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EXECUTIVE SUMMARY

STATEMENT OF PURPOSE 

Given the multifaceted financial challenges affecting the development of the Fiscal Year 
2009-2010 budget, the Board requested staff conduct a Budget Development Workshop. 
Due to the breadth and complexity of the information, the workshop is divided into four parts 
with one part being conducted on each of the four Tuesdays in February 2009.

This first part of the Budget Development Workshop is designed to highlight the major trends 
in revenues received by the County. The latter three segments of the workshop will 1) outline 
the challenges of funding future retirement costs, 2) present five-year financial forecasts for 
several of the County’s key service funds, and 3) present fiscal year 2009-2010 service level 
impacts developed by department staff based on the Board’s adopted budget principles.  

PRIMARY REVENUES 

This workshop focuses on the County’s primary revenues with an emphasis on discretionary 
revenues. The report examines a number of revenues that are either significant in magnitude 
or are indicative of overall economic trends omitting legislatively controlled Federal and State 
funds and various fees and charges for services. In summary, the major categories of 
revenues examined are: property taxes, sales taxes, motor vehicle in lieu, transient 
occupancy tax, and interest income.

Property Taxes, including Secured, Unsecured, Supplemental and Documentary Transfer 
Taxes, constitute approximately 89% of all General Fund discretionary funds available to the 
County.

General Fund
Property Tax Revenues -vs- Discretionary Revenue
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The general operations sales tax is the second largest source of General Fund discretionary 
revenue behind property taxes but only constitutes approximately 8% of the total.  However, 
various specific sales tax allocations such as the Public Safety Proposition 172, Measure D, 
Realignment, Bradley Burns, and the Local Transportation Fund, make up a much more 
significant portion of the overall County revenues. This volatile tax is an important revenue to 
the County as a whole. 

Motor Vehicle in Lieu as part of Realignment revenue is based on vehicle license fees 
collected by the State and redistributed to local governments and is dependent on new car 
sales and depreciation schedules. Realignment Motor Vehicle in Lieu revenue is earmarked 
for various health, mental health, and social services programs. 

Transient Occupancy Tax is discretionary General Fund revenue and constitutes only 
approximately 3.5% of the total. Examining Transient Occupancy Revenue is valuable as an 
indicator of the overall economic trends.  

Interest Income is yielded on funds held in the County Treasury and generates revenue for 
all County functions. Interest Income is another variable highly dependent on the overall 
economic conditions, market fluctuations, and federal policy.

KEY FINDINGS 

As the “housing bubble” developed and real estate inventory grew while credit defaults 
increased and sales subsided, economists debated a recession. The County Fiscal Year 
2008-2009 budget was developed on a bleak outlook, yet, the market conditions worsened 
as the year developed and a recession was no longer a debate. A smooth downturn in retail 
sales, construction, real estate sales and tourism was underway prior to September 2009 at 
which point there was a sharp decline.  The magnitude of the financial markets turmoil of 
September 2009 is just now becoming fully apparent with much greater downward trends in 
those major revenue streams susceptible to economic conditions.

Given the most recent data available, the following projections for the upcoming eighteen 
months have been developed. The chart below shows projections for the selected revenues. 
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2007-2008 2008-2009 2008-2009 2008-2009 2009-2010

Actual Budget
Year To Date 

Actual Estimated
Preliminary 

Budget
Secured Property Tax 3.39% 0.46% 0.37% 1.07%
Shown for General Fund Discretionary 106,777,989$          110,400,000$         59,667,893$           110,812,000$          112,000,000$         
Documentary Transfer Tax -15.48% 0.46% 7.41% -27.59%

3,194,481$              2,700,000$             1,050,420$             2,900,000$              2,100,000$             
Supplemental Property Tax -16.88% 0.46% -11.50% -22.50%

5,437,834$              4,520,000$             1,195,566$             4,000,000$              3,100,000$             
Transient Occupancy Tax -10.19% 0.46% -5.00% -5.00%

7,154,951$              6,426,000$              3,706,144$              6,797,203$              6,457,343$              
Realignment -0.20% -9.60% -10.00% -6.00%

13,734,456$            13,707,030$           6,586,110$             12,361,010$            11,619,350$           
Prop 172 -0.36% -0.99% -7.96% -8.00% -5.00%

30,766,986$            30,463,776$           11,521,655$           28,305,627$            26,890,346$           
Realignment -0.78% 13.44% -6.60% -8.00% -5.00%

20,291,583$            23,019,632$           7,953,032$             18,668,256$            17,734,844$           
Measure D -0.04% 4.48% -4.72% -8.00% -5.00%

7,417,504$              7,750,000$             3,089,274$             6,824,104$              6,482,898$             
Local Transportation Fund -1.00% 9.18% -27.11% -8.00% -5.00%

1,343,205$              1,466,500$             585,668$                1,235,749$              1,173,961$             
Bradley Burns 0.02% 5.77% -9.77% -8.00% -5.00%

7,846,873$              8,300,000$             3,406,134$             7,219,123$              6,858,167$             
Interest Income 472.55% 0.46% -26.67% -63.64%
Shown for General Fund Discretionary 261,987$                 1,500,000$             333,746$                1,100,000$              400,000$                
TOTAL 204,227,849$          210,252,938$         99,095,642$           200,223,073$          194,816,909$         

Budgetarily, if levels of service do not match revenues, reserves will be impacted. In a 
situation such as this recession, if services are not quickly reduced, service levels will be 
funded by reserves. Once behind the curve of matching revenues to expenditures (where the 
County now find itself), future reductions in services will need to be more significant and 
future reserve balances will be lower.  

PROPERTY TAX REVENUES SUMMARY 

Property taxes make up approximately 89% of County discretionary revenue. Documentary 
Transfer Taxes constitute approximately 1.6% of the total but is one of the most important 
leading indicators to review when examining the real estate market.

As shown in the graph, the countywide documentary transfer tax has declined significantly 
since the peak of sales in 2004 and 2005. The blue line shows the rate of growth in the 
document transfer tax and the black line averages out the change.  The rate of growth in the 
transfer tax shows a steep decline that continued through October 2008. November and 
December of 2008 numbers show a slight increase; however, it is too early to determine if 
this change is a trend or if it is caused by dropping prices resulting from a continuing increase 
in the number of foreclosures. 
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Countywide Documentary Transfer Tax
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The following two graphs show the absolute value of the Santa Barbara Countywide Secured 
Assessment history and the growth in the secured roll value. Even though the absolute 
secured roll value shows a steady increase into Fiscal Year 2008-09, the rate of growth 
provides far more insight into the real estate market conditions.

Santa Barbara Countywide
Secured Assessment History

(net of exemptions)
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As shown in the next graph, the percent of growth in the total assessed secured value 
peaked in the Fiscal Year 2005-06, yet, has significantly declined since with lower market  
prices, increasing Section 51 downward valuations, and foreclosures. Most concerning, is the 
growth rate expected in Fiscal Year 2009-10, which is currently estimated at a positive 1% 
but may drop lower as downward valuations and appeals are being processed. 

Santa Barbara Countywide
Secured Assessment Roll Percent Growth
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The trend of Section 51 valuations, which are re-assessments of properties below factored 
based value, is shown in the following graph. 

Assessor Workload
Section 51 Reductions

(Properties re-assessed to below factored base value)
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The next graph provides a remarkable picture of the number of foreclosures seen in Santa 
Barbara County, which shoots up in 2008.

The next series of graphs show the trends in supplemental and secured property tax 
collections. The supplemental collections depend on both the collection rate of outstanding 
supplemental tax due and the value of supplemental tax billed. As Section 51 re-
assessments increase, the value of positive supplemental tax billed is offset by supplemental 
tax refunds. With the increase of Section 51 valuations, the supplemental tax collections 
have begun to decline since 2006. 

Supplemental Collections
2008-2009 is only through 12/31/2008
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The next two graphs show the percent of secured taxes collected and the penalties due and 
paid on the delinquencies.  

Finally, the last graph shows the redemption collections for delinquent secured property 
taxes.  

Secured Penalties - Paid and Unpaid
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SALES DERIVED REVENUES SUMMARY 

This section provides a summary forecast of sales tax and motor vehicle license tax over the 
next six quarters with five months of data for the current fiscal year. The current economic 
situation makes these tax projections volatile. However, the loss of taxes will be a significant 
factor across all departments in the current fiscal year and for next fiscal year’s budget.  

TAXABLE SALES REVENUE 

Taxes generated from retail sales represent the second largest tax revenue source for the 
County. During Fiscal Year 2007-08 sales tax generated $67.6 million. The budgeted amount 
for Fiscal Year 2008-09 is $70.9 million. With a significant decline in taxes for the first two 
quarters of the current fiscal year, an 8% decrease is projected which lowers the estimated 
actual receipts to $62.3 million. This is a substantial decrease of $8.6 million. An additional 
decrease of 5% is projected in Fiscal Year 2009-10, reducing the sales tax revenues to only 
$59.1 million. This is a decrease of $11.8 million from the prior budget estimate. Thus, the 
total loss of revenues over six quarters is estimated at $20.4 million. 

The sales tax had a moderate decline in the first few months of the current fiscal year; 
however, given the financial markets turmoil that unraveled in September 2008, the 
conditions began to change. The October and November sales tax receipts statewide drop 
10.9% and 17.2% respectively. 

2008 2007 $ Change % Change
December $2,093,458 $2,060,178 $33,280 1.6154%
November $3,012,670 $3,641,108 ($628,438) -17.2595%
October 876,098            983,596            (107,498)           -10.9291%
September 2,110,098         2,038,416         71,682              3.5166%
August 3,248,340         3,572,937         (324,597)           -9.0849%
July 888,314            894,975            (6,661)               -0.7443%
June 2,781,384         2,670,439         110,945            4.1546%
May 3,409,977         4,082,372         (672,395)           -16.4707%
April 888,314            564,250            324,064            57.4327%
March 2,026,348         2,192,936         (166,588)           -7.5966%
February 3,548,121         3,606,621         (58,500)             -1.6220%
January 991,439            1,097,669         (106,230)           -9.6778%

$25,874,561 $27,405,497 ($1,530,936) -5.5862%

July - Dec State 12,228,978        13,191,210        -7.29%

Oct - Dec State 5,982,226         6,684,882         -10.51%

SCO - Schedule of Cash Receipts - Retail Sales and Use Tax
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The State Department of Finance estimates a more moderate decline of approximately 7% 
for Fiscal Year 2008-09 and a 1% decline for Fiscal Year 2009-10, with a recovery in the 
second half of the Fiscal Year 2009-10.

However, economists are not optimistic on a recovery and project further economic decline 
throughout Fiscal Year 2009-10.  The USCB economic forecast project estimates that real 
taxable sales growth in California will continue to decline through the mid-2009 calendar year 
and will slowly begin to rise throughout 2010. Some inflationary factors may impact an earlier 
recovery for this particular revenue depending on commodity price behaviors, the oil market 
stability and consumer confidence.  

Source: UCSB Economic Forecast 

Santa Barbara County sales tax receipt by business group, from Fiscal Year 2006-07 to 
Fiscal Year 2007-08, showed substantial declines in business and industry, building and 
construction, autos and transportation, and general consumer goods. This was partially offset 
by an increase in the fuel and service stations group. However, after the inflationary 
pressures in the oil market subsided, sales tax receipts began to drop even lower and the 
UCSB economic forecast project indicates that all sectors are showing declines for Fiscal 
Year 08-09. 
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Given the aforementioned trends, the following variances in sales tax revenues, as applied to 
the County budget and estimated actual receipts have been projected. 

MOTOR VEHICLE IN LIEU (MVIL) 
 Realignment Tax Revenue 

In the 1990s, revenue increases were used by the State to balance the budget and the 
legislature made a number of structural changes. Among the most significant was the shift of 
responsibility from the State to counties for various health, mental health and social services 
programs accompanied by a dedicated revenue stream of sales tax and motor vehicle taxes. 
The change is known as realignment.

Motor Vehicle taxes are generated based on license fees on motor vehicles. The tax 
changes are based on new car sales and a depreciation schedule for all vehicles. With a 
significant drop in automobile sales, this tax source has significantly declined.  During Fiscal 
Year 2007-08 MVIL tax generated $13.7 million. For Fiscal Year 2008-09 $13.7 million has 
been budgeted. With a significant decline in taxes for the first two quarters of this fiscal year, 
10% decrease to $12.3 million is projected. This is a substantial decrease of $1.4 million that 
is budgeted but will not be received. For Fiscal Year 2009-10 an additional 6% decline is 
projected, lowering this source of revenue to $12.0 million. This is a decrease from the prior 
budget estimate of $1.7 million.  

07-08 08-09 08-09 08-09 09-10
Actual Budget YTD* Actual Estimated Budget

Prop 172 -0.36% -0.99% -7.96% -8.00% -5.00%
30,766,986$        30,463,776$  11,521,655$ 28,305,627$   26,890,346$    

Realignment -0.78% 13.44% -6.60% -8.00% -5.00%
20,291,583$        23,019,632$  7,953,032$    18,668,256$   17,734,844$    

Measure D -0.04% 4.48% -4.72% -8.00% -5.00%
7,417,504$         7,750,000$    3,089,274$    6,824,104$     6,482,898$      

LTF -1.00% 9.18% -27.11% -8.00% -5.00%
1,343,205$         1,466,500$    585,668$       1,235,749$     1,173,961$      

Bradley Burns 0.02% 5.77% -9.77% -8.00% -5.00%
7,846,873$         8,300,000$    3,406,134$    7,219,123$     6,858,167$      

TOTAL 67,666,151$        70,999,908$  26,555,763$ 62,252,859$   59,140,216$    
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The following variances in budget and estimated actual receipts are projected. 

TRANSINT OCCUPANCY TAX (TOT) REVENUE 

Taxes generated from transient occupancy taxes represent a significant source of 
discretionary financing for the County General Fund. During Fiscal Year 2007-08 TOT tax 
generated $7.2 million. For Fiscal Year 2008-09 $6.4 million has been budgeted. There is a 
slight decline in TOT comparing year to year actual for the fist five months of prior and 
current fiscal years. A decrease of 5% to $6.8 million in actual receipts in the current fiscal 
year is projected. A further decline of 5% is projected for Fiscal Year 2009-10. This is an 
increase from the prior Fiscal Year 2008-09 budget estimate by $.1 million.  The actual 
decline in TOT started with an 8% decline in October and November cash receipts. 

07-08 08-09 08-09 08-09 09-10
Actual Budget YTD* Actual Estimated Budget

TOT -10.19% 0.46% -5.00% -5.00%
7,154,951$        6,426,000$        3,706,144$        6,797,203$        6,457,343$        

TOT Revenue Projection (includes Budget)

TREASURY STABILITY AND INVESTMENT INCOME SUMMARY 

The Santa Barbara County Treasurer’s pool holds cash balances as needed to meet daily 
needs.  By law, balances available for investment in the pool may not be invested in stocks 
and are only invested in fixed income securities.  Currently, pool assets are invested in the 
United States government agency bonds and discount notes, corporate medium term notes, 
negotiable certificates of deposit, commercial paper, and the California Local Agency 
Investment Fund (LAIF).

The Treasurer has a mandated responsibility to manage and invest public funds with the 
primary objective of safeguarding principal, the secondary objective of meeting the liquidity 
needs of pool participants, and finally, the objective of attaining a market average rate of 
return, consistent with the primary objectives of safety and liquidity per Government Code 
Section 53600.5.

The Santa Barbara County Treasurer conforms to all applicable State statutes and County 
resolutions that govern the investment of public funds. All investments purchased are in 
compliance, meeting or exceeding state and local policy requirements.  Upon purchase, 
assets of the pool are monitored on an ongoing basis for compliance and credit quality.     

07-08 08-09 08-09 08-09 09-10
Actual Budget YTD* Actual Estimated Budget

Realignment -0.20% -9.60% -10.00% -6.00%
13,734,456$       13,707,030$   6,586,110$   12,361,010$   11,619,350$    
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Generally, the policy of the Treasurer’s Investment Pool is to hold investments to maturity.  
However, due to the events and turmoil in the financial markets at this time, purchased 
securities may be reviewed on occasion and it may be determined beneficial to sell a security 
prior to maturity.   

Given the economic downturn and the financial markets instability in the recent months, the 
Federal Open Market Committee (FOMC) released a statement at its December meeting 
stating “… the Committee anticipates that weak economic conditions are likely to warrant 
exceptionally low levels of the federal funds rate for some time.”  It is hoped that the low 
target rate will stimulate economic growth.  The federal funds rate is a target interest rate set 
by the FOMC. Banking institutions lend funds to other banking institutions overnight with 
interest charged at this rate. This rate is currently set to a target range of 0 to 1/4% and is 
expected to remain at a low level for some time.   

The Federal Reserve and the Treasury have implemented various policies and initiatives to 
provide liquidity and stability to the volatile market and to inflationary pressures.   These 
include interest rate reductions, coordinated interest rate cuts with the central banks of other 
countries, providing FDIC guarantees to certain commercial paper and corporate note 
issuances through the Temporary Liquidity Guaranty Program (TLGP), and the Troubled 
Asset Relief Program (TARP) which purchases assets and equity from financial institutions in 
an attempt to strengthen and stabilize the financial sector.  Despite these programs, investor 
sentiment continued to be weighted down by weaker than expected economic data and 
strains in the financial markets.

The following graph shows the historical trend of selected treasury rates and the federal 
funds target rate.

Treasury Rates and Federal Funds Target Rate
at Quarter End
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For the Fiscal Year 2008-09 the Adopted Budget was based on interest earnings of a net 
annualized yield of 3% for estimated average daily cash balances of funds in the pool.  The 
pool earned 3.401% and 2.981% for the quarters ended September 30, 2008 and December 
31, 2008, respectively.  Estimates for the March 31, 2009 and June 30, 2009 quarters are 
lower due to the pervasive low interest rates of securities offered. Actual dollar earnings will 
be lower than budgeted if expected reimbursements and apportionments from the State are 
deferred or reduced, as occurred early in the fiscal year. 

Fixed income securities in the pool are typically priced based on the 90 day Treasury bill, or 
the two year and five year treasury notes.  Investor demand for Treasuries are at record 
highs due to market fears resulting in a “flight to quality.”  Accordingly, offered securities are 
at lower yields than those maturing.

Earnings from investments of the pool are distributed and used for the benefit of programs 
provided by the County, schools, and special districts. Net investment earnings achieved by 
the pool for the September 30, 2008 quarter were $6.4 million, with County entities receiving 
42%, Schools 50%, and Special Districts the balance of 8%.  For the quarter ended 
December 31, 2008 $5.97 was earned from investments of the pool with County entities 
receiving 41%, Schools 51%, and Special Districts the balance of 8%.

Santa Barbara County Treasurer's Pool
Average Daily Cash Balance

per Quarter
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SALES TAX & 
REALIGNMENT



1

Objective: Project Change in Sales
Taxes For FY 08-09 and FY 09-10

07-08 08-09 08-09 09-10
Actual YTD* Actual Estimated Budget

Prop 172 % -0.36% -7.96% -8.00% -5.00%
$ 30,766,986   11,521,655   28,305,627     26,890,346      

Realignment % -0.78% -6.60% -8.00% -5.00%
$ 20,291,583 7,953,032    18,668,256     17,734,844      

Measure D % -0.04% -4.72% -8.00% -5.00%
$ 7,417,504     3,089,274    6,824,104       6,482,898        

LTF % -1.00% -27.11% -8.00% -5.00%
$ 1,343,205     585,668       1,235,749       1,173,961        

Bradley Burns % 0.02% -9.77% -8.00% -5.00%
$ 7,846,873     3,406,134    7,219,123       6,858,167        

Total $ 67,666,151 26,555,763   62,252,859     59,140,216      

Second Largest Discretionary 
Revenue Source





























TRANSIENT
OCCUPANCY TAX 
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