FINCOMP. 1

MONTECITO FIRE PROTECTION DISTRICT
AGENDA FOR THE FINANCE COMMITTEE MEETING
Montecito Fire Protection District Headquarters
595 San Ysidro Road
Santa Barbara, California
May 8, 2014 at 3:00 p.m.

Agenda Items May Be Taken Out Of The Order Shown

1. Public comment: Any person may address the Board at this time on any non-agenda
matter that is within the subject matter jurisdiction of the Montecito Fire Protection
District; 30 minutes total time is allotted for this discussion.

2. Review April 2014 financial statements.
3. Review PARS statement.

4. Review Fechter & Company Annual Financial Report for the Fiscal Year ended June 30,
2013.

5. Review recommendations from the Capital PFG “Financial Analysis Related to
Budgeting and Long Term Liabilities” report.

6. Staff report on recommendations for Budget adjustment.

7. Review Draft Preliminary Budget for FY 2014/15.

8. Fire Chief’s Report.

9. Requests for items to be included for the next Finance Committee Meeting.

Adjournment

This agenda is posted pursuant to the provisions of the Government Code commencing at
Section 54950. The date of the posting is May 5, 2014. .

MONTECITO FIRE PROTECTION DISTRICT

Chip Hickman, Fire Chief

Note: In compliance with the Americans with Disabilities Act, if you need special assistance to participate in this meeting, please contact the District
office at 969-7762. Notification at least 48 hours prior to the meeting will enable the District to make reasonable arrangements. Materials related
to an item on this agenda submitted to the Board of Directors aflter distribution of the agenda packet are available for public inspection in the
Montecito Fire Protection District’s office located at 595 San Ysidro Road during normal business hours.
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NOTES FOR THE FINANCE COMMITTEE MEETING OF THE
MONTECITO FIRE PROTECTION DISTRICT

Held at Fire District Headquarters, 595 San Y sidro Road,April 10, 2014 at 2:00 p.m.

The meeting was called to order by Director Venable at 2:00 p.m.

Present: Director Venable and Director Sinser. Chief Hickman was also present.

1.

Public comment: Any person may addressthe Board at thistime on any non-
agenda matter that iswithin the subject matter jurisdiction of the Montecito Fire
Protection District; 30 minutestotal timeisallotted for thisdiscussion.

There was no Public comment.
Review March 2014 financial statements.

The Committee reviewed the packet contents and will recommend that the Board approve
the finances as submitted.

Review Upper Hyde Road M ello-Roos Community Facilities District Expenses.
No action taken
Review Draft Preliminary Budget for FY 2014/15.

The committee reviewed the proposed draft preliminary budget and recommended that it
be brought back to the committee for review after the Capital PFG presentation.

Fire Chief’sReport.

Chief Hickman reported that the District has received the new sguad, and ordered the
Chiefs new vehicle.

Requestsfor itemsto beincluded for the next Finance Committee M eeting.

None.

Adjournment at 3:35pm
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FINCOMP. 5

Variance Report
Finance Committee - May 8, 2014

Report Line Item Variance Explanation
. . Tax Revenue: Last fiscal year, the District collected tax revenues of
Financial Status Taxes . .
approximately $350,000 in May and June.
Financial Status 6475 The District has not made a contribution to the PARS account this FY.
. . The District expects to incur an additional $3,500 on structure maintenance. This
Financial Status 7200 L . .
line item will exceed the budgeted amount at fiscal year end.
Financial Status 2400 The Dis.trict expects to inFur additional expenses for medical supplies of
approximately $6,000 prior to year end.
Financial Status 7440 Fire Prevention has scheduled hazard mitigation projects through June.
. . The District expects to incur additional expenses for professional services of
Financial Status 7460 . .
approximately $65,000 prior to year end.
Financial Status 7506  Administrative fee paid to the SB County Tax Collector's office.
Financial Status 2650 The District. expects to incur additional budgeted expenses of approximately
$18,000 prior to year end.
. . The District expects to incur additional expenses of approximately $2,800 prior
Financial Status 7671 . .
to year end for special projects.
Financial Status 7732 The Distric’F expects to incur additional training expenses of approximately
$16,000 prior to year end.
. The increase in overtime is largely due to Safety and Battalion Chief shift
Expenditure Trend 6300 . . . . . .
vacancies. Please see detailed overtime report for additional information.
Expenditure Trend 7030 Includes purchase of new turnouts of over $7,000.
Expenditure Trend 7324 Includes financial audit service fee of $7,160 and final FIN payment of $4,200.
Expenditure Trend 7440 Includes the expenses for the neighborhood hazard mitigation projects.
Includes various professional services that are not typically part of regular
Expenditure Trend 7460 expenses: Medical exams (9,800), Citygate SOC Study (14,000), Capitol PFG

financial services (15,000).
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Cash Balance at 4/1/14

Income:
Revenues
Interest
Other:
USFS reimb - Pfeiffer Fire
USFS Hough Complex - Refund
CSFD Dispatch Services

Expenses:
Claims Processed
Payroll
Other:
Reimbursed expenses

Cash Balance at 4/30/14

MONTECITO FIRE PROTECTION DISTRICT

CASH IN TREASURY - ALL FUNDS

FIN COM P. 39

April 30, 2014
Fund 3650 Fund 3651 Fund 3652 Fund 3653 Fund 3654
General Pension Obl. Capital Outlay Land & Bldg Mello-Roos All Funds

5,264,465.92 346.92 1,996,800.00 4,854,536.65 9,685.88 12,125,835.37
5,733,845.78 - - - - 5,733,845.78
5,984.40 0.30 1,764.29 4,213.31 10.78 11,973.08
23,511.23 - - - - 23,511.23
(514.02) - - - - (514.02)
21,202.00 - - - - 21,202.00
5,784,029.39 0.30 1,764.29 4,213.31 10.78 5,790,018.07
(321,325.30) - (144,443.36) - - (465,768.66)
(857,037.04) - - - - (857,037.04)
(1,178,362.34) - (144,443.36) - - (1,322,805.70)
9,870,132.97 347.22 1,854,120.93 4,858,749.96 9,696.66 16,593,047.74




FIN COM P. 40

MONTECITO FIRE PROTECTION DISTRICT

Regular Salaries

Directors Fees

Auxiliary

FLSA Safety

FLSA Dispatch

Regular Overtime

Chief Officers - Extra Duty
Dispatch Cadre Earnings
Hartford 457 Contribution
4850 Time - S. Bumanglag
Uniform Allowance

District Contributions to
Insurance

District Contributions to
Medicare & FICA

District Contributions to SUI

PERS, Employee Contribution
paid by District

PERS, Employer Contribution
paid by Employee (4.5%)

PERS, District Contribution

Due to AFLAC

PAYROLL EXPENDITURES
April 2014

493,309.41
800.00
382.50

5,879.15
3,496.78
60,918.90
21,666.00
2,108.92
8,600.00
4,519.07
1,000.00

102,372.10

7,661.32
493.07

48,020.73
(24,213.81)

121,495.52
(1,472.62)

Gross Wages $ 602,680.73

Total Benefits 254,356.31
Grand Total $ 857,037.04
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PRICE, POSTEL & PARMA LLP

COUNSELLORS AT LAW
POST OFFICE BOX 88
SANTA BARBARA, CA 93102-0099

(805) 962-001 1 TAX 1D # 95-1782877
MONTECITO FIRE PROTECTION DISTRICT April 15, 2014

595 SAN YSIDRO ROAD File #: 12611

SANTA BARBARA, CA 93108 Invoice #: 115726

Billing Attorney: MSM

ACCOUNT SUMMARY BALANCE

RE: ATTORNEY OPINIONS 442.50
Our File Number: 12611-00024

RE: BOARD MTGS 1,032.50
Our File Number: 12611-00061

RE: 2014 PROPOSITION 4 OVERRIDE 88.50
Our File Number: 12611-00083

Current Total Charges 1,563.50

SUMMARY OF CURRENT CHARGES

Current Fees 1,563.50
Total Current Fees & Costs 1,563.50
Total Current Due $1,563.50

SUMMARY OF PAST DUE BALANCES

Total Past Due 50.00
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PUBLIC
AGENCY
RETIREMENT
SERVICES

MONTECITO FIRE PROTECTION DISTRICT Monthly Account Report for the Period
PARS GASB 45 Program 2/1/2014 to 2/28/2014

Stephen Hickman

Fire Chief

Montecito Fire Protection District
595 San Ysidro Rd.

Santa Barbara, CA 93108

Account Summary
Beginning Ending
Balance as of Balance as of
Source 2/1/2014 Contribution; Earnings Expenses Distributions Transfers 2/28/2014
Employer Contribution $2,894,018.43 $0.00 $77.626.23 $1.279.67 $0.00 $0.00 $2,970,364.99
Totals $2,894,018.43 $0.00 §77,626.23 $1,279.67 50.00 $0.00 $2,970,364.99

Investment Selection
Balanced HighMark PLUS

Investment Objective

The dual goals of the Balanced Strategy are growth of principal and income. While dividend and interest income are an important component
of the objective's total return, it is expected that capital appreciation will comprise a larger portion of the total return. The portfolio will be
allocated between equity and fixed income investments.

Investment Return
Annualized Return
[ 1-Month | 3-Months | 1-Year 3-Years | 5-Years | 10-Years Inception Date
2.68% 2.62% 12.16% 7.89% N/A N/A 1/19/2010

Information as provided by US Bank, Trustee for PARS; Not FDIC Insured; No Bank Guarantee; May Lose Value
Past Performance does not guarantee future results. Performance returns may not reflect the deduction of applicable fees, which could reduce returns. Information is deemed reliable but may be
subject to change.

Investment Return: Annualized rate of return is the return on an investment over a period other than one year multiplied or divided to give a comparable one-year return,
Inception Date: Plans inception date

4350 Von Karman Ave., Suite 100, Newport Beach, CA 92660  800.540.6369  Fax 949.250.1250  www.pars.org
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MONTECITO FIRE PROTECTION DISTRICT

Management Report
For the Year Ended June 30, 2013
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SNy & COMPANY Cre R Fechier, CPA

Certified Public Accountants Scott A. German, CPA

Board of Directors of the
Montecito Fire Protection District
Santa Barbara, California

In planning and performing our audit of the financial statements of the Montecito Fire Protection
District for the year ended June 30, 2013, we considered the District’s internal control structure to
determine our auditing procedures for the purpose of expressing an opinion on the financial
statements and not to provide assurance on the internal control structure.

Our consideration of the internal control would not necessarily disclose all matters in the internal
control that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or operation of
one or more of the internal control components does not reduce, to a relatively low level, the risk that
errors or irregularities in amounts that would be material in relation to the basic financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions.

We will review the status of these comments during our next audit engagement. We will be pleased
to discuss them in further detail at your convenience, to perform any additional study of these
matters, or to assist you in implementing the recommendations. We thank the District’s staff for its
cooperation on this audit.

Fechter & Company,
Certified Public Accountants

e anry, OIS

Sacramento, California

1

1870 Avondale Avenue Suite 4 | Sacramento CA, 95825 | ph 916-333-5360 | fax 916-333-5370
www.fechtercpa.com
Member of the American Institute of Certified Public Accountants Tax Section
and California Socicty of CPAs
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The Auditor’s Responsibility under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated November 26, 2013, our responsibility, as described by
professional standards, is to plan and perform our audit to obtain reasonable, but not absolute
assurance that the financial statements are free of material misstatement and are fairly presented in
accordance with U.S. generally accepted accounting principles. Because an audit is designed to
provide reasonable, but not absolute assurance and because we did not perform a detailed
examination of all transactions, there is a risk that material misstatements may exist and not be
detected by us.

In planning and performing our audit, we considered the District’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on
the financial statements and not to provide assurance on the internal control over financial reporting.

As part of obtaining reasonable assurance about whether the District financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grants, noncompliance with which could have a direct and material effect
on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit.

Significant Accounting Policies

Management is responsible for the selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting policies used
by the District are described in Note 1 to the financial statements. No new accounting policies were
adopted and the application of existing policies was not changed during the year. We noted no
transactions entered into by the District during the year that were both significant and unusual, and of
which, under professional standards, we are required to inform you, or transactions for which there is
a lack of authoritative guidance or consensus.

Internal Control Related Matters

In any smaller entity, whether private enterprise or a governmental agency, the lack of segregation of
duties can present potential issues in regards to the perpetuation and concealment of fraud. Even
with a perfect segregation of duties frauds can be perpetuated and concealed. The District can
perform some specific control procedures to help reduce the risk of fraud, however. Some of the
controls would include:

e Having someone independent of the bank reconciliation function review the bank statements
on a monthly basis.

e Examining financial statements on a monthly basis at the management and department levels.

e Examining a budget to actual report on a frequent basis.
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e Comparing the financial statements on a detailed level to the prior year on a frequent
basis.

e Having someone independent of the payroll process review payroll on a bi-weekly
basis, checking for accuracy of pay rates, paid time off recorded, etc.

e Verifying that a second person is approving all disbursement activity and that an
individual independent of the accounting function is signing checks and asking
questions about invoices presented for payment.

e Frequently displaying “professional skepticism” when considering staff responses on
District finances.

There is no catch-all for finding all instances of fraud within any entity, whether public or private.
One of the key factors in helping prevent fraud is to encourage ethical behavior at all levels of the
organization, i.e., “tone at the top”. Another key would be to note instances of abnormal behavior of
finance or accounting staff when questioned about District financial matters.

The District should remember that they have outside resources available in the case of fraud — they
are able to contact District auditor, their attorney, or county auditor-controller should anyone feel
there is a chance of fraud or abuse.

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management and
are based on management’s knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because of
their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. The most sensitive estimate(s) affecting
the financial statements were:

Accrual and disclosure of compensated absences

Capital asset lives and depreciation expense

Actuarial study to estimate the annual required contribution of pension plan
Actuarial study to estimate annual required contribution for post-employment
benefits

Audit Adjustments

For purposes of this letter, professional standards define an audit adjustment as a proposed correction
of the financial statements that, in our judgment, may not have been detected except through our
auditing procedures. An audit adjustment may or may not indicate matters that could have a
significant effect on the District’s financial reporting process (that is, cause future financial
statements to be materially misstated). The following audit adjustments, in our judgment, indicate
matters that could have a significant effect on the District’s financial reporting process:

e Posting of all GASB 34 entries on behalf of the District
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Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
matter, whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or
auditing matter that could be significant to the financial statements or the auditor’s report. We are
pleased to report that no such disagreements arose during the course of our audit.

Consultations with Other Independent Auditors

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a consultation
involves application of an accounting principle to the governmental unit’s financial statements or a
determination of the type of auditor’s opinion that may be expressed on those statements, our
professional standards require the consulting accountant to check with us to determine that the
consultant has all the relevant facts. To our knowledge, there were no such consultations with other
accountants.

Issues Discussed Prior to Retention of Independent Auditors

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the District’s auditors. However,
these discussions occurred in the normal course of our professional relationship and our responses
were not a condition to our retention.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing our audit.
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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
of the Montecito Fire Protection District
Santa Barbara, California

We have audited the accompanying financial statements of the governmental activities of each major
fund, and the aggregate remaining fund information of the Montecito Fire Protection District as of
and for the year ended June 30, 2013, and the related notes to the financial statements, which
collectively comprise the District’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor’s Responsibility

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. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.
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To the Board of Directors
of the Montecito Fire Protection District
Santa Barbara, California

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate
remaining fund information of the Montecito Fire Protection District as of June 30, 2013, and the
respective changes in financial position for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion & analysis, post-employment benefits and budgetary comparison
information on pages 3-9 and 31-33, respectively, be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of
America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance.

Company, CPAs

Sacramento, CA
April 9, 2014
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Management’s Discussion and Analysis (Unaudited)
June 30,2013

The purpose of the Management’s Discussion and Analysis (MD&A) is to provide an overview of
the District’s financial condition and to highlight important changes and activities with fiscal
implications that occurred during the year ended June 30, 2013. Please read it in conjunction with the
District’s basic financial statements and required supplementary information, which follow this
section.

Discussion of Basic Financial Statements

This discussion and analysis provides an introduction and a brief discussion of the District’s basic
financial statements, including the relationship of the statements to each other and the significant
differences in the information they provide. Special purpose governments engaged in a single
government program can combine the fund financial statements and the government-wide statements
using a columnar format. This format reconciles individual line items of fund financial data to
government-wide data in a separate column on the face of the financial statements rather than at the
bottom of the statements or in an accompanying schedule.

The District’s financial statements include three components:

1. Statement of Net Position and Governmental Funds Balance Sheet
Statement of Activities and Governmental Revenues, Expenditures, and Changes in
Fund Balances

3. Notes to the Basic Financial Statements

The Statement of Net Position and Governmental Funds Balance Sheet provides the basis for
evaluating the District’s capital structure, liquidity, and financial flexibility. The Statement of
Activities and Governmental Revenues, Expenditures, and Changes in Fund Balances presents
information that shows how the District’s fund balances and net position changed during the year.
These statements include all assets and liabilities using the accrual basis of accounting, which is
similar to the accounting used by most private sector companies. All of the current year’s revenues
and expenses are taken into account regardless of when the cash is received or paid.

The Notes to the Basic Financial Statements provide a description of the accounting policies used to
prepare the financial statements and present material disclosures required by generally accepted
accounting principles that are not otherwise present in the financial statements. In addition to the
basic financial statements, this report also presents other required supplementary information.
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Management’s Discussion and Analysis (Unaudited)
June 30,2013

Government-wide Financial Analysis

In accordance with Governmental Accounting Standards Board Statement No. 34 (GASB 34), the
following is an analysis of the District’s net position and changes in net position.

Table 1 — Montecito Fire Protection District Net Position

Dollar Percent
2012 2013 Change Change
Assets:
Current and other assets $ 13,218247 $ 13,729,030 $ 510,783 3.9%
Capital assets 10,230,528 10,374,201 143,673 1.4%
Total assets $ 23,448775 $ 24103231 $ 654,456 2.8%
Liabilities:
Current and other liabilities $ 296,748 $ 1,009,575 $ (712,827) -240%
Long-term liabilities 4,326,369 3,507,345 819,024 18.9%
Total liabilities 4,623,117 4,516,920 106,197 2.3%
Net Position:
Invested in capital assets 10,230,528 10,374,201 143,673 1.4%
Unrestricted 8,595,130 9,212,110 616,980 7.2%
Total net position $ 18.825658 $ 19,586,311 $§ 760,653

Total assets increased $654,456, or 3%, when compared to the prior year. This can be attributed to a
$510,783, or 4%, increase in current and other assets resulting primarily from an increase in cash and

investments of $1,036,506.

Long-term liabilities decreased by $819,024, or 19%. This is primarily attributed to a decrease in the
pension obligation bonds of $578,000.

Net position over time is a useful indicator of a government’s financial position. For Montecito Fire
Protection District, assets exceed liabilities by $19,586,311 at the close of the current fiscal year. The
increase of $760,653, or 4%, when compared to the prior year, is the amount by which fund revenues
exceed expenditures in the current fiscal year (See Table 2 on page 5).

Investment in capital assets (e.g. land, buildings, vehicles and equipment) amounts to $10,374,200 at
June 30, 2013, which is an increase of $143,672, or 1%, when compared to the prior year. The
District uses capital assets to provide services to citizens; as such, these assets are not available for
future spending. The District does not currently have any outstanding debt related to its capital assets.

Unrestricted net position, in the amount of $9,212,110, is available to meet the District’s ongoing
obligations to citizens and creditors. Unrestricted net position increased $616,980, or 7%, when
compared to prior year due to current year’s revenues exceeding expenditures by $827,261.
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Management’s Discussion and Analysis (Unaudited)

June 30,2013

Table 2 — Montecito Fire Protection District Change in Net Position

Revenues:
Property taxes
Investment income
Rental income
Intergovernmental
Miscellaneous

Total revenues

Expenses:
Salaries and benefits
Services and supplies
Other expenditures
Depreciation
Total expenses

Change in net position
Net Position — Beginning
Prior Period Adjustment

Net Position — Ending

FIN COM P. 66

Dollar Percent
2012 2013 Change Change
$ 13,073,414 $ 13,365323 $ 291,909 2.2%
71,622 (30,906) (102,528) -143%
48,864 48,864 - -
188,390 478,417 290,027 154%
253,136 177,180 (75,956) -
30.00%
$ 13,635426 $ 14,038,878 $§ 403452 3.0%
10,814,400 11,523,287 (708,887) -6.6%
1,080,377 1,083,099 (2,722) -25%
110,949 132,759 (21,810) -14.3%
431,169 472,472 (41,303) -9.6%
12,436,895 13,211,617 (774,722) -1.3%
1,198,531 827,261 (371,270)
17,627,127 18,825,658 1,198,531
- (66,608) (66,608)
$ 18,825,658 § 19,586,311 $ 760,653

The District’s total revenues increased by $403.452, or 3%, in the current fiscal year. The total increase
1s primarily attributed to the following factors:

» Property tax revenue increased by $291,909, or 2%, primarily due to property value
appreciation and increased construction within the District.
= Intergovernmental revenue increased by $290,027, or 154%, due to more reimbursable fire

activity than in the prior year.

= The decrease in investment income is primarily due to fair value adjustments that are recorded

by the County of Santa Barbara.

The District’s total expenses increased by $774,722, or 1%, in the current fiscal year. The total
change is primarily due to the following factors:

» An increase in Salaries and Benefits Expense of $708,887, or 7%, resulting from additional pay

to employees to cover reimbursable fire activity and shift vacancies.
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Management’s Discussion and Analysis (Unaudited)
June 30, 2013

Analysis of Fund Balances of Individual Funds

The chart below displays the fiscal year end (2009 to 2013) fund balances for the District’s General
Fund, Capital Projects Fund, and Capital Projects Construction Fund.

Fund Balances — 5 Year Trend
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12,000,000
10,000,000
8,000,000
6,000,000
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2,000,000 -

0 T T
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B General Fund @ Capital Projects Fund OcCapital Projects Construction Fund

Total fund balance has increased each year over the five years from fiscal year 2009 to 2013. The
General Fund balance includes $1,200,000 committed to contingencies. The District established the
Mello-Roos Fund in FY 2011. The fund balance was $19,508 and $22,228 at June 30, 2013 and June
30, 2012, respectively. The Pension Obligation Fund was established in FY 2012. The fund balance
was $2,522 and $2,496 at June 30, 2013 and June 30, 2012, respectively.

Analysis of Revenues, Expenditures, and Fund Balance for Combined Governmental Funds

The following chart displays the District’s revenues, expenditures, and ending “Memorandum Only”
fund balance totals for the same five-year period. With the exception of FY 2011, when the District
recorded a one-time expenditure related to the issuance of the Pension Obligation Bonds, revenue has
exceeded expenditures and fund balance has steadily increased.

Revenues decreased slightly from $13.9 million in FY 2010 to $13.6 million in FY 2012, then followed
by an increase to $14 million this fiscal year. Total combined expenditures have increased each fiscal
year.
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Management’s Discussion and Analysis (Unaudited)
June 30,2013

Revenues, Expenditures & Fund Balance - 5 Year Trend
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Analysis of Significant Variations Between Original and Final Budget and Actual Results for
the General Fund

The Board of Directors adopted the District’s 2012-2013 fiscal year operating budget in September of
2012 on a modified accrual basis. As adopted for the General Fund, budgeted revenues totaled
$13,429,221, while projected expenditures totaled $12,301,486 and operating transfers to the Capital
Projects Fund and Pension Obligation Fund totaled $1,127,735, resulting in projected balanced
spending.

The District formally amended its originally adopted budget in April of 2013. As amended for the
General Fund, revised budgeted revenues increased by $215,659 to $13,644,880 while projected
expenditures increased by $215,659 to $12,517,145, and operating transfers remained unchanged at
$1,127,735. The revised budget had no net effect on fund balance due to the increase in budgeted
revenues matching the increase in budgeted expenditures.

Actual revenues for the year were $423.231 higher and actual expenditures were $559,280 lower than
the final amended budget on a modified accrual basis. Refer to the required supplementary information
on page 31 for the Budget Comparison Schedule.
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June 30,2013

Capital Assets and Debt Administration

Capital Assets

FIN COM P. 69

The District’s investment in capital assets for its governmental activities as of June 30, 2013,

amounted to $10,374,200 (net of accumulated depreciation).

This investment in capital assets

includes land, a land easement, construction in progress, structures, improvements, and equipment.

Capital assets for the governmental activities are presented below to illustrate changes from the prior

year:
Table 3 — Montecito Fire Protection District Capital Assets
Dollar Percent
2012 2013 Change Change

Land $ 2577530 $ 2577530 § - -

Land easement 122,308 122,308 - -

Construction in progress 286,601 462,185 175,524 61.23%

Structures & improvements 7,408,662 7,408,662 -

Equipment 3,827,144 4,267,765 440,621 11.51%
Total Cost 14,222 305 14,838,450 616,145 4.33%
Less: accumulated

depreciation (3,991,777) (4,464.,249) (472,472) -11.8%
Total capital assets, net $ 10,230,528 $ 10374201 $ 143,673 1.4%

Significant capital asset activity during FY 2013 includes the following:

= Construction in Progress of $175,524 for Station 3 developments. The total invested in the
Station 3 Project as of June 30, 2013 is $913,572. The District was a defendant in a lawsuit
filed by the Montecito Agricultural Foundation (MAF). The lawsuit challenged the adequacy of
the Environmental Impact Report (EIR) filed by the District pursuant to the California
Environmental Quality Act (CEQA) in connection with the District's approval of the Station 3
Project. On April 16, 2013, a Santa Barbara Superior Court judge ruled in favor of MAF,
stating that the District's final EIR failed to proceed in a manner required by CEQA. The
District now must vacate approval of the project and the final EIR, and prepare and circulate a
legally adequate EIR before moving forward with the Station 3 Project. Any actions or
decisions on how the District proceeds with the Station 3 Project will be determined by the

District's Board of Directors.

= The District placed in service a Type 3 Brush Engine purchased for $361,000.

= The District recognized $472,472 in depreciation expense.
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Management’s Discussion and Analysis (Unaudited)
June 30,2013

Long-term debt

In May of 2011, the District authorized the issuance and sale of Taxable Pension Obligation Bonds
(POB) with a principal amount of $3,520,000. Proceeds of the sale were used to extinguish an
existing “side fund” pension obligation with California Public Employees Retirement System
(CalPERS). The bonds were issued at a 4.52% interest rate on the basis of a 360-day year over a
seven year period terminating on May 26, 2018. The District made bond principal payments totaling
$578,000 and interest payments totaling $126,686 during the year ended June 30, 2013. The total
outstanding debt at June 30, 2013 was $2,634,000.

The deferred bond issuance charges are being amortized over the life of the debt. There were no
charges recorded in the prior year. The current year amortization of bond issuance cost was $11,786.

Contacting the District Management

This financial report is designed to provide citizens, taxpayers, and creditors with a general overview
of the District’s finances and to show the District’s accountability for the revenue received. If you
have any questions regarding this report or need additional financial information, please contact the
District at 595 San Ysidro Road, Santa Barbara, California 93108.
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NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

The Montecito Fire Protection District (the District) is an independent division of local
government, authorized by California Health and Safety Code Sections 13800-13970.
The District is governed by a five member Board of Directors elected to serve four year
terms. These financial statements have been prepared in conformity with accounting
principles generally accepted in the United States of America (GAAP) as applied to
government units. There are no component units included in this report that meet the
criteria of a blended or discretely presented component unit as set forth by the
Governmental Accounting Standards Board (GASB), which is the accepted standard-
setting body for establishing governmental accounting and financial reporting principles.

Government-Wide — Basis of Presentation, Measurement Focus and Basis of
Accounting

GASB Statement No. 34, Basic Financial Statements and Management’s Discussion
and Analysis for State and Local Governments (GASB 34) was issued to improve
governmental financial reporting for citizens, district representatives, and creditors
involved in the lending process. GASB 34 requires that a government entity present in
its basic external financial statements both government-wide financial statements and
fund financial statements, excluding fiduciary funds. Governments engaged in a single
government program may combine their fund financial statement with their government-
wide statements by using a columnar format that reconciles individual line items of fund
financial data to government-wide data in a separate column.

GAAP requires that the government-wide financial statements be reported using the
economic resources measurement focus and the accrual basis of accounting. In
comparison, governmental funds employ the current financial resources measurement
focus and the modified accrual basis of accounting. The economic resources
measurement focus aims to report all inflows, outflows, and balances affecting or
reflecting an entity’s net position. Under the accrual basis of accounting, revenues are
recognized when earned and expenses are recorded when incurred for activities related
to exchange and exchange-like activities. In addition, long-lived assets (such as
buildings and equipment) are capitalized and depreciated over their estimated economic
lives.

Funds — Basis of Presentation, Measurement Focus and Basis of Accounting

The accounts of the District are organized on the basis of funds. A fund is an
independent fiscal and accounting entity with a self-balancing set of accounts. Fund
accounting segregates funds according to their intended purpose and is used to aid
management in demonstrating compliance with finance-related legal and contractual
provisions. The minimum number of funds is maintained consistent with legal and
managerial requirements. The District uses the governmental fund category.
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NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Funds — Basis of Presentation, Measurement Focus and Basis of Accounting -
continued

Governmental Funds are used to account for the District’s general government
activities. Governmental funds use the flow of current financial resources measurement
focus and the modified accrual basis of accounting. Under the modified accrual basis of
accounting, revenues are recognized when susceptible to accrual (i.e. when they are
“measurable and available”). “Measurable” means the amount of the transaction can be
determined and “available” means collectible within the current period or soon enough
thereafter to pay liabilities of the current period. The District considers all revenues
available if they are collected within 60 days after fiscal year-end. Expenditures are
recorded when the related fund liability is incurred, except for certain compensated
absences and claims and judgments, which are recognized when the obligations are
expected to be liquidated with expendable available financial resources.

Property taxes and interest associated with the current fiscal year are all considered to be
susceptible to accrual and so have been recognized as revenue of the current fiscal year.
Other receipts and taxes are determined to be both measurable and available when cash
1s received by the District and are recognized as revenue at that time.

Secured property taxes are levied in September of each year based upon the assessed
valuation as of the previous January 1 (lien date). They are payable in two equal
installments due on November 1 and February 1 and are considered delinquent with
penalties after December 10 and April 10, respectively.

Unsecured property taxes are due on the January 1 lien date and become delinquent with
penalties after August 31. All property taxes are billed and collected by the County of
Santa Barbara (the County) and remitted to the District.

The District maintains the following governmental fund types:
The General Fund is the District’s operating fund. It accounts for all the financial
resources and the legally authorized activities of the District except those required to be

accounted for in another fund.

The Pension Obligation Fund accounts for the accumulation of resources that are
committed for the payment of principal and interest on the District’s pension obligation
bonds (Note 5).

The Mello-Roos Fund accounts for the monies collected and paid on behalf of the
pending formation of a Mello-Roos District located in the area served by the District.

The Capital Projects Fund accounts for the acquisition of capital assets not being
financed by the General Fund.
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NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Funds — Basis of Presentation, Measurement Focus and Basis of Accounting -
continued

The Capital Projects Construction Fund accounts for the construction of major capital
projects not being financed by the General Fund, such as the acquisition of land for and
the development of a new fire station.

Investments

The District maintains substantially all its cash in the Santa Barbara County Treasurer’s
cash management investment pool (the pool).

State statutes and the County’s investment policy authorize the County Treasurer to
invest in U.S. Treasury and U.S. Government agency securities; state and/or local
agency bonds, notes, warrants or certificates of indebtedness; bankers’ acceptances;
commercial paper;, corporate bonds and notes; negotiable certificates of deposit;
repurchase agreements; reverse repurchase agreements; securities lending; bank
deposits, money market mutual funds;, State of California Local Agency Investment
Fund (LAIF); and the investment pools managed by a Joint Powers Authority. Interest
earned on pooled investments is apportioned quarterly into participating funds based
upon each fund’s average daily deposit balance. Any investment gains or losses are
proportionately shared by all funds in the pool.

Investments held by the County Treasurer are stated at fair value. The fair value of
pooled investments is determined quarterly and is based on current market prices
received from the securities custodian. The fair value of participants’ position in the pool
is the same as the value of the pool shares. The method used to determine the value of
participants’ equity withdrawn is based on the book value of the participants’ percentage
participation at the date of such withdrawal.

The pool’s disclosures related to cash and investments including those disclosures
regarding custodial credit risk are included in the County’s Comprehensive Annual
Financial Report. A copy may be obtained online from the Auditor-Controller section of
the County’s website.

Receivables

Receivables are recorded in the District’s Statement of Net Position and Governmental
Funds Balance Sheet net of any allowance for uncollectibles. All receivables are deemed
to be collectible at June 30, 2013, and as such, the District has no allowance for
uncollectible accounts for these receivables.
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NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Capital Assets

Capital assets are recorded in the District’s Statement of Net Position and Governmental
Funds Balance Sheet in the Statement of Net Position column at cost if purchased or
constructed. Donated capital assets are recorded at the estimated fair market value at the
date of donation. The costs of normal maintenance that do not add to the value of the
asset or materially extend assets’ lives are expensed as incurred. The District’s
capitalization threshold is $1,000. Capital assets are depreciated at cost using the
straight-line method over the following estimated useful lives:

* Small equipment, medium equipment, and computers 5 years
* Vehicles, trucks, and large equipment 10 years
* Fire trucks, building and land improvements 20 years
* Buildings 50 years

Compensated Absences

The District’s policy permits employees to accumulate earned but unused holiday and
vacation leave benefits. There is no liability for unpaid accumulated sick leave since the
District does not have a policy to pay any amounts when employees separate from
service with the District. All vacation pay and holiday pay is accrued when incurred in
the government-wide financial statements. A liability for these amounts is reported in
the governmental funds only if they have matured, for example, as a result of employee
resignations and retirements prior to year-end and paid by the District subsequent to
year-end.

Deferred Compensation Plan

The District offers a deferred compensation plan to its employees. The District has
adopted provisions of GASB Statement No. 32, Accounting and Financial Reporting for
Internal Revenue Code Section 457 Deferred Compensation Plans (GASB 32), which
establishes financial accounting and reporting standards based on current amendments to
the provisions of Internal Revenue Code (IRC) Section 457. Under IRC 457, plan assets
are not owned by the governmental entity, and as a result, governmental entities are
required to remove plan assets and plan liabilities from their financial statements.

The District has no administrative involvement, does not perform the investing function,
and has no fiduciary accountability for the plan. Thus, in accordance with GASB 32, the
plan assets and any related liability to plan participants have been excluded from the
District’s financial statements.
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NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Other Post Emplovment Benefits

GASB Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment  Benefits Other Than Pensions (GASB 45), addresses how
governmental entities should account for and report their costs and obligations related to
postemployment benefits, or OPEB. The District offers postretirement medical, dental,
and vision benefits. The statement generally requires that employers account for and
report the annual cost of OPEB and the outstanding obligations and commitments
related to OPEB in essentially the same manner as they currently do for pensions.
Annual OPEB cost for most employers will be based on actuarially determined amounts
that, if paid on an ongoing basis, generally would provide sufficient resources to pay
benefits as they come due. The District has implemented the requirements of GASB 45
on a prospective basis.

GASB 45 also establishes disclosure requirements for information about the plans in
which an employer participates, the funding policy followed, the actuarial valuation
process and assumptions, and, for certain employers, the extent to which the plan has
been funded over time.

Fund Equity

In February 2009, the GASB issued Statement No. 54, Fund Balance Reporting and
Governmental Fund Type Definitions, which establishes accounting and financial
reporting standards for all governments that report governmental funds.

Under GASB 54, fund balance for governmental funds should be reported in
classifications that comprise a hierarchy based primarily on the extent to which the
government is bound to honor constraints on the specific purposes for which amounts in
those funds can be spent. Fund balances are now broken out in five categories:

*  Nonspendable fund balance — amounts that cannot be spent because they are either
(a) not spendable in form or (b) legally or contractually required to be maintained
intact. The District has a $63,234 insurance deposit in the General Fund that is
considered nonspendable.

*  Committed fund balance — amounts that can only be used for specific purposes
determined by formal action of the District’s highest level of decision-making
authority and that remain binding unless removed in the same manner. The
underlying action that imposed the limitation needs to occur no later than the close
of the reporting period. The committed fund balance in the General Fund of
$1,200,000 represents funds committed for contingencies.
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NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued
Fund Equity - continued

*  Assigned fund balance — amounts that are constrained by the District’s intent to be
used for specific purposes. The intent can be established at either the highest level of
decision-making or by a body or an official designated for that purpose. This is also
the classification for residual funds in the District’s debt service, special revenue,
and capital projects funds.

*  Unassigned fund balance — the residual classification for the District’s General Fund
that includes amounts not contained in the other classifications. In other funds, the
unassigned classification is used only if expenditures incurred for specific purposes
exceed the amounts restricted, committed, or assigned to those purposes.

The District’s Board establishes, modifies or rescinds fund balance commitments and
assignments by passage of an ordinance or resolution. This is done through adoption of
the budget and subsequent budget amendments that occur throughout the year. When
both restricted and unrestricted resources are available for use, it is the District’s policy
to use restricted fund balance resources first, then unrestricted resources as they are
needed. When committed, assigned, or unassigned resources are available for use in the
governmental fund financial statements, the District considers committed amounts to be
used first, then assigned amounts, and then unassigned amounts.

Memorandum Only — Total Columns

Total columns in the Statement of Net Position and Governmental Funds Balance Sheet
and the Statement of Activities and Governmental Fund Revenues, Expenditures and
Changes in Fund Balances are captioned as “Memorandum Only” as they do not
represent consolidated financial information and are presented only to facilitate financial
analysis. The columns do not present information that reflects the financial position or
results of operations of the District in conformity with GAAP. Such data is not
comparable to a consolidation, as interfund eliminations have not been made in the
aggregation of this data.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management
to make estimates and assumptions that affect the reported amounts of certain assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the reporting
period. Actual results could differ from those estimates.
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NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Implementation of New Accounting Principles

The District adopted the provisions of GASB Statement No. 63 (GASB 63), Financial
Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net
Position. GASB 63 provides financial reporting guidance for deferred outflows of
resources, deferred inflows of resources, and net position in a statement of financial
position and related disclosures. It also identifies net position as the residual of all other
elements presented in a statement of financial position, or the difference between assets
and deferred outflows of resources and liabilities and deferred inflows of resources. As
implied above, GASB 63 changes the previous classification of net assets to net
position, and consequently, the statement of net assets to the statement of net position.
The District had no deferred inflows or outflows of resources as of June 30, 2013.

NOTE 2: CASH AND INVESTMENTS

Investment in the Santa Barbara County Investment Pool

The District is a voluntary participant in the Santa Barbara County Treasurer’s
investment pool that is regulated by California Government Code under the oversight of
the Treasurer of the State of California. The balance available for withdrawal is based on
the accounting records maintained by the County Treasurer. As of June 30, 2013, the
District had cash on deposit with the County Treasurer in the amount of $13,384,908.

Investments Authorized by District Policy

The District has not formally adopted a deposit and investment policy that limits the
government’s allowable deposits or investment and addresses the specific types of risk
to which the government is exposed.

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the
fair value of an investment. Generally, the longer the maturity of an investment the
greater the sensitivity of its fair value to changes in market interest rates. At fiscal year
end, the weighted average days to maturity of the investments contained in the County
investment pool was approximately 705 days.

Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its
obligation to the holder of the investment. This is measured by the assignment of a
rating by a nationally recognized statistical rating firm. The Santa Barbara County
Treasurer’s investment pool is not rated.
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NOTE 2: CASH AND INVESTMENTS - continued

Custodial Credit Risk

Custodial credit risk does not apply to a local government’s indirect investment in
deposits and securities through the use of government investment pools (such as the
Santa Barbara County Treasurer’s investment pool).

NOTE 3: CAPITAL ASSETS

Capital assets activity for the year ended June 30, 2013 is as follows:

July 1, 2012 Additions Deletions June 30, 2013

Capital assets, not being depreciated:

Land $ 2577530 $ - 8 -$ 2,577,530

Land easements 122,308 - - 122,308

Construction in progress 286,661 175,524 - 462,185
Total capital assets, not being depreciated 2,986,499 175,524 - 3,162,023
Capital assets, being depreciated:

Structures and improvements 7,408,662 - - 7,408,662

Equipment 3,827,144 440,621 - 4,267,765
Total capital assets, being depreciated 11,235,806 440,621 5 11,676,427
Less accumulated depreciation for:

Structures and improvements (1,960,049) (157,602) - (2,117,651)

Equipment (2,031,728) (314,870) - (2,346,598)
Total accumulated depreciation (3,991,777) (472,472) - (4,464,249)
Total capital assets, being depreciated, net 7,244,029 (31,851) - 7,212,178
Total capital assets, net $ 10,230,528 $ 143,673 $ - $ 10,374,201

Depreciation expense amounted to $472,472 for the fiscal year ended June 30, 2013.
NOTE 4: LONG-TERM LIABILITIES

Changes to the District’s long-term liabilities for the year ended June 30, 2013 are as

follows:
Due in
July 1, 2012 Additions Deletions June 30, 2013 One Year
Compensated absences $ 1,114,369 $ 115,658 $ - % 1,230,027 $ -
Pension obligation bonds 3,212,000 - 578,000 2,634,000 629,000

$ 4326369 $ 115658 $ 578,000 $ 3,864,027 $ 629,000

The liability for employee compensated absences is liquidated by the General Fund.
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NOTE 5: PENSION OBLIGATION BONDS

In May of 2011, the District authorized the issuance and sale of Taxable Pension
Obligation Bonds (POB) with a principal amount of $3,520,000. Proceeds of the sale
were used to extinguish an existing “side fund” pension obligation with California
Public Employees Retirement System (CalPERS). The bonds were issued at a 4.52%
interest rate on the basis of a 360-day year over a seven year period terminating on
May 26, 2018. The District made bond principal payments totaling $578,000 and
interest payments totaling $126,866 during the year ended June 30, 2013.

Total POB debt service requirements to maturity as of June 30, 2013, are as follows:

Pension Obligation Bonds

Year Ending June 30, Principal Interest
2014 $ 629,000 § 112,163
2015 684,000 83,123
2016 741,000 51,574
2017 435,000 17,402
2018 145,000 5,514

Totals  $ 2,634000 $ 269776

NOTE 6: INTERFUND TRANSFERS

Interfund transfers in the District’s fund financial statements made during the year ended
June 30, 2013, are as follows:

Inter-fund
Funds Transfers In Transfers Out
Major Funds:
General $ - $ 1,127,735
Pension Obligation 716,856 -
Capital Projects 410,879 -
Total $ 1,127,735 $ 1,127,735

During the fiscal year ended June 30, 2013, the District made the following transfers:

A transfer of $716,856 from the General Fund to the Pension Obligation Fund to finance
the principal and interest payments for the District’s Pension Obligation Bonds.

A transfer of $410,879 from the General Fund to the Capital Projects Fund to finance the
acquisition of a new fire truck.
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NOTE 7: RISK MANAGEMENT

The District is a participant in a public entity risk pool with the Fire Agencies Insurance
Risk Authority (FAIRA). FAIRA is organized pursuant to the provisions of the
California Government Code Section 6500 et seq. for the purpose of providing an
effective risk management program to local governments by reducing the amount and
frequency of losses, pooling self-insured losses, and jointly purchasing excess insurance
and administrative services in connection with a joint protection program.

The District pays an annual premium to the pool for its excess general liability insurance
coverage. The agreement for information of FAIRA provides that the pool will be self-
sustaining through member premiums.

FAIRA provides the District with insurance-like benefits for general liability and excess
liability coverage, automobile claims, management liability coverage, and property
coverage for buildings, contents, and crime. During the fiscal year, the District
contributed an annual premium of $29,629 with limits ranging from $1,000,000 to
$2,000,000 for each liability, and excess liability coverage of $10,000,000. The
insurance coverage in excess of the $1,000,000, up to $10,000,000, is provided by the
American Alternative Insurance Corporation.

NOTE 8: RETIREMENT PLAN

Plan Description

The District contributes to the Public Agency portion of the California Public
Employees Retirement System (PERS), a cost sharing multiple-employer public
employee defined benefit pension plan. PERS provides retirement and disability
benefits, annual cost-of-living adjustments, and death benefits to plan members and
beneficiaries. PERS acts as a common investment and administrative agent for
participating public entities within the State of California.

All full-time and less than full time District employees that meet the PERS membership
eligibility requirements can participate in PERS. Retirement benefits vest after five (5)
years of service with District. Vested District safety members who retire at, or after, age
50 are entitled to an annual retirement benefit, payable monthly for life, in an amount
equal to years of credited service multiplied by their highest twelve month period of
earnings multiplied by a percentage factor ranging from 2.4% to 3.0%, depending upon
age at retirement. Vested District miscellaneous members who retire at, or after, age 50
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NOTE 8: RETIREMENT PLAN - continued

Plan Description - continued

are entitled to an annual retirement benefit, payable monthly for life, in an amount equal
to years of credited service multiplied by their highest twelve month period earnings
multiplied by a percentage factor ranging from 2.0% to 3.0%, depending upon age at
retirement. PERS also provides death and disability benefits.

PERS issues a separate comprehensive annual financial report, copies of which may be
obtained from the PERS webpage at www.calpers.ca.gov.

Funding Policy

The employee contribution level for District miscellaneous members and District safety
members is 8% and 9%, respectively, of annual salary. The District makes contributions
for the entire amounts required of the employees on their behalf. The District is required
to contribute an actuarially determined employer rate. At fiscal year end, the employer
rate for non-safety employees and safety employees was 17.698% and 22.744%,
respectively, of annual covered payroll. The contribution requirements of plan members
are based upon the benefit level adopted by the District’s Board. The employer
contribution rate is established annually and may be amended by PERS.

Annual Pension Cost

The annual required contribution for the current year was determined as part of the
June 30, 2010 actuarial valuation using the entry age actuarial cost method. Significant
actuarial assumptions used in the valuation include (a) an investment return of 7.75%,
(b) projected salary increases that vary from 3.55% to 14.45% depending on type of
service, age, and an assumed inflation rate of 3.00%, (c) a payroll growth of 3.25%, and
(d) merit that also varies by duration of service with an assumed annual inflation of
3.00% and production growth of 0.25%. The actuarial method of the District’s assets
was determined using a technique that smoothes the effect of short-term volatility in the
market value of investments over a 15 year period. The District’s unfunded actuarial
accrued liability is being amortized as a level percent of payroll. The average remaining
amortization period at June 30, 2010 was eighteen years for miscellaneous members and
seventeen years for safety members.

Regulatory Change

Assembly Bill 340 created the Public Employees” Pension Reform Act (PEPRA) that
implemented new benefit formulas and final compensation period, as well as new
contribution requirements for new employees hired on or after January 1, 2013. This act
changes the safety plan from its current 3% at age 50 attributes to a 2.7% at age 57 plan.
This will impact employees only hired from January 1, 2013. The initial contribution
rate for this plan is 20.742% of reportable compensation.
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NOTE 8: RETIREMENT PLAN - continued

Three Year Trend Information

The District’s required contributions and the percentage contributed for the current fiscal
year and each of the two preceding fiscal years are as follows:

Annual
Pension Cost % of APC Net Pension
Fiscal Year Ended (APC) Contributed Obligation
June 30, 2011 $ 2,154,387 100% $ 0
June 30,2012 $ 1,912,656 100% 0
June 30,2013 $ 1,679,002 100% 0

NOTE 9: OTHER POST EMPLOYMENT BENEFITS (OPEB)

Plan Description

The District provides retiree healthcare benefits for employees who retire with PERS
pension benefits immediately upon termination of employment from the District. The
District contracts with PERS for this insured-benefit plan, an agent multiple-employer
post-employment healthcare plan, established under the State of California’s Public
Employees” Medical and Hospital Care Act (PEMHCA). The plan’s medical benefits
and premium rates are established by PERS and the insurance providers. The District
pays for medical, dental, and vision premiums for the lifetime of the retiree and their
eligible dependents. The District pays 100% of the retiree medical premiums, up to a
maximum of $1,389 per month for 2013, and 100% of the premiums for retiree dental
and vision coverage. PERS issues a separate comprehensive annual financial report,
copies of which may be obtained from the PERS webpage www.calpers.ca.gov.

The District participates in the Public Agency Retirement System (PARS) Public
Agencies Post-Retirement Health Care Plan Trust Program (PARS Trust), a single
employer irrevocable trust established to fund other postemployment benefits. The
PARS Trust is approved by the Internal Revenue Code Section 115 and invests funds in
equity, bond, and money market mutual funds. The Fire Chief or designee is the
District’s Plan Administrator. Copies of PARS Trust annual financial report may be
obtained from PARS at 4350 Von Karman Avenue, Suite 100, Newport Beach, CA
92660.

Funding Policy

The contributions to the OPEB plan are based on pay-as-you-go financing requirements,
with an additional amount contributed to the PARS Trust to prefund benefits from time
to time at the sole discretion of the Board. Retiree health benefits may be paid out of the
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NOTE 9: OTHER POST EMPLOYMENT BENEFITS (OPEB) - continued

Funding Policy - continued

PARS trust, set up for this purpose, to the extent funded. The purpose of this funding
policy is to manage the District’s OPEB obligations while at the same time maintaining
as much flexibility as possible to adjust for changing budgetary considerations. For the
fiscal year ended June 30, 2013, the District contributed $368,695 to the plan which is
the entire amount of the current premiums. The District did not contribute to the PARS
trust like in years past. GASB 45 requires recognition of the current expense of OPEB
based on the annual required contribution (ARC), but does not require funding of the
related liability.

Annual OPEB Cost and Net OPEB Obligation (Asset)

The District’s annual OPEB cost is calculated based on the ARC of the District, an
amount actuarially determined in accordance with the parameters of GASB 45. The
ARC represents a level of funding that, if paid on an ongoing basis, is projected to cover
normal cost each year and amortize any unfunded actuarial accrued liabilities (UAAL)
over a period not to exceed thirty years.

For the fiscal year ended June 30, 2013, the OPEB ARC was $978,507. This includes
the normal cost of $368,695 for the year for current active employees, and $609,812 for
UAAL amortization. The District’s OPEB contribution for the fiscal year ended June 30,
2013 was $368,695.

The following are the components of the District’s OPEB cost for the fiscal year ended
June 30, 2013:

Annual required contribution (ARC) $ 978,507
Contributions made (368,695)

Increase in net OPEB asset 609,812
Net OPEB asset - beginning of year (337,494)
Net OPEB asset - end of year $ 272318
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NOTE 9: OTHER POST EMPLOYMENT BENEFITS (OPEB) - continued

Annual OPEB Cost and Net OPEB Obligation (Asset) - continued

The District’s annual OPEB cost, the percentage of annual OPEB cost contribution to
the OPEB plan, and the net OPEB obligation (asset), for the current year and two
preceding years are as follows:

% of Annual Net OPEB

Annual OPEB OPEB Cost Obligation
Fiscal Year Ended Cost Contributed (Asset)
June 30, 2011 $ 978,507 117% $ (110,176)
June 30, 2012 980,420 123% (337,494)
June 30, 2013 978,507 38% 272318

Funding Status and Funding Progress

Using the most recent actuarial valuation dated July 1, 2010, the following is the funded
status of the OPEB plan:

Annual accrued liability (AAL) $  9,452985
Actuarial value of plan assets 633,471
Unfunded actuarial accrued liability (UAAL) $ 8,819,514
Funded ratio (actuarial value of plan assets/AAL) 6.7%
Covered payroll (active plan members) $ 6,621,966
UAAL as percentage of covered payroll 133.2%

Activity in the District’s PARS Trust account since the most recent valuation, which will
be reflected in the actuarial value of plan assets as of the next, July 1, 2013 valuation
date, is as follows:

Fiscal

Year Beginning Net Ending

Ended Balance Contributions Earnings  Distributions Balance
6/30/2012  § 1,559,356 $ 849,809 § 34433 § - $ 2,443,688
6/30/2013  $ 2,443,688 § - $247224 - $ 2,690,912

Actuarial valuations of an ongoing OPEB plan involve estimates of the value of reported
amounts and assumptions about the probability of occurrence of events far into the
future. Examples include assumptions about future employment, mortality, and the
healthcare trend. Amounts determined regarding the funded status of the OPEB plan and
the ARC of the employer are subject to continual revision as actual results are compared
with past expectations and new estimates are made about the future. The Schedule of
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NOTE 9: OTHER POST EMPLOYMENT BENEFITS (OPEB) - continued

Funding Status and Funding Progress - continued

Funding Progress is presented as required supplementary information following the
Notes to the Financial Statements. This schedule presents multiyear trend information
that shows whether the actuarial value of the plan assets is increasing or decreasing over
time relative to the actuarial accrued liabilities for benefits.

Actuarial Methods and Assumptions

Projections of benefits for financial reporting purposes are based on the substantive plan
(the plan as understood by the employer and plan members) and include the types of
benefits provided at the time of each valuation as well as the historical pattern of sharing
of benefit costs between the employer and plan members to that point. The actuarial
methods and assumptions used include techniques that are designed to reduce short-term
volatility in actuarial accrued liabilities and the actuarial value of assets, consistent with
the long-term perspective of the calculations.

In the July 1, 2010 actuarial valuation, the Projected Unit Credit Cost method was used.
The actuarial assumptions included a 6.5% investment rate of return and separate annual
healthcare cost trend rates for medical, dental and vision. The medical cost trend rate
starts at 8% and declines to 5% over a period of four years. The vision and dental trend
rates are both a flat 4%. The OPEB Plan’s UAAL is being amortized as a level dollar
amount on an open period basis. The remaining amortization period at July 1, 2010 was
30 years.

NOTE 10: WORKFORCE HOUSING

The District has a Housing Committee that researches methods which allow employees
to live closer to the District in order to facilitate responses to emergencies. The District
approved a plan in the fiscal year ended June 30, 2006 to purchase Workforce Housing
and completed the purchase of a parcel consisting of three residences of varying sizes at
East Valley Road. The three residences are currently leased and occupied by a frontline
employee of the District, a retired captain of the District, and a Santa Barbara City Fire
employee. The District has contracted with a property management company to manage
the operational activity of the residences. The Housing Committee developed a policy to
govern all matters related to the Workforce Housing Program that was adopted by the
Board.
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MONTECITO FIRE PROTECTION DISTRICT

Notes to the Financial Statements
June 30,2013

NOTE 11: EXPLANATION OF CERTAIN DIFFERENCES BETWEEN GOVERNMENTAL
FUNDS BALANCE SHEETS AND STATEMENT OF NET POSITION

Amounts reported for governmental activities in the
Statement of Net Position are different because:
Capital assets used in Governmental Activities are
not financial resources and therefore are not reported
in the funds $ 10,444,918

Long-term liabilities, including loans and notes
payable not due and payable in the current period
and therefore are not reported in the funds (2,688,622)

Other long-term liabilities, such as compensated
absences, are not due and payable in the current
period and therefore not reported in the funds (1,502,345)

Combined Adjustment $ 6,253,951

Amounts reported for governmental activities in the
Statement of Net Position are different because:

Governmental funds report capital outlays as

expenditures. However, in the statement of

activities, the cost of those assets is allocated over

their estimated useful lives as depreciation expense.

The difference is the amount by which depreciation

exceeded capital outlays in the current period. $ (137,780)

Repayments of long-term debt are recorded as an

expense in the fund financial statements and are

adjusted against debt in the statement of net position

as an offset to the liability (589,986)

Changes in the compensated absences and OPEB

liabilities are expenditures in the governmental

finds, but the repayment reduces long-term

liabilities in the statement of net position. 725,470

Combined Adjustment $ (2,297)
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MONTECITO FIRE PROTECTION DISTRICT

Notes to the Financial Statements
June 30,2013

NOTE 12: COMMITMENTS AND CONTINGENCIES

Litigation

The District is subject to litigation related to employee matters that are incidental to the
ordinary course of the District’s operations. There is presently no outstanding litigation.

Grant Revenues

The District recognizes as revenues grant monies earned for costs incurred in certain
Federal and State programs the District participates in. The program may be subject to
financial and compliance audits by the reimbursing agency. The amount, if any, of the
expenditures which may be disallowed by the granting agency cannot be determined at
this time, although the District expects such amounts, if any, to be immaterial.

Mello-Roos Community Facilities District

In a special election held on June 17, 2011, property owners in the Upper Hyde Road
area approved the formation of a Mello-Roos Community Facilities District (Mello-
Roos District) for the purpose of financing street and related improvements for the
reconstruction of Upper Hyde Road. Acting as an agent for the property owners, the
District is overseeing the formation of the Mello-Roos District in accordance with the
Mello-Roos Community Facilities Act of 1982 (the Act). Pending completion of the
Act’s requirements, the District would have the authority to issue up to $5,000,000 in
special tax bonds and levy a special tax to pay annual debt service on the bonds, annual
maintenance costs for the improvements, and administrative costs.

NOTE 13: PRIOR PERIOD ADJUSTMENT

A prior period adjustment of $66,608 was recorded in the statement of activities and
statement of net position in order to reflect the prior year interest accrual that had not
been recorded.

NOTE 14: SUBSEQUENT EVENTS

Subsequent events have been reviewed through March 15, 2014, the date the financial
statements were available to be issued. No significant events were found to have
happened that materially affected the District’s financial position that were outside the
scope of normal operations.
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MONTECITO FIRE PROTECTION DISTRICT

Notes to the Budgetary Comparison Schedules
Required Supplementary Information (Unaudited)
June 30, 2013

NOTE 1: BUDGETARY AND LEGAL COMPLIANCE

In accordance with California Health and Safety Code Section 13895, on or before
October 1, the District must submit a board approved budget to the County Auditor.
Annual budgets are adopted for the District’s General, Capital Projects and Capital
Projects Construction Funds. Budgets are prepared on the modified accrual basis of
accounting consistent with GAAP. Annually, the Board of Directors conducts a public
hearing for the discussion of proposed budgets. At the conclusion of the hearing, the
Board adopts the final budgets. All appropriations lapse at fiscal year-end and are
subject to re-appropriation as part of the following year’s budget. The legal level of
budgetary control (the level on which expenditures may not legally exceed
appropriations) is maintained at the object level. Any changes in the annual budget must
be changed by a vote of the Board. The Board amended the originally adopted General
Fund budget in April of 2013.
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Unfunded UAAL
Actuarial Actuarial asa %
Actuarial Actuarial Accrued Accrued of
Valuation Value of Liability Liability Funded Covered Covered
Date Assets (AAL) (UAAL) Ratio Payroll Payroll
7/1/2007 $ 0 $14,752,000 $14,752,000 0.0% $5,398,000 273.3%
7/1/2010 $633,471 $ 9,452,985 $ 8,819,514 6.7% $6,621,966 133.2%
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PURPOSE OF THIS REPORT

Capitol PFG has been retained by the Montecito Fire Protection District (the “District”) to
provide an independent and objective analysis of the District's near term budget
projections, capital plan and retirement benefits. Specifically, the following scope of work
was requested:

e Assist the District with developing and evaluating a comprehensive plan for
prefunding pension and other post-employment options.

o Evaluate the District’'s unfunded liabilities for pension and other post-
employment benefits, including a review of the assumptions used in the
actuarial analysis.

o ldentify any probable changes to the total amount owed over the next three
years.

e Evaluate the District’s past three year’'s revenues, expenditures and budgets and
provide key observations and recommendations.
o Provide recommendations regarding best practices in creating annual
budgets.

e Assist the District with validating budget assumptions including the sustainability of
the budget and make recommendations regarding appropriate levels of unrestricted
reserves, capital reserves, catastrophic event reserves and prefunded benefit plans
along with other reserves/contingencies built into the budget.

e Analyze and provide recommendations regarding the use of the District’s existing
reserve funds.

e Provide an analysis of the best course of action for funding the construction of
Station 3, evaluating the use of existing funds as compared to borrowing options.

e Assist the District with development of financial policies to help guide the use of
funds by the District.

The purpose of this report is to summarize our review, analysis and recommendations
related to the above described scope of work.

Page 1
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EVALUATION OF THE DISTRICT’S FINANCIAL HEALTH

An assessment of the financial health of a public agency is based on a complete analysis of
three main components, (1) Near-Term Financing, (2) Financial Position, and (3) Economic
Condition, as shown in Figure 1. This report will include analysis and detail related to each
of these items to help provide the District with an independent assessment of its financial
strength.

FIGURE 1

Near-Term Financial Economic
Financing Position Condition
a8 I ' ™ '8 N
Ability to meet short- Totalit
a ; | y of assets and | | [ Depth and breadth of
term ﬁngnaal liabilities the tax base
obligations
. J . J - v
N s ) s 3
Adequacy of Net assets

operating inflows to

cover operating — (dlffer;nc? between — Revenue trends
outflows e two)
- J \ J \ J
' ™ 4 3\
Overall trend of
|| Preparation for || financial situation - | | Changes to the tax
contingencies improving or base
deteriorating L J

Revenues

The District’'s main source of funding is property taxes, making up 95% of its overall
funding, as shown in Chart 1. Since the other revenue sources are relatively limited, for
the purposes of evaluating the District’s financial health and making recommendations
related to budget and funding long-term liabilities, the primary focus of the revenue analysis
will be on property taxes.
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CHART 1

Property Taxes Made Up 95% of the District's Total
Revenues in 2012-13

Misc. Revenue __—

. Reve \Use of Money and
Intergovernmental Intergovernmental Propenrty
Revenue - Federal Revenue - State S

2.42% 0.98%

Proposition 13, from 1978, is the basis for the current tax distribution system in California,
which limits the property tax rate to 1% of assessed value, plus the rate necessary to fund
local voter-approved bonds. Assessed value is not necessarily equivalent to the market
value of property as it was originally set back in 1978 and is annually adjusted based on:

e The lesser of the change in the California Consumer Price Index or 2%
e The value of any new construction or improvements to the property
e The market value, if the property is sold

Assessed value of property is set as of January 1 of each year to generate tax revenue for
the fiscal year that begins the following July 1. Thus, revenue collected in each fiscal year
is generated from assessed value set the January 1 of the previous fiscal year resulting in a
lag between changes in economic conditions and property tax receipts.

The property tax revenues generated from the general 1% of assessed value is then
distributed to all taxing agencies within the property’s boundaries based on Assembly Bill 8
(AB8) factors. On average, the District receives approximately 16% of the total general
property tax revenue collected within its boundaries.

The District has 4,182 parcels within its boundaries, which make up a total assessed value
of $8,665,570,500 for 2013-14. This assessed value generated $86.6 million of total tax
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revenue distributed to all overlapping taxing agencies, including the District, the County of
Santa Barbara, Montecito Union School District, Cold Spring Union School District, Santa
Barbara Unified School District, and Santa Barbara Community College District, among
others. Of this, the District will receive approximately $13.9 million for 2013-14. The
specific property tax distribution for each taxing agency is not readily available. However,
throughout the County, on average, school districts receive approximately 46% and the
County itself receives 26% of the property taxes generated, as shown in Chart 2.

CHART 2

County-Wide, General (1%) Property Tax Revenues
Are Distributed Among All Taxing Entities
County of Santa

Barbara
25.5%

School Districts
45.6%

Dependent
Special Districts
{ 7.7%
/ | Cities
Independent Redevelopment 10.6%
Special Districts Agencies
4.7% 5 8%

Over the past 10 years, the District’s property tax allocations have increased by an average
of 5.5%, as shown in Chart 3, demonstrating a healthy tax base during a time when
property values were declining in many areas of the State. The average annual percentage
increase in property taxes is calculated based on the annual compounded rate of growth.
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CHART 3

The District's Property Tax Allocations Have Increased by
an Average of 5.5%6 Over the Past 10 Years
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Property tax revenues are distributed periodically throughout the year, based on when the
County receives tax revenues from property owners. Thus, the typical distribution is:

e 559% in December
e 40% in April
¢ 5% in June

Without a diverse revenue stream, the District needs to be cautious of its cash flow and
must be aware of potential changes to the tax base that could greatly impact its main
revenue stream.

The average assessed value per parcel in the District is $2,072,111. Table 1 shows the top
10 taxpayers in the District and the 2013-14 assessed value of each property.
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TABLE 1
Top 10 Taxpayers for 2013-14 in Montecito FPD

%0 of Total

Type of Assessed

Property Property Assessed Value Value
009-352-009 Hotel $152,000,000 1.75%
009-283-021 Residential $137,232,684 1.58%
007-230-001 Residential $89,888,038 1.04%

Residential
009-640-001 Retirement $54,301,579 0.63%
Community
013-080-007 College $48,475,998 0.56%
009-021-069 Residential $29,991,782 0.35%
011-060-040 Residential $28,381,481 0.33%
007-050-026 Hotel $27,025,141 0.31%
155-250-030 Residential $25,667,602 0.30%
011-080-032 Residential $24,783,253 0.29%

These top ten taxpayers make up 7.14% of the total assessed value in the District and
generate just under $1 million of property tax revenue for the District. Significant changes
to the value of these parcels will impact the District’s property tax revenue stream. With
the top 10 taxpayers making up a large portion of the District’s tax base, it demonstrates a
lack of diversity, which may call for a higher reserve level than other districts with a similar
size tax base.

Of the 4,182 parcels in the District, 3,650 are residential, making up 87% of the total tax
base, as shown in Chart 4. This further emphasizes the point that the District’s tax base
lacks diversity, with a large portion of the tax base made up of residential properties.
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CHART 4

Approximately 87% of the District's Tax Base is
Residential

Residential
3,650
87.28%

Vacant Land
405

Commercial

e 32
\ 0.77%

/ Farm
Miscellaneous 7

36 0.17%

0.86%
Institutional Recreation
29 23
0.69% 0.55%

The District’s past revenue trends can also provide valuable information about the condition
of the District’'s finances. Over the past five years, the District’'s overall revenues have
remained relatively level at approximately $14 million, as shown in Chart 5. Although the
District saw some minor declines in revenue of less than 3% per year from 2009-10 through
2011-12, the District’s overall revenue stream remained very stable and healthy.
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CHART 5
The District's General Fund Revenues Have Been Relatively
Stable Over the Past 5 Years, at Around $14 Million
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The largest percentage change in revenue from a particular category was from
Intergovernmental Revenues, which includes State and Federal Emergency Assistance
funds. It is expected that such funding varies as these funds are typically a reimbursement
for emergency services performed by the District, which naturally would vary from one year
to the next.

When forecasting future revenues, we suggest focusing primarily on property taxes. We
can evaluate past trends and make adjustments for anticipated changes to the tax base. As
previously shown in Chart 3, property tax revenues have increased by an average of 5.5%
per year, calculated based on the average annual compounded growth rate. But, the more
recent real estate market trends do not necessarily reflect the rapidly growing pace
demonstrated from the early 2000s through 2009. Therefore, the 10-year average annual
growth rate is not appropriate for projecting future tax revenues.

The 5-year average annual growth rate of 2.2% may also not be reflective of the future
trends as there were several years of limited growth. However, the 5-year average growth
rate would result in a more conservative assumption that can be reasonably applied to a
multi-year budget projection. Any property tax revenue growth rate should be evaluated
annually as multi-year projections are completed.
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Chart 6 shows the estimated property tax revenue the District will see based on an annual
growth rate of 2.2%.

CHART 6

Applying the 5-Year Average Annual Growth Rate of 2.2%o,
Would Result in Future Property Tax Receipts Exceeding
$15 Million by 2017-18
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Other Revenue Sources

One notable revenue source that is typically collected by fire districts in California, but not
present with the District, is development impact fees. These specifically are fees charged
on new construction projects to mitigate their capital impacts on a fire district. Such fees
are justified and charged through a “nexus study” under Government Code 66000 et. seq.
and are imposed on all new construction projects or expansion projects in excess of 500
square feet.

New construction can cause a detrimental financial impact on fire districts as it can dilute
the effectiveness of capital facilities and equipment on a community. As the community
grows, additional burdens are placed on a fire district and as a result create a financial
impact related to the capital needs of the agency. Development impact fees, or mitigation
fees, are a mechanism for new development to pay its share of the capital costs.

Historically, the District has opted to not charge development impact fees in Montecito as
such fees are imposed on expansion projects in excess of 500 square feet as well as new
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construction. We recommend that the District revisit this policy and confirm that this is in
line with the current desires of the community.

If the District were interested in considering a mechanism for new development to mitigate
its impacts without creating a fee that is imposed on expansion projects for existing
residents, the District could consider the creation of a Community Facilities District (CFD).
In addition to the common annual taxation methodology, a CFD can be structured to impose
a one-time tax, similar to an impact fee, on new construction projects within its boundaries.
The boundaries and tax formula are flexible and up to the District’s discretion. Capitol PFG
is able to provide more detailed information on CFD options if the District is interested in
pursuing this type of endeavor.

Comments and Findings Related to Revenues

e The District has a wealthy and relatively stable tax base that is mostly comprised of
residential property.

0 The lack of diversity in the tax base poses some concerns related to the long-
term stability of revenues as the top ten taxpayers make up more than 7% of the
total tax base.

o0 However, the tax base demonstrated that during a time of substantial declines in
the real estate market, property values in the District remained stable as the
District never saw a decline in tax revenues.

o0 The lack of diversity of the tax base should be considered when considering
revenue reserves, but balanced by the demonstrated long-term stability.

e The District is not collecting development impact fees.
0 This policy should be re-evaluated to determine whether this is in line with the
current desires of the community.
o0 Consider alternative development mitigation measures, such as a CFD.
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Expenditures

For most public agencies, 80%-85% of the General Fund budget is allocated towards
salaries and benefits. As shown in Chart 7 the District’'s 2012-13 actual salaries and
benefits cost was approximately 82.5% of the total General Fund budget, which is in-line
with other public agencies.

CHART 7

In 2012-13, Salaries and Benefits Were 82.5% of the
District's Total General Fund Budget

Salaries and
Employee Benefits
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8 670 Supplies
8.62% S e

iflr Ghiigo? ’ “\_services and

Capital Assets
0.61%

Annual expenditure trends have remained fairly stable over the past five years, as shown in
Chart 8, with the exception of 2010-11, when the District spent approximately $3.52
million from proceeds of a Pension Obligation Bond (POB) to extinguish side fund pension
obligations. More detail related to the POB is described later in this report, which will
explain how this POB lowered the District’s annual side fund obligation by approximately
$162,000. When removing this expenditure, the District’'s overall expenditures have
remained stable.
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CHART 8
Overall District Expenditures Have Remained Stable Over
Past Five Years, at Approximately $12 Million
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This expenditure trend is in-line with the stable revenue trend over the past five years.
Even though the cost of living and resulting operational costs have increased over this
timeframe, it appears as though the District has made expenditure cuts to ensure that the
amount of expenditures does not exceed the annual revenues received. This is further
evaluated below.

Measuring and evaluating the expenditure levels of local government requires as much
artistry as it does science. Essentially, no general framework can be used effectively
without practical judgment and specific knowledge of a jurisdiction. Assessing financial
components cannot be determined in a vacuum. Economic, political, legislative, and
factors, combined with each jurisdiction’s specific response to these external forces,
determines the appropriate expenditures levels.

Expenditure levels for fire districts can vary drastically from one agency and jurisdiction to
another. Several factors impact the expenditure levels for a fire district including:

e Community demographics

e Community demand for service
e Response time goals

e Response time challenges
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e Terrain

e Accessibility of roads and properties

e Fire hazard risk

¢ Number of fire stations

e Ability to share resources with other agencies or departments (e.g., maintenance
service, business function, etc.)

Essentially, District policy and community demands dictate the priorities for adequate
staffing levels and necessary other operational expenditures. A district’s financial condition
is ultimately evaluated based on the ability of the agency to meet its expenditure
obligations through its available revenue sources. The District has consistently
demonstrated an ability to do this, as described in more detail later in this report.

Comments and Findings Related to Expenditures

e The proportion of expenditures for Salaries and Benefits is in-line with proportionate
expenditures of most public agencies.

e The District’s five year expenditures have remained relatively stable, with no unusual
spikes in spending.

e Expenditure levels should reflect the service demands of the Montecito community.
0 Board policy should reflect these community service demands, which are then
reflected in expenditure levels.
= With careful consideration to ensure that expenditures are within revenue
limitations.

Comparison of Revenues to Expenditures

There are three different revenue and expenditure comparisons to evaluate related to the
District’s finances:

e Annual Revenues Over Expenditures
e Cash Flow
e Fund Balance

Annual Revenues Over Expenditures

Over time, in order to demonstrate a strong financial position, the District must show that
annual expenditures are set at a level to be funded through annual revenues. No deficit
spending was identified throughout the course of our analysis, but in the event that deficit
spending occurs, it should be limited in nature and a plan for reducing future deficit
spending should be put in place. With property tax revenues in particular, it is important to
demonstrate that the use of the tax revenue is being used to fund the services the revenue
is generated for in the period the revenue is generated. This ensures that current property
owners are not paying for the services of the past.
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The District’s annual revenues have consistently exceeded expenditures over the past five
years, as shown in Chart 9 enabling the District to build up fund balances.

CHART 9

Considering All District Funds, The District's Annual
Revenues Have Consistently Exceeded Expenditures Over
the Past Five Years
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Cash Flow

In addition to considering the overall fiscal year sufficiency of revenues and expenditures, it
is important to understand the annual cash flow. Since the District’'s primary revenue
source is property taxes which come in predominantly three times per year — December,
April and June — the District must ensure adequate cash flow to fund operational
expenditures during the fiscal year before property taxes are received. As with most public
agencies that are dependent primarily on property taxes, the District’'s cash is lowest in
November, right before property taxes are received, as shown in Chart 10. This provides
complications for making November and perhaps early December payroll obligations.

The District has historically utilized internal borrowings to fund cash shortfalls. This is an
appropriate use of available cash and typically the most cost-effective cash flow option.
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CHART 10

A Majority of the District's Revenues Come During
December and April, Based on the Timing of Property Tax
Collections, While Expenditures are Relatively Evenly
Distributed Throughout the Year
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In order to avoid the need for an annual cash flow borrowing, the District can consider
maintaining cash reserve funds in a sufficient amount to fund these periods of cash
shortfall. This is discussed in more detail in the Reserves section of this report.

Fund Balance

Assessing the adequacy of the level of fund balance is an important component to
evaluating an agency’s financial health. Additionally, trends in the agency’s fund balance
provide insight as to whether the agency has an improving or deteriorating financial
position.

The District has maintained a healthy fund balance over the past five years, as shown in
Chart 11, which has increased as revenues have consistently exceeded annual
expenditures. The District maintains a designated General Fund balance of approximately
$1.2 million, representing almost 10% of its annual budget. Additionally, the District has an
undesignated General Fund balance of over $1 million with over $10 million in the Capital
Projects Fund. This results in a total ending 2012-13 fund balance of approximately $12.5
million.
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CHART 11

The District Has Maintained a Designated GF Balance of $1.2 Million,
Representing 9.6% of the 2012-13 Budget, with an Undesignated
Fund Balance of Over $2 Million. Capital Fund Balance Has
Increased Over The Past 5 Years
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Fund balance levels will vary based on the type of public agency, as well as economic and
budgetary risks. Moody’s Investor Service (Moody’s) provides a scorecard for U.S. local
government agencies as a tool to evaluate the agency’s credit profile. One component of
the scorecard is fund balance as a percentage of revenues. Moody’s indicates that a Very
Strong (‘Aaa’ rated) credit will have a fund balance of at least 30% of revenues. Appendix
B shows the full Moody’s scorecard.

Net Assets

An evaluation of net assets identifies the District’'s assets, or resources used to provide
service and operate the government, as compared to its liabilities, or its obligations to turn
over resources to other organizations or individuals. The difference between the District’'s
assets and its liabilities is called “net assets”. Essentially, net assets are what the District
would have left over after satisfying its liabilities. Net assets are an indicator of an agency’s
financial position or its financial standing at a given point in time, typically at the end of the
fiscal year. Financial position can be tracked over time to assess whether an agency’s
financial health is improving or deteriorating.

The amount of assets is reported in a variety of ways, depending on the nature of the asset.
Cash amounts are essentially the cash balance at the end of the fiscal year. Most
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investments are reported at their fair value as of the end of the fiscal year. Capital assets
are generally reported at historical cost less accumulated depreciation.

Liabilities typically represent the balances remaining to be paid, although there may be
some exceptions. For example, long-term debt may include amortized discounts or
premiums. Also, deferred revenues are reported as liabilities. For example, the District
may be required to provide a particular service and contribute resources of its own before it
qualifies to use resources provided by the state or federal governments. These would be
considered deferred revenues.

As shown in Chart 12, the District has high net assets of approximately $19 million. This
further demonstrates a strong financial position.

CHART 12
The District's Total Net Assets Are Approximately $19.6
Million, Demonstrating a Strong Financial Position
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Comments and Findings Related to the Comparison of Revenues to Expenditures

e Historically, the District has avoided deficit spending with annual revenues exceeding
annual expenditures.
0 This demonstrates a healthy financial position even during a difficult economic
time.
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e With the high dependence on property tax revenues, the District will annually face cash
shortfalls, typically in November and early December, before property tax revenues are
received.

0 The District can use reserves or other cash sources to meet these cash flow
shortfalls instead of relying on cash flow borrowings.

e The District maintains healthy fund balances at a level that is considered “Very Strong”
by Moody'’s.

Summary of the Evaluation of Revenues, Expenditures and Overall Financial
Condition

As previously demonstrated in Figure 1, and re-stated in Figure 2, there are three main
components to the assessment of an agency’s financial position — near-term financing,
financial position, and economic condition.

FIGURE 2

Near-Term Financial Economic
Financing Position Condition
's N s A ' R
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The District has demonstrated a strong ability to meet its short term financial obligations
and cover operating outflows by consistently funding annual expenditures through annual
revenues and avoiding deficit spending. A healthy fund balance demonstrates the District’s
preparation for contingencies.

The District’s financial position is very strong with assets of over $23 million and liabilities of
approximately $4.6 million. The District has net assets of approximately $19 million.
Overall, the District’s has a stable to improving financial situation further demonstrating the
strength of its financial position.
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The economic condition of the District is healthy. Even though there is not a substantial
breadth to the tax base with a large portion of the properties residential, it is a very wealthy
tax base that has demonstrated an increasing assessed value. The overall tax base

withstood a depressed economic environment without resulting in a decrease in property
tax revenues to the District.

i
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BUDGETING

Types of Budgets

A public agency may not spend public funds without the legal authorization to do so.
Among other things, a budget appropriates public funds, thereby providing the legal
authorization from the governing body to expend these funds. Budgeting typically involves:

e Establishing goals and priorities
e Allocating resources according to those goals and priorities
e Comparing actual expenses and revenues to those estimated in the current budget

It is the primary function of the District’'s governing board to set the financial goals and
policies of the District. A budget should reflect these goals and provide the framework for
financial implementation. It is important that the budget development process is inclusive
and transparent. Techniques can be used by a district to ensure this transparency,
including the creation and circulation of a budget development calendar that clearly sets
forth the timing and expectations of all parties related to budget development.

There are three types of budgets that can be used as a tool to set and allocate an agency’s
resources:

1) Annual Budget
2) Long-Term Budget
3) Capital Budget

Annual Budget

The Annual Budget authorizes and provides the basis for control of financial operations
during the fiscal year. Figure 3 provides a summary of the budget process typically used
to develop and implement the Annual Budget. The budget process specifically
recommended by the National Advisory Council on State and Local Budgeting practice as
encouraged by the Government Finance Officers’ Association is included as Appendix C.
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FIGURE 3
Budget Process Expenditures
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The Annual Budget should reflect the broad goals and level of service expected by the
Montecito community, within the financial constraints of the District.

The Annual Budget is typically created based on the actual expenditures from the prior fiscal
year, with adjustments made for known changes to revenues or expenditures as well as
changes based on new policy direction from the Governing Board.

The District adequately prepares an Annual Budget based on the prior year’'s expenditures
and includes its Finance Committee as part of the process. The best guide as to the
adequacy of the District’'s Annual Budget is based on the comparison of the District’s Budget
to actual expenditures. This is described in more detail later in this report.

Long-Term Budget

In addition to the Annual Budget, a Long-Term Budget, also referred to as a Multi-Year
Budget or financial forecast, may be prepared to present estimates of available financing
and financing requirements for several fiscal periods. The purpose of a Long-Term Budget
is to evaluate current and future fiscal conditions to guide policy and programmatic
decisions. A Long-Term Budget is a fiscal management tool that presents estimated
information based on past, current and projected financial conditions. This will help identify
future revenue and expenditure trends that may have an immediate or long-term influence
on policies, strategic goals or levels of service.

Long-Term Budgets are planning documents that are strongly recommended as a necessary
tool for efficient financial management. A Long-Term Budget is typically less detailed than
an Annual Budget, but will provide both revenue and expenditure trends and identify any
key issues on the horizon. Such Long-Term Budgets can show expiring revenue sources
and the resulting expenditures that should be eliminated as a result. They can also show
future operational costs that need to be built into a budget to reflect the operations of a new
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station that is not planned in the current fiscal year. More simply, these Long-Term
Budgets can ensure that ongoing revenues will be sufficient to meet anticipated future
expenditures and prepare an agency in the event that future budgetary changes are
needed. It is often easier to make operational cuts over several years instead of large-scale
cuts in a single fiscal year.

Currently, the District funds 100% of the employees’ share of the pension contribution,
referred to as Employer Paid Member Contributions (EPMC), and employees are paying a
cost share of 4.5% of the employer contributions. Assembly Bill 340 (Public Employees’
Pension Reform Act of 2013) changed pension formulas for new employees hired after Jan.
1, 2013 which in turn, has reduced the rates the District pays for these employees. When
the District's existing employment Memorandum of Understandings (MOUs) are
renegotiated, the District will no longer be able to make the EPMC for employees hired after
Jan. 1, 2013. Additional changes imposed by Assembly Bill 340 will require that all
employees, by the year 2018, pay up to 50% of the total normal cost of their pension
benefit, up to an 8% contribution rate for miscellaneous members, and a 12% contribution
rate for local police officers, local firefighters, and county peace officers. Based on the
CalPERS Actuarial Valuation reports for June 30, 2012, the estimated pension costs for FY
2014/15 are $1,458,293. Applying Assembly Bill 340’s 2018 cost share requirements to
today’s dollars, the District’'s estimated future savings in pension expenditures would be
$448,858. This future savings should be incorporated into a Long-Term Budget.

Additionally, in 2018, the District will have made the final debt payment on the POB,
reducing expenditures by approximately $740,000 as compared to the current budget. Both
of these items will result in a reduction in expenditures.

In a Long-Term Budget, the District can show the elimination of these expenditures and
plan for a reallocation of the revenues that are currently being used to fund these
expenditures.

When actual figures are not available, an inflationary index can be applied to actual
revenues and expenditures to provide some indication of future levels. On the revenue
side, since a vast majority of the District’s revenue is based on property taxes, average
assessed value growth rate assumptions can be used to estimate future tax revenues. The
revenues section of this report identifies a 2.2% property tax growth rate as an appropriate
rate for future projections, based on the District's 5-year average annual increase in
property tax receipts.

On the expenditure side, the most widely applied inflation indices is the Consumer Price
Index (CPl). However, we recommend that more specific indices be utilized in order to
more accurately reflect inflation that the District may experience given the nature of its
expenditures. The District can break down its expenditures into three categories —
Employment Costs, Services and Supplies, Capital Costs — and apply a specifically
appropriate index to each category.

Currently, the District has a contract in place that specifically identifies employment costs
through 2016. However, when actual employment cost information is not available, for
salaries and benefits costs, the Employment Cost Index (ECI) can be applied to current cost

i
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levels to estimate future employment costs. The ECI is published by the U.S. Bureau of
Labor Statistics and includes an overall total compensation index as well as separate
categories for Wages and Salaries and Benefits. For Services and Supplies expenditures,
the Municipal Cost Index (MCI) can be used. The MCI is published by the American City and
County magazine and estimates the rate of inflation for purchase specifically by American
municipalities. Chart 13 shows the ECI and MCI since 2001. For construction costs, there
are several Construction Cost indices that can be utilized based on the specific type of
construction to be taken on by the District.

CHART 13

Since 2001, the Overall Cost of Municipal Services Has
Increased by an Average of 3.13% Per Year. During that
Time, Total Employee Compensation Costs Have Increased
by an Average of 2.95% Per Year
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Capital Budget

Capital Budgets may be prepared to present proposed capital outlays and the proposed
means of funding them. For a fire district this should include:

e Station construction needs

e Apparatus, vehicle and equipment purchases

e Station refurbishment and modernization

e Apparatus, vehicle and equipment replacement

Capital needs can be large scale in nature and can be funded through several years of
budgetary contributions. As current taxpayers are contributing to the depreciation of capital
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assets, it is reasonable that funds are set aside for future capital refurbishment and
modernization needs. Additionally, as future taxpayers will be benefitting from capital
improvements, it is reasonable that the cost of capital is spread over several budget years
of taxes.

The future funding requirement related to apparatus, vehicle and equipment replacement is
also an important component of a Capital Budget. The Capital Budget should include
expenditures based on the funding levels identified in a district’'s Capital Plan. The District
has informal capital plans and budgets for station construction needs and a documented
apparatus, vehicle and equipment replacement and purchase plan. However, it is
recommended that these tools are memorialized in a comprehensive Capital Plan and
resulting Capital Budget. The creation of a Capital Plan is addressed later in this report.

Each public agency should consider policies for funding capital needs to balance the current
and future taxpayer obligations. The financial policies can be reflected in a Capital Budget.

Comparison of Budgets to Actual Revenues and Expenditures

A comparison of the District’'s budget to actual revenues and expenditures can provide
insight related to the accuracy of the budget and areas where additional focus may be
needed. Areas with consistently large variances should be re-evaluated as part of the
annual budget development process to consider whether budget adjustments may be
necessary to adequately reflect the District’s actual financial practices. This could be an
indication that the budget implementation, which equates to actual expenditures, is not in-
line with the policy goals set forth during budget development. This could also mean that
changes to District financial policy are being implemented outside the budget development
process.

As shown in Chart 14, the District’'s most substantial variance in budget as compared to
actual revenues was 4.48%, in 2008-09. The largest dollar variance is in the
Intergovernmental Revenues category. Given the nature of this revenue source, it is not
uncommon for a large variance to occur. Therefore, there is no specific area of focus that
we would recommend related to the revenue variances.
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CHART 14

Over the Past Five Years, the District's Budget to Actual
Revenue Variance has Ranged from 0.52% to 4.48%. The
Variance in Intergovernmental Revenue Makes Up the
Largest Dollar Variance
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As shown in Chart 15, the expenditure variances range from a low of 4.48% in 2012-13 to
a high of 7.06% in 2011-12. There is a large dollar variance in both the Salaries and
Benefits and Services and Supplies categories, but on a percentage basis, the variance for
the Salaries and Benefits categories is reasonable. Prior to 2012-13 there were substantial
variances in the Services and Supplies category, with a variance in excess of 20% in fiscal
years 2010-11 and 2011-12. However, in 2012-13, the variance was 2%. We would
recommend further review of the Services and Supplies budget to determine whether the
recent trend showing a small variance is more in line with what to expect in future annual
budgets.
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CHART 15

Over the Past Five Years, the District's Budget to Actual
Expenditure Variance has Ranged from 4.47% to 7.06%
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Comments and Findings Related to Budgeting

e The District’s annual budget development process can be more clearly stated to enhance
communication and opportunities for input.

o District staff is in the process of creating a budget calendar. We would
recommend utilizing and circulating this budget calendar so that all stakeholders
are informed of expectations related to the budget development process. This
will improve transparency in budget development.

0 The District’s Governing Board should provide general policy guidelines that are
reflected in the budget itself.

= Such policy guidelines should be communicated to staff early in the
budget development process to ensure that they can be adequately
incorporated into the budget with the ability to provide alternatives, if
necessary.

e The District should consider the creation of a Long-Term Budget to evaluate overall
revenue and expenditure trends to help foresee future financial challenges.
o This will enable issues to be addressed before they reach a level of concern.
o It will also enable the District to plan for a reallocation of revenues currently
allocated to sun setting expenditures.
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e The District should consider memorializing its existing capital plans into a formal Capital
Budget that can provide the framework for the future funding of the District’'s capital
needs.

0 This includes: a rehabilitation and modernization plan for funding future
improvements to the existing fire stations; the existing apparatus, vehicle and
equipment replacement plan; as well as the District’'s previously identified new
construction needs to meet service demands and the apparatus, vehicles and
equipment needed for any new stations.

e Monitoring the variance between budget categories and actual expenditures can identify

areas that may need to be adjusted in future budget cycles.
0 Large variances should be explained.
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RESERVES

It is essential that local governments maintain adequate levels of reserves to mitigate
current and future risks, such as revenue shortfalls and unexpected expenditures. Reserve
levels are a crucial consideration, too, in long-term financial planning. Credit rating
agencies monitor levels of reserves in an agency’s general fund to evaluate their continued
creditworthiness. Those interested primarily in an agency’s creditworthiness, financial or
economic condition are likely to favor increased levels of reserves. Opposing pressures
often come from unions, taxpayers and citizens’ groups that may view high levels of
reserves as excessive. It is the Governing Board’s responsibility to balance these two
interests and ensure the long-term financial solvency of the District.

It is recommended that the District establish a formal policy on the level of reserves that
should be maintained. The policy should specify plans for increasing or decreasing the level
of reserves if it is inconsistent with the policy. The Government Finance Officers Association
(GFOA) recommends that at a minimum, government agencies, regardless of size, maintain
unrestricted reserves in their general fund of no less than two months of regular general
fund operating revenues or expenditures. For the District, because of the erratic trend in
receipt of revenue, we recommend using two months of operating expenditures to
determine the minimum level. For 2013-14, this would equal approximately $2.2 million.
The District may want to consider an added level of security and set aside three months of
operating expenditures, which would equate to $3.3 million.

Furthermore, an agency’s particular situation may require a level of reserves in excess of
the recommended minimum level. This is based on a variety of factors:

e The predictability of revenues and the volatility of expenditures
o Higher levels of reserves may be needed if significant revenues sources are
subject to unpredictable fluctuations or if operating expenditures are highly
volatile
e Its exposure to significant one-time outlays
o0 This would include: disasters, immediate capital needs, state budget cuts,
etc.
e The availability of resources in funds other than the general fund
o Deficits in other funds may require a higher level of reserved be maintained in
the general fund as the availability of resources in the other funds may
reduce the amount of funds available in the general fund
e Liquidity
0 A disparity between when financial resources actually become available to
fund expenditures
¢ Commitments and assignments
0 Agencies may wish to maintain higher levels of reserves to compensate for
any portion of reserves already committed or assigned for a specific purpose

Several of these factors are relevant to the District and could impact the recommended
reserve levels.
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Predictability of Revenues and Volatility of Expenditures

Based on the five year history of revenues and expenditures in the District, there is not a
high degree of volatility in either revenues or expenditures. However, the District’'s
minimum expenditure levels are relatively fixed in order to respond to the service needs of
the Montecito community. The revenues, on the other hand, are dependent on the tax
revenue generated from the tax base. As previously described, the District does not have a
very diverse tax base, with approximately 87% of its parcels having a residential use and
the top 10 taxpayers making up over 7% of the total tax base. Some consideration should
be given to the residential real estate market and the lack of diversity in the tax base when
considering reserve levels. However, we would not recommend a specific reserve fund
beyond the economic uncertainties reserve related to the predictability or volatility or
revenues and expenditures.

Exposure to Significant One-Time Outlays

A catastrophic event is a real possibility in Montecito, with the community’s terrain and
geography. There are two impacts the District could face from a large scale disaster, such
as a fire: (1) significant loss in the tax base, (2) large scale fire suppression expenditures.
The District currently has reserves of approximately $1.2 million designated for this
purpose.

We recommend the District set aside funding equal to the amount of property tax generated
from at least 10% of the tax base to address significant loss in the tax base. Based on
2013-14 assessed values, this would equal approximately $1.4 million. Additionally, we
recommend the District set aside funding equal to approximately 5% of total General Fund
expenditures to address large scale fire suppression expenditures. Based on the 2013-14
Budget, this would equal approximately $700,000. The combined amount recommended
would total $2.1 million for a catastrophic event reserve, which would require an additional
$900,000 to what the District currently has set aside.

Availability of Resources in Funds Other Than the General Fund

The District’'s main exposure to this risk is related to capital expenditures. Without a
separate capital revenue stream, the General Fund is ultimately responsible for capital
expenditures, whether new construction, acquisition, refurbishment or replacement. We
recommend that the District adjusts its existing Capital Reserve. The amount set aside in
this reserve should be based on the future capital needs of the District.

We further recommend that the District memorialize its identified capital needs into a formal
Capital Plan to provide specific guidance related to the appropriate capital reserves needed.
This Capital Plan should respond to the service demands of the community as it relates to
new station construction and the resulting apparatus, vehicle and equipment needed to
serve the new station. The Plan should also include an analysis of the future modernization
and refurbishment needs of the existing stations and an apparatus, vehicle and equipment
replacement plan that considers the condition of each item and identifies a replacement
cost. The reserve levels can be established based on the funding needs and financing
strategies identified in the Capital Plan. Various financing strategies may result in a need
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for additional capital reserves. For example, if the District were to take on a borrowing, we
would recommend capital reserves specifically related to the borrowing of at least one debt
service payment.

Liquidity

Due to the timing of property tax receipts as compared to average monthly expenditures,
the District will have annual cash shortfalls. This can be mitigated by borrowing from
reserves on hand. We do not recommend setting aside additional funds specifically for cash
flow; however, other reserves should be made available for cash flow purposes to the
extent they are not needed for their designated purpose.

Creation of a Reserve Policy

We recommend that the District create a formal reserve policy. Such a policy can help
guide the District’s overall reserves. Such a policy can address:

e Types of reserve funds necessary

e Mechanism for calculating the amount of reserves needed in each category
e Considerations for drawing on reserve funds

e Plans for building reserves over time

o Timeline for re-evaluating reserve levels

Estimated Reserve Levels (Based on the 2013-14 Budget)

e Economic Uncertainties Reserve - $2,200,000 - $3,300,000

e Catastrophic Event Reserve: Loss of Tax Base & Large Scale Fire Suppression
Expenditures - $2,100,000

e Capital Reserve — TBD

Total Reserves = $4,300,000 to $5,400,000 + Capital Reserves

Comments and Findings Related to Reserves

o A formal District policy on Reserves can be created to clarify and set the appropriate
reserve levels to meet District objectives.
o0 Recommended reserve levels are set forth above based on the District’s current
financial status.

e The District should consider memorializing its identified capital needs into a formal
Capital Plan and resulting Capital Budget to guide in the allocation of capital reserves
and resources which address:

= Station construction needs

» Apparatus, vehicle and equipment purchases

= Station refurbishment and modernization

= Apparatus, vehicle and equipment replacement
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OTHER POST-EMPLOYMENT AND PENSION BENEFITS

Other Post-Employment Benefits (OPEB)

The District provides retiree healthcare benefits for employees who retire with PERS pension
benefits. The District pays for medical, dental, and vision premiums for the lifetime of the
retiree and their eligible dependents. The District participates in the Public Agency
Retirement System (PARS) Public Agencies Post-Retirement Health Care Plan Trust Program
(PARS Trust), which is a single employer irrevocable trust established to fund other
postemployment benefits.

GASB 45 Actuarial Valuation

The Governmental Accounting Standards Board Statement No. 45 (GASB 45) directs certain
changes in accounting for OPEB in order to quantify a government agency’s current liability
for future benefit payments. GASB is directed at quantifying and disclosing OPEB
obligations, and does not impose any requirement on public agencies to fund such
obligations. Under GASB 45, the District is required to perform actuarial valuations once
every three years.

On May 6, 2013, Demsey, Filliger and Associates completed the District’'s most recent
actuarial valuation. The valuation calculates the present value of all future benefits
expected to be paid by the District for its current and future retirees (known as the Present
Value of Future Benefits or PVFB). As of July 1, 2013, the PVFB is valued at $12,795,732.
If the District were to place this amount in a trust fund earning interest at the rate of 6.5%
per year, and all other actuarial assumptions were exactly met, the fund would have exactly
enough to pay all expected benefits. The valuation apportions the PVFB into past service
and future service components. The Accrued Liability (AL) for past service is valued at
$10,082,480. If a plan has been funded by the employer since its inception, the plan’s
assets will theoretically be equal to the AL. On the valuation date, the PARS trust was
valued at $2,746,320, leaving the District with an UAL valued at $7,336,160 or 27%
funded. The actuarial methods and assumptions are provided in the valuation.

The PVFB is used to calculate the Annual Required Contributions (ARC), which is the amount
needed on an on-going basis to pay for benefits in the current year for active employees
plus amortize the UAL. According to the valuation, for 2013-14, the valuation determined
the ARC to be $913,893, consisting of a service cost of $352,109 representing the present
value of future benefits accruing in the current year for current employees, and $561,784
representing the amortization of the UAL due to retirees. The ARC is adjusted based on the
net OPEB Obligation, which results in an annual cost of $911,176. GASB 45 requires
disclosure of the current expense of OPEB based on the ARC, but does not require funding
of it.

In 2013-14, the annual pay-as-you go cost for retiree health benefits is $414,412. The
pay-as-you-go amount is currently paid from the District’'s operating funds. The District
budgeted an additional $786,540 from operating funds to prefund the PARS Trust.
Together, the annual pay-as-you-go-expense and prefunding totaled approximately $1.2
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million. Theoretically, when fully funded, on an on-going basis, the PARS Trust will be
sufficient to cover retiree healthcare benefits for the District’'s current and retired
employees.

Contributions to the PARS Trust are made at the discretion of the Board. Based on available
funding, we estimate that over the next three years, the District can annually increase its
contribution to prefund the PARS Trust by $800,000. Total annual contributions to the PARS
Trust would be approximately $1.6 million, which excludes the pay-as-you-go cost of
$414,412. Going forward, the cumulative total for annual contributions to the PARS Trust
and pay-as-you go cost would be approximately $2 million.

The source of the additional $800,000 would be funded from existing cash on hand
designated for Station 3, discussed in more detail later in this report. Although the
additional $800,000 will not fully fund the PARS Trust over the next three years, it will
accomplish several goals:

e Substantially increase the funded status of the PARS Trust.

e Accelerate the time period for when pay-as-you-go payments can be paid from the
PARS Trust rather than out of the operating budget.

0 The District would still budget for the annual service cost.

e Allow for a conservative and measured approach in that annual contributions over a
three year period allow the District to “dollar cost average” into the investment.

e Allow the District to take advantage of relatively high investment returns that are
available through the PARS Trust.

e Provide financial flexibility by affording the District with the opportunity to continue
to assess its capital needs and reassess its OPEB assumptions, level of catch-up
payments for both OPEB and CalPERS, and funding status at the time of its next
valuation.

Unlike a contractual payment such as a home mortgage, OPEB liabilities are not fixed
obligations subject to a stated payment schedule. OPEB liabilities are based on actuarial
valuations, which are subject to continual revision. For this reason, we recommend that the
District adopt an approach that allows it to adapt to multi-year changes.

Assets in PARS Trust

As of February 28, 2014, the PARS Trust had a balance of approximately $2,970,365. The
District has selected HighMark Plus (Active) as the PARS Trust investment. In February
2014, the District switched its investment objective from moderate to balanced. The
balanced strategy provides growth of principal and income, with capital appreciation
comprising a larger portion of total return than dividend and interest income. The
investment contains a mix of approximately 57% equities, 39% fixed income, and 4% cash.
Based on the District’s February 2014 investment report, the HighMark investment has an
annualized investment return of approximately 7.89% over the previous three years.

Although the PARS Trust is irrevocable, the District retains flexibility over the amount paid
into the trust as well as disbursements that can be paid out of the PARS Trust. The PARS
Trust is not required to be funded at a particular level. In order to maximize the financial

i

FHIRE Page 32



FIN COMP. 129

benefits of the PARS Trust, the District can prepay the annual contribution, plus the pay-as-
you-go amount for retirees receiving benefits, at the beginning of each fiscal year, and
make disbursements from the PARS Trust. In the event that the District overfunds the
PARS Trust, or wishes to see reimbursement for prior contributions, money paid into the
PARS Trust can be withdrawn as long as the money is spent or reimbursed for retiree health
care expenses. The District’'s PARS consultant can provide additional information on the
flexibility of the District’s plan.

Analysis of Discount/Investment Rate

DFA values pension and retiree health plans using a 6.5% investment rate in order to
reduce the possibility that the 7.5% investment goal will not be reached. This rate is
revisited every three years when the valuation is performed. It is reasonable to assume a
lower rate of 6.5% on OPEB since the District has selected an investment vehicle that
appears to have a more conservative investment objective.

As of January 31, 2014, the CalPERS investment portfolio contained a mix of 65% equities,
15% fixed income, 10% real estate, 4% cash and 6% other. The more aggressive nature of
these investments has resulted in a return of approximately 7.91% over the most recent 10
years, and over 5.5% during the inception of the District’s HighMark investment.

For comparison purposes, Moody’s utilizes current market interest rates as the guide to
discount the present value of future pension benefits. Specifically, Moody’s utilizes the
Citibank Pension Liability Index, which is a high-grade, long term, taxable bond index. The
average 20 year rate over the past six months is approximately 5.00%. This rate reflects
the historically low interest rates associated with fixed income. Moody’s competitor, Fitch
Ratings, uses a less aggressive investment assumption of 7.00% to estimate a districts
funded ratio.

With regard to the more conservative assumption used by Moody’s, their approach is geared
to a slightly different purpose. The index used by Moody’s is geared toward the private
sector. It is utilized by Moody’s to promote better comparability when evaluating the
creditworthiness of state and local government borrowers. In concept, public agencies
would not typically use the bond index approach given the perpetual nature of their
existence. Moreover, the District’s investment vehicle in the PARS Trust should have a
higher investment rate than a bond index due to its exposure to equities in the asset mix.

If the District were to use more conservative discount/investment rates than the rates
currently used, the UAL will increase as would the annual expense. Rather than using more
conservative interest rates, we believe the District can achieve a comparable objective by
voluntarily increasing payments to the PARS Trust. The investment returns in the PARS
trust should be monitored and adjusted accordingly.

Further Consultation with PARS

We understand that when the PARS Trust is fully funded, retiree benefits will be paid from
the Trust rather than the District’s operating budget. The District should consult with PARS
regarding the ability to make annual OPEB contributions into the PARS Trust, including the
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pay-as-you-go amount for retirees receiving benefits, at the beginning of each fiscal year,
and make disbursements from the PARS Trust. This will allow District to reduce net costs
by taking advantage of greater investment earnings in the PARS Trust. If incorporated
retiree benefits would be paid from the PARS Trust.

Comments and Findings Related to OPEB

e In 2013-14, the District contributed approximately $786,000 from its operating budget
to prefund the PARS Trust. Beginning in 2014-15, and over the following two years, we
recommend that the District increase the annual contribution by approximately
$800,000 to the PARS Trust for a total contribution of approximately $1.6 million per
year over a 3 year period.

0 The source of the additional $800,000 per year is existing cash on hand that is
currently designated for Station 3.
= This “reallocation” affords the opportunity for a more efficient use of cash.
= However, if the District does not pursue the recommendations set forth
regarding Station 3, an adjustment to this contribution amount will need
to be addressed.
0 Assuming a 6.5% investment rate, the market value of assets in the PARS Trust
is estimated to grow to more than $9 million over a three year period, which will
substantially reduce the District’'s UAL at an accelerated rate.

e Potential risks are increasing healthcare costs, which can add to the OPEB cost, and a
lower asset value due to investment returns below the assumed 6.5% investment rate.

e The investment assumption of 6.5% should be reviewed on a periodic basis.

e The District currently earns approximately 0.369% on deposits held in the County
Investment Pool. The District can increase interest income by holding funds not
currently needed in the PARS Trust.

0 The PARS Trust offers flexibility in terms of withdrawing funds as long as those
funds are used for retiree benefits. A strategy to further explore with PARS is
making pay-as-you-go payments out of the PARS Trust.

Pension Plan

The District contributes to the California Public Employees Retirement System (CalPERS) for
its employee pension plan. The employee contribution level for District Miscellaneous
members is 8%, while District Safety member’s contribution level is 9% of annual salary.
The District’'s MOUs provide for the District to make these contributions for the employees
on their behalf, and is required to contribute an actuarially determined employer
contribution rate for both member groups. The District reports that with the
implementation of Assembly Bill 340, which limits the employer contribution for the
employee’s share of the contribution for employees hired on or after January 1, 2013, the
District will be paying 6.5% of the Miscellaneous member cost and will continue to pay 9%
of the Safety cost until a new Memorandum of Understanding is established.
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Employer Contribution Rates

Based on the CalPERS Miscellaneous Plan Actuarial Valuation Report for June 30, 2012
(2012 Valuation), the employer contribution rate for 2014-15 is 19.161% based on
projected covered payroll of $986,304. In dollar terms, this equates to $182,274 if prepaid
at the beginning of the fiscal year. The Miscellaneous Employee’s current 4.5% cost share
provides a savings of $44,384, reducing the Employer expenditure to $137,890.

Based on the CalPERS Safety Plan 2012 Valuation, the employer contribution rate for 2014-
15 is 23.948% based on projected covered payroll of $5,524,492. In dollar terms, this
equates to $1,276,019 if prepaid at the beginning of the fiscal year. The Safety Employee’s
current 4.5% cost share provides a savings of $248,602, reducing the Employer
expenditure to $1,209,985.

In 2015-16, the contribution rates contained in the Miscellaneous and Safety Plan 2012
Valuations are projected to increase to 20.2% and 25.5%, respectively. The increase is due
to several assumptions such as investment return of 7.5%, projected salary and merit
increases, payroll growth, and actuarial methods for amortizing the unfunded liability and
smoothing investment gains and losses on investments. The projected increase in
contribution rates will cause the District’'s annual pension cost to increase. The actual
employer contribution rate will be known when the 2013 valuation is published in October
2014.

Actuarial Unfunded Liability

As of February 2014, CalPERS estimated the funding status of the Public Employees’
Retirement Fund (PERF), as of June 30, 2012, to have a funded ratio of 70.4% for
Miscellaneous Plans, and 68.7% for Safety Plans. Although a fully funded plan is ideal, our
research found that less than 1% of the 1,764 Public Agency Pooled Plans had a funding
status of 100%. The circumstances surrounding how and why the plans are fully funded
was not explored. The bulk of the plans have a funding status between 65%-80%.

According to the Miscellaneous and Safety Plan 2012 Valuations, the District’'s Miscellaneous
Plan has a funded ratio of 74.5% based on a market value of assets basis, which equates to
unfunded liability on a market value basis of approximately $1.5 million. The Safety Plan
has a funded ratio of 75.8% based on a market value of assets basis, which equates to
unfunded liability on a market value basis of approximately $13.7 million.

Although the funded ratio is below our target of 80%, the District’s funded ratios are better
than average. Due to the actuarial basis on the funded ratio, in the event the District
wishes to periodically make additional payments to increase the funded status to over 80%o,
District staff should consult with CalPERS.

Discount Rate

The 2012 Valuation is based on a discount rate of 7.5%. CalPERS periodically adjusts the
discount rate based on economic assumptions such as the allocation and performance of its
investment portfolio. The discount rate of 7.75%, which was established in 2003, was
reduced to 7.5% effective for the June 2011 Valuation.
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Based on our review of historical returns, the discount rate of 7.5% appears reasonable
considering the multi-generational nature of the plan, and historical returns measured on a
20 year, rolling average. A history of the CalPERS returns is shown in Chart 16.

CHART 16

Since 1990, CalPERS Returns Have Averaged 8.80%bo, with
the Most Recent 10 Years Averaging 7.91%o
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For purposes of understanding the impact of the volatility of the discount rate on the
unfunded liability, it is helpful to review the unfunded liability with a more conservative
discount rate. This is demonstrated by actuarial projections performed by the District’'s
independent actuary, Demsey, Filliger and Associates (DFA). Based on a 6.5% discount
rate, the unfunded accrued liability (UAL) for the Safety and Miscellaneous pension plans, as
of June 30, 2013, was $20.8 million and $2.0 million, respectively. This equates to a
funding ratio of 70% and 72%, respectively. In order to better understand market risk
associated with the discount rate, we recommend that the District continue to have DFA
provide an update of the pension UAL when the OPEB valuations are performed.

Other Adjustments to Pension Data

Moody’s makes adjustments to pension data in order to improve the comparability of
reported pension liabilities among State and local government bond issuers. After studying
Moody’s methodology, we believe that the District should not replace its reported liability
information based on adjustments utilized by the credit rating agencies. Although such
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adjustments are helpful when evaluating comparative credit quality, they are not based on
an actuarial methodology and don’t reflect the flexible nature of pension liabilities.

Advance Funding of Side Fund

A Side Fund is a fund created by CalPERS to account for the difference between the funded
status of the pool and the funded status of a District’s plan. It is in addition to the District’s
unfunded liability. A positive Side Fund balance reduces the District’s contribution, and a
negative balance increases the employer contribution.

In order to refinance the District's Side Fund debt, the District issued a taxable 2011
Pension Obligation Bond (POB) in the amount of $3.5 million. In fiscal year 2014-15,
annual payments are approximately $767,000. However, payments begin to decline to
approximately $452,000 in fiscal 2017 and approximately $150,000 in fiscal 2018.

The interest rate on the POB is 4.52%; term 7 years; and savings of $162,000 based on a
discount rate of 7.75%. The IRS treats interest on the POB as taxable, meaning that the
interest rate is greater than it would be on a tax-exempt bond issued for a capital project.
The POB is not subject to early prepayment. The outstanding balance is approximately
$2,634,000.

Comments and Findings Related to the Pension Plan

e The District has a well-managed debt and pension profile.

e The Safety and Miscellaneous Plans are sufficiently funded, particularly when compared
to other public agencies.
o If the District has sufficient resources, we recommend that the District target a
funding ratio of at least 80%.
= There may be room to make additional catch-up payments to the extent
that the District has available cash that is not needed for reserves and
operations.
= The District is not required to maintain a funding ratio of 100%b.
0 Pension contributions are expected to increase in 2015-16 by approximately 1-
1.5% of covered payroll.
0 By the year 2018, the District will see decreases in pension expenditures due to
the effects of Assembly Bill 340.

¢ In fiscal year 2014-15, POB annual payments are approximately $767,000. However,
payments begin to decline to approximately $452,000 in fiscal 2017 with the final
payment of approximately $150,000 in fiscal 2018, when the POB is fully repaid in 2018
this will increase available revenues for future use.
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CONSTRUCTION OF STATION 3

The District has two basic options for funding the land acquisition, design and construction
of Station 3:

e Pay cash
e Borrow all or a portion of funds and repay over time

Cash can be used to the extent it is not needed for other purposes. Once fund balances
have been applied to the appropriate reserve funds, the District can evaluate the amount
remaining and the best use of such funds. This should be compared to the cost of
borrowing funds to pay for the construction of the station.

Fire stations are typically financed through a lease type structure whereby the District
retains ownership of the project being financed and leases it to a non-profit corporation.
The non-profit corporation sells its right to receive lease payments to an investor. The sales
price paid by the investor represents loan proceeds that are deposited with the District. The
District uses the loan proceeds to acquire and construct the fire station.

Like mortgage interest rates, interest rates available to public agencies are based on market
interest rates. Rates fluctuate on a daily basis and are fixed for the duration of the loan
when the borrower and lender enter into a loan agreement. In the current interest rate
environment, the District can borrow at low tax-exempt rates ranging from approximately
2.6%-3.7% for a seven to fifteen year borrowing. The actual rate depends on the timing,
term and structure of the borrowing.

Loan origination costs vary based on a number of factors (legal, financial, banking title etc.)
For illustration purposes, we assume that the origination costs on a $5,000,000 loan would
be approximately $100,000. We would assume slightly higher interest rates, particularly for
the shorter term loans due to a modest allowance for early prepayment as early as 5 years.
For illustration purposes, a range of annual payments would be as follows:

e $818,000 for a 7 year loan @ 3.0%
e $605,000 for a 10 year loan @ 3.25%, and
e 3$450,000 for a 15 year loan @3.7%

Should the District wish to further pursue this type of option, project costs, and financing
costs can be managed to bring about the best result for the District.

Loans for fire stations take approximately three months to complete. There is not a
requirement for a down payment. It is possible for the District to pay cash for the property,
and finance the construction. The District would need to fund interest during the
construction or utilize its existing fire station as collateral for the loan. We anticipate that
the District would retain the option of prepaying the loan after five years.

The decision to borrow funds for the new station can be weighed against the alternative
uses for the District’'s available cash. As described in this report, if the District is earning
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6.5% on funds in the OPEB Trust and can borrow for station costs at 3%-3.7%, then it
makes sense to use cash to fund the OPEB Trust and borrow for the station as it is more
financially favorable use of funds.

Further, when considering a borrowing, the District should consider the impact on its net
assets. The District’s overall liabilities would increase by a slightly higher amount than
assets after taking interest costs into consideration, but with the substantial level of current
net assets, the District would remain financially sound.

If deciding to borrow money, the District may want to consider increasing Capital Reserves
equal to one debt service payment to further enhance the security and financial stability
related to the financing strategy.

The District could consider cash funding a portion of the new station costs, such as the land
acquisition portion, especially if the acquisition and construction will occur at separate
times. We would not recommend two separate financings as that could result in
unnecessary borrowing costs. But, the District could reimburse itself for land costs out of a
future borrowing if cash could be better allocated toward alternatives. A simply
“Reimbursement Resolution” would need to be adopted by the Board before the land
acquisition is funded in order for this strategy to be implemented.

In the event that the District does not want to borrow money to fund the construction of
Station 3, but still finds the construction necessary to meet the service demands of its
constituents, then the station can be cash funded. However, this would mean that the
District would not be able to make the additional OPEB contribution.

Comments and Findings Related to Station 3 Construction

e If Station 3 is needed to provide the desired level of service to the community, given the
rate of return on the OPEB Trust, it is financially beneficial to utilize some the funds
currently set aside for the new station and borrow to fund the construction of the new
station.

0 This could include a cash payment for the acquisition of the land with a
reimbursement of land costs from a future borrowing.

e However, if the District is not comfortable borrowing money, then the station can be

cash funded.
o This would eliminate the additional OPEB contribution.
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RECOMMENDATIONS

Based on the analysis and findings summarized in this report, Capitol PFG has established
the following recommendations for the District:

Revenues, Expenditures and Cash Flow

e Review the District’s current policy related to the collection of development impact fees
and determine whether it is in-line with the current desires of the community to not
impose such fees.

o If impact fees are not desirable but the District wishes to create a mechanism for
new development to mitigate its impacts, the formation of a CFD could be
considered.

e Continue to use available reserves to fund General Fund cash shortfalls instead of
borrowing from other entities.

Budgeting

e Clearly communicate the Budget development process through the formal creation of a
budget calendar that informs all stakeholders of the plan and expectations regarding
Budget development.

e Develop clear policy guidelines that reflect the desires of the community to be
incorporated into the Budget. District staff can then provide budgetary detail to respond
to the policy level direction that is further reviewed and refined by the District’'s Finance
Committee and Board. Once the Budget is adopted, it is staff's responsibility to
implement the Budget directives. Accountability is achieved through interim and annual
financial reports and statements. If policy changes mid-year, amendments to the
Budget may be necessary. Budget variances should be analyzed and explained to
ensure that the actual expenditures are in line with the Budget and ultimately policy
direction.

e Consider the creation of a Long-Term Budget to enhance financial management
practices. This Long-Term Budget should be high level in nature and utilize known
revenues and expenditures as well as trend analysis, with augmentations for known
changes in revenues and expenditures.

¢ Memorialize the District’s identified capital needs in a formal Capital Budget in
conjunction with the creation of a formal Capital Plan. The Capital Plan should include
identification of needs, estimated costs and financing options for: new station
construction; acquisition of apparatus, vehicles and equipment; refurbishment and
modernization of existing stations; and replacement for apparatus, vehicles and
equipment. The financial portion of the Capital Plan can then be incorporated into a
Capital Budget. This overall plan can guide the District on the Capital Reserves that are
necessary and the appropriate way to allocate large-scale capital costs over several
budget years.
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Reserves

e Develop a formal District policy on Reserves which identifies the type of reserve funds
and the appropriate levels of such reserves as well as detail regarding when reserves
can be utilized and when they should be re-evaluated. We recommend four specific
types of reserve funds for the District:

o0 Economic Uncertainties — equal to 2-3 months of operating expenditures

0 Catastrophic Events: Loss of Tax Base & Large Scale Fire Suppression
Expenditures — equal to 10% of property tax revenues + 5% of total General
Fund expenditures

0 Capital — Based on funding needed to implement Capital Plan plus one debt
service payment if any debt outstanding

OPEB and Pension

e Build up the OPEB Trust.

0 Since the District’'s CalPERS funding ratio is near the recommended level, the
primary focus should be on prefunding the PARS Trust.

0 By making annual payments of $1.6 million per year over the next three years.
Approximately $800,000 to be derived from Station 3 funds.

0 We recommend that the contributions be made over time, through dollar cost
averaging, rather than a single lump sum deposit. The District will have the
opportunity to make adjustments to the levels of contributions when the next
Actuarial Valuation is prepared in 2016.

e As appropriate, the District should maximize its investment income by holding funds not
currently needed in the PARS Trust. This includes increasing contributions and advance
funding pay-as-you-go payments. The PARS Trust offers the District some flexibility in
terms of withdrawing funds on deposit as long as those funds are used for retiree
benefits.

e Achieve a CalPERS funding ratio of over 80% based on a market value of assets and a
7.5% discount rate.

e The investment returns in CalPERS and the PARS Trust should be monitored on an
annual basis, and the investment rate periodically adjusted based on CalPERS
adjustments and earnings rates available to the PARS Trust. The optimal time for
adjusting the investment rate is when the District prepares the Valuation Report, which
is prepared every 3 years.

Fire Station No. 3

¢ We recommend that the District keep $2 million in its capital account for the acquisition

of Fire Station 3 property. The District can then finance the construction of the Fire
Station as this is a long term capital asset.

o Interest rates are at historic lows and the District will financially benefit from

borrowing money at a low, tax-exempt interest rate and building the cash
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deposits in its PARS Trust. The District can also use tax-exempt financing to
acquire the Fire Station 3 property or reimburse itself for the acquisition.
If a borrowing is not a comfortable option for the District, but Fire Station 3 is
needed in order to meet the service demands of the community, pay cash for the
station and reduce the additional OPEB contribution previously described.

i
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Actuarial Report: A valuation of pension or retiree health plan that is performed by a
certified actuary based on certain demographic assumptions such as salary scale, retirement
age, turnover, death, and disability assumptions as well as economic assumptions such as a
discount rate and the smoothing of gains or losses.

Accrued Liability (AL): Present value of future benefits already earned for active and
retired members. The accrued liability is offset by the market value of assets. Balances in
pension and health plans are measured based on the percentage of the accrued liability
funded i.e., ideally, 80% or more funded.

Actuarial Value of Assets: Used for the purpose of smoothing investment gains and
losses so they are partially recognized in the year they are incurred, with the remainder
recognized in subsequent years. This helps dampen large fluctuations in the employer
contribution rate.

Actuarially Determined Contribution: Replaces “Annual Required Contribution” effective
Fiscal Year 2014-15. Does not change the contribution, methods, or assumptions.

Ad Valorem Property Taxes: Taxes calculated upon the assessed value of the property.

Amortization: (1) The portion of the cost of a limit life or intangible asset charged as an
expense during a particular period. (2) The reduction of debt by regular payments of
principal and interest sufficient to retire the debt by its maturity.

Annual OPEB Cost (AOC): The ARC is adjusted for interest on the NOO

Annual Required Contributions (ARC): Consists of current year, normal cost plus 30
year amortization of the unfunded accrued liability (UAL). It is determined by multiplying
the employer contribution rate by the payroll. If the contribution is fully prepaid in a lump
sum, then the ARC is equal to a lower payment. See Actuarially Determined Contribution.

Apportionment: The distribution of property tax collections to individual taxing agencies.

Arbitrage: The profit made by issuing bonds bearing interest at tax-exempt rates, and
investing the proceeds at materially higher taxable yields.

Assembly Bill 8 Factors: The percentage of each taxing jurisdiction’s share of the 1%
general property taxes within a particular tax rate area.

Assessed Value: The dollar value of property determined by the County Assessor or the
State Board of Equalization (BOE) for the purposes of taxation.

Assets: The resources an agency can use to provide services and operate.

Credit Rating: Evaluations of the credit quality of notes and bonds usually made by
independent rating services. Credit ratings are intended to measure the probability of
timely repayment of principal and interest on municipal securities. Ratings are initially
made before issuance and are periodically reviewed and may be amended to reflect changes
in the issuer’s credit position. The information required by the rating agencies varies with
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each issue, but generally includes information regarding the issuer’s demographics, debt
burden economic base, finances and management structure.

Debt Service: The total of interest, principal and mandatory sinking fund payments.

Deficit Spending: The amount by which spending exceeds revenue over a particular period
of time.

Depreciation: Depreciation is a method of spreading the cost of constructing or acquiring a
capital asset over the asset’s useful life. Most commonly, this is done by dividing the
difference between the original cost of a capital asset and its salvage value by the number
of years of useful life of the asset.

Development Impact Fee (or Mitigation Fee): A monetary fee charged by a local
government agency to an applicant in connection with the approval of a development
project for the purpose of defraying all or a portion of the cost of public facilities related to
the development project. The legal requirements for enactment are set forth in
Government Code section 66000 et. seq.

Discount Rate: Is the actuarial expected investment rate of return. Effective Fiscal Year
2014-15, in situations where there is not a long term plan for funding benefits, the discount
rate is equal to a high quality 20 year tax-exempt municipal bond index rate.

Fiscal Year: The period of July 1 through June 30.

GASB 67: Financial Reporting for Pension Plans. Effective Fiscal Year 2014-15. Amends
GASB 25

GASB 68: Accounting for Pensions by Employers. Effective Fiscal Year 2014-15. Amends
GASB 27.

Investment policy: asset allocation, the assumed long term investment rate of return
(discount rate) and how it was determined.

Liabilities: An agency’s obligations to turn over resources to other organizations or
individuals.

Net OPEB Obligation (NOO): The cumulative difference between annual OPEB cost in
relation to the ARC and the employer’s contributions. The net OPEB obligation is reported
as a liability (or asset) in the accrual-basis financial statements.

Moody’s Investors Service (Moody’s): One of three, leading credit rating agencies who
have published adjustments to re-report pension plan data in an effort to increase
transparency and consistency to the analysis of pension liabilities.

Net Pension Liability (NPL): Effective Fiscal Year 2014-15, replaces Net Pension
Obligation. The NPL equals the actuarial liability minus fair or market value of assets. The
NPL is added to balance sheet for all employers.
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Nexus Study: A study that justifies the imposition of Development Impact Fees by
demonstrating a connection between the fee and the needs created by development and the
benefit incurred by development.

Normal or Service Cost Method: Annual cost of service accrual for upcoming fiscal year
for active employees.

Pension Expense: Replaces Annual Pension Cost (APC) effective Fiscal Year 2014-15.
Recognized during each fiscal year and reflects recognized changes in the NPL. It is not an
annual contribution. It takes into consideration the normal or service cost plus interest on
the NPL, less expected investment return on the market value of assets as well as liability
and asset gain or losses and plan changes.

PARS: An irrevocable trust held by the Public Agency Retirement Services. Assets held in
the trust reduce the Accrued Liability (AL) of the retiree health plan.

PEPRA: Public Employees’ Pension Reform Act of 2013.

Rolling Amortization Period: An amortization period that remains the same each year
rather than declining.

Secured Property: Real property, such as land or permanent structures.

Supplemental Taxes: Additional taxes stemming from a re-assessable event.
Supplemental tax is generated when the new net assessed value exceeds the old net
assessed value and the difference between the two values is multiplied by the tax rate then
prorated from the event of the reassessment to the end of the fiscal year.

Tax Rate: The factor levied per $100 of net assessed valuation. Tax rates are TRA specific.

Tax Rate Area (TRA): A geographical area comprised of a unique combination of taxing
agencies.

Taxing Agency: An entity, such as the county, cities, schools and special districts, that has
statutory authority to levy ad valorem taxes or fixed charge assessments.

Unfunded Accrued Liability (UAL): An actuarially determined unfunded cost for past
services rendered. It is the difference between the AL and the market value of assets.

Unsecured Property: Property that can be relocated and is not real estate, such as
business equipment, fixtures, boats or airplanes.
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APPENDIX C: NATIONAL ADVISORY COUNCIL ON STATE AND LOCAL
BUDGETING PRACTICE’S BUDGET DEVELOPMENT PROCESS

ESTABLISH BROAD GOALS TO GUIDE GOVERNMENT DECISION MAKING

1. Assess community needs, priorities, challenges and opportunities

2. ldentify opportunities and challenges for government services, capital assets, and
management

3. Develop and disseminate broad goals

DEVELOP APPROACHES TO ACHIEVE GOALS

4. Develop financial policies

5. Develop programmatic, operating, and capital policies and plans

6. Develop programs and services that are consistent with policies and plans
7. Develop management strategies

DEVELOP A BUDGET CONSISTENT WITH APPROACHES TO ACHIEVE GOALS
8. Develop a process for preparing and adopting a budget

9. Develop and evaluate financial options

10. Make choices necessary to adopt a budget

ASSESS PERFORMANCE AND MAKE ADJUSTMENTS
11. Monitor, measure, and assess performance
12. Make adjustments as needed

1
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STAFF REPORT

Prepared for: Montecito Fire Protection Finance Committee
Prepared by: Chief Hickman, Araceli Gil, and Geri Ventura

Date: May 5, 2014
Topic: 2013/14 Budget Adjustments and Recommendations
Summary

There are anticipated variances in expenditures identified for the 2013/14 Budget that will avail
approximately $280,099 in additional funds within the District’s General Fund 3650.

$153,899 + from Salaries and Employee Benefits budget category, $128,935 from the Services
and Supplies budget category, and -$2,735 in Capital Assets. (See Attachment 1)

Discussion

After receiving the “Financial Analysis Related to Budgeting and Long Term Liabilities”
(Report) presented by Capital PFG, staff began to analyze the District’ s revenues and
expenditure trends and identified several variances.

The Report indicated that “it isimportant to demonstrate that the use of the tax revenue is being
used to fund the services the revenue is generated for in the period the revenue is generated.”

We spoke with Cathy Dominico to discuss the options we have to appropriately deal with these
variances. She reiterated that it is best to spend the revenues in the year they are generated and
stated that it is best practice to spend the funds within the budget category in which they are
designated during the budget approval process (such as Salaries and Employee Benefits and
Services and Supplies).

There are severa options available to deal with these variances:

1. Identify new expenditures that could be purchased or completed prior to the fiscal year
ending 2013/14.
a. If itemsare purchased from funds within the same budget category that the
variances are in, no action isrequired.
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b. If items are to be purchased utilizing funds from a different budget category, it

requires Board approval.
i. Thiswill show as abudget category variance, but will be balanced overall
within the District’s General Fund 3650.
2. Do nothing, and allow the funds to become residual carryover.

a. Residual carryover can be re-allocated with no negative impact to help fund any
of the proposed reserve accounts recommended in the Report.

b. Residual carryover can be spent next year (for example, to make additional
Retiree Medical OPEB contributions, or provide additiona funding for the hazard
/ vegetation reduction program). While this can be done, it can result in deficit
spending, as the revenues were received during the previous fiscal budget.

Taking Ms. Dominico’ s recommendation into account, the only item that can benefit from
utilizing the excess funds in the Salaries and Employee Benefits budget category would be
additional contributionsto line item 6475 Retiree Medical OPEB.

Within the Services and Supplies budget category, we have identified $41,400 in items that cost
$5,000 or less, that would benefit the District by purchasing them now. (See Attachment 2)
These items would be spent within the existing budget category. It isimportant to note that the
item(s) must be purchased or completed before June 30, 2014. It isfor this reason that we are
only recommending additional funding of $5,000 for this year’s hazard /vegetation reduction
program. Our Wildland Specialists are completely committed through the end of this year with
existing projects.

Additionally, staff hasidentified four other items that have costs over $5,000 which would
necessitate them being allocated from Capital Assets. (See Attachment 2) The total amount
estimated for the four itemsis $84,560.

The District has also received revenues from fire assignment reimbursements that have not yet
been allocated. There are also severa options available to address these revenues.

1. Do abudget amendment to reallocate fire assignment reimbursements to specific line
item(s) (For example Line item 6475 Retiree Medical OPEB)
a. Requires Resolution of the Board

2. Do nothing, and allow the funds to become residual carryover.
a. Residual carryover can be re-allocated with no negative impact to help fund any
of the proposed reserve accounts recommended in the Report.
b. Residual carryover can be spent next year (for example, to make additional
Retiree Medical OPEB contributions, or provide additional funding for the hazard
/ vegetation reduction program). While this can be done, it can result in deficit
spending, as the revenues were received during the previous fiscal budget.
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Recommendations

1. Usethe anticipated excess fundsin the Salaries and Employee Benefits budget category
to provide additional Retiree Medical OPEB contribution.

2. Usethe excess fundsin the Services and Supplies budget catagory to purchase items that
can be accomplished or purchased prior to June 30, but not previously identified.

3. Allow thefire assignment reimbursements to become residual carryover and re-allocate
them into one of the reserve accounts recommended in the Report once the Board adopts
aReserve Policy.
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Montecito Fire Protection District

Budget Projections as of 4/30/14

Actual Projected
6/30/2014 4/30/2014 4/30/2014 | Projected Projected
Fiscal Year Year-To-Date Budget Expenses in Dollar Projected
Line Item Account Budget Actual % Variance | May/June Variance % Variance
Salaries and Employee Benefits
6100 -- Regular Salaries 6,364,335 4917,844 1,446,491 | 1,356,169 90,322 98.6%
6300 -- Overtime 850,000 693,369 156,631 287,500 (130,869) 115.4%
6400 -- Retirement Contribution 1,793,563 1,369,457 424,106 370,383 53,723 97.0%
6475 -- Retiree Medical OPEB 786,540 - 786,540 786,540 - 100.0%
6550 -- FICA/Medicare 97,358 72,166 25,192 25,192 - 100.0%
6600 -- Health Insurance Contrib 1,216,410 1,099,606 116,804 103,000 13,804 98.9%
6700 -- Unemployment Ins Contribution 9,715 8,494 1,221 1,221 - 100.0%
6900 -- Workers Compensation 759,407 576,488 182,919 56,000 126,919 83.3%
Total Salaries and Employee Benefits 11,877,328 8,737,422 3,139,906 2,986,007 153,899 98.7%
Services and Supplies
7030 -- Clothing and Personal 20,036 18,045 1,991 1,991 - 100.0%
7050 -- Communications 74,115 62,055 12,060 12,060 - 100.0%
7060 -- Food 2,600 1,130 1,470 1,470 - 100.0%
7070 -- Household Expense 22,550 19,535 3,015 3,015 - 100.0%
7090 -- Insurance 29,867 29,867 (0) - - 100.0%
7120 -- Maintenance - Equipment 95,880 90,937 4,943 10,000 (5,057) 105.3%
7200 -- MTC-Struct/Impr & Grounds 20,500 24,134 (3,634) 3,500 (7,134) 134.8%
7322 -- Consulting & Mgmt Fees 3,100 2,199 901 901 - 100.0%
7324 -- Audit and Accounting Fees 25,305 23,965 1,340 1,340 - 100.0%
7400 -- Medical, Dental and Lab 20,564 7,223 13,341 8,000 5,341 74.0%
7430 -- Memberships 2,500 2,252 248 248 - 100.0%
7440 -- Miscellaneous Expense 90,000 29,515 60,485 60,485 - 100.0%
7450 -- Office Expense 25,851 21,794 4,057 4,057 - 100.0%
7460 -- Professional & Special Service 336,500 214,582 121,918 65,000 56,918 83.1%
7506 -- Administrative Expense (SBC) 173,000 150,687 22,313 - 22,313 87.1%
7507 -- ADP Payroll Fees 6,000 5,251 749 1,500 112.5%
7530 -- Publications & Legal Notices 2,000 1,188 812 812 - 100.0%
7580 -- Rents/Leases-Structure 5,535 2,829 2,706 875 1,831 66.9%
7630 -- Small Tools & Instruments 38,016 37,460 556 556 - 100.0%
7650 -- Special Departmental Expense 48,223 14,858 33,365 21,500 11,865 75.4%
7653 -- Training Fees & Supplies 2,000 826 1,174 - 1,174 41.3%
7671 -- Special Projects 27,000 4,161 22,839 2,800 20,039 25.8%
7730 -- Transportation and Travel 17,000 8,877 8,123 4,000 4,123 75.7%
7731 -- Gasoline-Oil-Fuel 50,000 43,496 6,504 6,504 - 100.0%
7732 -- Training and Travel 71,000 36,727 34,273 16,000 18,273 74.3%
7760 -- Utilities 45,000 39,924 5,076 5,076 - 100.0%
Total Services and Supplies 1,254,142 893,517 360,625 231,690 128,935 89.7%
Capital Assets
8300 -- Equipment 29,690 32,425 (2,735) - (2,735) 109.2%
Total Capital Assets 29,690 32,425 (2,735) - (2,735)
Total Expenditures 13,161,160 9,663,364 3,497,796 3,217,697 280,099 97.9%
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Montecito Fire Protection District

Additional Expenditures Request

Salaries and Employee Benefits

Line Item Description  Line Item # Description Amount
|Retiree Medical OPEB 6475 Additional contribution to PARS 153,000 |
Total Salaries and Employee Benefits $ 153,000
Services and Supplies
Line Item Description  Line Item # Description Amount
Communications 7050 Battery pack UPS for Gibraltar 1,995
Household 7070 Coffee makers (Office and Sta. 1) 1,340
Household 7070 Microwave ovens 1,095
Structure Improvements 7200 Restroom partitions 3,220
Hazard Mitigation 7440 Supplement budget for additional project 5,000
Small Tools 7630 45 minute air bottles (6) 6,178
Small Tools 7630 Scott AP75 Air Pak (4) 19,872
Various Various |Additional small purchases 2,700
Total Services and Supplies Purchases 41,400
Capital Assets
Department Line Item # Description Amount
Special District Expense 8300 Inflatable Fire Safety Smoke House 19,103
Communications 8300 Eaton 93E UPS Back-up 21,732
Small Tools 8300 Recon Ill Probe, Color Camera 7,975
Medical Supplies 8300 Cardiac monitor LP15 and charger 35,750
Total Capital Assets Purchases 84,560

Total Additional Expenditures $ 278,960
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Montecito Fire Protection District
Budget Projections as of 4/30/14

Actual Projected
6/30/2014  4/30/2014 4/30/2014 | Projected Projected
Fiscal Year Year-To-Date Budget Expensesin  Dollar
Budget Category Budget Actual % Variance | May/June Variance
Salaries and Employee Benefits 11,877,328 8,737,422 3,139,906 | 2,986,007 153,899
Additional Proposed Expenditures (153,000)
Total Salaries and Employee Benefits Variance at 6/30/14 899
Projected Services and Supplies 1,254,142 893,517 360,625 231,690 128,935
Additional Proposed Expenditures (41,400)
Total Services and Supplies Variance at 6/30/14 87,535
Capital Assets
Projected Capital Assets 29,690 32,425 (2,735) - (2,735)
Additional Proposed Expenditures (84,560)
Total Capital Assets Variance at 6/30/14 (87,295)
Total Expenditures Variance at 6/30/14 1,139
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Montecito Fire Protection District
Preliminary Budget FY 2014-15

FIN COM P. 167

April 1, 2014
Prelim. Budget Final Budget Increase/
FY 2014-15 FY 2013-14 (Decrease)
REVENUES
3010 Property Tax: Secured (0% Increase) 13,133,310 13,092,378 40,932
3011 Unitary 96,768 95,036 1,732
3020 Property Tax: Unsecured 602,642 560,700 41,942
3054 Supplemental Property Tax 119,717 126,656 (6,939)
3380 Interest 10,000 14,345 (4,345)
3409 Rental Property Income 48,864 48,864 -
4220 Homeowners Property Tax Relief 85,087 77,800 7,287
5909 Other Misc Revenue 182,145 182,038 107
Westmont Payment 4,225 4,118
AMR - ALS First Responders 93,112 93,112
Dispatch Services Agreement CSFD 84,808 84,808 -
ESTIMATED GENERAL FUND REVENUES 14,278,532 14,197,817 80,715
EXPENDITURES
Salaries & Employee Benefits
6100 Regular Salaries 6,431,936 6,261,035 170,901
6100 Uniform Allowance 45,500 45,500 -
6100 Augxiliary 20,000 20,000 -
6100 Directors fees 29,250 37,800 (8,550)
6300 Overtime 850,000 850,000 -
6400 Retirement Contributions 1,888,792 1,793,563 95,229
6475 GASB 45 Prefunding 810,136 786,540 23,596
6550 FICA/Medicare Tax 98,258 97,358 900
6600 Insurance 1,310,905 1,214,948 95,957
Health Insurance 1,097,537 1,028,739
Dental Insurance 173,035 147,245
Vision Insurance 32,361 30,943
Life Insurance 7,972 8,021
6600 Employee Assistance Program 1,462 1,462 -
6700 Unemployment Insurance 8,925 9,715 (790)
6900 Workers Compensation Insurance 650,648 759,407 (108,759)
Total Salaries & Employee Benefits 12,145,813 11,877,328 268,485
Services & Supplies
7030 Clothing & PPE 8,000 20,036 (12,036)
7050 Communications 79,820 74,115 5,705
Operational 73,500
Web site hosting 1,500
SBCO IT services 3,700
CDCE Tablet Connectivity 1,120
7060 Food 2,500 2,600 (100)
7070 Household 20,850 22,550 (1,700)
Operational (Unisource/other) 8,000
Shop towels/turnouts service 5,000
Marborg refuse services 5,000
Bottled water 1,750
Rental housing - refuse 1,100
7090 Insurance: Liability/Auto/Prop. 31,000 29,867 1,133
7120 Equipment Maintenance 93,750 95,880 (2,130)
Operational 67,000 67,000
Annual Tri-Tech maintenance 24,000 22,000
VP! annual maintenance 1,850 1,850
RAWS annual maintenance service 900 900
7200 Structure Maintenance 22,000 20,500 1,500
Operational 16,500
Rental housing 5,500
7322 Rental Property Management 3,100 3,100 -
7324 Audit & Accounting Fees 24,000 25,305 (1,305)
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Montecito Fire Protection District
Preliminary Budget FY 2014-15

April 1, 2014
Prelim. Budget Final Budget Increase/
FY 2014-15 FY 2013-14 (Decrease)
7400 Medical & First Aid Supplies 13,850 20,564 (6,714)
Operational 9,000
Lifepack maintenance service 2,850
AED for Type 6 Patrol 2,000
7430 Memberships 2,500 2,500
7440 Miscellaneous - Hazard Mitigation 90,000 90,000 -
7450 Office Expense 12,000 25,851 (13,851)
Operational 12,000
7460 Professional & Specialized 267,500 336,500 (69,000)
Other Operational 20,000
Legal services 90,000
IT services 42,000
Medical exams 30,000
Medical Director 6,000
Mapping support 5,000
CAD preplans 7,000
EMT Instruction 3,500
Helicopter Charter to Diablo 9,000
Citygate SOC study 55,000
7506 Property Tax Administration 173,000 173,000
7507 ADP Payroll Fees 6,000 6,000
7530 Publications & Legal Notices 2,000 2,000 -
7580 Rents & Leases - Structure 5,500 5,535 (35)
7630 Small Tools & Instruments 6,630 38,016 (31,386)
Operational 3,630
Haz mat small tools 3,000
7650 District Special Expense 38,500 48,223 (9,723)
Operational (permits/fees) 5,000
Election expenses 23,000
LAFCO 10,500
7653 Paramedic/Adv. Med. Train. - 2,000 (2,000)
7671 Special Projects 7,500 27,000 (19,500)
Fire Prevention Week materials 4,000
Pre-hazard abatement brochure 3,500
7730 Transportation & Travel 12,000 17,000 (5,000)
7731 Gasoline/Qil/Fuel 55,000 50,000 5,000
7732 Training 42,000 71,000 (29,000)
Operational 40,000
Paramedic/Adv. Med. Train. 2,000
7760 Utilities 47,000 45,000 2,000
Operational 42,000 40,000
Rental housing - utilities/secured tax 5,000 5,000
Total Services & Supplies 1,066,000 1,254,142 (188,142)
8300 Fixed Assets
Total Fixed Assets 29,690 (29,690)
Other Financing Uses
Transfer To Pension Obligation (Fund 3651) 769,313 741,164 28,149
Transfer To Capital Outlay (Fund 3652) 297,406 218,281 79,125
Other Financing Uses 1,066,719 959,445 107,274
TOTAL EXPENDITURES & TRANSFERS 14,278,532 14,120,605 157,927
Net Financial Impact 0 77,212
Est. Beginning Fund Balance at 7/1/2014 3,381,909 7/1/2013 3,304,697
Net Financial Impact 0 77,212
Projected Ending Fund Balance at 6/30/2015 3,381,909 6/30/2014 3,381,909






