer County Other Post Employment Benefits 
Policy in an effort to promote financial stability and provide strategic direction to the County 
Executive Office in managing the County's financial affairs and includes for post employment 
benefits as part of the annual budget process (Attachment #3). 

Capital Infrastructure 

Capital facility construction is dynamic and activities such as planning, estimated costing and 
funding, and project prioritization are reviewed periodically. To that end, in July 2006 Facility 

Assumes a 20 year amortization period and 4.5% rate of return. 
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Services and Executive Office staff evaluated and then updated facility project data for projects 
pending construction under the original Capital Facilities Financing plan2, and identified 
recommended priority projects to incorporate. In order to accommodate the rising cost of 
construction, land acquisition, and other project costs, staff were challenged with identifling 
additional, realistic funding alternatives that would support timely construction. On July 24, 
2006 the Board of Supervisors affirmed $394 million3 in capital facility construction priorities 
through FY 201 5-1 6 and provided direction to staff to proceed with capital financing 
recommendations for these projects. 

Funding for these projects has been identified as coming from a variety of sources, including 
State and Federal Grants, Capital Facility Impact Fees (CFIF), securitization of the Master 
Settlement Agreement revenues, debt proceeds (Certificates of Participation) and General Fund 
contributions and reserves. As of the mid 1990's, your Board implemented the CFIF collection 
process in the unincorporated areas of the County and secured the approval for collection of the 
CFIF in all but one of the cities in the County. This fee is applied to new development to offset 
the cost of capital facilities required to accommodate growth. Your Board has also had the 
foresight to set aside over $30 million in capital infkstmcture reserves over the last decade, 
made ongoing contributions to the operating budget for facility construction projects, and 
dedicated securitized funds from the Master Settlement Agreement in the amount of $52 million 
for building construction. 

As a result of these efforts, several large capital projects are currently under construction or have 
recently been completed. The Community Development Resource Center ($30 million) was 
completed in 2006. The Auburn Justice Center ($36.3 million), the South Placer Courthouse 
($46.5 million), and the Children's Emergency Shelter ($13.7 million) are expected to be 
completed over the next 8 months. On the planning horizon are several additional faciIities 
identified for construction over the next 3-5 years: Burton Creek Justice Center ($20 million), 
South Placer Jail ($75 million / Phase I), and West Placer Animal Control Shelter ($1 5 million). 
While the County has General Fund reserves available, and can use impact fees to pay for part or 
all of these construction projects, additional fhding will be needed and financing alternatives are 
being identified. 

FY 2006-07 Exmnditare and Revenue Review 

Placer County budgets are developed prior to the beginning of the fiscal year and are built with 
assumptions that are relevant when the budgets are prepared. On September 26,2006 your 
Board adopted the County's Final Budget in the amount of $688.6 million dollars, which 
included $497.2 million for operations, $89.7 million for road and bridge projects and $101.7 
million to h d  facility construction projects. A performance budget review measures how well 
the budget is functioning under current conditions and identifies areas of concern. This budget 
review compares the two years of FY 2005-06 and 2006-07 for the period ending December 3 1. 

Capital Facilities Financing Plan was first approved by tbe Board of Supervisors in May 2002. 
The Capital Facilities Financing Plan reviewed by the Board of Supervisors on July 24,2006 identified bility 

construction needs of $394 million through 2015-16 with an additional $298 million required in subsequent years. 
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The General Fund - (Fund 100) 

The General Fund is the largest county fund, and it underwrites most countywide operations 
either directly as the "net county cost" of General Fund budgets, or indirectly through 
contributions to other funds. General Fund financing requirements have been developed to 
maintain essential services and programs, however with the development of the budget fbnding 
restrictions were necessary to balance the budget and stabilize service delivery systems. 

Prudent advance planning by the County's Board of Supervisors was clearly demonstrated when as 
of December 3 1st the General Fund budget continues to perform reasonably well (Attachment 1). 
The secured property tax revenue performance continues to benefit from increases primarily due to 
prior year's strong real estate economy. However the slowing in the real estate and building sector 
markets has resulted in a decline in several other revenue receipts dwing FY 200657, most notably 
supplemental property tax, construction permit and real estate transfer tax revenues. Given the 
c m t ,  stagnant real estate economy, the decline in these revenues is expected to continue well into 
the next budget cycle and, in addition, the County can also expect to see a slowing in the "growth" 
rate of secured property tax revenues for FY 2007-08 and FY 2008-09. The risk for even slower 
growth would exist if there is a longer, deeper decline in the housing sector coupled with higher 
mortgage rates at a time when home owners with adjustable rate mortgages are rehancing. 

Current year expenditure trends continue to keep pace with prior year spending trends. Employee 
related expenses are expected to continue to trend upward in future years due to existing and new 
agreements with labor. 

The General Fund consists of about 45 appropriations, managed by 22 departments. As can be 
seen in the following table, for the period ending December 31* the General Fund's operating 
revenue receipts were consistent with the prior year's performance at approximately 42% of 
budget respectively. 

Revenue 

General Fund 297,318,166 128,992,986 43% 326,919,188 136,502,086 42% 

? . 
Total FY 2006-07 General Fund revenues were budgeted 10% higher than the prior year, with 
actual receipts were 5.8% more this year than were received at this same time last year. In FY 
2006-07 the categories with the largest dollar increases over prior year receipts are: 

Midyear 
Collection 

Catworv 
Secured Property Tax 
Triple Flip & Sales Tax 
Interest Revenue 

Increase 
$7.7 million 
$1.3 million 
$1 -8 million 



In FY 2006-07 the categories with the largest dollar declines are: 

Midyear 
Collection 

Catwory Decline 
Real Property Transfer Tax $952,909 
Supplemental Property Tax $997,354 
Construction Permits $507,045 
Intergovernmental (exclude VLF~) $1 million 

Secured Property Tax 
Secured property tax is a significant revenue source for the General Fund and is apportioned as a 
result of levies made against the secured roll of the County for the current fiscal year. Placer 
County's property tax is used to support countywide public safety, health and human services, 
public works, land development, and finance and administrative functions. Property tax also fills 
the gap when there are shortfalls in state and federal funding, provides for prudent reserves and 
operating contingencies, and provides necessary funding for capital construction projects. 
Several years ago, counties, cities and special districts agreed to participate in the Governor's 
ongoing budget solution by contributing $1.3 billion in property tax revenue over a two year 
period for a total of $2.6 billion fiom local governments. Placer County's share of this property 
tax shift to the State was $2.2 million during FY 2004-05 and FY 2005-06 ($4.4 million total). 
This property tax shift ended June 30,2006 at which point the property tax revenues reverted 
back to the County and account for some of the increase in this revenue stream, with the balance 
due to growth in the Assessment Roll for property tax allocated to the General Fund. 

Trlple FIip - Sales Tax Revenue 
California voters approved a deficit bond measure that included the "triple flip". The flip 
reduces the local Bradley Burns sales tax by onequarter percent, increases the State sales tax by 
this amount and replaces the local sales tax reduction with property taxes from the countywide 
Education Augmentation Revenue Fund (ERAF). Jurisdictions receive three-quarters of their 
sales tax allocation with the difference backfilled by the County Auditor in December and April 
from expropriated ERAF monies. The Department of Finance @OF) estimates Placer County's 
"triple flip" amount at $3.7 million, and in December 2006 the General Fund received $1.9 
million of these funds. Last year, collections included a one-time reduction of $659,737 that 
resulted from a State calculation error in FY 2004-05 where by the State overpaid the County. 
The "triple flip" is a temporary measure that should last for about a decade and end when the 
bonds are repaid by the State of California. 

Sales tax revenue includes the net amount received h m  the levy of a sales and use tax under the 
Bradley-Burns Uniform Sales Tax Law (specifically the .75% of the total 7.25% collected). 
Allocation of the total sales tax of 7.25% collected within Placer County is as follows: 5.25% - 
State general fund; .75% - unincorporated (Bradley Burns), .25% countywide transportation 
(Bradley Burns); .SO% County mental health 62 welfare realignment and .50 % public safety 
(Proposition 172). The County General Fund's sales tax revenues are trending about 10% or 
$426,585 higher than at this time last year. 

4 Vehicle license fee (VLF) is collected for Health and Human Service programs by the State Controller through the 
annual auto regisIration process. The general purpose VLF is now allocated though the property tax system. 



Interest Revenue 
Interest revenues are generated by the Treasury on pooled investments that are allocated based 
upon each customers proportionate share of cash. All investment transactions and decisions are 
made in full compliance with the California Government Code and Placer County's Statement of 
Investment Policy. The effective rate of return earned by the Treasury through December 3 1, 
2006 was 4.83% vs. the 3.01% earned this same time last year. 

Real Property Transfer Tax 
Real property transfer tax revenue is collected at "change in ownership", or transfer of a present 
interest in real property. As a result of the robust real estate economy, this revenue stream grew 
rapidly fiom $2.7 million in FY 1999-00 to its peak in FY 2004-05 of $6.7 million. Last year, 
revenue collections were down moderately at $5.8 million. While budgeted conservatively at $4.47 
million (23% less than prior year collections), staff project that year-end revenue receipts will be 
less than the amount budgeted by approximately $650,000. 

Supplemental Property Tax 
Supplemental property tax includes all taxes apportioned as a result of supplemental levies made 
against the secured and unsecured property of the County in the current fiscal period. These 
revenues are directly affected by the slowing in the housing market. 

Construction Permits 
Construction revenues are collected on commercial and residential building permits issued by the 
County. Building permit activity is one indicator used to measure and forecast economic conditions. 
Consistent with the regional slowdown in the construction industry, building permit activity is less 
vigorous than seen in previous years. As of December, single family dwelling permits are down 37% 
over the previous year's activity. Overall, construction revenues are 4 1% of budget through December 
and while activity is anticipated to increase in the 4& quarter construction levels will be more moderate as 
compared with recent years. Current building activity is reflective a flattening market and overall 
leveling from extraordinary activity. The Building Department has identified steps to reduce expenses 
consistent with their reduction in revenues. It is noted, however, that Planning and Improvement Plan 
permits have yet to experience a significant slowdown. 

Intergovernmental Revenues (excluding VZO 
When the Board adopts the Final Budget it is prior to notification of the State's final allocation 
amounts. For the last several years, State revenues have remained relatively flat, despite the 
significant rise in costs to provide services, which required Health and Human Services to reduce 
staff and other resources in order to manage programs within the available funding. As of 
December 3 lg, most intergovernmental revenue receipts are on track, and collections are only $1 
million less than at this time last year. Given that these revenues represent 35% of total General 
Fund revenues staff monitor them closely. 

In conclusion, General Fund revenue performance remains steady at approximately 42% of 
budget at December 3 1 st. 



Expenditures 

General Fund 338,107,749 141,618,416 42% 360,569,248 156,722,857 43% I 
As can be seen in the table for the period ending December 3 lS', General Fund expenses were 
slightly higher than the prior year's performance at approximately 43% of budget (up fiom 42%). 
Actual expenditures are higher when compared with last year at $1 32 million ($12.9 million 
more than the prior year). Encumbrances at $24.5 million reflect obligations fiom construction, 
road and other projects where contracts are entered into, but are paid upon completion of specific 
completion steps or phases as identified in the agreement. 

Two categories of expenses make up the majority of General Fund expenses: salaries and 
benefits (41%) and services and supplies (24%). As a percent of budget, salary and benefit 
expenditures are trending slightly higher than the previous year (41%, vs. 39%) with dollars 
spent $5.4 million more ($60.7 million vs. $55.3 million). Services and supplies are also higher 
this fiscal year primarily due to the encumbrance amount note above, with actual dollars spent 
about $1 million more than last year. 

At the end of the year, savings realized in expense categories and excess revenue receipts make 
up a significant portion of f h d  balance carryover to assist in balancing next year's budget. 
Carryover h d  balance is not used to fund ongoing operations, but instead is used to fund one- 
time expenses such as capital improvement, equipment, automation or road projects, 
contributions to reserves and operating contingencies. 

Other Owratinp Funds - (Funds #I03 throuph 190) 

In addition to the General Fund, the County manages twelve other governmental operating h d s  
and two capital project funds. Other operating funds consist of 18 appropriations, managed by 1 1 
departments. Most revenue and expenditure performance is on par with that of the prior year for 
the periods ending December 3 la. Other Operating Fund's revenue and expenditure detail can be 
seen in Attachment #2. The largest of these operating funds include the Public Safety Fund, the 
Road Fund, the Capital Projects Fund and Capital Securitization Fund. 

Attachments 



Attachment #1 



BUDGET MONITORING 
General Fund 

Trlple Fllp Sales Tax 
Sales & Use Tax 
TOT - General Fund 

VLF I Prop Tax n Lleu 

LI~en8-, Ponnltr & FMch  
Const Permits I Energy 

Fines, Forfeits & Pena 
Traffic School Fees 

Rev. from Use of Money 

Charges for Services 
Mbc. Revenues & Other 
TOTAL REVENUE: 

Salaries & Benefits 
Servlces & Suppl~es 

Other Ftnancing Uses 
lntra Fund Transfers 



Attachment #2 



OTHER OPERATING FUNDS 

Community Services $ 1,708,486 
Community Revitalization 3,671,809 

Special Aviation 10,000 
Public Safety 99,835,518 

Gold Country Advertising 209,000 
Public Ways 49,470,746 
Fish & Game 2,200 

Capital Projects 58,391,334 
Capital Securitization 23,377,009 

NorthLakeTahoeTOT 4,100,000 
Open Space 1,738,000 

Library 4,529,161 
Fire 4,211,367 

Debtservice 2,042,014 

Community Services 
Community Revitalization 

Special Aviation 
Public Safety 

Gold Country Advertising 
Public Ways 
Fish & Game 

Capital Projects 
Capital Securitization 

North Lake Tahoe TOT 
Open Space 

Library 
Fire 

Debt Service 



Attachment #3 



PLACER COUNTY 
OTHER POST EMPLOYMENT BENEFIT POLICY 

PURPOSE 

To promote fiscal prudence and long-term planning by establishing an Other Post Employment 
Benefit (OPEB) Policy that will assist the County in addressing, as well as providing for, post 
employment benefits as part of the annual budget process. 

POLICY 

1. IRREVOCABLE TRUST FUND: When available, establish and transfer all OPEB plan 
assets to an irrevocable trust in order to maximize the investment's long-term rate of 
return. 

2. HEALTH INSURANCE COST SJWRING: Employer will transfer an amount equal to 
the employee health care contributions for health insurance premiums into the OPEB 
Irrevocable Trust Fund at no less than their annual basis. 

3. COUNTY BUDGET: 

PAYROLL: Charge a percent of every dollar of salary paid each payroll cycle, and 
deposit these funds into the OPEB Irrevocable Trust Fund. Increase this percent 
every year until the actuarially determined, annual required contribution is fully 
funded. 

NEW POSITION ALLOCATIONS: Every new position allocation added to the 
Position Allocation Listing will require the department to advance fund the 
anticipated OPEB cost, less projected payroll contributions. The intent of this action 
is to fully fund the OPEB obligation for that position. Said advance funding shall be 
transferred to the OPEB Irrevocable Trust Fund in the year the position is added. 

BENEFIT SAVJNGS: During each budget cycle, personnel benefit cost reductions 
will be redirected to the OPEB Irrevocable Trust Fund. Examples of personnel 
benefits include, but are not excluded to, workers compensation, health insurance, 
pension, dental and vision, and FICA. 

4. LEGISLATION: Monitor legislation for changes in investment options and other actions 
related to Government Accounting Standards Board Statement 45. 
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