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Santa Cruz Island, located in Santa Barbara County, resembles a miniature California. At over 96
square miles in size and California's largest island, Santa Cruz contains two rugged mountain
ranges, the highest peaks on the islands (rising above 2,000 feet), a large central valley/fault
system, deep canyons with year-round springs and streams, and 77 miles of craggy coastline cliffs,
giant sea caves, pristine tide pools, and expansive beaches.

California's Channel Islands are often called "the Galapagos Islands of North America" due to
their unique and diverse array of plants and animals, 145 of which are found nowhere else on
earth. It is highly unusual to have such an assemblage of "one of a kind" species located in such a
small area, a product of evolution in isolation on the islands. Unfortunately this isolation has also
made some of these species vulnerable. One of these is the diminutive island fox. Once on the
verge of extinction, the restoration of the Santa Cruz Island fox has been a resounding success and
allows thousands of visiting boaters and hikers each year, to enjoy them in their natural habitat.
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Factors Affecting Economic Condition

Economy

Santa Barbara County showed large declines in key economic areas
during fiscal year (FY) 08-09 particularly during the second half of the
year. Indicators for next year show a decline in the local economic base.
The following highlights are evidence of the changing economy.

“It's Bleak Right Now: Northern Santa Barbara County
and California are in for a Long Difficult Recovery”

Santa Maria Times April 30, 2009

Employment

e The County’s unemployment rate increased from 4.4% to 5.4%
through April 2009. This is slightly lower than the national
unemployment rate of 5.8%.

e Job growth was basically nonexistent in Santa Barbara County, with
an increase of 0% in 2008. Though certain industries like agriculture
generated a few more jobs in the County, this small increase was
offset by decreases throughout almost every other sector.

e By June 2009, the economic conditions worsened and unemployment
nearly doubled to 8.2% in Santa Barbara County. Though this
exemplifies the deteriorated state of the economy, Santa Barbara has
managed to stay below a state unemployment rate of 11.6% and a
national unemployment rate of 9.7%

Income

e The average annual salary had a slight increase of 0.5% to $42,201
in 2008 from $41,990 in 2007.

Retail Sales

e Retail sales decreased 5.1% to $5.6 billion for the 2008 calendar year
from $5.9 billion in 2007, and plummeted even further during the first
two quarters of 2009.

e California retail sales tax dropped 13% and the County
unincorporated area local retail sales tax dropped 11% for FY 08-09.

Real Estate

e The County-wide nominal median home price decreased a significant
52.1% to $388 thousand, compared to a statewide home price of
$360 thousand. This sudden drop in the median home price
supported a sharp increase in the number of home sales, which saw
a 20.4% increase from the prior year.

¢ Non-residential valuations decreased 8.3% to $191.5 million.

Tourism

e The South Coast's 2008 hotel and motel occupancy rate was
estimated at 72%, a rate slightly lower than the 10-year average of
75%.

e Beginning in October 2008, and accelerating in early 2009 the County
experienced a significant drop in tourism and TOT tax.

Most of the information about the local economy is derived from the 2009 Santa Barbara County
Economic Outlook produced April 2009 and based on the 2008 calendar year (with permission from
the UCSB Economic Forecast Project).
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Factors Affecting Economic Condition — Continued

Economic Indicators

The economy is in a recession throughout most of the United States, California and Santa Barbara County.
California has been hard hit by the real estate collapse, is losing jobs at a significant rate and is experiencing a
decline in economic output. Home prices have been significantly affected, especially in northern Santa Barbara
County. Retail sales have been declining for two years. In early 2009, tourism was negatively affected
particularly at Santa Barbara’'s premier resort destinations. California has an acute budget crisis and government
pension funds including Santa Barbara County’s incurred significant losses in the investment market. However,
the energy crisis of the prior year has been stabilized with a drop in oil prices. The indicators for an upturn are
elusive. Mixed signals exist about whether we expect to see the bottom of the downturn later this fall or next
spring. The unknowns in the economy include rising unemployment, prime mortgage defaults, consumer
spending, and tourism resulting in potential continued decreases in the County tax base.

Financial Indicators

In FY 08-09 the County voters approved a ¥2-cent sales tax for another 30 years of road transportation and
improvement funding. The County had three major fires in the mountains and foothills above Santa Barbara.
The fire fighting response was effective and the large cost of suppression was generally funded by the State and
Federal government. County tax revenues were under stress with significant declines in local sales tax (7%),
public safety sales tax (13%), realignment sales tax (13%), transient occupancy tax (11%), and investment
earnings (28%). Secured property tax, the County’s largest revenue source, had positive growth of 5%. On the
expenditure side the County decreased the actual employees paid by 129, or 3%. The County enacted an
employee furlough program for non-public safety employees, and negotiated wage concessions on previously
adopted labor agreements.

In FY 09-10, the secured property tax revenue will drop to an estimated 1% growth rate which, unlike many
counties, is still positive. An additional 6% decline in sales tax revenue and a 10% decline in transient occupancy
tax is projected, along with a modest 2% decline in our total discretionary tax revenues. Many County
departments cut 10% of their General Fund contributions for expenditures. The lingering California budget crisis
resulted in State program reductions, shifts of revenue from County government, and a borrowing of local
property taxes. However, the Federal government has stepped in with stimulus money that is helping to
mitigate some of the negative effects of the State budget crisis. Pension and retiree medical costs increases
were flat for FY 09-10, after a 9% increase for FY 08-09. In future years significant increases to pension costs
appear inevitable due to investment market losses.

Major Initiatives:

The CEO, in the County’s Proposed Budget, outlines major programs (initiatives), accomplishments and chal-
lenges aligned with the County’s Strategic Plan. This document is available at http://www.countyofsb.org/ceo/

index.asp.

Measure A - Road Repair/Traffic Relief/Transportation Improvements

The primary sources of annual revenue to address the repair and maintenance of the County’s transportation
infrastructure system needs are State gas taxes and Measure D local sales tax. Measure D was passed in 1989
and provided for ¥2-cent sales tax revenue over 20 years until April 2010.

A Y-cent reauthorization measure was developed and placed on the 2008 General election ballot as Measure A.
In November 2008, the County voters approved Measure A to, in effect, extend the Y2-cent sales tax for road
maintenance for an additional 30 years.

This important local funding source provides leveraging opportunities for obtaining State and Federal funding to
help maintain the County’s transportation infrastructure, provides for construction materials for the Corrective
Maintenance Program and funds various alternative transportation programs throughout the County.



Factors Affecting Economic Condition — Continued
Major Initiatives—continued

Wildland Fires Threaten and Infiltrate Populated Areas

The County battled three major wildfires during the fiscal year: the Gap Fire in July, the Tea Fire in November,
and the Jesusita Fire in May. All three fires were located near populated areas and collectively resulted in the
damage or destruction of hundreds of homes in the Santa Barbara area.

The Gap Fire started on July 1, 2008 in the foothills above Goleta, and burned more than 9,544 acres of private
and National Forest land before it was declared contained on July 28. The estimated cost of suppressing the fire
exceeded $20 million.

The Tea Fire began on November 13, 2008 when embers ignited brush near the historic Tea House located in
the hills of Montecito. Driven by sundowner winds, the fire burned approximately 1,940 acres, destroyed over
230 homes, and damaged 18 residential structures. The estimated cost of fighting the Tea fire was $5.7 million.

On May 5, 2009 another wind-driven fire began near the popular Jesusita trail in the Santa Barbara foothills
above the San Roque and Mission Canyon neighborhoods. This fire burned more than 8,700 acres, required the
mandatory evacuation of 30,000 residents, and destroyed 80 homes, 79 outbuildings, and one commercial
property before it was fully contained on May 18. The estimated cost to fight this fire was $17 million.

The County Fire and Sheriff Departments were joined by numerous cooperative agencies to contain the fires,
and were able to implement plans and strategies developed over the years for this type of emergency. The fires
highlight the need for public preparation for this type of event. Although they may be extinguished, the impact
of these fires is expected to linger for years to come.

Santa Barbara County Redevelopment Agency

The Santa Barbara County Redevelopment Agency (RDA) manages efforts to rehabilitate and revitalize the
community of Isla Vista. The RDA is a separate legal entity from the County with a Board of Directors
comprised of the same five elected officials as the Board of Supervisors. The RDA’s objectives in Isla Vista are to
develop a balanced, robust and economically viable commercial core; create attractive housing to meet the
needs of residents and appeal to a range of housing sizes and income levels; to improve deficient public
infrastructure and to eliminate blight.




Factors Affecting Economic Condition — Continued

Major Initiatives—continued

A number of important projects were undertaken in FY 08-09 including: acquisition of key sites in downtown lIsla
Vista for redevelopment; securing planning permits for public/private partnership at 909 Embarcadero Del Mar;
construction of the downtown parking lot; provision of permanent funding for the purchase and rehabilitation of
20 affordable housing units at the Parkview Apartments in partnership with the County Housing Authority; and
completion of the Pardall Road streetscape.

The adopted work program for FY 09-10 includes: development of public/private partnerships to redevelop key
sites in downtown lIsla Vista; completion of the downtown parking lot; installation of new sidewalks; acquisition
of additional sites for redevelopment; and support for the lIsla Vista Master Plan certification with the Coastal
Commission.

Retirement Costs

Over the last decade, the amount of money the county must pay each year into the retirement system, formally
known as the Santa Barbara County Employees Retirement System (SBCERS), has nearly doubled from roughly
12% to 23% of the County’s covered payroll. The total retirement portfolio had an aggregate value of $1.4
billion as of June 30, 2009. For FY 08-09, the portfolio’s market value decreased by $339 million, following a
loss of $137 million in the prior fiscal year. At June 30, 2009, the unfunded accrued actuarial liability for the
pension plan exceeded $1 billion. These losses in conjunction with SBCERS’ adopted practice of smoothing
gains and losses over a 5-year period may result in significant increases in employer contribution rates over that
period.

Public pension plans such as SBCERS assume that the investment growth of the employer and employee
contributions will provide the agreed on pension benefits. When the investment growth is less than the
expected amount, as has occurred in Santa Barbara, the County is responsible for funding the difference. As a
result of the recent market losses sustained by the SBCERS investment portfolio, the County will experience a
substantial increase in the required contribution for retirement costs in future years. Although the payment may
be spread over a period of years, the size of recent losses will result in an increasing burden to the County
budget that has already been impacted by poor economic conditions.

Significant Capital Projects and Operating Impacts

The County completed $29.7 million in capital projects in the current year and has approved $54.3 million in capital
projects for FY 09-10 as described in Section E of the Proposed Budget. The largest of the ongoing projects relate
to transportation improvements.

Long-term financial planning:

Local assessed property values for FY 09-10 grew 1% over FY 08-09 values; this will increase secured and
unsecured property tax revenues by an equal percentage. The FY 09-10 budget was adopted reflecting a 1%
increase in these revenues. Additionally, in response to the continuing downturn in real property sales,
conservative estimates for the leading indicators were adopted: a 21% decrease in property transfer taxes and
an 12% decrease in supplemental property taxes.

The County remains committed to building and maintaining a strategic reserve of $34 million, or 30 days of
working capital. Current economic conditions, however, have required the County to use a portion of this
designation in order to maintain services, thereby reducing this reserve to $22 million at June 30, 2009.

The County’s Five-Year Capital Improvement Plan (CIP) identifies capital needs as well as funding sources and
funding shortfalls. The CIP includes $117.9 million in projected spending on capital projects for FY 09-10. Only
$54.3 million of this planned amount has current funding, and is included in the proposed budget. Significant
funded projects include $20.3 million for transportation projects, $7.1 million for Santa Maria Levee reinforcement,
$3.0 million for the Mission Creek Flood Control project, $2.3 million for Point Sal coastal access improvements,
and $2.0 million for an integrated Help America Vote Act (HAVA) compliant voting system.



Factors Affecting Economic Condition — Continued

Relevant financial policies:

Santa Barbara County benchmarks its financial policies to a set of Best Financial Management
Practices for Governmental Issuers of Municipal Debt published by Fitch Ratings.

Fund Balance Reserve

The County is committed to building a strategic
reserve as discussed previously.

Multiyear Financial Forecasting ——

The County's Proposed Budget includes a five-year
financial forecast focusing on discretionary revenues
and their uses to aid in current year decision-
making.

Monthly or Quarterly Financial
Reporting and Monitoring

The County’'s Budget Director chairs quarterly
projection reviews of each department’s monthly
actual and projected revenues and expenditures. In
addition, the CEO holds quarterly meetings with
each department that focus on their operations and
performance measures.

Contingency Planning

The County does not have a formal contingency
policy and maintains only a small operating
contingency of less than 1% in the General Fund.
The County is in the process of building a strategic
reserve that will equal approximately 10% of annual
General Fund expenditures. The County also has
other significant fund balances in its special revenue
funds. The most noteworthy is the Flood Control
fund balance used to hedge against storm related
disasters.

Nonrecurring Revenue

The County’s budget principles state that a
department’s base General Fund contribution will
not include any one-time revenues or expenditures.
Another principle states that any year-end
undesignated General Fund balance should not be
used to fund ongoing operations, but could be used
to fund designations.

Financial Reporting Awards

The Government Finance Officers Association (GFOA)
has awarded the Certificate of Achievement for
Excellence in Financial Reporting to the County for its
CAFR for eighteen consecutive years and the
Certificate of Achievement in Popular Annual
Reporting for twelve consecutive years.

Debt Affordability

The County established a Debt Advisory Committee
(DAC) to provide advice to the Board on debt
issuance and management. In addition, all long-
term equipment or real property leases are reviewed
for lease vs. purchase decisions. An independent
debt affordability review was last performed in June
1999 before the County presented a voter initiative
to build a jail funded by a sales tax increase.

—— Superior Debt Disclosure Practices —

The County maintains a complex set of disclosures
in the County’s Proposed Budget document and the
CAFR statistical section. We believe that time is of
the essence in the publication of these documents.
The budget is adopted before June 30 and loaded
into the financial system before the close of the first
month of the new fiscal year. The CAFR publication
date is generally within 45-60 days of the close of
the fiscal year. The County’s major financial
documents are available on the web at
www.countyofsb.org.

Pay-as-you-go Capital Funding

The County policy on pay-as-you-go is not
formalized. However, many of the County’s funds
only utilize pay-as-you-go financing. The DAC looks at
repayment sources as one of the key criteria for
approval of new debt issues.

Debt Repayment Plan

The County’s current outstanding debt schedule
features a debt repayment plan that will reduce
debt by 60% over the next ten years.

——Five-year Capital Improvement Plan —

The County’s Five-Year Capital Improvement Plan
provides for an integration of capital projects and
operating impacts in the proposed operating budget
each budget cycle.

Budgeting Awards

The GFOA has presented the Distinguished Budget
Presentation Award to the County for twelve
consecutive years.



Awards and Acknowledgments

Financial Reporting Certificate of Achievement: The GFOA awarded a Certificate of Achievement for
Excellence in Financial Reporting to the County’s CAFR for the fiscal year ended June 30, 2008. This was the
eighteenth consecutive year that the County has achieved this prestigious award. In order to be awarded a
Certificate of Achievement, the government had to publish an easily readable and efficiently organized CAFR that
satisfied both GAAP and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only.
We believe our current CAFR continues to meet the Certificate of
Achievement Program’s requirements and we are submitting it to the
GFOA to determine its eligibility for another certificate.

Certificate of
Achievement
for Excellence

in Financial Budget Presentation Award: The County received the GFOA’s

Reporting
Presented 1o

County of Santa Barbara

California

Distinguished Budget Presentation Award for its annual budget
document for the fiscal year beginning July 1, 2008. In order to
receive this award, a governmental unit must publish a budget

document that meets program criteria as a policy document, as an
operations guide, as a financial plan, and as a communications
device.

Popular Financial Reporting Award: The County received the
GFOA's Award for Outstanding Achievement in Popular Annual
Financial Reporting for its Popular Annual Financial Report for the
fiscal year ended June 30, 2008. This award is a prestigious national
award that recognizes conformance with the highest standards for
preparation of state and local government popular reports. In order
to receive this award, a government must publish a Popular Annual
Financial Report, whose contents conform to program standards of
creativity, presentation, understandability and reader appeal.

President
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Performance Measurement Certificate of Distinction: In September 2008, the International City/County
Management Association (ICMA) presented Santa Barbara County with its Certificate of Distinction for exceeding
the standards established by the ICMA Center for Performance Measurement in the application of performance
data to local government management, including training, verification, public reporting, planning and decision-
making, networking, and accountability.

Acknowledgments: The preparation of the CAFR and its timely issuance is the result of a concentrated,
dedicated, and coordinated effort by the entire Auditor-Controller staff. We would like to acknowledge the special
efforts of the Financial Reporting Division for their assistance in the report's preparation. We would also like to
thank all County departments who participated in its preparation.
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Robert W. Geis, CPA
Auditor-Controller

Michael F. Brown
County Executive Officer
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INDEPENDENT AUDITOR’S REPORT

To the Honorable Board of Supervisors
County of Santa Barbara, California

We have audited the accompanying financial statements of the governmental activities,
the business-type activities, each major fund, and the aggregate remaining fund
information of the County of Santa Barbara, California, as of and for the year ended June
30, 2009 which collectively comprise the County of Santa Barbara’'s basic financial
statements as listed in the table of contents. These financial statements are the
responsibility of the County of Santa Barbara’s management. Our responsibility is to
express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and the significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, the business-
type activities, each major fund, and the aggregate remaining fund information of the
County of Santa Barbara, as of June 30, 2009, and the respective changes in financial
position, and, where applicable, cash flows thereof and the respective budgetary
comparison for the General, Road, Public Health, Social Services, Flood Control District,
and Alcohol, Drug, and Mental Health Services Funds for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report
dated August 28, 2009, on our consideration of the County of Santa Barbara’s internal
control over financial reporting and on our tests of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements and other matters. The purpose of
that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on
the internal control over financial reporting or on compliance. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and
should be considered in assessing the results of our audit.

REGISTERED with the Public Company Accounting Oversight Board and MEMBER of the American Institute of Certified Public Accountants



The management’s discussion and analysis on pages 11 through 25, the Santa Barbara County
Employees’ Retirement System schedule of funding progress on page 93, and the schedule of funding
progress for the County of Santa Barbara’s Other Post Employment Benefit (OPEB) Plan on page 94 are
not required parts of the basic financial statements but are supplementary information required by
accounting principles generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the County of Santa Barbara’'s basic financial statements. The introductory section, combining
and individual nonmajor fund financial statements and schedules, and statistical section are presented for
purposes of additional analysis and are not a required part of the basic financial statements. The
combining and individual nonmajor fund financial statements and schedules have been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, are fairly
stated in all material respects in relation to the basic financial statements taken as a whole. The
introductory and statistical sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we express no opinion on them.

BROWN ARMSTRONG PAULDEN
McCOWN STARBUCK THORNBURGH & KEETER
ACCOUNTANCY CORPORATION

Bakersfield, California
August 28, 2009
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