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SECTION 1 - Executive Director/APCO Letter

May 23, 2024

Dear Chair Kennedy, Vice-Chair Aquino, Board of Directors, and Sacramento County residents:

We are pleased to present the Fiscal Year 2024/2025 (FY24/25) Approved Budget for the Sacramento Metropolitan
Air Quality Management District (Air District). The Approved Budget is balanced and reflects total expenditures for
FY24/25 of $67.6 million, including $30.0 million for the General Fund, $1.1 million for the Proprietary Fund, and
$36.5 million for the Special Revenue Fund, which supports the clean energy transition by investing in zero-emission
projects in the greater Sacramento region. The FY24/25 Approved Air District Budget is a net increase of $8.9
million from the FY23/24 Approved Budget with a $2.2 million increase in the General Fund, a $794,000 decrease
in the Proprietary Fund, and a $7.5 million increase in the Special Revenue Fund. The successful completion of this
approved budget creates a clear path for the Air District to continue its work to protect residents of the Sacramento
region from the harmful effects of air and climate pollution through the next fiscal year.

Despite significant progress over the last few decades due to the multifaceted

investments and initiatives of this agency, the greater Sacramento region still

suffers from too much air pollution. And we are not alone. The World Health

Organization attributes 7 to 10 million premature deaths annually around the

globe to industrialization and our reliance on fossil fuel energy. In a recent report

by the Asthma and Allergy Foundation of America, Sacramento was ranked 42,

right behind Stockton, in the top 100 “most challenging places to live with asthma

in 2023.” While many risk factors play a role in asthma outcomes, exposure to air

pollution is a widely recognized contributor. In the Sacramento region, like most

urban settings in the country and around the world, the transportation sector —

cars, trucks, buses, trains, and equipment — is the largest source of air and

climate pollution. For this reason, the Air District prioritizes the transition to

cleaner, electric, and zero-emission vehicles under our leading clean air

incentives program funded primarily by local and state dollars. The Air District Sources of smog-forming
invests approximately $20 million annually in cleaner and zero-emission
technologies, including necessary charging and fueling infrastructure to support
the transition to sustainable transportation. The funding goes directly to local
businesses, agencies, and individuals who voluntarily choose to work with the Air District by adopting cleaner
technologies. Thus, our programs are also an economic development engine for the region.

emissions in the region

However, we cannot do the work that is necessary to clean up the air alone. Many
of the sources of pollution impacting the region fall under the jurisdiction and
authority of the state or federal government. We applaud the state’s multiple actions
to reduce emissions from future cars, heavy-duty trucks, fleets, lawn and garden
equipment, and other sources of pollution. Similarly, we recognize the many
important federal actions to tackle pollution from the transportation and energy
sectors. Emission reductions from all sectors are needed now more than ever since
the federal government has also recently adopted more stringent National Ambient
Air Quality Standards (NAAQS) for particle pollution. To inform the development of
an approvable air quality management plan that meets the new NAAQS, the Air
District will continue to work closely with 150 state and local air agency partners
from across the country to advocate, influence, and inform federal actions.

The Inflation Reduction Act (IRA) stands to be a game-changer for the region if we
succeed in attracting federal investments for our climate priorities. In March, the Air
District submitted its Capital Region Climate Priorities Plan (Plan) to the federal
government. The Plan is the first coordinated strategy for climate action in the
seven-county region reflecting the opportunities identified by 29 jurisdictions
participating in the process. The Plan is the first installment in the regional application for federal funding, identifying
potential measures in three sectors - the built environment, transportation, and natural and working lands. The Air
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District and its partners will continue to pursue other IRA funding
opportunities to help us move toward our clean air and climate
goals.

The clean energy transition will take time and resources, but at
this moment in time, we have a unique opportunity to expand
and accelerate actions for decarbonizing our local economy and
protecting public health thanks to available federal funding. We
can achieve the desired outcome in an inclusive way that

benefits all, especially our most marginalized neighborhoods, s0  Rendering of Del Paso Heights Mobility Hub
all residents can fully partake in the green energy future.

The Air District continues to lead the state in investing funds allocated to the AB 617 Community Air Protection
Program (AB 617). We have invested heavily in electric vehicles (EVs) and infrastructure. The Air District’s state-
designated priority AB 617 community is South Sacramento-Florin — an area of approximately 153,000 Sacramento
residents occupying 22 square miles. Multimillion-dollar investments have led to significant pollution reductions and
other community benefits in South Sacramento-Florin thanks to AB 617.

The Air Districts school bus
electrification efforts have been
extremely successful. Air District
grants have facilitated the early
adoption of all-electric school buses
throughout Sacramento County with
every school district in the county
participating, making Sacramento
County home to one of the largest all-electric school bus fleets in California. This is made possible due to local and
state funding. New federal dollars could help scale and speed the deployment of this and other types of EVs for
public and private fleets in our region.

The Air District is ready and equipped to continue the essential core functions of air pollution monitoring, air quality
planning, business permitting, compliance, and field inspections of permitted emission sources and clean
technology projects. Our top priority is to ensure “transportation conformity” by developing an air quality plan that
meets the NAAQS and allows the Sacramento region to remain eligible for state and federal highway funds.

The Air District is funded primarily by permit fees, vehicle registration fees, a local tax measure, and state and
federal grants. These funds are critically important to support our mission and vision but are under significant strain
given the rising costs of doing business, the growing demands imposed on the Air District by inadequately funded
new state mandates, the need for local match funding, and the lack of full cost-recovery or inflation adjustments in
many of our programs. Some of our most important initiatives lack continuous appropriation from the state or other
sources. For example, the Sacramento Emergency Clean Air Transportation (SECAT) program has been one of
our most important local tools for helping participating municipalities and businesses achieve cost-effective
emission reductions. The Air District appreciates funding from the Sacramento Area Council of Governments
(SACOGQG), but the program is expected to sunset as no continuous funding source for it has been identified.

A second example is AB 617. This state-mandated program is a paradigm shift in air quality management. It calls
for new targeted efforts to address the uneven health burdens imposed on our most marginalized communities by
exposure to highly localized air pollution. AB 617 also launched several new requirements for air districts including
community-level air quality monitoring, development of emission reduction plans, accelerated review of pollution
controls on industrial facilities, and enhanced reporting requirements and penalties. While Governor Newsom has
included continuous, partial funding for AB 617 implementation and incentives, the amount of funding is not
sufficient to meet the needs of the AB 617 communities or the local agencies implementing this state-mandated
program. It is likely that the current state budget deficit will make a difficult situation even more challenging.

The Air District’s financial forecast still shows a persistent funding gap between revenues and expenditures and
staff will continue to work closely with the Board’s Budget and Personnel Committee to identify viable funding
solutions and strategies. Invariably, an increase in existing fees and/or new fees applicable to permitted businesses
to cover the myriad of newly mandated programs will be necessary. In the meantime, we remain laser-focused on
our commitment to carry out our mission of achieving state and federal clean air and climate goals while envisioning
a clean air and low-carbon future for all.

As we help the region chart a path toward the future of electric mobility and the transition to sustainability, livability,
and prosperity, we will continue to implement our leading equity and mobility programs — Clean Cars 4 All and Our




FY 2024/25 Approved Budget

Community Car Share. We also remain committed to the expansion of mobility hubs throughout the region. The Air
District and its partners unveiled the Sacramento region’s first Zero-Emission Mobility Hub in Del Paso Heights in
2023. A glimpse into the sustainable future, this project is the first of 52 planned hubs for the region. We also will
continue to prioritize the deployment of cleaner and zero-emission vehicles, especially electric school buses,
battery-electric and fuel-cell electric trucks, and hydrogen fueling and electric charging infrastructure.

We cannot forget our regional partners. The Air District is fortunate to enjoy strong bonds with the Sacramento
Regional Transit District (SacRT), the Sacramento Municipal Utility District (SMUD), SACOG, and many other
government and non-government entities that are aligned in the common belief that the Sacramento region can
realize a clean energy, zero-carbon, and equitable future for all if we continue to work together. The Air District is
ready to continue to do its part. This Approved Budget is a practical step forward.

Respectfully,

Alberto Ayala, PhD, MSE

Executive Director and Air Pollution Control Officer
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SECTION 2 — About the District

The About the District section describes the founding of the Sacramento Metropolitan Air Quality Management
District, its mission, strategic goals and major activities. This section also highlights strategic priorities, outlines key
initiatives for Fiscal Year 2024/2025 (FY24/25), and reports on key measures.

DISTRICT PROFILE

The Sacramento Air Pollution Control District was formed by the Sacramento County Board of Supervisors in
December of 1959. In July of 1996, the Sacramento Metropolitan Air Quality Management District was created
under Health and Safety Code Sections 40960 et. seq. to monitor, promote, and improve air quality in the County
of Sacramento. It is one of 35 local or regional air quality districts in California. It is designated by the United States
Environmental Protection Agency (EPA) as part of the Sacramento Federal Ozone Nonattainment Area (SFNA),
which is comprised of all of Sacramento and Yolo Counties, the eastern portion of Solano County, the southern
portion of Sutter County, the western slopes of El Dorado and Placer Counties up to the Sierra crest and includes
four other local air districts. Below is a map of the SFNA and the District’'s boundaries in relation to the SFNA.

Map of the Sacramento Federal Ozone Nonattainment Area

The District's Governing Board is composed of 14 members, including all five Sacramento County Supervisors, four
members of the Sacramento City Council, one member each from the cities of Citrus Heights, Elk Grove, Folsom,
and Rancho Cordova, and one member representing the cities of Galt and Isleton. The Board appoints the agency’s
Executive Director/APCO and District Counsel. The District’s organizational structure is comprised of the offices of
the Executive Director and District Counsel and four operating divisions as shown in the following organizational
chart. Additional information can be found in Section 7 — Organizational Overview.
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Organization Chart

The District is responsible for monitoring air pollution within Sacramento County and for developing and
administering programs to reduce air pollution levels below the health-based standards established by the state
and federal governments.

While air quality in the SFNA currently does not meet the federal health standards for ozone, or the more stringent
California standards for ozone and particulate matter (PM10and PMzs), progress has been made even as standards
have tightened. Despite a huge increase in population over the last two decades, the Sacramento region’s air quality
has continued to improve.

Sacramento County’s population was approximately 1.6 million as of the 2023 California Department of Finance
Population Estimates. This population represents roughly 63% of the SFNA’s population of approximately 2.5
million. The table below identifies the counties that are part of the SFNA, the portion of each county that falls within
the SFNA, and the makeup of the SFNA (by percent) by county.

Population in Sacramento Federal Ozone Nonattainment Area

Population

oty e oty SFNACounty? gy SR e as

El Dorado 157,285 187,285 84% 6.3%
Placer 400,786 410,706 98% 16.0%
Sacramento 1,581,831 1,581,831 100% 63.1%
Solano 140,626 446,745 31% 5.6%
Sutter 3,193 98,151 3% 0.1%
Yolo 222,381 222,381 100% 8.9%
Total 2,506,102 2,947,099 = 100.0%

" The county population data is based on the 2023 California Department of Finance Population Estimates and Components of Change by County
(Table E-6) https://dof.ca.gov/Forecasting/Demographics/Estimates/. It represents the population estimate as of July 2023.

2The SFNA/County population percentages are based on the 2020 Census Data, which was downloaded from:
https://www2.census.gov/programssurveys/decennial/2020/data/01-Redistricting_File--PL_94-171/California/ on 02/10/2022.

8 Percentage values are rounded to one decimal point.

A combination of poor atmospheric ventilation, a capping temperature inversion, bordering mountains, and plenty
of sunny days act to enhance smog formation and effectively trap pollutants in the Sacramento Valley Basin. The
Sacramento region has relatively few “smokestack” industries (stationary sources) compared to the Bay Area and
Southern California. Therefore, even if all these stationary sources were to shut down, without further mobile source
reductions, it is unlikely that the region could meet stricter air quality standards, particularly the tougher state
standards.

Air and climate emissions in the Sacramento region come from mobile, stationary and area-wide sources. The
largest contributor is from the transportation sector, such as motor vehicles, airplanes, locomotives, and other fossil
fuel combustion engines and portable equipment. The category also includes “off-road” sources, such as
construction, mining, and agricultural equipment. State and federal regulations coupled with local programs to
modernize the vehicle fleet will help to reduce the impact of motor vehicle fuel and engine emissions on our air
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quality in the future. However, as general activity and expected growth in our region return and bring more people
and vehicles, mobile sources will continue to be the dominant factor in the region’s ongoing air pollution problem.

STRATEGIC DIRECTION

This Strategic Direction is the roadmap for the District's programs and activities focused on accomplishing its
principal functions. Importantly, this roadmap is also a line of communication of the District’s vision to staff, its Board
of Directors, agency partners and stakeholders, and the public at large. Gaining and maintaining the trust of the
community it serves is paramount, and the Strategic Direction provides a sound basis for resource allocations,
expenditures, clean air investments, and general community support while ensuring transparency and
accountability.

DISTRICT STRATEGIC DIRECTION

Vision Clean air and a low-carbon future for all
m Achieve state and federal clean air and climate goals

Integrity
Teamwork
Leadership
Innovation

Core Values

v' Maximize program effectiveness while balancing environmental and economic
considerations

v Provide regional leadership in protecting public health and the environment

v Integrate equity and environmental justice in decision-making for all air quality
and climate change considerations

Strategic Goals v" Develop and enhance diverse partnerships
v"  Recruit, develop, and retain excellent diverse staff

v" Influence, develop and implement innovative programs, and promote
resilience and sustainability throughout the region

v" Increase the public’s role in improving air quality and reducing carbon

v' Ensure fiscal responsibility and viability

DISTRICT ACTIVITIES

District activities are the day-to-day functions and processes that occur within operational areas and play a critical
role in supporting the District’s mission to achieve state and federal clean air and climate goals. How the agency
performs the activities, i.e., how it goes about its work, is informed by its strategic goals. The strategic goals are the
long-term objectives the District has set to guide its decisions and actions and typically involve a significant level of
planning, coordination, and resources to achieve. By understanding how district activities relate to its strategic goals,
leaders can make informed decisions about resource allocation, staffing, and other factors that will impact the
success of District initiatives. The District’s activities are listed in the table below followed by brief descriptions of
the main functions of each activity.

DISTRICT ACTIVITIES

Air Monitoring Sustainable Land Use
Community Health Protection Permitting and Business Compliance
Clean Transportation and Future Mobility Public Outreach and Notification
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Air Monitoring

Comply with federal and local air quality planning requirements and develop and maintain federally
approvable State Implementation Plans

Measure air quality to inform planning decisions to meet federal health-based standards

Provide real-time air quality data for the community — summer ozone pollution forecasts, winter Check
Before You Burn program, particle pollution forecasts for leaf blower use restrictions in the City of
Sacramento

Measure, report, and communicate impacts from wildfire and other events

Comply with state and federal air monitoring quality assurance and quality control requirements to produce
valid and defensible air quality data

Community Health Protection

Prompt investigation of and response to air quality complaints

Targeted review of operating businesses in disadvantaged communities to ensure compliance with all
applicable permit requirements

Protect the public against exposure to asbestos with oversight activities of renovation, demolition, and
abatement projects

Reduce exposure to toxic smoke by investigating illegal burns and enforcing the Check Before You Burn
program

Assess emissions and exposure risks to toxic air contaminants with the Air Toxics “Hot Spots” program

Develop and coordinate the execution of measures to reduce exposure to toxic air contaminants such as
wildfire smoke, diesel particulate matter, and road dust

Fund projects for underserved communities using air quality penalties revenue and other funding sources

Build climate resilience, especially for underserved communities, through innovative policies, solutions, and
regional partnerships

Coordinate with and provide guidance to local jurisdictions and school districts during air pollution
emergency events

Publicly notice projects and agency determinations related to permitted businesses

Clean Transportation and Future Mobility

Work with local communities to invest in regional
clean-air transportation projects

Target heavy, medium, and light-duty vehicles,
school buses, increased mobility, and charging and
fueling infrastructure as priority projects

Reduce annual Greenhouse Gas (GHG), Nitrogen
Oxide (NOx), and Particulate Matter (PM) emissions
through innovative programs

Drive innovation in mobilty and connected,

autonomous, electric, and shared vehicles Local leaders celebration the grand opening of the

Support micro-mobility shareable options such as Twin Rivers Electric Bus Charging Depot.
electric bicycles and scooters

Transition transportation toward zero-emission electrification

Sustainable Land Use

Provide local jurisdictions with technical assistance and best practices in the areas of air quality, climate
change, and resiliency

Review and comment on land use, transportation, and construction projects to reduce criteria and
greenhouse gas emissions
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e Ensure compliance with air quality and climate provisions of the California Environmental Quality Act
e Monitor operational and construction air quality and climate change mitigation

Permitting and Business Compliance

o Develop plans and implement regulations to meet legally binding national ambient air quality standards
e Issue air quality permits to ensure local businesses comply with air quality rules and regulations

e Perform inspections of permitted businesses to make sure they are operating in compliance with all
applicable requirements

e Perform surveillance activities to verify businesses required to have permits have obtained them
e Assure a fair playing field for all businesses by enforcing clean air rules

Public Outreach and Notification

e Distribute health and air quality information

e Promote notable projects and initiatives for air quality and climate
action

e Provide 24/7 air quality information, as well as air quality forecasts
and real-time readings to the media and public 365 days per year

¢ Notify the public when the air is unhealthy due to smoke from wildfires or other conditions

Support Services, encompassing administrative support, technological infrastructure, financial oversight,
communications, maintenance, and human resources management, play a pivotal role in supporting the District's
activities. They ensure that essential resources are available and optimized, facilitating the effective execution of
the district's operations.

STRATEGIC PRIORITIES

Outlined below are the District's priorities, which serve as guiding principles for decision-making and resource
allocation in pursuit of its mission to achieve state and federal clean air and climate goals.

Attainment and Maintenance of Ambient Air Quality Standards

To fulfill the District’s responsibility of protecting public health, the District prioritizes work toward the attainment and

maintenance of the National Ambient Air Quality Standards (NAAQS). The Clean Air Act (CAA) requires the United

States Environmental Protection Agency (EPA) to set NAAQS for pollutants that are considered harmful to the

public and the environment. These pollutants come from numerous and diverse sources. The District works toward
the attainment of a NAAQS, and once EPA formally deems the region in attainment,
the region is required to show maintenance of that standard for the next 20 years.

In the Sacramento region, ambient ozone pollution has improved since the early 2000s,
leading to a decrease in the number of exceedances of the 8-hour ozone NAAQS and
a gradual decline in ambient ozone pollution concentrations. The continuation of this
progress in the capital region remains one of the most daunting challenges for the
District and for the agencies whose programs depend on air quality progress. EPA
determined the Sacramento region met the federal 1979 1-hour ozone NAAQS in
October of 2012.

For the 1997 ozone NAAQS (84 parts per billion (ppb)), the Sacramento region was

designated nonattainment and was given an attainment deadline of June 2019.
However, due to wildfires in 2018, the region was unable to attain this standard. Thus, the District is continuing to
work collaboratively with the other four air districts in the Sacramento Federal Nonattainment Area (SFNA),
California Air Resources Board (CARB), and EPA on demonstrating regional attainment. The most recent ambient
air quality data shows that the Sacramento region has met this ozone standard.

In 2017, the Sacramento region adopted the Sacramento Regional 2008 8-hour Ozone Attainment and Reasonable
Further Progress Plan (Plan) to address the 2008 ozone NAAQS (75 ppb). This Plan was approved by CARB and
submitted to EPA on December 18, 2017. The Plan is a significant achievement for the region. It shows further
progress on air quality primarily through the implementation of existing District rules and policies. It also serves as
an example of sensible air quality management by balancing the needs of the environment and local businesses.
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In October 2021, the EPA published a final rule in the Federal Register approving all applicable ozone
nonattainment area requirements in the SFNA, except for contingency measures (requirements per 86 FR 58582).
A recent court ruling on contingency measures precluded full approval of the Plan. The air districts in the SFNA will
continue to work with CARB and EPA to address this remaining requirement.

Although much progress has been made in the region, challenging work remains ahead for the District. Next is the
attainment of the most current 2015 ozone NAAQS of 70 ppb. In 2023, the District adopted the 2015 NAAQS 8-
hour Ozone Attainment Plan that provides a pathway for the Sacramento region to attain the 2015 standard by the
attainment date of August 2033. The region will rely on continued reductions of ozone precursor emissions, namely
NOx and volatile organic compounds (VOCs), from familiar sources. The transportation sector is the single largest
source of NOx emissions in the SFNA. Investments toward cleaner vehicles and engines, including zero-emission
electric vehicles and equipment, will yield multiple co-benefits and reduce other pollutants like GHGs. VOC pollution
sources are ubiquitous, they include consumer products and combustion for various types of vehicles and
equipment.

As the figure below illustrates, ambient concentrations of ozone pollution in the region (indicated as design values)
have seen a gradual decline since the early 2000s. The chart shows the peak annual ozone design values for the
designated ambient air monitoring site in the SFNA from 2000 to 2023. The 24-year trend line indicates stubbornly
stable concentrations for the first 10 years and an encouraging decline over the next 14 years. In these periods,
ozone pollution measured at 107 ppb (well above the three standards indicated) decreased to 76 ppb. This level is
above the most recent and stringent 2015 standard. In 2018 and 2020, the Sacramento region was impacted by
numerous wildfires, and they caused unusually high ozone concentrations in the region. EPA has a process in place
to exclude days that are proven to be affected by wildfires from the data used to make the attainment demonstration.

8-hour Ozone Design Value: SFNA (2000-2023)
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Note: A design value is a 3-year average of the 4™ highest ambient ozone concentration at an ambient air monitoring station. The design value
is used to determine attainment status.

Sources: 2000-2022 design values were extracted from AQS Report (AMP 480) downloaded on February 21, 2024. Design value is calculated
based on AQS data (AMP 350MX) and preliminary AQMIS data downloaded on February 20, 2024. The SFNA was impacted by wildfires in
2018 and 2020, which caused unusually high ozone concentrations. The peak design value calculation in this chart excluded the high ozone
readings due to wildfires.

For fine particulate matter (PM2.5), EPA determined the Sacramento PM2s Nonattainment Area attained the 2006
24-hour PM2s NAAQS of 35 pyg/m?3 by the attainment date of December 31, 2015 (82 FR 21711). Ambient daily
PMz2.s concentrations from 2011 to 2017 have fluctuated very closely around the standard. In 2018, 2020, and 2021,
PMz2.s concentrations exceeded the standard because of unusually high PM2s concentrations in days impacted by
smoke from wildfires. If the EPA finds the region did not attain due to these high PM2s days, then the District will
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need to demonstrate that these days were influenced by an exceptional event — namely, the wildfires. If EPA agrees,
the impacted data may be excluded from the attainment determination.

While a significant challenge and a strain on District resources, controlling pollution from
wood-burning smoke on key days in the late fall and winter is essential to meeting the daily
PMzs standard. Consequently, the District’'s Wood Smoke Program, including the Check
Before You Burn law continues to be a priority.

From November through February, District staff regularly share Check Before You Burn
information with the public through media interviews, social media, advertising, newsletters,
videos, and other District communications.

Key messages focus on educating residents and businesses about:

e The negative health impacts of wood smoke pollution, particularly for sensitive
populations like children and the elderly
Tips for reducing wood smoke and protecting public health
Burn day status categories and the requirement to check the daily burn status before using indoor or outdoor
fireplaces, wood stoves, fire pits, or chimineas that burn wood, pellets, manufactured fire logs, or any other
solid fuel during the Check Before You Burn season.

The 24-hour PM25 Design Value trend chart below shows the District is expected to remain in attainment of the
PM2.5 24-hour standard of 35 ug/m3, provided EPA accepts an exceptional event demonstration for excluding days
when PMzs pollution values were above the standard due to wildfires. Future efforts will focus on staying in
attainment and securing additional PM emission reductions whenever possible so that particle pollution
concentrations trend down. Key sources of particle pollution include the transportation sector and wood burning.

24-hour PM2 5 Design Value: SFNA (PM2.s) (2000-2022)
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peak design value calculation in this chart excluded the wildfire impacted days with the high ambient concentrations in 2018, 2020, 2021, and 2022.

Additional emission reductions will be necessary and critically important in the future given that the EPA is currently
proposing a more stringent air quality standard for PM2.s. On February 7, 2024, the EPA officially lowered the annual
PM:s standard by 25% from 12 ug/m?3 to 9 ug/m3. In the next two years, the District will be working with other local
air districts, CARB, and EPA to determine the attainment status for the Sacramento region. Based on the preliminary
2022 air quality data, Sacramento is close to attaining the new standard as shown in the graph below. EPA’s final
attainment determination will be based on air quality data between 2022 to 2024.
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Annual PM2s Design Value: Sacramento Region (PM2.5) (2000-2022)
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Note: The Sacramento region was impacted by several major wildfires in 2018, 2020, 2021, and 2022, which caused unusually high ambient PM2.5 concentrations.
The peak design value calculation in this chart excluded the wildfire impacted days with the high ambient concentrations in 2018, 2020, 2021, and 2022.

Accelerate and Expand Climate Action in the Greater Sacramento Region

As a leader in the Sacramento region and beyond, the District advances climate resilience strategies, clean air
solutions, and enhancements to the quality of life for residents in Sacramento County — all while promoting the
growth of the green economy. Whether developing comprehensive local or regional plans, securing local, state,
and federal funding to implement new projects, or creating innovative programs to mitigate the harmful impacts of
air and climate pollution, the Air District remains strongly committed to creating an ecologically resilient future.

With a focus on mitigating emissions from the transportation sector, the District continues to promote electric
mobility and equity through investments in cleaner, zero- and near-zero-emission vehicles and equipment and
infrastructure. Recently completed projects include the replacement of
18 heavy-duty trucks with Tesla Semis the installation of four chargers
at PepsiCo’s South Sacramento Facility, and the launch of the region’s
first Zero-Emission Mobility Hub in Del Paso Heights. Future projects
include support for Watt EV’s project to build the nation's largest solar-
powered electric truck charging depot in Sacramento County,
administering $15.6 million in new funding for three new hydrogen
locomotives and a one-of-a-kind EV Lowrider conversion project by
high school students to replace an internal combustion engine and
related hydraulic equipment with a full-battery electric powertrain and
actuators while providing invaluable skills under a new electric vehicle
career pathway in the Sacramento Academic and Vocational
Academy’s transportation department. The District is also actively
engaged in comprehensive and coordinated regional climate strategy
focused on air quality, climate change, public health, zero- and near-
zero-emission technologies development, mobility, and equity.

The Air District and its partners unveiled the
Sacramento region’s first Zero-Emission Mobility
Hub in Del Paso Heights in 2023.

Examples include:

The Capital Region Climate Priorities Plan (see Federal Grants and Funding Opportunities section)

The Sacramento Area Zero Emission Vehicle Deployment Strategy

The Sacramento Municipal Utility District's (SMUD) 2030 zero-carbon plan

The California Mobility Center, the ongoing implementation efforts of the Sacramento and West Sacramento
Mayors’ Climate Commission,

SACOG’s Green Means Go

o Other emerging programs, and local jurisdiction’s General Plans and Climate Action Plans.

11
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Community Air Protection

The statewide Community Air Protection Program (Assembly Bill 617, C. Garcia, 2017) represents a significant shift
in air quality management in California. The law required new state and local programs to address disparities and
the health burdens from exposure to highly localized air pollution among the low-income and marginalized
communities that have been most disproportionally impacted. The program launched several new requirements for
air districts including community-level air quality monitoring, development of emission reduction plans, accelerated
review of pollution controls on industrial facilities, and enhanced reporting requirements and penalties.

Perhaps most importantly, AB 617 designates state funds for financial incentives (i.e., subsidies for cleaner
technology) that can be targeted to reduce, specifically, the emissions affecting AB 617 communities. The state
continues to allocate hundreds of millions of public dollars for incentives for FY24/25. These incentives are intended
primarily for achieving sorely needed emission reductions toward NAAQS attainment, but they can also help the
region advance its broader economic and social goals.

In September 2018, the state identified the South Sacramento-Florin community as the District’s inaugural AB 617
community and work began on the development of a Community Air Monitoring Plan (CAMP) in partnership with
the Community Steering Committee. During its three-phase CAMP

implementation, the Air District expanded its air monitoring network by

installing portable sensors throughout the South Sacramento-Florin

community, measured PM2.5, black carbon, toxic metals, and toxic

gases, and launched a portable air monitoring laboratory to provide

additional hourly monitoring data. The portable lab is currently located

at Fern Bacon Middle School near the intersection of Franklin and 47th

Avenue. Air quality data from these efforts are posted on the District’s

website.

Following the successful implementation of the CAMP, the Air District’s
AB 617 community will transition to a Community Emission Reduction
Program (CERP) beginning in 2024. The Air District received funding
from CARB to develop and implement a CERP in partnership with the
Community Steering Committee and with input from the community. The Community Steering Committee celebrate
CERP will include air quality strategies to target local air pollution. The the launch of a new portable air monitoring
CERP process is expected to take about two years. lab.

Local leaders and members of the

As the South Sacramento-Florin community transitions to a CERP, community input will be needed to better
understand priorities on the types of strategies desired. Future implementation may include funding for expanding
infrastructure, electric charging, working with local jurisdictions on improving land use air quality projects, ensuring
compliance with permits, mitigating exposure like air filtration for schools, and day cares, and increasing green
space, among other projects. The Air District continues to work closely with its Steering Committee, community
members, and local stakeholders as part of its commitment to fostering lasting partnerships with residents, business
owners, and community-based organizations interested in advancing AB 617 protections in the region. As part of
the CERP process, numerous community meetings will offer opportunities for public engagement.

Continuing its focus on making information available to the public, in 2019, CARB adopted a new regulation that
requires businesses to annually report additional information about criteria and toxic emissions from their operations
to provide the public with this information through state online tools. To comply with the regulation, the District began
collecting data annually from all permitted businesses beginning in 2022. The regulation requires significant District
time and resources but without any dedicated state funding to support the workload required to collect, assess, and
submit the data to the state and provide extensive compliance assistance. The regulation also impacts businesses,
especially small businesses that are not used to reporting at this level. District staff has developed policies and
procedures, reporting forms, and online resources and provides extensive customer service to assist permit holders
with their reporting requirements. In addition, the District is investing significantly in improved technology to
implement the regulation more efficiently in the coming years. The District is also engaging other business partners,
like the County’s Business Environmental Resource Center (BERC) and the state to help impacted businesses and
improve submittal rates.

12
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Federal Grants and Funding Opportunities

Through strategic planning and cooperation, the Air District is driving positive
change and helping to shape the future of the Sacramento region. On March
1, 2024, the Air District, on behalf of the seven-county Sacramento region,
submitted its Capital Region Climate Priorities Plan (Plan) under the U.S.
Environmental Protection Agency’s Climate Pollution Reduction Grants
(CPRG) program. The Plan, which resulted in unprecedented cooperation
and collaboration among 29 local and regional partners led by the Air District,
outlines 24 climate measures that would create substantial greenhouse gas
emission reductions and a myriad of co-benefits, including advancing equity
and opportunities in the clean energy transition.

Measures cover topics including:

e Increasing the use of renewable energy in new and existing
buildings

e Land use improvements targeted at reducing the region’s vehicle
miles traveled

e ZEV adoption and charging infrastructure investments ensuring The Capital Region Climate Priorities
access to clean transportation Plan contains 24 GHG reduction
e Public transit improvements to encourage ridership by making it measures.

safer and more convenient to use
Biomass utilization policies to decarbonize our energy
Wildfire resilience and management policies that will reduce wildfire intensity and wildfire smoke impacts

The Air District submitted the region’s application for phase two implementation funding on April 1. The EPA
anticipates the award of 30-115 grants ranging between $2 million and $500 million. Approximately $93 million was
requested in the Capital Region application. The awards will be announced in July.

Another key piece of funding for District programs is the percentage of incentive funds that can be used to cover
outreach, administration, and direct costs to deliver clean transportation, infrastructure, equipment, and stationary
source projects in the region. Senate Bill 1158 (Archuleta) would increase the amount of administration funds the
District could use to deliver critical projects in the region from 6.25 percent to 12.5 percent. If passed, this bill would
give much-needed resources to the District to work with local agencies, non-profits, community-based
organizations, fleet operators, and others to deliver projects that will remove emissions from our region.

Partnership Expansion and Support

The District does not go about its business alone; it benefits from existing public-private partnerships with deep
roots in the business community, health and environmental advocates, and the community it serves. These
partnerships help convey the importance of District programs for the region, and the District plans to expand these
efforts, continuing to work with and support the growing partnerships with entities like Civic Well, Breathe California
- Sacramento Region, and the Cleaner Air Partnership (CAP). The CAP, administered by Valley Vision, is a long-
standing regional collaboration including the Sacramento Metro Chamber of Commerce and leading industry
entities like Teichert, Granite Construction, Union Pacific, Sutter Health, and SMUD.

Through a four-agency collaboration between the Air District, SMUD, SACOG, and SacRT, the Air District is also
advancing broader regional strategies to accomplish shared clean air and climate goals. The Sacramento Area ZEV
Deployment strategy, a key initiative of the group, is part of a larger mission to deliver clean energy, health, housing,
transportation, education, workforce, and economic development solutions to sustainable communities. The plan
prioritizes electrification in under-resourced communities, personal vehicles, shared-ride vehicles, public and private
transit, micro-transit and shuttles, and medium- and heavy-duty fleets in alignment with the six-county Green Means
Go regional pilot, the City of Sacramento’s Transportation Priorities Plan, SMUD’s 2030 Carbon Plan, and SacRT’s
Zero Emission Bus Transition Rollout Plan, which addresses the region’s transition to zero-emission transit.
Transportation, mobility, and regional economic prosperity are mutual goals of the four agencies, creating the
impetus and a genuine desire for coordination, collaboration, and mutual support.
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Additionally, in a first-of-its-kind joint board meeting last year, the Air

District, SACOG, SacRT, and SMUD adopted a resolution

underscoring the four-agency group’s shared dedication to fostering

interagency collaboration to address crucial issues related to land

use, transportation, air quality, and climate. Recognizing that these

issues are interconnected, the four-agency group is committed to

working together to develop comprehensive strategies that consider

the broader implications of their actions. This collaborative approach

aims to leverage the resources, strengths, and expertise of each Members of the Boards of Directors for the four-
organization to create more effective and sustainable solutions. The agency group pass a joint resolution.

joint commitment also aligns with broader regional efforts to combat

climate change through the Air District’s leadership of the U.S. Environmental Protect Agency’s Climate Pollution
Reduction Grants program in the Sacramento region, with the resulting Capital Region Climate Priorities Plan
serving as a strategic framework to guide cooperative actions. For statewide coordination with its peers, the District
is an active board member of the California Air Pollution Control Officers Association (CAPCOA). This association
advocates for the general interests of all of California’s 35 local air districts before the legislature, the state
administration, and various other agencies at the state and federal levels.

The District is also expanding its work with many community-based organizations (CBOs). These groups share
similar goals to the District for finding equitable solutions for cleaner air, improved health, and mobility. CBOs are
on the ground working with residents and businesses and providing the District access to harder-to-reach and often
overlooked populations of the region. In addition, the District is working with the CBOs to prioritize transportation
incentive projects, helping to ensure that projects are important, impactful, reduce emissions and are accepted by
the community. The District also provides technical and financial support to CBOs as they transition their fleets to
zero-emission. CBOs have also been recipients of District funding through the District's Supplemental
Environmental Projects program which has helped support clean air and climate goals. Partnerships with CBOs will
continue to be critical as the District accelerates actions to address its most marginalized communities who bear a
disproportionate burden of lingering pollution.

Wildfire Smoke Air Pollution Emergency Plan Coordination and Training

As an ongoing priority, the District is dedicated to educating the public and reducing the impacts of wildfire smoke
through the Wildfire Smoke Air Pollution Emergency Plan Coordination and Training initiative. In collaboration with
key public and private partners in Sacramento County, an emergency plan was developed and adopted in
September 2022 to enhance coordination and access to information for responding to future wildfire air pollution
events. The District remains committed to public education through online, social media, and in-person outreach
efforts, aiming to mitigate exposure to wildfire smoke. Additionally, the District conducts meetings and training
sessions with public health, emergency services, school districts, and other stakeholders to ensure preparedness
and effective coordination during wildfire smoke events.

Advancing Air and Climate Policy Through Regional Events

Leading and participating in regional events are important endeavors
that provide valuable platforms for knowledge-sharing, collaboration,
and the dissemination of best practices among stakeholders, thus
facilitating the development and implementation of effective air and
climate policies at both local and regional levels. The District provided
leadership and support by coordinating multiple events in 2023. As an
example, in conjunction with eight other air districts in the Sacramento
Valley Basinwide Air Pollution Control Council, the District helped put
on the first-of-its-kind Agricultural Biomass Conference, a two-day
event held in October in Winters, CA. The conference brought
speakers and panelists from around the state from both public and
private entities to highlight the potential that agricultural biomass
resources represent for the creation of useful alternatives to
agricultural burning — non-combustion biomass energy and other
biomass products. The conference brought together over 100
participants and stimulated ongoing collaborations and stimulus to bring
; ) beneficial funding opportunities to the northern valley regions that can
conversion project. reduce air and climate pollution while supporting economic and
workforce development.

In March 2024, the Power Inn Alliance, in
partnership with SAVA and the District,
showcased progress on the EV Lowrider
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Ambient Air Quality Monitoring Network Improvements

The health of our ambient air monitoring stations is critical.

These stations are used to collect air quality data for criteria

pollutants to determine compliance with the NAAQS and to

support regional air quality forecasting. Infrastructure

improvements are planned for various monitoring stations. The

District recently replaced the Folsom air monitoring station and

is in the process of replacing the Arden-Del Paso station.

Replacing the district’s oldest station will meet the newest

federal monitoring requirements and eliminate downtime due

to water intrusion, roof damage, and other ailments, putting at

risk monitoring equipment and the ability to collect data per

federal requirements. The replacement of Del Paso Manor

station will be completed at the beginning of FY24/25, followed

by replacements of the North Highlands station with an District employees celebrate the renovation of the
expected completion date in FY25/26, and the Bruceville or
Sloughhouse station completed by FY27/28. Each station
replacement project is anticipated to take two years to complete. The District anticipates that the replacement of
these structures will help reduce ongoing maintenance costs associated with these aging facilities.

Folsom Air Monitoring Station.

In addition, a new portable air monitoring lab was launched in the spring of 2023 which adds to the existing air
monitoring network and is a key element of the District's AB 617 efforts in South Sacramento.

KEY INITIATIVES

Key initiatives are undertaken in direct support of the agency’s mission and are developed, reviewed, and updated
annually to ensure that the work of the District evolves as conditions change, adapting to new opportunities and
challenges. Major FY24/25 District initiatives are described below. In addition, important initiatives for the upcoming
fiscal year by operational area are highlighted in Section 7 — Organizational Overview.

AiriA — Permitting and Transportation Software Solution Implementation

The District has undertaken a significant project to continue improving and upgrading its information systems. A
new cloud-based solution, named AiriA, is being implemented to replace various operational applications across
the District. Multiple Microsoft Access databases currently manage the Stationary Source programs, including
permitting and enforcement and compliance operations. The Access databases have numerous shortcomings in
their current state that limit the ability to automate the permit process, streamline review processes, improve
reporting and analytical ability, manage project documents and public records, enhance online customer service
tools, and integrate with GIS and other enterprise systems. In addition, the Mobile Sources application that supports
the transportation incentive contract and compliance processes needs replacing. Finally, the current online public
complaint system and public records request solution require improvements.

The AiriA software solution was selected through a competitive process and the project kicked off in the spring of
2022 and is expected to continue through the end of FY24/25. The AiriA project, being a district-wide effort involving
resources from all divisions, is important because it has the potential to bring significant benefits to the agency.
Here are some reasons why the success of this project is crucial.

1. Improved Efficiency: streamline business processes, eliminate redundant tasks, integrate mapping and
other software solutions, automate manual tasks, and reduce data entry errors, resulting in increased
efficiency and productivity.

2. Enhanced Data Accuracy: provide a centralized database, ensuring that all data is accurate and up to date,
which eliminates discrepancies and improves decision-making.

3. Increased Mobility: cloud technology allows staff to access mission-critical data and software from
anywhere, anytime and from multiple devices, supporting remote work, field inspections and other related
field work.

4. Improved Internal Controls: automate workflows to allow for real-time visibility into a process and ensure
compliance with policies and procedures as well as safeguard against financial risk and losses.

5. Increased Collaboration: provide a platform for better communication and collaboration between
departments, resulting in more effective teamwork, reduced duplication of effort, and improved customer
service.
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6. Scalability: grow and evolve with the District, adding new modules and expanding functionality as needed.

7. Enhanced Customer Service: automate customer applications, improve tracking of customer requests and
complaints, self-service for District and customer information will contribute to a better overall experience
for customers.

8. Better Decision-making: accurate, real-time data (queries, reports, dashboards, work lists, etc.) will enable
better decision-making by providing insights into District activities and other key metrics.

In summary, the AiriA software project is important because it has the potential to transform daily work in many
positive respects, and its success will not only benefit the District itself but also its customers and stakeholders.

Headquarter Building Relocation and Teleworking

During the COVID-19 pandemic, the District transitioned seamlessly to an almost 100% telework model, and in April
2022, modified the telework schedule into a hybrid workplace model, which has been an overwhelming success.
Staff members have welcomed the flexibility and work-life balance made possible by working remotely while
maintaining productivity and the ability to continue to collaborate and build relationships with coworkers.

The District anticipated that the hybrid model would transform the use of office space and began evaluating various
alternatives including remaining in place and consolidating work areas and selling the current headquarters and
leasing or buying new space. The assessment was completed, and the headquarters was put up for sale.
Consequently, the staff will be relocating to a smaller, more suitable location, which will be a major project in the
coming fiscal year.

Downsizing into a smaller space represents a firm commitment to the ongoing telework initiative within the District.
This strategic move not only aligns with modern work trends but also contributes significantly to the reduction in
vehicle miles traveled (VMT) and district financial savings. By embracing telework on a larger scale, employees can
enjoy greater flexibility while reducing their daily commute, thereby decreasing overall VMT and associated carbon
emissions. Moreover, downsizing results in financial savings for the District, as it minimizes overhead costs
associated with maintaining a larger physical office space.

The District’s telework policy is underscored by the results of a

regional air quality study it conducted that found that during the

period of shelter-in-place restrictions when traffic and driving were

markedly reduced, there was significantly less vehicle-related air

pollution in the Sacramento region. Between March 2020 — July

2020, there was 28% less particulate matter pollution (PM2.), 13%

less nitrogen dioxide (NOz) pollution, and 10% less ground-level

ozone (Os) pollution. For the same period, SACOG observed that

daily VMT in the six-county SACOG region dropped to ——g -~
approximately half the driving relative to pre-pandemic levels, with ‘vJ LOWER
the sharpest drop occurring in April 2020 when VMT in the region

was 74% lower than pre-pandemic levels.

Because of the significant air quality benefits associated with less ID70
driving and the effectiveness of technology for remote meetings, v LOWER

the District is encouraging public agencies and businesses to
telework and teleconference where possible. When in-office work
is required, businesses and organizations are urged to promote
carbon-friendly commuting methods, such as the use of public
transit, electric vehicles, and active transportation (walking, biking). Telework and teleconferencing are effective
strategies that complement the numerous low-carbon projects deployed by the District and therefore, the District
will continue to model these practices and support regional efforts to reduce VMT.

PERFORMANCE MEASURES

The District tracks select performance measures that indicate the District’'s progress toward strategic priorities.
These metrics provide broad measures of the District’s effectiveness, efficiency, timeliness, and productivity in
critical activities. While key initiatives may change from year to year, performance measures generally reflect
progress in core business operations over multiple years. Most performance measures require multi-divisional
participation, and in many cases, one performance measure supports multiple strategic goals. The table below lists
key performance measures.

Key findings from the shelter-in-place analysis
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FY24/25 Performance Measures

FY22/23 FY23/24 FY24/25

FRABIUIELTES LA EEEIIES Actual Projected Target

Update 33% of Area Source Methodologies No No Yes
100% of Emission Statement/185 Fee Sources Surveyed Yes Yes Yes
Board Adoption of Rulemaking Activities 1 2 6
>90% of Audited Parameters Passed (Monitoring Sites) Yes Yes Yes
>75% Data Completeness for Each Parameter at 6 Air Monitoring Sites 42n}<;?2534 42n}<;§6578 ? ﬁiﬁ
Percentage of Permit Applications (Authority to Construct) Processed within 86% ~68% >75%

180 Days

Percentage of Permits to Operate Issued within two Years of Obtaining an
Authority to Construct (excluding extended and re-instated ATCs)

Percentage of Violations Successfully Resolved under the Mutual

100% >99% >99%

0, o] 0,

Settlement Process (Calendar Year) 98% >98% >98%
Percentage of Annual Inspections Completed (Calendar year) 91% 90% 100%
Provide Confirmation Letter for Construction Mitigation Plans within Four

Business Days of a Complete Submittal or Before Applicant Receiving 100% 100% 100%
Jurisdictional Permit Approval

Notify Media and Public the Day Before Every Declared Spare The Air Day 100% 100% 100%
Provide Daily Air Quality Forecast to the Public every day by Noon 100% 100% 100%
Create and distribute quarterly newsletter with above average open rate 100% 100% 100%

Encumber 100% of Current Allocation-Year Moyer Funds by June 30 of the
Allocation Year

Liquidate 100% of the Allocation-Year Moyer Funds by June 30 of the Fourth
Year After the Allocation Year

Perform a 5% On-Site Random Annual Audit of All Operational Incentive

100% 100% 100%

100% 100% 100%

100% 100% 100%

Projects
Non-Retirement Employee Annual Turnover Rate <5% 5.1% <5%
Percent of Planned Training Completed for All Staff 100% 100% 100%

Receive the Government Finance Officers Association (GFOA) Certificate

of Achievement for Excellence in Financial Reporting Yes Yes Yes
Receive Unmodified Audit Opinion for the Annual Comprehensive Financial

Yes Yes Yes
Report
Receive the GFOA Distinguished. Budget Presentation Award Yes Yes Yes
Manage actual financial results within the Authorized Budget Yes Yes Yes
Significant Deficiency or Material Weakness in Report on Internal Control 0 0 0

over Financial Reporting

FY 22/23 Footnotes:

" At Sacramento-Bercut Dr., the CO and NO2 monitors did not meet federal data quality objectives and needed to be repaired

2 At Elk Grove-Bruceville, the rain and ultraviolet sensors did not operate correctly

3 At Sacramento-Del Paso Manor, CO monitors needed factory service; the NOy monitor had a calibration error and is pending further troubleshooting; and the
solar radiation sensor did not operate correctly

4 At Folsom-Natoma St., the solar radiation and temperature sensors did not operate correctly after their re-installation following a site renovation

FY 23/24 Footnotes:

5 The CO monitor at Sacramento-Bercut has calibration issues where some test points were not low enough to match the typically low concentration measured at
the station

6 The rain sensor at Elk Grove-Bruceville has the same operational issue as FY22/23; it was repaired in February 2024

7 At Sacramento-Del Paso Manor, the CO monitor is undergoing further testing after factory service; the NOy monitor still needs further troubleshooting

8 At Folsom-Natoma St, the solar radiation and temperature sensors were repaired in November but are not expected to meet a 75% completeness

FY 24/25 Footnotes:
9 Sacramento-Del Paso Manor is expected to have major renovation which requires a temporary shutdown
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SECTION 3 - Budget Overview

The Budget Overview section provides information on the District’s budget process, budget practices and strategies,
the basis of budgeting, a summary of the FY24/25 Approved Budget, and the factors affecting the District’s financial
condition.

BUDGET PROCESS

State law requires that the District adopt its budgets in an open process to educate the public about the costs and
benefits of air quality improvement. In addition to the budget process, the District establishes and follows Board
adopted Financial Management Policies, now consolidated, and included in this budget document as Appendix A.
There are also common terms used throughout the budget document that can be found in Appendix C — Glossary.

Annual Budget Cycle

JULY 1
New Fiscal Year &
Year End Review

APRIL/MAY SEPTEMBER/OCTOBER

Public Hearings & Prior Year End Closure and
Budget Adoption Financial Audit

MARCH OCTOBER/NOVEMBER

Budget Validation & District Goals Development
Budget Committee Input & Executive Team Planning

JANUARY
Budget Preparation &
Executive Team Review

The District operates on a fiscal year that runs from July 1 through June 30 of the following year. Budget
development begins with a mid-year review of the current budget in November/December. In December, each of
the District divisions, with guidance from the Executive Director/APCO, Administrative Services Division Director,
and District Controller, begin to prepare the budget which typically includes revenue projections, requests for outside
professional services, a staffing distribution, a budget narrative demonstrating accomplishments for the current
budget year, and strategic priorities and key initiatives for the upcoming budget year. Divisions may also submit
requests for capital projects, staffing additions, or other items that may differ from typical operating expenditures in
nature or cost.

The Administrative Services Division reviews and refines the information and integrates it into the draft budget. The
Executive Team, along with several Program Managers, reviews and finalizes the draft budget. The Executive
Director/APCO, Division Directors, and District Controller meet during budget development with the District Board
of Directors Budget and Personnel Committee to receive direction for addressing District priorities and developing
a balanced budget.

The budget is publicly noticed 30 days in advance and is presented at each of two public hearings, consistent with
California Health and Safety Code Section 40131, typically taking place during the Board meetings in April and
May. At the first public hearing, generally in April, the Proposed Budget is presented, and the Board may ask
questions, make comments, provide direction, and receive requests from members of the public to speak. The
second public hearing, typically in May, follows a similar process as the first hearing and District staff comments on
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material differences, should they exist, from the previously presented Proposed Budget and reports back on Board
requests, if any. The Board may provide direction and vote to approve the budget at the second public hearing.
Approval of the budget requires a quorum of Board members and a majority of the voting quorum. Once the budget
is approved, staff posts the Approved Budget on the District website.

The Board may vote to adopt a resolution allowing the District to continue normal operations under the Proposed
Budget if an Approved Budget is not adopted by June 30th. Such a resolution must specifically authorize Proposed
Budget expenditures for capital assets, filling new positions, and equity transfers. Without that authorization, state
law requires deferring those expenditures until an Approved Budget is adopted.

FY24/25 Budget Development Schedule

Completion of the audited Annual Comprehensive Financial Report (Annual Report)

for the prior fiscal year N 2T
Mid-year review of the current fiscal year budget December
Budget submissions from Division Directors for the upcoming fiscal year January
Budget Notices are posted on the District website and sent to regulated sources March
Meetings with the Board of Directors Budget and Personnel Committee March
First public hearing/presentation of Proposed Budget to Board of Directors April
Second public hearing/vote of the Board to approve the Budget May
Approved Budget document posted on District website June
New fiscal year in accordance with the Approved Budget July 1

BUDGET PRACTICES & STRATEGIES

In addition to budget-related Financial Management Policies found in Appendix A, the District follows the budget
practices and strategies below:

Practices

e Management presents a “balanced” budget to the Board annually, where funding sources (including use of
reserves) match expenditures and include revenues and expenditures for the prior year (actual), current
year (approved budget), and upcoming year (proposed budget)

e One-time funding sources are not typically applied to ongoing commitments
e The Board authorizes a schedule of all regular and limited-term positions for the upcoming (budget) year

e Requests for additional positions or an increase in regular work hours of part-time positions must be
presented for Board approval and may be made anytime during the fiscal year, though usually included as
part of the budget process

e Board approval is obtained for all capital expenses

e Budgets are adopted on a basis that includes encumbrances and expenditures and annual appropriations
lapse at the fiscal year-end if they have not been expended or encumbered

e Board approval is required to amend the budget once it is adopted if there is a need to increase the
expenditure budget

e The budget is prepared by fund, division, and program

o Transfers of appropriations within a classification (e.g., employee services, services and supplies, capital
expense, and transfers) or across classifications within the same fund may be made without Board approval

e Transfers of appropriations between funds require Board approval as the legal level of budgetary control is
the fund level

e The Executive Director/APCO has the authority and an approved budget to fund events/collaborations with
partner organizations throughout the year, enabling the District to respond promptly to requests

Strategies

o Ensure the budget reflects the mission of the District, is fiscally sound, and provides resources that
realistically fund operations
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o Work with the Board to establish major goals in support of the District’'s mission which provide short-term
and long-term direction to staff, determine the allocation of resources, and establish priorities

e Monitor and maintain sufficient unencumbered fund balance to allow for cash flow requirements,
contingencies for unforeseen operational or capital needs, economic uncertainties, local disasters, and
other financial hardships or downturns in the economy

e Perform multi-year projections of funding sources and ongoing expenditures to promote long-term planning
of resource uses

e Proactively oversee revenues and cost-effectively control ongoing operating costs

BASIS OF BUDGETING

The District's basis of budgeting is modified accrual, which is recognized as the generally accepted method of
accounting for state and local government. Using this method of budgeting, revenues are recognized when (1) they
are measurable, and (2) all applicable eligibility requirements are met. Expenditures are recorded when the related
fund liability is incurred. Modified accrual accounting can also divide available funds into separate entities within the
organization to ensure the money is spent where it was anticipated.

BUDGET SUMMARY

The District has three funds: General, Proprietary, and Special Revenue. Each fund serves a specific purpose as
noted below. A detailed description of funding sources can be found in the Appendices. (See Appendix B —
Description of Funding Sources)

Records all inflows and outflows, not associated
100 General with  special-purpose  funds, for core
administrative and operational activities

Permit fees, DMV, Measure A, Federal and
State Grants (EPA, CMAQ, CARB)

Internal Service Fund that accounts for District
400 Proprietary | business-like activities (Covell Administrative | Covell Building rental income
Building)

DMV, Federal and State Grants (SECAT,
Moyer, GMERP, FARMER, GHG-CarShare,
CAPP, Clean Cars 4 All)

Special Records the proceeds from certain revenue

500 Revenue sources for which fund usage is restricted

The annual budget serves as the foundation for the District’s financial planning and control. The FY24/25 Approved
Budget totals $59.0 million in revenue and $67.6 million in expenditures and includes 105.8 total authorized full-
time equivalent (FTE) positions. The following table is a summary of the FY24/25 Approved District Budget by fund.

District Budget by Fund
FY23/24 FY24/25 Variance
Approved Budget Approved Budget

General Fund (100) $ 25,097,233 $ 26,942,104 $ 1,844,871
Covell Proprietary Fund (400) 1,170,002 1,075,834 (94,168)
Special Revenue Fund (500) 30,840,382 31,022,194 181,812
Total Revenues $ 57,107,617 $ 59,040,132 $ 1,932,515

General Fund (100) $ 27,824,832 $ 30,020,199 $ 2,195,367
Covell Proprietary Fund (400) 1,870,001 1,075,834 (794,167)
Special Revenue Fund (500) 29,032,269 36,501,422 7,469,153
Total Expendutires $ 58,727,102 $ 67,597,455 $ 8,870,353

Current Suplus/(Deficit)

R

(1,619,485) $ (8,557,323)
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The Approved Budget reflects the District's mission, is fiscally sound, and provides resource allocation
recommendations that adequately fund operations. To ensure performance within authorized budgets, District
management proactively manages revenues and operating costs. In addition, multi-year projections of funding
sources and ongoing expenditures analysis are completed to inform long-term planning of resource uses. These
forecasts are presented in Section 3 — Financial Planning.

The following charts detail the revenues and expenditures by classification as a percentage of the total FY24/25
Approved District Budget.

District Budget — Revenues by Classification ($59.0 million)

Federal
16.4%

Fees & Licenses
16.9%

Fines/Forfeits/Penalties
0.4%

Interest
1.7%

Local Government

State
58.1%

0.2%
Sales/Use Tax Rents/Concessions/Roy™._ Other
4.4% alties 0.1%

1.8%

District Budget — Expenditures by Classification ($67.6 million)

Capital Expense Debt Service
2.0% 0.6%

Employee Benefits
9.1%

Salaries and Wages
20.2%

Services and
Supplies
68.1%
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The notable changes in revenues and expenditures in the FY24/25 Approved Budget from the FY23/24 Approved
Budget for the General, Proprietary (Covell Building), and Special Revenue funds are listed below.

General Fund

Revenues

Federal grant revenue is increasing by $1.0 million mainly due to funds that the District administers on
behalf of other air districts in the region, the main grant being the Targeted Airshed Grant (TAG), which
will primarily fund Heavy Duty Electrification of school buses, replacement of off-road agriculture
equipment with newer, cleaner equipment and replacement of residential non-certified wood burning
appliances in our neighboring districts. The federal Climate Pollution Reduction Grant (CPRG) was
awarded in FY23/24 and, therefore, was not included in the budget for that year; the grant continues in
FY24/25 and totals $368,000 in the Approved Budget.

Stationary Sources and Mitigation fees are planned to increase by $574,000, primarily due to an expected
increase in Rule 301 revenues of $800,000. Rule 301 revenues for FY23/24 are expected to exceed the
adopted budget by $600,000 and the FY24/25 Rule 301 revenues are based on the expected FY23/24
finish. In addition, there is an approved fee CPI increase of 4.17% effective July 1, 2024.

Expenses

Employee Services expenditures are increasing by $1.4 million due to the addition of 8.2 full-time
equivalent (FTE) positions from the FY23/24 Approved FTE Budget, a 3.6% Cost of Living Adjustment
(COLA), and an increase in retirement and group insurance contributions for FY24/25. The FY23/24
Approved FTE Budget was amended by the Board in March 2024; this resolution increased the FTE count
by 4.2 from the Approved FY23/24 FTE Budget of 97.6 to the Amended FY23/24 FTE Budget of 101.8.
These positions are expected to be filled by June 30, 2024, will not have a material effect on the FY23/24
projected expenditures, and are included in the FY24/25 Approved Budget. An additional four FTEs are
included in the FY24/25 Approved Budget for a total of 105.8 FTEs. The FTE positions were added
primarily to support expanded grant activities for the District and increased workload requirements for the
Engineering and Compliance Division.

Services and Supplies are increasing by $891,000 mainly in professional services contracts and higher
program distributions for the TAG projects. Professional services expenditures are expected to increase
by $546,000 mainly to support the AB617 Community Air Protection grant and the CPRG program. Pass-
through distributions for the TAG projects are planned to increase by $584,000.

Capital project expenses are decreasing by $71,000 due to less expenditure on lab equipment.

The inter-fund transfer credit is consistent with the prior year's Approved Budget.

Covell Building Proprietary Fund

Rent Revenue is decreasing by $94,000 as a tenant lease expired in FY23/24 and will not be renewed.
The District listed the Covell Building for sale and plans to move to a smaller facility (either purchased or
leased) that is right-sized to the District operations within the next two years.

There is a decrease of $800,000 in Capital Expenses. For the FY23/24 Approved Budget, additional capital
was planned for a renovation of the District facility; this project did not occur. Given the decision to sell the
building and relocate to a more efficient space, no renovation to the Covell Building is planned for FY24/25.

Special Revenue Fund

State revenue is increasing by $414,000, mainly related to the Moyer program revenues in FY24/25.

Incentive payments are budgeted to increase by about $7.4 million primarily related to state-funded grants.
State grants expected to increase include Clean-Cars-for-All, Moyer, and CalSTA (hydrogen locomotives).

Note: The Special Revenue Fund tracks restricted revenue sources, primarily emission-reduction technology, and
community air protection incentive grants. These grants are generally multi-year agreements with funds received
in one year and incentive disbursements made to project participants over several years resulting in significant
fluctuations in year-over-year revenues and expenditures.
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The FY24/25 Approved Budget includes a staffing plan of 105.8 FTE (as shown in the table below).

Approved Positions

FY 23/24 FY 24/25

Funded Regular 101.8 105.8

FACTORS AFFECTING FINANCIAL CONDITION

Over the past several years, the District proactively managed expenses to ensure the fund balance in the General
Fund was sufficient to support the District expenditures in case of future revenue shortfalls. The District held
numerous positions vacant and executed only essential professional services contracts. As a result, the fund
balance of the General Fund increased by about $4.2 million over the last three years, providing the funds necessary
to move forward with critical staffing needs. Largely due to the increase in FTE, the FY24/25 Approved Budget does
not project adding more to the reserves.

The Board amended the FY23/24 position budget, adding four FTEs, to initiate the recruitment process of critical
resources; however, additional funding for the positions was not allocated at that time as salary savings were
leveraged. In the FY24/25 Approved Budget, an additional four positions are included, with funding for all eight
positions reflected in the FY24/25 Approved Budget. These additional resources will support expanded grant
activities and operational requirements.

The inflationary economic environment is expected to increase the cost of employee wages and benefits and
services and supplies; the full extent of the impact is still unknown. Fortunately, the healthy reserves, which the
District has grown over recent years, will serve as a bridge to support these increased expenses until long-term
fund stability is established.

The forecasted FY24/25 California State budget deficit is significant. The District proactively manages grant
revenues to reduce the potential for funding gaps and ensure emission reductions are achieved as quickly as
possible. While no significant reduction in State grant disbursements for District programs is anticipated in FY24/25,
future reductions are possible.

The District's five-year forecast continues to show some significant funding gaps between revenues and
expenditures, which will require District staff to work collaboratively with the Board of Directors in the upcoming
years. The imbalance is due primarily to the rising costs of doing business, such as employee services and capital
expenditures outpacing current revenue increases, new state mandates that are not adequately funded, and a
history of not fully recovering costs for many of the District's programs. Staff will continue to work with the Board
into FY24/25 and beyond on the funding strategies detailed in the General Fund Forecast section of this budget.
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SECTION 4 — Financial Planning

To ensure the District can meet its immediate and long-term needs to support its mission of achieving clean air
goals, the District develops annual budgets alongside multi-year financial plans.

FINANCIAL FORECAST AND PLANNING

The purpose of financial forecasting is to evaluate historical and current fiscal trends and conditions to help guide
future policy and programmatic decisions. It also identifies long-term issues for stakeholders and provides the
impetus to confront them. Long-term forecasts and analyses are used to identify potential long-term imbalances.
Financial strategies are then developed to counteract these imbalances. The District annually reviews and updates
a five-year financial projection using the following methods:

e Informed/Expert judgment e Grant documentation and review
e Trend analysis o Estimates from other governments
¢ Anticipated operational changes

The District forecast shows a structural deficit over the next five years primarily due to the rising cost of doing
business and additional programmatic mandates. Given the lack of significant revenue growth above expected
expenditures, the fiscal reality is that current expenditure commitments are unsustainable. Long-term sustainability
requires that annual operating cost increases be held to a level at or below annual revenue growth and/or additional
revenues are secured.

The District’s near-term financial plan is to conduct an in-depth program costing analysis, continue to identify and
implement operational efficiencies, and evaluate and seek out potential revenue sources as described in the
General Fund Forecast