
 
 

 
 

 
 
 

STAFF REPORT 
 
 
 
 
SUBJECT: SBCERS Employer Contribution Rates 
 
  
MEETING DATE: October 15, 2009 AGENDA ITEM:  6E 
 
 
STAFF CONTACT: Bobbi Didier 
 
 
RECOMMENDATION: 
 
Endorse the Executive Committee recommendation and the Retirement Board decision to 
support Alternative Funding Option 2.    
 
SUMMARY: 
 
The Santa Barbara County Employee Retirement System has experienced significant losses in 
its investment portfolio resulting in an unfunded liability for the system and its member agencies 
like SBCAG.  The Retirement Board has reviewed options developed by its actuary, for 
addressing this liability and adopted funding option 2.  Each of the options results in increased 
contribution rates for member agencies.  SBCAG’s executive committee is recommending that 
the board endorse Option 2.  Under this option SBCAG’s retirement contributions will increase 
by an estimated $100,000 in FY 10/11 and $178,000 in FY 13/14, however, these costs are 
significantly lower than they would be under the Retirement Board’s current funding policy.   
 
DISCUSSION: 
 
SBCAG is a member of the Santa Barbara County Employees Retirement System (SBCERS). 
Pension plan benefits for all SBCAG employees are provided through the system.  SBCERS is 
governed by the independently elected members of the Retirement Board. 
 
The SBCERS investment portfolio has incurred significant losses in the current economic 
recession.  For FY 2008-09 SBCERS is reporting an investment loss of 19.6% and did not 
achieve the actuarially projected return of 8.16%. These losses have resulted in an unfunded 
liability for the system.  At the August 25th meeting of the Retirement Board, various options 
were presented to address these losses and the resulting unfunded liability.  Addressing these 
retirement fund losses could significantly increase SBCAG’s retirement costs beginning FY 
2010/11. 
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On September 1st, SBCAG received a letter from Vincent Brown, CEO of SBCERS, requesting 
input regarding the five year potential impact to SBCAG if SBCERS did not change the current 
funding policy. SBCAG staff prepared a report to the Executive committee outlining the impact 
to SBCAG (see attached).  After meeting with the Executive Committee on September 10th, a 
response was prepared and delivered to SBCERS (see attached) prior to the September 23 
Retirement Board meeting This letter also indicated that a recommendation to support  
Alternative Funding Option 2 would be presented to the full  SBCAG Board at its October 15th 
meeting.  At the September 23rd meeting of the SBCERS Retirement Board, Option 2 was 
endorsed by both SBCERS staff and the County of Santa Barbara.  Option 2 passed 
unanimously as the most viable solution to address SBCERS investment losses. 
 
Option 2 amortizes the increased cost over a period of 17 years.  Over the next five years 
Option 2 would increase SBCAG’s contribution rate from the current 21.6% to 31.15% in FY 
13/14.  Assuming no increase in SBCAG’s staffing levels, salaries and revenue, the contribution 
rate change would increase SBCAG’s annual retirement plan costs from $372,341 in FY 2009-
10 to $550,732 in FY 2013-14.  This represents a fiscal impact of $496,983 over the five-year 
period. 
 
SBCAG Contributions under Option 2 funding policy 
 
Total 5 yr variance = +9.55% 
 
 SBCAG Contribution Rate Retirement Plan Cost VAR to 2009 
FY 2009-2010 21.60% $372,341 -- 
FY 2010-2011 26.79%   473.647 $101,306 
FY 2011-2012 26.68%   471,702     99,361 
FY 2012-2013 27.73%   490,266   117,925 
FY 2013-2014 31.15%   550,732   178,391 
 
Staff estimates that SBCAG may be able to absorb approximately $50,000/year by drawing 
down its PL Fund balance.  PL funds are federal funds allocated to SBCAG annually to meet 
federal MPO planning requirements.  These funds cannot be used for other purposes (e.g., 
highway or transit projects) or allocated to other agencies.  Any increase in SBCAG’s 
contribution above $50,000/yr would likely require SBCAG to draw on its general fund budget.  
Accordingly SBCAG can absorb $200,000 of the $496,983, leaving the General Fund to offset 
the remaining $296,983.   
 
 
 
ATTACHMENTS: 
Milliman Report (8/11/09) 
Letter from Vincent Brown, CEO, SBCERS (9/01/09) 
Executive Committee Staff Report (9/10/09) 
Response to Vincent Brown, CEO, SBCERS (9/11/09) 
SBCAG Employer Contribution Rates by Year 



































 
 

 
 

 
 
 

STAFF REPORT 
 
 
TO:    SBCAG Executive Committee 
 
 
SUBJECT: SBCERS Employer Contribution Rates 
 
  
MEETING DATE: September 10, 2009  AGENDA ITEM:  5    
 
 
STAFF CONTACT:  Bobbi Didier 
 
 
RECOMMENDATION:  
 
Receive a report on options for addressing SBCERS investment losses and proposed response 
to the Retirement Board.   
 
DISCUSSION: 
 
SBCAG is a member of the Santa Barbara County Employees Retirement System (SBCERS). 
Pension plan benefits for all SBCAG employees are provided through the system.  SBCERS is 
governed by the independently elected members of the Retirement Board.   
 
The SBCERS investment portfolio has incurred significant losses in the current economic 
recession.  For FY 2008-09 SBCERS is reporting an investment loss of 19.6% and did not 
achieve the actuarially projected return of 8.16%. These losses have resulted in an unfunded 
liability for the system.  At the August 25th meeting of the Retirement Board, various options 
were presented to address these losses and the resulting unfunded liability.  Addressing these 
retirement fund losses could significantly increase SBCAG’s retirement costs beginning in FY 
2010/11.  
 
On September 1st, SBCAG received a letter (see attached) from Vincent Brown, CEO of 
SBCERS, requesting input regarding the five year potential impact to SBCAG if SBCERS did 
not change the current funding policy.  As you will notice in the table below, the current funding 
policy would increase SBCAG’s contribution rate from the current 21.6% to 38.26% in FY 13/14.   
Assuming no increase in SBCAG’s staffing levels, salaries and revenue, the contribution rate 
change would increase SBCAG’s annual retirement plan costs from $372,341 in FY 2009-10 to 
$676,437 in FY 2013-14.  This represents an increase in SBCAG contributions of 82% over the 
five year period. 
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SBCAG Contributions under Current Funding Policy 
 
Total 5 yr variance =   +16.66 %              
Average annual increase (FY 2010-2014) = $76,024 
 
 
   SBCAG Contribution Rate  Retirement Plan Cost    
FY 2009-2010   21.60%   $372,341  
FY 2010-2011   30.99%     547,903   
FY 2011-2012   31.90%      563,992   
FY 2012-2013   33.76%      596,876   
FY 2013-2014   38.26%      676,437 
 
   
Recognizing the significant impact of the rate increases under its current pension plan funding 
policy on the County and other member agencies like SBCAG and APCD, the SBCERS board 
directed its actuary to develop alternative funding policies which would spread the plan’s 
unfunded liability over a longer period of time. Each of the four alternative options presented 
offers a different strategy for ensuring the sustainability of the pension plan and provides for 
variable employer contribution rates depending upon the option selected. (Please see attached 
Milliman report for further detail.) 
 
Some options front load the expenses while others spread them out over a longer period of 
time.  SBCAG staff has prepared the attached chart (SBCAG Employer Contribution Rates by 
Year) illustrating the anticipated 20 year financial impact specific to SBCAG of the current 
funding policy and each of the four options presented by the actuary. Note: Changes to 
employee contribution rates occur every three years. Employees are based on demographic 
changes and are not responsible for unfunded liabilities.  
  
 
Each of the options developed projects an increases in annual contribution rates of varying 
amounts for the next 7-10 years to make up for the investment losses and address the plan’s 
unfunded liability.  The actuarial study, then projects a decline in contribution rates for each 
option.  The projected five-year impact for each option on SBCAG is summarized below.    
 
    
Alternative Option 1 
 
Total 5 yr variance = + 7.78% 
Average annual increase (FY 2010-2014) = $36,877/yr 
 
 
         SBCAG Contribution Rate  Retirement Plan Cost    
FY 2009-2010   21.60%   $372,341  
FY 2010-2011   25.24%     446,298   
FY 2011-2012   25.13%      444,298   
FY 2012-2013   26.19%      463,039   
FY 2013-2014   29.38%      519,848 
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Alternative Option 2 
 
Total 5 yr variance = + 9.55% 
Average annual increase (FY 2010-2014) = $44,598/yr 
 
        SBCAG Contribution Rate    Retirement Plan Cost 
FY 2009-2010   21.60%   $372,341               
FY 2010-2011   26.79%     473,647   
FY 2011-2012   26.68%     471,702   
FY 2012-2013   27.73%     490,266  
FY 2013-2014   31.15%     550,732  
 
Alternative Option 3 
 
Total 5 yr variance = + 5.19% 
Average annual increase (FY 2010-2014) = $25,327/yr 
 
        SBCAG Contribution Rate    Retirement Plan Cost 
FY 2009-2010   21.60%   $372,341               
FY 2010-2011   22.40%     396,032   
FY 2011-2012   22.50%     397,800   
FY 2012-2013   23.73%     419,546  
FY 2013-2014   26.79%     473,647 
 
Alternative Option 4 
 
Total 5 yr variance = +12.46 % 
Average annual increase (FY 2010-2014) = $59,847/yr 
 
        SBCAG Contribution Rate    Retirement Plan Cost 
FY 2009-2010   21.60%   $372,341               
FY 2010-2011   27.61%     488,145   
FY 2011-2012   28.22%     498,930   
FY 2012-2013   30.08%     531,814  
FY 2013-2014   34.60%     611,728 
 
 
The average potential annual increase over the next five years ranges from $25,327/yr. 
(Alternative Option 3) to $76,024/yr (Current Funding Policy).  Staff estimates that SBCAG could 
absorb approximately $50,000/yr. by drawing down its PL Fund balance.  PL funds are federal 
funds allocated to SBCAG annually to meet federal MPO planning requirements.  These funds 
cannot be used for other purposes (e.g., highway or transit projects) or allocated to other 
agencies.  Any increase in SBCAG’s contribution above $50,000/yr would likely require SBCAG 
to draw on its general fund budget.  These assumptions do not take into consideration any 
future changes in staffing or revenue.    
 
These increases in contribution rates under the SBCERS current funding policy could ultimately 
impact SBCAG’s ability to deliver services and maintain staff levels over the five year period and 
ultimately either deplete the General Fund entirely or result in a staff  reduction of anywhere 
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from 1.67 FTE  in year one to 2.90FTE in year five.  SBCAG is a relatively small agency with 
only 20 FTEs.  Therefore a reduction of 1.67 FTEs in year one equates to an 8% reduction in 
staff whereas a reduction of 2.90 FTEs in year five equates to a 15% reduction in staff.  
Assuming SBCAG could absorb $50,000 of the increase each year from PL funds the potential 
impact to staff over the five year period ranges from reduction of  1.2 FTEs in year one,  to a 
reduction of  1.49 FTEs in year five. 
 
Note: At the August 26th  Retirement Board meeting, Jason Stillwell, Budget Director for the 
County of Santa Barbara, presented the County’s recommendation that the Retirement Board  
move to adopt Option 2 as it is one of  only two options which does not include negative 
amortization and distributes the increases over a 17 year period.  Representatives of the various 
collective bargaining units within the County also presented their recommendation for Option 3 
as it is the least impactful to staff positions.  
 
The Retirement Board is not bound by the recommendations of its member agencies and will 
ultimately decide which option to implement.  SBCAG staff proposes to respond to the SBCERS 
inquiry by providing the information contained herein regarding the financial impact of 
maintaining the Current Funding Policy on SBCAG over the five year period commencing with 
FY 2010-2011. 
 
 
 
ATTACHMENTS: 
Milliman Report 
Letter from Vincent Brown, CEO, SBCERS 
SBCAG Employer Contribution Rates by Year  



 

 

 
 
September 11, 2009 
 
 
Vincent P. Brown 
Chief Executive Officer 
Santa Barbara Employees’ Retirement System 
3916 State Street, Suite 210 
Santa Barbara, CA 93105 
 
 
Dear Mr. Brown, 
 
Thank you for soliciting input from the Santa Barbara County Association of Governments             
(SBCAG) regarding the unfunded liabilities of the Santa Barbara County Employees’ Retirement 
System.  Following is our analysis of the five year impact to SBCAG if the current funding policy 
is continued.  It is important to note that we assumed no changes in our existing revenue 
sources or amounts nor did we take into consideration any increase in payroll costs. 
 
In reviewing the current funding policy, SBCAG calculated the average annual increase over the 
next five years will be $76,024 per year.  This average increase of $76,024 compounds each 
year reaching an aggregate net increase at the end of year five of $ 355,015.  This translates to 
doubling SBCAG’s FY 2009‐2010 contribution within a five year period.  Under the current 
funding policy, SBCAG’s contribution rate would increase from 21.60% to 30.99% in FY 2010‐
2011.  This represents a $175,562 increase over the current year’s retirement contribution; a 
sizeable increase to absorb in one fiscal year and  one which carries forward into each 
subsequent year.  By the end of year five, the contribution rate would climb to 41.14%.  Since 
the current year end General Fund balance is estimated at only $ 643,000, it’s clear that a 
reduction in staffing would be required in order to pay for these increases. 
 
We estimate that SBCAG could absorb $50,000 per year by drawing down its PL fund balance.  
However, any annual increase beyond $50,000 would have to come from the General Fund.  In 
FY 2010 ‐2011 that would require SBCAG to deplete its General Fund by $125,000, which is 
approximately 20% of the current fund balance.  Over the five year period in question, SBCAG’s 
General Fund would have to absorb over $1 million in increased contributions inclusive of 
$250,000 from the PL fund balance.  The General Fund represents monies prudently set aside 
to cushion the agency against potential declines or delays in sales tax revenue or funding.  It is 
not intended to absorb projected shortfalls in the long term.  
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SBCAG already maintains a minimal staffing level of only 20 FTEs.  Assuming SBCAG could 
absorb $50,000 of the increase each year from PL funds , the potential impact to staff over the 
same five year period ranges from a reduction of 1.2 FTEs ( 6% of total staff) in year one to a 
reduction  of 1.49 FTEs (7.5% of total staff ) in year five.  If  SBCAG  is unable to draw on the PL 
fund balance, for whatever reason,  these projected  increases could ultimately deplete the 
General Fund balance entirely or force staff reductions ranging from 1.67 FTE (8% staff 
reduction) in year one to 2.90 FTE (15% staff reduction in year five).  
 
Potential reductions in SBCAG’s staffing would be significant and jeopardize SBCAG’s ability to 
fulfill required regional planning responsibilities which could further threaten our region’s 
eligibility for state and federal transportation funds.  In addition, project and program delivery 
and services to constituent agencies would be reduced.   
 
The impacts and issues identified herein were presented to the Executive Committee of the 
SBCAG Board on September 10, 2009.  The Executive Committee will be presenting this 
analysis, along with a recommendation to support Funding Option 2, to the entire Board at 
their October 15, 2009 meeting.  It is anticipated that the SBCAG Board will support Option 2 
because it distributes the financial impact over a conservative 17 year period and avoids 
negative amortization while allowing plan sponsors to address the unfunded liability in a fiscally 
responsible manner.  
 
 
 
Sincerely, 
 
 
Jim Kemp 
Executive Director 
Santa Barbara County Association of Governments 
 
 
 
 
 
 
cc: SBCAG Board of Directors 



Pay Period Costs       68,000.00 SBCAG Employer Contribution Rates by Fiscal Year - 2009 - 2028

2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 Total Cost 
2009 2011 2013 2015 2017 2019 2021 2023 2025 2027 All Years 

Current Policy Salary 1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  
Rate 21.06% #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF!

Total Costs by Year 372,340.80     #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF!

Alternative 1 Salary 1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  
Rate 21.06% #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF!

Total Costs by Year 372,340.80     #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF!

Alternative 2 Salary 1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  
Rate 21.06% #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF!

Total Costs by Year 372,340.80     #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF!

Alternative 3 Salary 1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  
Rate 21.06% #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF!

Total Costs by Year 372,340.80     #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF!

Alternative 4 Salary 1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  1,768,000.00  
Rate 21.06% #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF!

Total Costs by Year 372,340.80     #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF!
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