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The Fiscal Outlook Report describes the Economic Outlook and Fiscal Issues facing the County of Santa
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INTRODUCTION

The Fiscal Outlook Report is composed of the following two sections:

l. Economic Outlook
I. Fiscal Issues

The Economic Outlook section describes current economic trends and projections at the federal
and local levels. This outlook identifies leading economic indicators that drive the County’s
primary revenue sources such as property, sales, and transient occupancy taxes. This section
serves as context for the fiscal issues and framework for budget development.

The Fiscal Issues section identifies significant issues that will potentially impact the County
within the next two years. The issues are organized into two tiers according to expected
likelihood of occurrence.

» Tier 1 Issues are expected to occur within this period and the County or department are
proposing to budget for these issues within the recommended budget. These Tier 1
issues are detailed in this report.

» Tier 2 lIssues are probable but some aspects of the fiscal issue are uncertain and
consequently the County or department will not propose to budget for this item. Tier 2
issues are summarized in table form towards the end of this report and are detailed in
Appendix A.

These reports are not intended to solve issues but rather to point them out. During the budget
development, a more precise calculation of the impacts and strategies to balance budgets will
be created and communicated to the Board. In addition, a five-year forecast will be presented
as part of the Budget Preview in March of 2016.
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EXECUTIVE SUMMARY

The national and local economies continue to strengthen and we are nearing full employment
levels. In Santa Barbara County, property values and businesses are growing at a moderate
rate, allowing the County to carry on rebuilding the organization and finances as we continue to
provide residents high quality services. While the budget has stabilized, there will always be
more need than funding and the County will continue to fulfill its prior strategic commitments,
limiting our growth and flexibility in other areas. In the coming months and years as we
address known, evolving, and new issues, we will continue to communicate the changing
landscape and allocation of available resources.

Positive Signs
National and Local labor market is nearing full employment

Average earnings have risen over the past year and consumer spending is up

Santa Barbara property values continue to display moderate growth

Increased federal, state and local funding towards Health and Human Services
departments

Minimal service reductions and impacts to the public during recent years

Adapting and strategically planning for the future

New efforts to create a thriving and engaged workforce

Departments have created efficiencies in operations through process improvements,
technology and innovation

VVVY

VVVYVY

Fiscal Issues
Section 2 of this report will focus on the Fiscal Issues that will require additional funding beyond
current levels. These are detailed in the coming pages and briefly summarized below:

» Workforce planning and retention
0 Compensation, turnover, recruitment and retention
O Rising healthcare costs
= Employee health insurance premiums
= (Cadillac tax on health insurance
=  Workers’ Compensation premiums
0 Pension and Other Post Employment Benefit (OPEB) funding
» Existing strategic commitments to prior public safety and infrastructure priorities:
0 Northern Branch Jail operating costs
O Fire Tax Shift
0 Maintenance needs
Reduced State funding (gas tax) for Roads
Mental Health inpatient costs and audit settlements
Northern Branch Jail — bids and construction
Technology and software upgrades
Prolonged drought effects
Managing expectations

VVVVYVYVY
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|. ECONOMIC OUTLOOK

As was reported during last year’s Outlook, the national economy appears to be remaining on a
positive track. The national labor market is considered to be near-full employment. According
to a Reuter’s analysis, 34 states are reaching employment highs and thousands of counties have
pre-recession unemployment rates (Schneider, 2015). The national unemployment rate is
about 5.0% which is a 7.5 year low. The Federal Reserve will likely raise interest rates in
December given the strength of the economy. In addition, average hourly earnings rose 0.4% in
October, for a 2.5% increase over the prior 12 months, thus being the healthiest pace since
2009 (Schwartz, 2015). Gasoline costs have remained at historically low levels keeping
consumer prices low, which help to reduce pressure on inflation. The downward inflation
pressure points to a strong dollar as it has gained 16.6% against the currencies of the United
States’ main trading partners since June 2014 (Mutikani, 2015). Lower gas prices and a strong
dollar should lead to more consumer spending, indicative of 3" Quarter growth of 3.2% in
household purchases, which is about 70% of the U.S. Economy (Jamrisko, 2015).

The Gross Domestic Product (GDP) is another indicator of the U.S Economy, and increased at an
annual rate of 1.5% in the third quarter of 2015 and 3.9% in the second quarter as visible in the
table below from the Bureau of Economic Analysis.

Cluarter-to-Quarter Growth in Real GDP
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The increases are primarily indicative of a rise in consumer spending, including services, health
care, as well as nondurable and durable goods (Aversa, 2015).

Although the local economy is distinct, these national indicators are positive signs for the State
and local economies. The Santa Barbara County unemployment rate was 4.3% in September
(displayed in the table below), down two percentage points from 6.3% two years ago. The
unadjusted rate for California is 5.5%, comparatively. The economy continues to trend
positively, but as discussed above, there may not be much room for further decreased
unemployment as the rate is nearing full employment.
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Unemployment Rate Historical Trend
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Santa Barbara County Unemployment Rate history — California Employment Development Department

During the 34" Annual Santa Barbara County Economic Summit (June 2015), Peter Rupert, the
Chair of the University of California Santa Barbara’s economics department, conveyed that
Santa Barbara County’s economy is looking up and outpacing California. He pointed out that
the job market is growing but many of the created jobs are not high paying. In addition, sales
jobs are decreasing and farm and labor workers are the highest employment countywide
(Potthoff, 2015). Couple low paying jobs and the lack of affordability of the County, this could
be a potential risk for the local economy. Nevertheless, the local economy continues to grow.

To quote the Auditor Controller’s Financial Highlights report released August 26" “The housing
market continues to rebound. The growth rate of the increase in home prices has moderated
somewhat over the past, yet still is on an upward trajectory. Employment continues to grow
and new businesses are springing up and so commercial vacancy rates are very low.”
Furthermore, property taxes are the County’s largest discretionary revenue source and the
overall property tax assessed value will increase 4.9% for FY 2015-16.

Santa Barbara County housing prices have experienced three years of greater than 4% growth
in the assessed values of Santa Barbara properties. The following chart displays the increase in
the value of properties in the County from one year to the next expressed in percentages. We
anticipate a similar rate of growth, 4% - 5%, in the next two years.

ﬂk
ﬂei' .msE:PH E. Hou..!wu
8L f "% ................. pos—
2 Enll-nul aF Vo’r\(n
E ; -
-

o
e PERCENT INCREASE IN SECURED RoLL VALUE 1979/80 - 2015/16
25.0%
21.3%
20.0%
Low growth 09/10-
12/13;
R e FY 2015-16 +4.9%
E 129%
g n.m% 11.6%
£ ol 10.1%
S 10.0% 9.5%.
B.7%
B2%
66% ke
0%
0.0%
2238258885
FPEsEEBEEIEEEEERER

County Executive Office 5 of 23



Fiscal Outlook Report

Attachment A

This countywide growth in property values will mean positive growth in the County’s
Discretionary General Fund revenue. However, that growth will be adjusted downward by 25%
to account for the shifting of property tax from the General Fund to the Fire District.
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The two graphs below were presented during the June 2015 Budget Hearings. The first graph
reflects continued moderate growth in revenue is expected. The gray area at the top of the
graph indicates the amount of Discretionary growth allocated to the Fire District as a result of
the Fire Tax Shift.

Projected Discretionary Revenue Growth 4% (from June 2015 Budget Hearings)
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The second graph illustrates the County’s preexisting commitments which limit significant
investments in other areas. Both charts assumed 4% growth in Property Taxes. An updated
revenue forecast will be provided during the FY 2016-18 Budget process. At 4% growth, there is
estimated $4.8 million in unallocated Discretionary General Fund revenue. As the following
pages show, however, there is significant need for identified fiscal issues that exceed this

amount.

Existing Commitments compared to Revenue Projections (June 2015 Hearings)

FY 19-20
Forecast

Discretionary Revenue and General Fund Commitments
4% Gross Property Tax Growth
280.0
2700
260.0
250.0
é 240.0
E
£ 4.8
" 2300 = 2296 5.3
: 4.0 7.6
2200 . — 2189 6.1 3.0
2100 -
215.9
2coo I ! 207.6 212-5
190.0 -
FY 13-14 Act. FY14-15Est. FY15-16 Rec FY 16-17 Prop FY17-18 FY 18-19
Forecast Forecast
Note: Fire, 18% Maintenance, and Jail amounts are shown cumulatively

= Fire Transfer
i GF Rev

" Unallocated
B Maintenance
o Jail

mS&B

1" Base GFC

County Executive Office

7 of 23



Attachment A
Fiscal Outlook Report

I.LFISCAL ISSUES

A. Tier 1 Fiscal Issues:

In recent years the biggest financial concerns were minimal revenue growth and increasing
benefit costs. Revenues are now increasing at moderate levels and pension contribution rates
have stabilized; however other benefits, particularly those associated with health care costs
continue to rise at rates higher than inflation. The current Tier 1 Fiscal Issues for FY 2016-17
and FY 2017-18 are shown below as incremental amounts above existing funding levels. The
two columns at the right indicate the amount of Discretionary General Revenues that will be
required for the specific issue.

Tier 1 Issues: Expected occurrence within the next two fiscal years
Fy2016-17 [ 2007718 o etime
Additional FY 2016-17 FY 2017-18
Issue Impact or ) ) X i
Impact . Discretionary Discretionary
o Ongoing
($ in millions) Impact Impact
1 [Health Insurance S 42:S 45 Ongoing |$ 14:$ 1.5
2 {HUTA Revenues — Gas Tax Swap True-Up for 14-15 2.5 - Onetime 2.5 -
3 Compensation & Workforce Planning 2.1 2.3 Ongoing 0.7 0.7
4 [ADMHS Inpatient System 2.0 - Ongoing 2.0 -
5 iNorthern Branch Jail Operations Funding 1.5 1.5 Ongoing 1.5 1.5
6 Deferred Maintenance Backlog 1.4 1.9 Ongoing 14 1.9
7 Workers' Compensation 1.1 0.6 Ongoing 0.4 0.2
8 [Retiree Healthcare (OPEB) 0.8 0.8 Ongoing 0.3 0.3
9 {Jail Management System Replacement 0.1 0.8 Onetime 0.1 0.8
10 (Cadillac Tax - 2.3 Ongoing - 0.7
Total! $ 15.7: $ 14.7 S 1020 $ 7.6

1. Health Insurance

We expect significant increases in health insurance premiums to continue because of overall
increases in healthcare costs. Despite improvement, the County costs are still above the
experience level of others in our risk pool. The overall cost increases are largely due to rising
specialty drug prices and high inpatient (hospital) treatment costs.

Health insurance premiums continue to rise throughout the State ranging from 10% to 19%.
The primary drivers are the rising costs of specialty drugs and high inpatient treatment costs.

Since moving to the California State Association of Counties - Excess Insurance Authority (CSAC-
EIA) Health program in 2010, implementing the County’s Employee Health Clinic Program, and
introducing other health-benefit cost cutting strategies, the County’s health plan’s loss ratio has
continued to decrease and now stands at a six-year average of 99.9%. Although this is a great
improvement over 159% in 2009, it is still 11.3% above the risk pool’s loss ratio of 88.6%. As
the County’s loss ratio is above the risk pool’s loss ratio, the County received an overall increase
of 15.2%, of which 13.8% is based on claims experience and 1.4% is a result of Affordable Care
Act (ACA) related fees and costs. Actual individual plan increases range between 13.7% and
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15.2 %, with the plan on which County Contributions are based increasing 13.8%. Our actual
healthcare rate increases in recent years have been in the 4.0% to 15.3% range and, as stated
above, the increase for calendar year 2016 is 13.8% ($4.2 million).

Based on the uncertainty surrounding the new ACA and rising health care costs, a rate increase
of 15.0%, in calendar year 2017 and 12.0% in calendar year 2018 will be included with the
recommended budget. Using these increases would result in an increase of $4.2 million for
FY2016-17, and an additional $4.4 million in FY 2017-18.

2. Highway User Tax Account (HUTA) Revenues — Gas Tax Swap True-Up for FY 2014-15

An estimated State reduction of 52.5 million in gas tax payments is expected in FY 2016-17. The
department will receive the State’s assumption of HUTA revenues for FY 2016-17 in the spring of
2016. This will impact operations and maintenance activities such as pavement patching, traffic
safety, tree trimming, culvert cleaning and concrete repairs.

These annual gas tax (Highway User Tax Account, or HUTA) payments are made based on Board
of Equalization (BOE) estimates of fuel to be sold, and the price per gallon. The Transportation
Division of Santa Barbara County received $4.2 million in new HUTA payments in FY 2014-15.
The BOE periodically reviews their estimate and reconciles to actual amounts. This ‘true-up’
resulted in a net reduction of $367 million across the state, which translated to an estimated
reduction for Santa Barbara County of approximately $2.3 million for FY 2015-16. Based on the
very low price of gasoline currently, forecasts are suggesting that FY 2016-17 will be yet
another down year from the prior year. At this point, old HUTA payments are estimated to
remain flat (at the lower “trued up” level) and new HUTA is estimated at 80% of the FY 2015-16
allocation or an additional $240,000 reduction for FY 2016-17, resulting in a cumulative revenue
loss of $2.5 million. The department will receive the State’s assumption of HUTA revenues for
FY 2016-17 in the spring of 2016.

Public Works’ Transportation Division uses State Gas Tax (HUTA) to fund its operations and road
maintenance work. Shortfalls in FY 2015-16 HUTA revenues were restored on a one-time basis
by the Board during budget hearings. This $2.0 million restoration avoided service level
reductions for the current fiscal year. If FY 2016-17 HUTA revenues aren’t adjusted upward at
the State or are not restored by other revenue sources, it will impact maintenance activities
such as pavement patching, traffic safety, tree trimming, culvert cleaning and concrete repairs.
Impacts from the lost revenue will be reduced maintenance service levels. For example, every
$1.0 million reduction equates to approximately six maintenance worker positions or 2/3 of the
materials purchased annually for maintenance activities such as pavement patching, traffic
safety, tree trimming, culvert cleaning and concrete repairs. Replacing the lost revenue with
one-time funding would allow operations to continue at current levels. The other option is for
the department to exhaust its reserves. In the Spring of 2016, when the next BOE true-up
comes out, the County will have a better indication of whether this is a one-time cost or a trend
is developing where ongoing funding would be needed to maintain service levels. These
reductions have occurred for two consecutive years at this point.
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3. Compensation & Workforce Planning

Employee compensation and benefit costs make up 57% percent of the County’s operating
expenditure budget. One of the Board’s adopted policies is to focus on attracting, retaining and
developing a high performing workforce. During the post-recessionary years, County employees
contributed in many ways including unpaid furloughs and compensation concessions. For many
employee bargaining units, recent contracts restored merit increases that had been frozen
during the recession. As the economy improves, there will be increased pressure to adjust
wages and/or benefits to keep pace with inflation and the market (pay of surrounding public
agencies or comparable counties). Significant turnover is expected as 22% of employees are
likely to retire in the next 3-5 years. This level of change provides opportunity to develop
tomorrow’s leaders but also risk to replace long term employees’ knowledge and experience.

The County of Santa Barbara’s most valuable resource is its employees - the people who deliver
services to the community and internal clients. In the coming years, as the economy continues
to improve and more County employees consider their retirement and other employment
options, the County faces significant talent shortages in the available workforce. This issue is
identified by County executives as one of the most important internal issues at this time.

All County Employees

=0.00% 43.39%

20.00% SH:Tt
30.00% 25.99%
20.00%
21.88%
10.00% 16.64%
10.04%
0.00%

Within a Year 1-3 Years 3-5Years

—a—Likely to Retire  —m@—Eligible to Retire

With this in mind, Human Resources will work with all County departments to develop and
implement strategies designed to get the right people, with the right skills, in the right job, at
the right time and retain them in the organization. Several of these strategies are in
development and include:
» Ensuring competitive pay and benefits with comparison counties
» Creating an inviting workplace culture where employees want to remain (e.g. “stay
interviews”)
» Knowledge transfer, cross-training, and employee skill development programs (including
a mentoring program included in this year’s budget)
» Job classifications that are flexible and reflect the changing nature and developing
aspects of the current work environment
» Well defined career paths within the County
» Programs to retain employees eligible to retire and incent them to delay retirement
» Recruiting/marketing of County jobs to Millennials

While there is much to do, a recent HR survey indicates that 81% of those surveyed have a good
or excellent experience working at the County (see graph below). As we evaluate and
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implement new programs, we welcome the County’s new Human Resources Director, Lori
Gentles to provide leadership in this critical area.

How would you rate your overall expenence working for the
county of Santa Barbara? (2.140 responses)

1200 - 1049

49%

2000 AverageRating: 4 687
800 - 32%
L 305
400 - 14%

84
200 4—15 a%
1%
0 ||
Very Poor Poor Fair Good Excellent

Additional funding may be needed to address market adjustments and/or equity issues. This
report identifies approximately $2.1 million in additional funds beyond recent levels that would
be necessary for a 3% wage increase. The graph below demonstrates that County wages for
non-safety employees have remained relatively flat in the post recessionary period and wages
for safety employees have risen modestly.

Salary Cost Per Employee Trend
Safety* & Non-Safety
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4. Alcohol, Drug and Mental Health Services (ADMHS) Inpatient System

Increased costs for the Inpatient System of Care (for contracted beds when the Psychiatric
Health Facility [PHF] is full) which began in FY 2013-14 are expected to continue in the short-
term due to increased demand and court ordered placements of individuals referred for
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Incompetent to Stand Trial (IST) assessments and restorations. ADMHS is starting new
programs and increasing mental health beds within the County to enhance services that are
anticipated to reduce the number of contracted inpatient beds in the near future.

During FY 2012-13, ADMHS developed policies and procedures related to the involuntary hold
process which reflected changes to the time limit clients will spend in emergency rooms. The
result of this change combined with an overall increase in the demand for inpatient services has
been an increase in the number of contracted acute inpatient beds provided by the County.
The resulting increase in costs for the purchase of contract beds is shown below.

Fiscal Year Inpatient Contract Bed Costs
2010-11 $1,991,824
2011-12 $1,680,000
2012-13 $1,903,650
2013-14 $4,071,821
2014-15 $6,954,255
2015-16 “Projected” | $7,026,910

To counter the increasing costs and bed needs, ADMHS is utilizing increased General Funds and
State grant funds to start new programs in FY 2015-16 to enhance services that will likely
reduce the inpatient impact. The County has developed a multi-department Incompetent to
Stand Trial (IST) work group to try to reduce IST client stays in acute care facilities. The Crisis
System redesign, starting with a South County Crisis Stabilization Unit and Crisis Residential
Unit, funded with SB 82 Grants were opened in the 1* and 2" quarters of FY 2015-16. The
redesign will have a total of 28 new beds or slots to reduce the inpatient demand by creating
alternative crisis and step down beds with the intent to enhance our capacity and reduce the
number of contracted beds. ADMHS has also strengthened the Outpatient System by
improving access and quality of care which may also reduce the need for crisis beds.
Furthermore, the Department is collaborating with community partners, such as Cottage and
Marian Hospitals, to better serve these clients.

The FY 2015-16 Adopted Budget for contracted inpatient beds assumed the above new
programs would be in place at the beginning of the fiscal year and the budget was therefore
reduced to $4.8 million. This $4.8 million budget was funded in part with $2.0 million in one-
time funding from the General Fund. The exact benefits of the new services and beds won’t be
known for some time, so the Department has identified the potential need for $2.0 million in
ongoing funding, from the General Fund, for contracted inpatient beds.

In FY 2015-16 a new policy provides $1.0 million to be available for mental health inpatient bed
costs in excess of budget when no departmental funds are available. Absent any other need
that may arise, this could partially offset the $2.0 million need resulting in $1.0 million for
contracted inpatient beds in FY16-17. However, the full $2.0 million is shown as a fiscal issue
until the benefit of the new services is known.
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5. Northern Branch Jail Operations Funding Plan

The County continues to set aside incrementally increasing appropriations from General Fund
discretionary revenues for the Northern Branch Jail operations scheduled to begin in FY 2018-19.
In November 2015 the Board directed staff to continue with only the AB900 jail project, and not
the SB1022 jail project; and to continue with the existing Northern Branch Jail Operations
Funding Plan at the current levels. The original funding plan calls for an additional 51.5 million
of General Funds to be added to the existing funding each year in FY 2016-17 and FY 2017-18.

To address jail overcrowding conditions, limit the early release of persons convicted of crimes,
and to upgrade and replace aged existing facilities; construction of a Northern Branch Jail has
been approved. The project scope is for a 376 bed jail facility, of which 32 beds are for medical
and mental health needs. Construction of the new facility is estimated to cost approximately
$96.1 million and is funded in large part by a State conditional award totaling approximately
$80 million and the balance with County General Funds. The NBJ will be built on a portion of
the 50 acre property located at Black and Betteravia Roads just outside the City of Santa Maria.

Annual operating costs upon opening of the jail were originally estimated at $17.3 million,
which is net of staffing and other costs transferred from existing jail facilities. Using these
estimates, the Jail Operations Funding Plan started in FY 2011-12 and set aside incrementally
increasing appropriations from General Fund discretionary revenues.

Subsequent to the original funding plan, the operating costs for the existing jail and the AB 900
facilities were revised by Sheriffs’ staff, reviewed by CEO staff and reviewed by an independent
consultant, Carter Goble Associates (Consultant). The estimated operating cost per the
Consultant were within $30,000 of the revised Sheriffs’ staff figures, although the Consultant
figures included adding 20 new staff for shift relief at the Main Jail. On November 17, 2015, the
Board directed staff to continue with only the AB900 project, and not the SB1022 project; and
to continue with the existing Northern Branch Jail Operations Funding Plan at the current
levels. The Board did not take action on the implementation of additional staffing for shift
relief at the Main Jail; however, under either scenario, the existing NBJ Operations Funding Plan
would be sufficient. If the County does not proceed with the recommended hiring of additional
staff for shift relief, it is anticipated that there would be some net savings after considering
overtime and Workers’ Compensation adjustments; however, these figures were not generated
by the Consultant. For purposes of this report, we have assumed shift relief is added and we
are using the Consultants operating costs.

The following table illustrates the Jail Operations Funding Plan, including:
0 Base General Fund Contribution (GFC),
The annual incremental General Fund Contribution
Transitional staffing costs
Additional maintenance costs for the new facility
The Consultants operating cost figures, and
The fiscal year-end fund balance in the North County Jail Operations Fund,

O O 00O
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Assuming shift relief is provided and service levels are enhanced at the Main Jail a one-time
surplus of $1.3 million is attained by FY 2022-23. However, none of the operating numbers
below account for deferred maintenance costs of the Main Jail that will remain in operations
(see Deferred Maintenance section below).

11/17/15 Carter Goble Associates (CGL) Consultant’s Report - AB900 w/Shift Relief
Operational Maintenance Budget of $800k in 2018-19
(3 in millions)
Original Existing CGL Operating &
Funding Plan Main Jail Shift Relief Costs

Fiscal GFC GFC Total County Transi'tion Operating Shift Tota! Fiscal
Year Base Increase GFC Match & Maint. Costs Relief Operating | Vear-end
Cost Costs Balance
201112 5 - s 1.0 | § 10 [ S - $ - $ il ) 1.0
2012413 1.0 1.0 2.0 (3.0) - - -
201314 2.0 1.3 33 - 33
201415 33 13 4.6 - 79
201516 4.6 1.5 6.1 - (03) - (03) 13.7
2016-17 6.1 1.5 7.6 - (2.7) - (2.7) 18.6
201718 7.6 1.5 9.1 - (10.5) - (10.5) 17.2
2018-19 9.1 1.8 10.9 - (0.8) (14.1) (2.2) (17.1) 11.0
2019-20 10.9 1.8 12.7 - (0.8) (14.5) (2.3) (17.8) 6.1
202021 12.7 2.2 14.9 - (0.8) (14.9) (2.4) (18.2) 2.8
202122 14.9 2.2 174 - (0.9) (15.4) (2.4) (18.7) 12
2022-23 S 171 ]$ 224§ 193]S - 18 (09)s (158) s  (25)s (193)]s 13

6. Deferred Maintenance Backlog

Deferred maintenance needs are significant and as a result, the Board approved a Maintenance
Funding Plan, effective July 1, 2015 which is projected to provide 524.7 million in accumulated
new funding over the next five years to help address the need. In ten years, it was estimated
that 5100 million in new funding would be accumulated. This was calculated at 4% growth in
property taxes, and will be updated in the budget process.

The County of Santa Barbara’s deferred maintenance has grown over time while funding has
remained relatively static. In June 2014, the Board directed staff to implement a maintenance
funding plan that would increase ongoing General Fund Contributions (GFC) for maintenance
projects by allocating 18% of unallocated Discretionary General Revenues towards maintenance
projects. It is envisioned that the ongoing funding will build over time as a new layer of
additional GFC is added annually.

The estimated backlog of Deferred Maintenance projects at June 30, 2015 is approximately
$345 million ($252 million in Public Works pavement, bridges, drainage, concrete/other and an
estimated $93 million in Parks and General Services). The $93 million for Parks and General
Services reflects Observed Deferred Maintenance of $73.0 million, $10.0 million of
extrapolated/unobserved maintenance and an additional $10 million for Main Jail maintenance
(per Marx-Okubo Report). Public Works has indicated that to maintain the existing Pavement
Condition Index, an additional $9.0 million in annual funding would be needed.

The Facilities Condition Assessment Reports (Jorgensen and Marx-Okubo reports) identified
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observed deferred maintenance needs for County parks, buildings, and facilities and breaks
them out by group and recommended timeline to complete.

The Maintenance Funding Plan approved by the Board, as part of the FY 2015-16 Budget
Development Policies, projects $24.7 million in new funding during the 5 year period ending FY
2019-20 (excluding the estimated $2.0 million per year of one-time funding). These projections
were based on estimated property tax increases of 4% per year (before the 25% Fire District Tax
shift). As described in the Policy, these funds will be allocated to departments based on
existing needs and priorities. The additional funding, per policy, will be calculated and allocated
to departments in December. The following chart reflects the Plan approved by the Board.

Board Adopted 18% Maintenance Funding:
Projected as of June 2014 @ 4% Growth

$30.0

$25.0 —

$20.p_ $21.2
P 2204

$20.0

$15.0 -
Actual Funding $1.3M growth: P 426.%

$3.3M Total
$10.0 -

$5.0

e E

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 20120-21 2021-22 2022-23 2023-24

[C118% Growth 1 Proj. 1x Funding Target Funding 2%

Staff will continue to review additional options to provide funding for critical deferred
maintenance needs. One time funding, the use of Certificates of Participation (bonds) for
capital maintenance needs as well as Federal and State program funding are being considered.

7. Workers’ Compensation

Workers’ Compensation premium costs are increasing. The frequency of claims is below the
average of our benchmark counties and is at our lowest in the past 15 years but the severity of
claims (cost per claim) continues to rise and is on the high end compared to benchmark
counties. As a result, the County will incur increased insurance premiums from our carrier which
will be passed on to all departments.

Workers’ Compensation (WC) claims involve injuries which often span many years. The County
was self-insured for WC claims incurred through 06/30/10 (tail claims). In the initial years after
2010, the development of these claims was much worse than initially projected and created a
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$7.9 million deficit in the fund as of FY 2011-12. A recovery plan was implemented and we are
ahead of schedule with this plan with a projected deficit of $839 thousand at the end of FY
2015-16.

The underlying issue that created the deficit appears to be a drop in claim reserve levels which
reduced County costs starting in FY 2008-09 through FY 2011-12 but understated reserves from
their ultimate liability.

Worker's Comp Cost Per Employee Trend
70% 53'?21 cas71 54,000
$3,475 )y
60% $3,409 $3,372 ' $3,418 $3,500
50%
£3,000
40% y 37.0%
g 30% 52,500
2
£ 20% $2,000
% 8.9%
3 10% 3.1% 5.3% . $1,500
0% . - L] -
-1.1% . $1,000
0% -4.0%
-10.2%
4500
-20%
-24.1%
-30% 5
06-07 Act 07-08 Act 08-09 Act 09-10 Act 10-11 Act 11-12 Act 12-13 Act 13-14 Act 14-15 Act
% Change from previousyr  ——Workers Comp

The FY 2009-10 claim reserves were the basis for initial premium pricing with our insurance
carrier, CSAC-Excess Insurance Authority (beginning 7/1/2010). As claims close out at amounts
greater than reserves, the carrier will adjust premiums rates to correct for deficiencies from
prior years. This combined with an increasing number of employees has resulted in a 14%
increase in our actual FY 2015-16 premiums assessed to the County from CSAC and a projected
22% increase in FY 2016-17.

Insurance  Increase
Policy Year Premiums (Decrease) Variance

2010/11 S 9.1

2011/12  $ 85 $ (0.6) 7%
2012/13 S 10.1 S 1.6 19%
2013/14 S 101 S - 0%
2014/15 S 122 S 2.1 21%
2015/16 S 139 S 1.7 14%
2016/17 S 17.0 S 3.1 22%

We anticipate future premiums will increase, but at a diminishing rate. The frequency of claims
in SB County has been improving and the number of claims in 2014-15 was the lowest in more
than a decade (see graph below); however, the severity or cost per claim is on the high end at
$11,001* per claim versus a benchmark average of $8,234. Risk Management together with
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CSAC-EIA are exploring the degree to which Santa Barbara County medical costs impact the
claim severity and will evaluate possible cost containment measures.

* Actuary caps the loss at $100,000 per claim for this comparative analysis.

800
193 New WC Claims and Rate per 100 FTE
Recent low in
700 new claims
* 11.4 |
B18 - .
X ) 10.5
B00 5 A 10.3
566
€ 9.3 .
o
522 L3
499 v
“on 490 M
4435
442 435 439 435
407 b
385
400 392
4.0
300
2.0
200
2002-03 200304 200405 200506 200607 2007-08 200800 200910 2010-11 201112 2012-13 201314 2014-15
projected
. Mew Chiims  ==——Frequency Rate (per 100 FTEs)

8. Retiree Healthcare OPEB

For the fourth consecutive year, the County will continue its plan to increase the annual
contribution rate toward Other Post-Employment Benefits (OPEB) costs by 25 basis points each
year to gradually increase funding and reduce our liability. The Board took actions to terminate
OPEB benefits for all new General Members in 2012. The County is working with SBCERS and an
actuary to develop a plan to fully fund the liability within a reasonable timeframe; expected in
the first quarter of 2016.

The Santa Barbara County Employees’ Retirement System (SBCERS) administers a cost sharing
multiple-employer defined benefit post-employment healthcare plan, which the County
participates in. This Other Post-Employment Benefit (OPEB) Plan provides medical benefits to
eligible retired County employees and their eligible dependents. The County determines the
contribution rate to the Retirement System to fund the retiree healthcare program. Prior to FY
2013-14, the County had adopted an employer contribution rate of 3% of covered payroll which
was intended to cover annual premium costs paid by the plan, also known as the “Pay as you
Go” method. The result of the County’s “Pay as you Go” funding approach was that the County
accumulated a large unfunded liability for retiree medical benefits. The unfunded liability was
$175.3 million as of the last actuarial study, completed February 2015, using June 2014 data.

In 2012, the Board took actions to terminate OPEB benefits for new General Members, which
will reduce future annual required contribution costs; however, OPEB benefits for Safety
Members were not adjusted. In FY 2013-14, the Board approved a Budget Policy that
established an increased contribution of 25 basis points (approximately $800k) each year in
order to gradually increase funding and reduce the liability.
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The table below demonstrates the increase in contribution rates utilized in recent years. The
recommended contribution rate for FY 2016-17 will increase to 4.0% or about $13.5 million,
which is $5.5 million above the actual benefit payment of $8.0 million in FY 2013-14.

OPEB Contribution Rate

4.50%
4.00%

4.00% 3.75%
3.50% - . 3.50%

3.00% - ;

2.50% -

2.00% -

1.50% |

1.00% |

0.50% |

0.00% : . .

FY2012-13 FY2013-14 FY2014-15 FY2015-16 FY2016-17

® Contribution Rate

The County is working with SBCERS and their actuary to develop a funding plan that would fully
fund the OPEB liability within a reasonable period of time. It is anticipated that funding options
will be presented to the Board in the first calendar quarter of 2016. At that time, staff will
provide options for fully funding this liability and related costs to be incorporated into the FY16-
17 budget.

9. Jail Management System Replacement

A new Jail Management system is needed to replace outdated technology and in order to
support more than one location. The total cost is estimated to be $860 thousand, and funds are
not currently available.

The existing Jail Management System (JMS) was installed in 2005. This existing 10 year old
system works on an outdated client-server technology and does not take advantage of current
internet-based efficiencies. In addition, the current system supports only one location and will
not support the proposed North Branch Jail when it is constructed and operational in 2018.

The project to replace the Jail Management system is in the needs assessment stage, whereby
existing staff are developing the parameters of what a new system should look like. Currently
there is no additional impact on the budget. The next stage of the project requires the hiring of
a consultant to assist in transforming the needs assessment into an RFP. Once the RFP is
completed, bidding for the project will be completed and the actual installation and conversion
of data will occur.

The anticipated cost of the JMS is in the area of $750,000 with a consultant to the project to
cost about $110,000. This puts the total cost at $860,000. This is an estimate only as the
project is early in the development stages. The Sheriff’s Office does not have fund balance
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available to apply to the purchase. Given the significant expense of the Main Jail and new
Northern Branch Jail Project, this software replacement system is important because inmate
records must be maintained on a timely basis with access from both facilities (Main Jail &
Northern Branch Jail).

10. Cadillac Tax

The "Cadillac Tax" is an excise tax on employer-sponsored health coverage under the Affordable
Care Act (ACA) that imposes an annual 40% excise tax on employer sponsored health insurance
plans with annual premiums exceeding 510,200 for individuals or 527,500 for a family starting
January 1, 2018. The excise tax would be paid by the employer. If the County does not modify
its medical plans, there is a risk the County would be required to pay the tax. The estimated
annual impact upon the effective date is 54.6 million; however, the mid-year impact to FY 2017-
18 is projected to be 52.3 million, unless action is taken to reduce the liability.

If no action is taken, the excise tax will be levied. To eliminate the impact, staff will review
existing medical plans and work with various Bargaining Units directly or as part of contract
negotiations to evaluate changes to existing health plan coverages.

If changes to employee health plans are not made to address the tax and the County becomes
liable for the payments, funding to pay the tax must be found within the existing County
Budget. This would have a significant effect on both General Funds and Special Revenue
Funds. These additional funding requirements will impact the departments’ ability to deliver
current services; the full impact cannot be determined at this time.

Pension Fund Stability Update (not in Tier | Table):

Pension Costs have been one of the largest Fiscal Issues in every year since the Reports’
inception. In the past two years, the rates have now stabilized. While there is no projected
increase to retirement contribution rates (hence not included in the Tier | Table), there remains a
large unfunded liability, which is predicted to be fully amortized in 15 years, if assumption rates
are realized. Further, there is a possibility that the assumed rate of return will be reduced from
7.5% which would increase the unfunded liability and increase the County’s contribution rate.

This issue utilized information received from Santa Barbara County Employees Retirement
System (SBCERS) to obtain contribution rates, liabilities and rates of return used in this report.
A summary of significant results follows:

($ in millions) June 30, 2015 June 30, 2014 Change
Actuarial Liability S 32311 $ 3,0980 S(133.1)
Market Value of Assets S 25325 $ 25136 $§ 189
Unfunded Actuarial Liability S 698.6 S 584.4 $(114.2)
Funding Ratio - Market Value 78.4% 81.1% -2.7%
County Contribution Rate 36.55% 37.94% -1.39%

County Executive Office 19 of 23



Attachment A
Fiscal Outlook Report

Increasing pension contribution rates (rates) have been one of the largest Fiscal Issues in every
year since the Reports’ inception but have recently stabilized. The stabilization is in part due to
large recessionary investment losses now being fully absorbed into the rates, the Public
Employee Pension Reform Act (PEPRA) in 2013 and no changes in the assumed rate of return in
recent years. For the first time in many years, the County’s overall FY 2015-16 contribution
rates declined and will again decline in FY 2016-17 to a net rate of 36.6% of qualified wages.

While the rates have stabilized, they are impacted by many factors including investment gains
and losses which are smoothed into the rates over 5 years. In FY 2013-14, the fund had an
investment gain of 15.0% and in FY 2014-15 the investment return was 0.8% (vs. the assumed
rate of return of 7.5%). The returns for the past two years act to offset each other in the rates;
however, the most recent investment return of 0.8% (6.7% below the assumed rate of return)
will have an immediate impact on the Unfunded Actuarial Liability (UAL). The UAL has
increased to $698.6 million at June 30, 2015 (from $584.4 million in the prior year). The
Pensions funding ratio at Market Value is now at 78.4% (was 81.1% last year).

Stabilization in Retirement Cost per Employee

Retirement Cost Per Employee Trend
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In October 2015, SBCERS Board considered lowering the assumed rate of return and while the
motion didn’t pass it may be considered again next year during the tri-annual review of
economic and demographic assumptions. If the assumed rate of return decreases from 7.5% it
would increase the UAL and the contribution rates. A 25 basis point change in the assumed
rate of return is projected to increase the County’s contribution rate by 0.6% to 1.5%,
depending on the specific assumptions. This could equate to $2.1 million - $5.2 million in
additional pension costs in the year of change, with additional increases in subsequent year as
changes are smoothed over a five year period.

Oil Impacts Update (not in Tier | Table):

As a result of the May 2015 oil spill, the Line 901 has been closed by the Petroleum and
Hazardous Materials Safety Administration (“PHMSA”), Line 903 has been scheduled to be
purged under PHMSA’s supervision, and certain oil producers in the area presently are unable to
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extract (produce) oil from their wells. There is a concern that the “shutdown” will negatively
impact County property tax revenues.

The Refugio oil spill occurred on May 19, 2015, just north of Refugio State Beach in Santa
Barbara County, California. The oil spill came from a pipeline owned by Plains All American
Pipeline that typically moves crude oil produced by offshore platforms from the onshore
receiving plants along the coast to another pipeline that transports the oil further inland. The
onshore spill flowed through an adjacent highway drainage culvert, with crude oil reaching the
ocean. Both the cause of the oil spill and the actual volumes of oil spilled onshore and offshore
are still being investigated.

The County collects property taxes from personal and commercial property owners within the
County, including oil companies. Taxes are assessed as of January 1 of each year (lien date) to
generate tax revenue for the fiscal year starting on the following July 1, thus, revenues for the
period of May 19" through December 31° will be assessed in May or June of 2016 and will
generate revenue to the County for the period of July 1, 2016 — June 30, 2017.

Property taxes for the entire county, including schools, County General Fund, cities and special
districts totaled $718.6 million in the current Fiscal Year 2015-16. Of this total, only $15.0
million or 2.1% was generated from oil and gas sources. While the amounts are relatively small,
the impact on smaller entities (specific schools or special districts) may be more
significant. The graph below demonstrates oil and gas property tax revenues in relation to
other sources of property tax revenues.

County Property Taxes
$718.6M

B Non-Oil & Gas PT  m Oil & Gas Prop Taxes

2 e $15.0, 2%
$703.6, 98%

Both the federal Oil Pollution Act of 1990 and California’s Lempert-Keene-Seastrand OQil
Prevention and Response Act state a damages category for “loss of taxes.” We therefore
expect that, if there is a loss of property tax revenues from the oil spill, the County and others
that receive property tax revenues will be able to claim against Plains for those lost property tax
revenues.
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B. Tier 2 Fiscal Issues:

Tier 2 Fiscal Issues are detailed in Appendix A of this Report, the table below highlights the
probable fiscal issues.

Tier 2 Issues: Probable occurrence within the next two fiscal years

Fy2016-17 ¥ 201718 o etime

Additional

Issue Impact or
Impact Ongoing
(S in millions)

10 ;Elections Systems S 20 S - Onetime
11 iWireless Network Access 1.1 - Onetime
12 :Assessor Property System 0.7 - Onetime
13 :Water Shortage or Drought 0.4 0.4 Ongoing
14 :ADMHS Cost Report Settlement Issues Unknown | Unknown Ongoing
15 :Sheriff Overtime and Staffing Levels Unknown | Unknown Ongoing

Total} $ 42 $ 04

CLOSING COMMENTS/CONCLUSIONS:

The County has a solid economic foundation with revenues expected to increase. Property
taxes (our largest form of discretionary general fund revenue) have also been improving and
are expected to grow over the next two years.

Increasing revenues will help to offset some increasing expenditures; however, the County has
ongoing funding commitments to: the Fire District through a tax shift, Northern Branch Jail
Operations fund, Strategic Reserves, Pension & Other Post-Employment Benefits and additional
maintenance funding.

Beyond the issues already mentioned in this report, new matters continue to emerge and
evolve that will be evaluated and addressed as appropriate.

In conclusion, the County has an opportunity to strategically address current and future needs
with careful consideration and calculated prioritization of issues and available resources. This
report will hopefully serve to advance our discussion of these developing Fiscal Issues.
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