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In the opinion of Orrick, Herrington & Sutcliffe LLp, Special Counsel to the County, based upon an analysis of existing laws, regulations, rulings and
wrt decisions, and assuming, among other matters, the accuracy of certain representations and compliance with certain covenants, the portion of each
we Rental Payment paid by the County under the Sublease designated as and evidencing and representing inferest and received by the Owners of the
ertificates is excluded from gross income for federal income tax purposes under Section 103 of the Internal Revenue Code of 1986 and is exempt from
ate of California personal income taxes. In the further opinion of Special Counsel, interest is not a specific preference item for purposes of the federal
dwidual or corporate alternative minimum taxes, although Special Counsel observes that such interest is included in adjusted current earnings when
deulating corporaie alternative minimum taxable income. Special Counsel expresses no opinion regarding any other tax consequences related to the

‘crual or receipt of the interest portion of the Base Rental Payments or the ownership or disposition of the Certificates. See “TAx MATTERS.”

$23,600,000
COUNTY OF SANTA BARBARA
2008 CERTIFICATES OF PARTICIPATION

$17,000,000 $6,600,000
Series A-1 Series A-2

ated: Date of Delivery Due: December 1, as shown on inside cover

The $23,600,000 aggregate principal amount of County of Santa Barbara 2008 Certificates of Participation, comprised of $17,000,000 principal
nount of Series A-1 Certificates (the “Series A-1 Certificates™) and $6,600,000 principal amount of Series A-2 Certificates (the “Series A-2
ertificates” and together with the Series A-1 Certificates, the “Certificates™) are being executed and delivered to provide funds, together with other
wiully available moneys, to: (i) finance the costs of acquisition, installation and construction of capital improvements (collectively, the “Project™;
J pay capitalized interest on all or a portion of the Series A-1 Certificates: (iif) fund a reserve fund as security for the Certificates; and (iv) pay certain
wsts associated with the delivery of the Certificates. See “THE PROJECT” and “ESTIMATED SOURCES AND USEs OF CERTIFICATE PROCEEDS.”

The Certificates evidence and represent the proportionate, undivided interest of the owner thereof in the base rental payments (the “Base Rental
ayments”) to be made by the County of Santa Barbara, California (the “County™ to the Santa Barbara County Finance Corporation, Inc. {the
-orporation”’} pursuant to the terms of a Subjease, dated as of June I, 2008 (the “Sublease™), by and between the Corporation and the County, pursuant

which the County will lease certain real property and buildings, structures, fixtures and improvements thereon (the “Demised Premises™) from the
srporation. See “SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES,”

The County covenants under the Sublease that, so long as the Demised Premises are available for use and occupancy by the County, the County
iil take such action to include all Base Rental Payments in its annual budgets and to make the necessary annual appropriations therefore and 1o
aintain certain types of insurance on the Demised Premises, the obligation of the County to make Base Rental Payments is subject to abatement in
e event of damage or destruction to, or condemnation of or title defects to the Demised Premises or any portion thereof. See “INVESTMENT
ONSIDERATIONS~Abatement.”

The Certificates will be executed and delivered pursuant to a Trust Agreement, dated as of June 1, 2008 (the “Trust Agreement”) by and among
¢ County, the Corporation and U.S. Bank National Association, as trustee (the “Trustee™). The Certificates will be delivered as fully registered
rtificates, without coupons, in book-entry only form, registered in the name of Cede & Co., as nominee for The Depository Trust Company, New
otk, New York (“DTC”). Ownership interests in the Certificates will be available to the beneficial owners thereof in denominations of $5,000 or any
tegral multiple thereof under the book-entry system maintained by DTC. Purchasers of the Certificates will not receive physical certificates
presenting their ownership interest in the Certificates. So long as DTC or its nominee is the registered owner of the Certificates, payments of the
-incipal component of and interest with respect to the Certificates will be made directly to DTC or its nominee, which will in turn remit such payments
- the beneficial owners of the Certificates. Interest due with respect to the Certificates is payable on each June 1 and December 1, commencing
ecember 1, 2008,

The Series A-1 Certificates are subject to optional and extraordinary prepayment prior to their stated maturities as described herein. The
eries A-2 Certificates are subject to optional and extraordinary prepayment prior to their stated maturities as described herein. See “THE
ERTIFICATES—Prepayment Provisions.”

NEITHER THE CERTIFICATES NOR THE OBLIGATION OF THE COUNTY TO MAKE BASE RENTAL PAYMENTS CONSTITUTES AN
BLIGATION OF THE COUNTY FOR WHICH THE COUNTY IS OBLIGATED TC LEVY OR PLEDGE ANY FORM OF TAXATION OR FOR
vHICH THE COUNTY HAS LEVIED OR PLEDGED ANY FORM OF TAXATION. NEITHER THE CERTIFICATES NOR THE OBLIGATION
'F THE COUNTY TO MAKE BASE RENTAL PAYMENTS CONSTITUTE A DEBT OF THE COUNTY, THE STATE OF CALIFORNIA OR ANY
OLITICAL SUBDIVISION THEREOF WITHIN THE MEANING OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR
ESTRICTION.

Aninvestment in the Certificates involves risk. For a discussion of factors that should be considered in evaluating an investment in the Certificates,
1 addition to the other matters presented in this Official Statement, see “INVESTMENT CONSIDERATIONS,”

MATURITY SCHEDULE
{See Inside Cover)

This cover page contains certain information for general reference only. It is not intended as a summary of this transaction. Investors are advised
v read the entire Official Statement in its entirety to obtain information essential to making an informed investment decision.

The Certificates are gffered when, as and if delivered and received by the Underwriter subject to the approval of certain legal matters by Orrick,
‘errington & Surcliffe LLP, California, Special Counsel to the County. Certain legal maiters will be passed upon for the Corporation and the County by
‘ounty Counsel and by Lofion & Jennings, San Francisco, California, Disclosure Counsel and for the Underwriter by Fulbright & Jaworski L.L.P,
03 Angeles, California, Underwriter’s Counsel. It is anticipated that the Certificates will be avatlable in book-entry only form through the facilities of
'TC in New York, New York, on or about June 26, 2008.

Banc of America Securities LLC
ated: June 12, 2008.
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MATURITY SCHEDULE
$23,600,000
COUNTY OF SANTA BARBARA
2008 CERTIFICATES OF PARTICIPATION

$17,000,000 Series A-1

Maturity Principal Interest Price or CUSIP No.'
(December 1) Component Rate Yield (801321)
2011 $655,000 4.000% 2.870% Y7
2012 680,000 4.000 3.160 JZ4
2013 710,000 4.000 3.310 KA7
2014 735,000 4.000 3.480'™ KBS
2015 765,000 4.000 3.640' KC3
2016 800,000 4.000 3.800™ KD1
2017 830,000 4.000 3.960'™ KE9
2018 865,000 4.000 4110 KF6
2019 895,000 4.000 4.240 KG4
2020 935,000 4.200 4.380 KH2
2021 970,000 4.375 4.500 KJ8
2022 1,015,000 4.500 4.600 KK5
2023 1,060,000 4.500 4.700 KL3
2024 1,110,000 4.625 4.750 KM1
2025 1,160,000 4,625 4.800 KN9
2026 1,215,000 4.750 4.850 KP4
2027 1,270,000 4.750 4.900 KQ2
2028 1,330,000 4,750 4.950 KRO

$6,600,600 Series A-2

Maturity Principal Interest Price or CUSIP No.!
{(December 1) Component Rate Yield (801321)
2008 $140,000 3.000% 1.750% KS8
2009 330,000 3.000 2.000 KT6
2010 340,000 3.000 2.460 KU3
2011 350,000 3.000 2.870 KVi
2012 360,000 4.000 3.160 KW9
2013 375,000 4.000 3.310 KX7
2014 390,000 4.000 3.460 KY5
2015 405,000 4.000 3.610 KZ2
2016 425,000 4.000 3,760 LA6
2017 440,000 4.000 3.910 LB4
2018 460,000 4.000 4,060 LC2
2019 475,000 4.000 4.190 LDO
2020 495,000 4.200 4.330 LE8
2021 515,000 4.300 4.450 LF5
2022 540,000 4375 4.550 LG3
2023 560,000 4.500 4.650 LH1

Copyright 2008, American Bankers Association, CUSIP data herein is provided by Standard and Poor’s, CUSIP Sexvice Bureau, a division

of The McGraw-Hill Companies, Inc. This data is not intended to create a database and does not serve in any way as a substitute for the
CUSIP Service. CUSIP numbers are provided for convenience of reference only. None of the County, the Corporation or the purchaser(s)
take any responsibility for the accuracy of such CUSIP numbers. The CUSIP number for a specific maturity is subject to being changed
after the issuance of the 2008 Certificates as a result of various subsequent actions inciuding, but not limited to, a refunding in whole or 1n
part of such maturity.

Priced to call at 100% on December 1, 2013,
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The information contained herein has been obtained from sources that are believed to be reliable. No
representation, warranty or guarantee, however, is made by the Underwriter as to the accuracy or completeness of
any information in this Official Statement, including, without limitation, the information contained in the appendices
hereto, and nothing contained in this Official Statement is or shall be relied upon as a promise or representation by
the Underwriter. All summaries of the Sublease, the Lease, the Trust Agreement, the Assignment Agreement and
other documents are made subject to the provisions of such documents and do not purport to be complete statements
of any or all of such provisions.

No dealer, broker, salesperson or other person has been autherized by the County, the Corporation or the
Underwriter to give any information or to make any representations, other than those contained in this Official
Statement, and if given or made, such information or representation must not be relied upon as having been
authorized by any of the foregoing. This Official Statement does not constitute an offer o sell or the solicitation of
an offer to buy nor shall there be any sale of the certificates by any person in any jurisdiction in which it is unlawful
for such person to make such offer, solicitation or sale. The information and expressions of opinion herein are
subject to change without notice and neither the delivery of this Official Statement nor any sale of the Certificates
shall under any circumstances create any implication that there has been no change in the affairs of the County, the
Corporation or other matters described herein since the date hereof,

This Official Statement and the information contained herein are subject to completion or amendment
without notice. Under no circumstances shall this Official Statement constitute an offer to selt or the solicitation of
an offer to buy nor shall there be any sale of these securities in any jurisdiction in which such offer, solicitation or
sale would be unlawful prior to registration or qualification under the securities laws of any such jurisdiction.

This Official Statement contains forecasts, projections, estimates and other forward-looking statements that
are based on current expectations. The words “expects,” “forecasts,” “projects,” “intends,” “anticipates,”
“estimates,” “budget” “assumes” and analogous expressions are intended to identify forward-looking statements.
Such forecasts, projections and estimates are not intended as representations of fact or guarantees of results. Any
such forward-looking statements inherently are subject to a variety of risks and uncertainties that could cause actual
results or performance to differ materially from those that have been forecast, estimated or projected. Such risks and
uncertainties include, among others, changes social and economic conditions, federal, state and local statutory and
regulalory initiatives, litigation, population changes, seismic evenits and various other events, conditions and
circumstances, many of which are beyond the control of the County or the Corporation. These forward-looking
statements speak only as of the date of this Official Statement. The County and the Corporation disclaim any
obligation or undertaking to release publicly any updates or revisions to any forward-looking statement contained
herein to reflect any changes in the expectafions of the County or the Corporation with regard thereto or any change
in events, conditions or circumstances on which any such statement is based.

IN CONNECTION WITH THE OFFERING OF THE CERTIFICATES, THE UNDERWRITER MAY
OVERALLOT OR EFFECT TRANSACTIONS THAT STABILIZE OR MAINTAIN THE MARKET PRICE OF
THE CERTIFICATES AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN
MARXET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

THE CERTIFICATES HAVE NOT BEEN REGISTERED WITH THE SECURITIES AND EXCHANGE
COMMISSION UNDER THE SECURITIES ACT OF 1933, AS AMENDED, NOR HAS THE TRUST
AGREEMENT BEEN QUALIFIED UNDER THE TRUST INDENTURE ACT OF 1939, AS AMENDED, IN
RELIANCE UPON EXEMPTIONS CONTAINED IN SUCH ACTS. THE REGISTRATION OR
QUALIFICATION OF THE CERTIFICATES IN ACCORDANCE WITH APPLICABLE PROVISIONS OF THE
SECURITIES LAWS OF THE STATES, IF ANY, IN WHICH THE CERTIFICATES HAVE BEEN
REGISTERED OR QUALIFIED AND THE EXEMPTION FROM REGISTRATION OR QUALIFICATION IN
CERTAIN OTHER STATES CANNOT BE REGARDED AS A RECOMMENDATION THEREOF. NEITHER
THESE STATES NOR ANY OF THEIR AGENCIES HAVE PASSED UPON THE MERITS OF THE
CERTIFICATES OR THE ACCURACY OR COMPLETENESS OF THIS OFFICIAL STATEMENT. ANY
REPRESENTATIONS TO THE CONTRARY MAY BE A CRIMINAL OFFENSE.

The Underwriter has provided the following sentence for inclusion in this Official Statement: The
Underwriter has reviewed the information in this Official Statement in accordance with, and as part of, its
responsibilities to investors under the federal security laws as applied to the facts and circumstances of this
transaction, but the Underwriter does not guarantee the accuracy or completeness of such information.
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$23,600,000
COUNTY OF SANTA BARBARA
2008 CERTIFICATES OF PARTICIPATION

$17,000,000 $6,600,0600
Series A-] Series A-2

INTRODUCTION

This Introduction is subject in all respects to the more complete information contained elsewhere
in this Official Statement, and the offering of the Certificates to potential investors is made only by means
of the entive Official Statement. All statements contained in this introduction are qualified in their
entirety by reference to the entire Official Statement. References to, and summaries of, provisions of the
Constitution and laws of the State of California and any documents referved fo herein do not purport to
be complete and such references are qualified in their entirety by reference to the complete provisions.
Capitalized terms used in this Official Statement and not defined elsewhere herein have the meanings
given such terms under the Trust Agreement (defined below) or the Sublease (defined below). See
APPENDIX D—"SUMMARY OF CERTAIN PROVISIONS OF THE PRINCIPAL LEGAL DOCUMENTS-DEFINITIONS. ”

General; Purpose

The purpose of this Official Statement, including the cover page and the appendices hereto, is to
furnish information in connection with the execution and delivery of $23,600,000 aggregate principal
amount of County of Santa Barbara 2008 Certificates of Parlicipation, comprised of $17,000,000
principal amount of Series A-1 Certificates (the “Series A-1 Certificates”) and $6,600,000 principal
amount of Series A-2 Certificates (the “Series A-2 Certificates™ and together with the Series A-1
Certificates, the “Certificates™). The Certificates will be executed and delivered pursuant to a Trust
Agreement (the *“Trust Agreement”) dated as of June 1, 2008 by and among the County of Santa Barbara
(the “County™) the Santa Barbara County Finance Corporation, Inc. (the “Corporation”) and U.S. Bank
National Association, as trustee (the “Trustee™).

The Certificates are bemng delivered to: (1) finance the costs of the acquisition, installation and
construction of capital improvements (collectively, the “Project™); (1i) pay capitalized interest on alior a
portion of the Series A-1 Certificates; (iii) fund a reserve fund as security for the Certificates; and (iv) pay
certain costs of delivery associated with the Certificates, all as more fully described herein. See “THE
PROJECT” and “ESTIMATED SOURCES AND USES OF CERTIFICATE PROCEEDS.”

Security and Sources of Payment

General. The County owns certain real property and buildings, structures, fixtures and
improvements thereon (the “Demised Premises™) that the County, as lessor, will lease to the Corporation, as
lessee, pursuant to the terms and conditions of a Lease, dated as of June 1, 2008 (the “Lease”). Pursuant to
the terms and conditions of a Sublease, dated as of June I, 2008 (the “Sublease™), by and between the
Corporation, as lessor and the County, as lessee, the Corporation will sublet the Demised Premises to the
County. The Certificates represent proportionate undivided interests of the registered owners thereof (the
“Owners”) in certain Base Rental Payments to be made by the County pursuant to the Sublease as rental
for the Demised Premises. See “SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES.”
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Pursuant to an Assignment Agreement, dated as of June 1, 2008 (the “Assignment Agreement”),
the Corporation will assign to the Trustee, for the benefit of the Owners of the Certificates, all of its
rights, title and interest in the Lease and the Sublease, including its right to receive Base Rental Payments,
and its right to exercise such rights and remedies conferred on the Corporation under the Sublease as may
be necessary to enforce payments of the Base Rental Payments when due or otherwise to protect its
interests in the event of a default by the County thereunder and its right of entry in and upon the Demised
Premises as provided in the Sublease. All nights assigned by the Corporation pursuant to the Assignment
Agreement will be exercised by the Trustee in accordance with the provisions of the Trust Agreement.

Under the Sublease, the County is required to make all Base Rental Payments in immediately
available funds to the Trustee for the use and occupancy of the Demised Premises, which payments are
scheduled in both time and amount to provide sufficient funds to pay, when due, the principal component
of and interest with respect to the Certificates. See “SECURITY AND SOURCES OF PAYMENT FOR THE
CERTIFICATES-Base Rental Payments.”

Covenant to Budget and Appropriate. The County agrees and covenants in the Sublease to take
such action as may be necessary to include all Base Rental Payments and Additional Rental Payments due
thereunder in each of its annual budgets and fo a make the annual necessary annual appropriations for ail
such payments. Such agreement and covenants arc deemed to be and are construed as duties of the
County imposed by law. See “SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES.”

Right of Substitution and Release. Pursuant to the Sublease, the County and the Corporation may
substitute other real property and the improvements, buildings, fixtures and equipment thereon for all or
any portion of the Demised Premises and may release any portion of the Demised Property upon
satisfaction of certain conditions. See APPENDIX D-“SUMMARY OF CERTAIN PROVISIONS OF THE
PRINCIPAL LEGAL DOCUMENTS—SUBLEASE.”

Abatement of Lease Payments. The obligation of the County to make Base Rental Payments
under the Sublease is subject to partial or complete abatement during any period in which, by reason of
material damage or destruction (other than by condemnation) there is substantial interference with the use
and occupancy by the County of any portion of the Demised Premises. See “SECURITY AND SQURCES OF
PAYMENT FOR THE CERTIFICATES—-Abatement.” and “INVESTMENT CONSIDERATIONS-Abatement.”
Abatement of Base Rental Payments under the Sublease could result in Owners receiving less than the
full amount of principal and interest on the Certificates, except to the extent proceeds of insurance
(including rental interruption insurance) or condemnation awards or moneys in the Reserve Fund (defined
herein) are available to make payments of principal of or interest on the Certificates (or the relevant
portion thereof) during periods of abatement of Base Rental Payments.

The County may clect to use insurance proceeds for repair, replacement or reconstruction of the
Demised Premises or may apply such proceeds to the prepayment of the Cerstificates. See APPENDIX D-
“SUMMARY OF CERTAIN PROVISIONS OF THE PRINCIPAL LEGAL DOCUMENTS—-SUBLEASE.”

The abligation of the County to make Base Rental Payments does not constitute an
obligation of the County for which the County is obligated to levy or pledge any form of taxation or
for which the County has levied or pledged any form of taxation. Neither the Certificates nor the
obligation of the County to make Base Rental Payments constitute a debt of the County, the State
or any of any political subdivision thereof within the meaning of any Constitutional or statatory
debt limitation or restriction.



Reserve Fund

Pursuant to the Trust Agreement, a Reserve Fund is established for the benefit of the Owners of
the Certificates in an amount equal to the Reserve Requirement (as defined herein). Amounts on deposit
in the Reserve Fund will be used for the payment when due of all Base Rental Payments and under the
Sublease and payments with respect o the Certificates. See “SECURITY AND SOURCES OF PAYMENT FOR
THE CERTIFICATES-Reserve Fund” and APPENDIX D-“SUMMARY OF CERTAIN PROVISIONS OF THE
PRINCIPAL LEGAL DOCUMENTS-TRUST AGREEMENT-Funds and Accounts.”

On the date of delivery of the Certificates, the Corporation will deposit proceeds from the
Certificates in the amount of $1,985,842.50 into the Reserve Fund as security for the Certificates, which
amount is equal to the Reserve Requirement. See “SECURITY AND SOURCES OF PAYMENT FOR THE
CERTIFICATES-Reserve Fund.”

Investment Considerations

An investment in the Certificates involves nisk. Investors are advised to read the entire Official
Statement to obtain information essential to making an informed decision to invest in the Certificates.
For a discussion of certain investment considerations and risk factors that should be considered by
prospective purchasers of the Certificates, in addition to the other matiers presented in this Official
Statement, see “INVESTMENT CONSIDERATIONS”

The County

The Comty of Santa Barbara was cstablished by an act of the Legislature of the State of
California (the “State”) on February 18, 1850 and encompasses approximately 2,774 square miles of
which approximately one-third is located in the Los Padres National Forest.

The County is a general law county and political subdivision of the State of California and its
rights, powers, privileges, authority, functions and duties are established by the Constitution and laws of
the State. For additional information regarding the County, see APPENDIX A—"GENERAL ECONOMIC AND
DEMOGRAPHIC INFORMATION CONCERNING THE COUNTY OF SANTA BARBARA” and APPENDIX B-
“COUNTY OF SANTA BARBARA COMPREHENSIVE ANNUAL FINANCIAL REPORT FOR THE FISCAL YEAR
ENDED JUNE 30, 2007.”

The Corporation

The Santa Barbara County Finance Corporation, Inc. (the “Corporation™) was organized in
July, 1983, as a California nonprofit public benefit corporation. The Corporation was formed for the
specific and primary purpose of providing financial assistance to the County and other entities within the
County in acquiring, constructing, improving, developing and installing certain real and personal property
together with appurtenances and appurtenant work for the use, benefit and enjoyment of the public. See
“THE CORPORATION.”

Continuing Disclosure

The County bas covenanted for the benefit of the beneficial owners of the Certificates to provide
certain financial information and operating data relating to the County by no later than nine months after
the end of each Fiscal Year commencing with the report for the Fiscal Year ended June 30, 2008 (each an
“Annual Report™), and to provide notices of the occurrence of certain enumerated events, if material. The
Annual Report will be filed with each National Recognized Municipal Securities Repository and with any
then existing Siate Repository (collectively, the “Repositorics™). The notices of material events will be
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filed with the Repositories. The specific nature of the information io be contained in the Annual Report
or the notices of material events is set forth in APPENDIX F—“FORM OF CONTINUING DISCLOSURE
AGREEMENT.” These covenants have been made in order to assist the Underwriter in complying with
S.E.C. Rule 15¢2-12(b)(5).

The County has never failed to comply in all material respects with any previous undertaking
pursuant to said Rule.

Reference to Documents

This Official Statement contains summaries of the Certificates, the security for the Certificates,
the Trust Agreement, the Lease, the Sublease, the Assignment Agreement, the Corporation, the County,
the Project and certain other information relevant to the delivery of the Certificates. Such descriptions do
not purport to be comprehensive or definitive. The audited financial statements of the County for the
Fiscal Year ended June 30, 2007 are included in APPENDIX B. The proposed form of legal opinion of
Special Counsel with respect to the Certificates is set forth in APPENDIX E. The information set forth in
this Official Statement has been furnished by the County and includes information which has been
obtained from other sources which are believed to be reliable but is not guaranteed as to accuracy or
completeness by the County or the Underwriter and is not to be construed as a representation by the
Underwriter. Copies of documents referred to herein and information concerming the Certificates are
available upon request from the County Auditor-Controller, County of Santa Barbara, 105 East Anapamu
Street, Room 303, Santa Barbara, California 93101. The County may impose a charge for copying,
mailing and handling.

THE PROJECT

The County will apply a portion of the net proceeds of the Certificates to finance certain capital
improvement projects and equipment, or such other equipment or capital improvement substituted for the
following which are identified in a Request of the County delivered to the Trustee (collectively, the
“Project”™):

Tajiguas Landfill Project. The County expects to use approximately $6.0 million of the proceeds
of the Certificates to install a low permeability liner at the Tajiguas Landfill. The installation of this liner
is part of a multi-phased project that will expand the landfill to provide sufficient capacity to meet the
disposal needs of the County for approximately 15 years. This liner phase will cover approximately
10 acres and will provide an additional two vears of capacity. Each of the phased liner projects are
required to be installed in order to protect groundwater in accordance with State environmental
requirements, Construction and installation of the liner is expected to commence in April 2008 and be
completed in November 2008.

Redevelopment Projects. The County will advance approximately $13.4 million of the proceeds
of the Certificates to the Santa Barbara County Redevelopment Agency (the “Agency”) pursuant 1o the
terms of a Repayment Agreement dated as of June 1, 2008. The Agency will use such amounts to
acquire, install and construct certain capital improvements in the Isla Vista Redevelopment Project Area,
including, but not limited to the widening of sidewalks; improvements o intersections; acquisition of
land, development of parking improvements; expansion and development of park facilities; various road,
public utilities and storm drain improvements; and construction and installation of landscaping
improvements. Implementation of the Redevelopment Projects is expected to comumence in June 2008
and be completed in June 2010.


txs

amoreno
Highlight

amoreno
Highlight


The County reserves the right to substitute other projects at a later date. Prospective purchasers
of the Certificates should also be aware that certain of the Project components listed above may only be
partially funded with proceeds of the Certificates and may receive additional funding from other sources,
including the General Fund of the County.

ESTIMATED SOURCES AND USES OF CERTIFICATE PROCEEDS
The Certificate proceeds are estimated to be used as set forth below:

TABLE 1
ESTIMATED SOURCES AND USES

Serieg A-1 Series A-2 Total
Sources:
Par Amount of Certificates $17.000,000.00 $6,600,000.00 $23,600,000.00
Less: Net Original Issue Discount (88,260.45) - (88,260.45)
Plus: Original Issue Premium — 25.391.15 25391.15
TOTAL SOURCES $16,911,739.55 $6,625,391.15 $23,537,130.70
Uses:
Deposit to Project Fund $13,400,060.00 6,000,000.00 $19,400,000.00
Deposit to Reserve Fund 1,430,479.77 555,362.73 1,985,842.50
Deposit to Capitalized Interest Fund"” 1,863,096.43 - 1,863,096.43
Delivery Costs® 218.163.35 70.028.42 288.191.77
TOTAL USES $16,911,739.55 $6,625,391.15 $23,537,130.70

(1) Represents capitalized interest on all of the Series A-1 Certificates through December 1, 2010 and on a portion of the Series
A-1 Certificates through June 1, 2011.

(2) Includes rating fees, legal fees, initial Trustee fees, printing costs, Underwriter's discount, and other expenses. For
informatien regarding the Reserve Requirement for the Certificates, see “SECURITY AND SOURCES OF PAYMENT FOR THE
CERTIFICATES—Reserve Fund”  For information regarding the Underwriter’s discount for the Certificates, see
“UNDERWRITING.”

THE CERTIFICATES
Description of the Certificates

The Certificates will be executed, sold and delivered in the aggregate principal amount of
$23,600,000, comprised of $17,000,000 principal amount of Series A-1 Certificates and $6,600,000
principal amount of Series A-2 Certificates, and will be dated their date of delivery. Interest with respect
to the Certificates will be payable at the rates per annum set forth on the inside cover page hereof, payable
semiannually on June 1 and December 1, commencing December 1, 2008 (each, an “Interest Payment
Date™), and will mature on December 1 in each of the designated years and in the principal amounts
shown on the inside cover of this Official Statement.

The Certificates will be executed, sold and delivered in fully registered form without coupons, in
denominations of $5,000 each or any integral multiple thereof. The Certificates will be issued in book-
entry only form, and when delivered, will be registered in the name of Cede & Co., as nominee of The
Depository Trust Company (“DTC”), New York, New York, which will act as securities depository for
the Certificates. So long as Cede & Co., as nominee of DTC, is the registered owner of the Certificates,
payments of the principal of, premium, if any, and interest on the Certificates will be made directly to


txs

txs


DTC. Disbursement of such payment to Direct Participants and Indirect Participants is the responsibility
of the Direct Participants and the Indirect Participants, each such term as hereinafter defined. See
APPENDIX G-“DTC AND THE BOOK-ENTRY ONLY SYSTEM.”

Prepayment Provisions

Optional Prepayment of Series A-1 Certificates. The Series A-1 Certificates maturing on or
before December 1, 2013, are not subject to optional prepayment prior to their respective stated
Certificate Payment Dates.

The Series A-1 Certificates maturing on or after December 1, 2014, are subject to prepayment
prior to their stated Certificate Payment Date, at the option of the County, from any available source of
funds, as a whole or in part on any date on or after December 1, 2013 at 100% of the principal amount
evidenced and represented thereby without premium, plus interest evidenced and represented thercby
accrued to the date of prepayment.

Optional Prepayment of Series A-2 Certificates. The Series A-2 Certificates maturing on or
before December I, 2018, are not subject to optional prepayment prior to their respective stated
Certificate Payment Dates.

The Series A-2 Certificates maturing on or after December 1, 2019, are subject to prepayment
prior to their stated Certificate Payment Date, at the option of the County, from any available source of
funds, as a whole or in part on any date on or after December 1, 2018 at 100% of the principal amount
evidenced and represented thereby without premium, plus interest evidenced and represented thereby
accrued to the date of prepayment.

Extraordinary Prepayment. The Certificates of both Series are subject to prepayment prior to
their respective Certificate Payment Dates, upon notice, on any date as a whole or in part from such
Certificate Payment Dates from proceeds of insurance received for damage or destruction of the Demised
Premises or portions thereof and from eminent domain and title insurance proceeds with respect to the
Demised Premises at a prepayment price equal to the 100% of the principal amount or such part thereof
evidenced and represented by the Certificates to be prepaid plus accrued interest evidenced and
represented thereby to the date fixed for payment, without premium.

Prepayment Procedures

Selection of Certificates for Prepayment. 1f less than all the Outstanding Certificates of a Series
are to be prepaid on any one date, the Trustee is required to select the Certificate Payment Dates of the
Certificates of such Series to be so prepaid and the amount of Certificates with such respective Certificate
Payment Dates in accordance with the provisions contained in a Request of the County delivered in
accordance with the Sublease. In connection with an “Extraordinary Prepayment” as described above, the
Request of the County shall provide that the Certificates shall be selected among Series and Certificate
Payment Dates so that the annual Base Rental Payments payable after the prepayment is as nearly
proportional as practicable to the annual Base Rental Payments prior to such prepayment. If less than all
the Outstanding Certificates of any one Certificate Payment Date of any Series are to be prepaid on any
one date, the Trustee is required to select the Certificates of such Certificate Payment Date of such Series
to be prepaid by lot in any manner that the Trustee deems appropriate and fair, and the Trustee is required
to promptly notify the Corporation and the County in writing of the numbers of the Certificates so
selected for prepayment in whole or in part on such date.
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Notice of Prepgyment. The Trustee is required under the Trust Agreement to give notice of
prepayment by first class mail to the respective Owners of any Certificates designated for prepayment in
whole or in part prior to their prepayment date. Notice of prepayment is required to be mailed by first
class mail, not less than 30 nor more than 60 days prior to the prepayment date, to (i) the Securities
Depositories and (ii) one or more Information Services. Each notice of is required to state the date of
notice, the prepayment date, the prepayment place and the prepayment price, shall designate the Series,
the Certificate Payment Dates, CUSIP numbers, if any, and the serial numbers of the Certificates to be
prepaid by giving the individual pumber of each Certificate or by stating that all Certificates of a Series
between two stated numbers, both inclusive, have been called for prepayment, {in the case of any
Certificate called for prepayment in part only) state the part of the principal amount evidenced and
represented thereby which is to be prepaid, and state that the interest evidenced and represented by the
Certificates of a Series or parts thereof designated for prepayment will cease to accrue from and after such
prepayment date and that on such prepayment date there will become due and payable on each of the
Certificates of a Series or parts thereof designated for prepayment the prepayment price evidenced and
represented thereby.

Neither failure of the Trustee to mail any notice of prepayment nor any defect in the notice so
mailed will affect the sufficiency of the proceedings for the prepayment of any of the Certificates of a
Series for which notice was properly given.

Effect of Notice of Prepayment. 1f notice of prepayment is given as described in the Trust
Agreement and money for the payment of the prepayment price of the Certificates of a Series or parts
thereof to be prepaid is held by the Trustee, then on the prepayment date designated in such notice, the
Certificates or such parts thereof so called for prepayment will become payable at the prepayment price
evidenced and represented thereby as specified in such notice; and from and afier the date so designated
interest evidenced and represented by the Certificates or such parts thereof so called for prepayment will
cease to accrue, such Certificates or such parts thercof will cease to be entitled to such benefit, protection
or security of the Trust Agreement and the Owners of such Certificates will have no rights in respect of
the Trust Agreement except to receive payment of the prepayment price evidenced and represented by the
Certificates or such parts to be prepaid.

Additional Certificates

The County and the Corporation may execute and deliver Additional Certificates on a parity with
the Certificates, pursuant to the Trust Agreement. See APPENDIX D-“SUMMARY OF CERTAIN
PROVISIONS OF THE PRINCIPAL LEGAL DOCUMENTS —~TRUST AGREEMENT.”

Diebt Service Requirements

The County is required to make Base Rental Payments to the Corporation pursuant to the
Sublease five days prior to each June | and December 1, which amounts will be deposited into the Base
Rental Payment Fund established under the Trust Agreement to pay the principal of and interest
represented by the Certificates. The Base Rental Payment Schedule required for the Certificates is shown
in the table on the following page.
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TABLE 2
DEBT SERVICE REQUIREMENTS

Period Series A-1 Series A-2 Total Annual
Ending Principal Interest Total Principal Interest Total Debt Service
12/1/2008 - $318,043.85 $318,043.85 $140,000 $111,841.11 $251,841.11 $569,884.96
6/1/2009 - 369,341.25 369,341.25 ~ 127.780.00 127,780.00 -
12/17200% - 369,341.25 369,341.25 330,000 127,780.00 457,780.00 1,324,242 50

6/1/2010 - 369,341.25 369,341.25 - 122,830.00 122,830.00 -
12/1/2010 - 369,341.25 369,341.25 340,000 122,830.00 462,830.00 1,324,342 .50
6/1/2011 - 369,341.25 369,341.25 - 117,730.00 117,730.00 -
12/1/2011 $655,000 369,341.25 1,024,341.25 350,000 117,730.00 467,730.00 1,979,142.50
6/1/2012 - 356,241.25 356,241.25 - 112,480.00 112,480.00 -
12/172012 680,000 356,241.25 1,036,241.25 360,000 112, 480.00 472 A80.00 1,977,442.50
6/1/2013 - 34264125 342.641.25 -~ 105,280.00 105,280.00 -
12/1/2013 710,000 342,641.25 1,052,641.25 375,000 105,280.60 480,280.00 1,980,842.50
6/1/2014 - 328,44125 328,441.25 - 97,780.00 97,780.00 -
12/172014 735,000 328,441.25 1,063,441.25 390,000 97,780.00 487,780.00 1,977,442.50
6/1/2015 - 313,741.25 313,741.25 - 89,980.00 89,980.00 -
12/1/2015 765,000 313,741.25 1,078,741.25 405,000 89,980.00 494,980.00 1,977,442.50
6/1/2016 - 298,441.25 298.441.25 - £1,880.00 81.880.00 -
12/1/2016 800,000 298,441.25 1,098,441.25 425,000 81,880.00 506,880.00 1,985,642.50
6/1/2017 - 282,441.25 282,441.25 - 73,380.00 73,380.00 -
127172017 830,000 282,44125 1,112,441.25 440,000 73,330.00 513,380.00 1,981,642.50
6/1/2018 - 265,841.25 265,841.25 - 64,580.00 64,580.00 -
12/1/2018 865,000 265,841.25 1.130,841.25 460,000 64,580.00 524,580,00 1,985.842.50
6/1/2019 - 248,541.25 248,541.25 - 55,380.00 55,380.00 -
12/1/2019 893,000 248 54125 1,143,541.25 475,000 55,380.00 530,380.00 1,977,842.50
6/1/2020 - 230,641.25 230,641.25 - 45.880.00 45,880.00 -
12/1/2020 935,000 230,641.25 £,165,641.25 495,000 45,880.00 540,880.00 1,983,042.50
6/1/2021 — 211,006.25 211,006.25 - 35,485.00 35,485.00 -
12/1/2021 970,000 211,006.25 1,181,006.25 515,000 35.485.00 550,485.00 1,977.982.50
6/1/2022 - 189,787.50 189,787.50 - 24,412.50 24,412.30 -
12/1/2022 1,615,000 180,787.50 1,204,787.50 540,000 24,412.50 564,412.50 1,983,400.00
6/1/2023 - 166,950.00 166,950.00 - 12,600.00 12,60¢.00 -
12/1/2023 1,060,000 166,950.00 1,226,950.00 360,000 12,600.00 572,600.00 1,979,100.00
6/1/2024 - 143,100.00 143,100.00 - — - -
12/1/2024 1,110,000 143,100.00 1,253,100.00 - - - 1,396,200.00
6/1/2025 - 117,431.25 117,431.25 - - - -
12/1/2025 1,160,000 117,431.25 1,277,431.25 - - - 1,394,862.50
6/1/2026 - 90,606.25 90,606.25 - - - -
127172026 1,215,000 90,606.25 1,305,606.25 - - - 1,396,212.50
6/1/2027 - 61,730.00 61,750.00 - - — -
12/1/2027 1,270,000 61,750.00 1,331,750.00 - - - 1,393,500.00
6/1/2028 - 31,587.50 31,587.50 - - - -
12/1/2028 1,330,000 31.587.50 1.361.587.50 - - — 1,393.175.00
ToTAL $17.000,000 $9.892.471.35 $26,892471.35 36,600,000 $2,446,756.11 $9,046,756.11  $35,939,227.46
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SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES

Pledge Under the Trust Agreement

The Certificates represent a proportionate interest in Base Rental Payments to be made by the
County to the Corporation under the Sublease. The Basc Rental Payments are irrevocably pledged to the
Trustee for the benefit of the Owners for the payment of the interest and principal evidenced and
represented by the Certificates. The Corporation, pursuant to the Assignment Agreement, assigns to the
Trustee certain of its rights under the Sublease, including, but not imited to, (i) all rights of the Corporation
to receive and collect all of Base Rental Payments from the County under the Sublease; (ii) the right to
receive and collect any proceeds of any insurance maintained pursuant to the Sublease with respect to the
Denused Premises, or any condernnation award (or proceeds of sale under threat of condemnation) paid with
respect to the Demised Premises; and (iii) the right to exercise such rights and remedies conferred on the
Corporation under the Sublease as may be necessary or convenient to enforce payment of the Base Rental
Payments and any other amounts required to be deposited in the Base Rental Payment Fund or the
Insurance Proceeds Fund established under the Trust Agreement, or otherwise to protect the interests of
the Owners in the event of a defauit by the County under the Sublease.

The obligation of the County to make Base Rental Payments does nof constitute an
obligation of the County for which the County is obligated to levy or pledge any form of taxation or
for which the County has levied or pledged any form of taxation. Neither the Certificates nor the
obligation of the County to make Base Rental Payments constitate a debt of the County, the State
or any of political subdivision thereof within the meaning of any Constitutional or statutery debt
limitation or restriction.

Deposit of Base Rental Payments

The Trustee is required under the Trust Agreement to deposit the Base Rental Payments as
received into the Base Rental Payment Fund. All moneys deposited in the Base Rental Payment Fund are
held in trust by the Trustee for the benefit of the Owners of the Certificates and will be disbursed,
allocated, and applied solely for the uses and purposes set forth in the Trust Agreement.

So long as any Certificates are Outstanding, the Trustee will apply amounts on deposit in the
Base Rental Payment Fund to pay first the interest evidenced and represented by the Certificates to but
not including their respective Interest Payment Dates and second the principal evidenced and represented
by the Certificates on their respective Certificate Payment Dates.

Reserve Fund

General. A Reserve Fund for the Certificates is established by the Trust Agreement and is
required to be funded in the amount of the Reserve Requirement, which is an amount equal to the lesser of:
(i) 10% of the original principal amount of the Certificates; (1) 125% of the average annual principal and
interest with respect to all Outstanding Certificates or (1) the maximum annual principal amount and inferest
with respect to all QOutstanding Certificates. On the date of delivery of the Certificates, proceeds mn the
amount of $1,985,842.50, which is equal to the maximum annual principal amount and interest with respect
to the Certificates, will be deposited into the Reserve Fund, which amount is equal to the Reserve
Requirement.

Application of Reserve Fund. If on the Business Day before the date any payment of principal or
interest is required to be made, the amount on deposit in the Base Rental Payment Fund is insufficient to
make such payment, the Trustee is required to immediately notify the County of the fact and amount of
such insufficiency. If on any Interest Payment Date the amount on deposit in the Base Rental Payment
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Fund is insufficient to pay the interest due with respect to the Certificates on such date, or if on any
Certificate Payment Date the amount on deposit in the Base Rental Payment Fund is insufficient to pay
the principal due with respect to the Certificates on such date, the Trustee is required to transfer pro rata
from between subaccounts within the Reserve Fund and deposit in the Base Rental Payment Fund an
amount sufficient to make up such deficiency.

Amounts 1 the Reserve Fund in excess of the Reserve Fund Requirement will be transferred on
or about May 15 and November 15 of each year to the Base Rental Payment Fund or to such other fund as
directed by a Request of the County.

Pursuant to the Trust Agreement, the County may satisfy the Reserve Fund Requirement, in
whole or in part, at any time by the deposit with the Trustee for the credit of the Reserve Fund of a surety
bond, an insurance policy or letter of credit, or any combination thercof.

Covenant to Budget and Appropriate

The County agrees and covenants in the Sublease to take such action as may be necessary to
include all Base Rental Payments and Additional Rental Payments due under the Sublease in its annual
budgets and to make the necessary annual appropriations for all such payments, and to fumish to the
Trustee within 30 days after the final adoption thereof a Certification that the budget for the ensuing
Fiscal Year appropriates sufficient monies to make all payments due under the Sublease and to furnish to
the Corporation copics of each annual budget of the County within 60 days after the final adoption
thereof.

The Base Rental Payments are irrevocably pledged to the Trustee for the benefit of the Owners of
the Certificates. The County is required to make each Base Rental Payment to the Trustee no later than
five days before cach June 1 or December 1 which will be sufficient to pay, when due, the scheduled
principal and mterest represented by the Certificates. Base Rental Payments are not subject to
acceleration.

Pursuant to the Sublease, the County agtees to pay to the Corporation as Additional Rental such
amounts in each year as are required for the payment in full of all costs and expenses incurred by the
Corporation in connection with the execution, performance or enforcement or assignment of the Sublease,
including but not limited to payment of ali fees, costs and expenses and all administrative costs of the
Corporation and the Trustee in connection with the Demised Premises, the Sublease, the Assignment
Agreement and the Trust Agreement and all taxes, assessments and governmental charges of any nature
whatsoever levied or imposed by any govermnmental authority against the Corporation, the Demised
Premises or the rentals and the other payments required to be made by the County.

The obligation of the County under the Sublease to appropriate funds to pay Base Rental
Payments and Additional Rental is not limited fo any particular source of funds; and the County is
required to pay the Base Rental Payments and Additional Rental due under the Sublease from any
lawfully available funds of the County including, without limitation, amounts available from the General
Fund. See also “COUNTY FINANCIAL INFORMATION-Long Term Obligations—Direct and Overlapping
Debt.”

Insurance
Casualty Insurance. The County is required to procure or cause to be procured, and maintain or
cause to be maintained, throughout the term of the Sublease, insurance against loss or damage to any

structure constituting any part of the Demised Premises by fire and lightning, with extended coverage and
vandalism and malicious mischief insurance. The extended coverage insurance is required, as nearly as
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practicable, to cover loss or damage by explosion, windstorm, riot, aircraft, vehicle damage, smoke and
such other hazards as are normally covered by such insurance. Such insurance is required to be in an
amount equal to the replacement cost (without deduction for depreciation) of all structures constituting
any part of the Demised Premises, excluding the cost of excavations, of grading and filling and of the
land. The County may, in its discretion, insure the Demised Premises under blanket insurance policies
which insure not only the Demised Premises but also other properties as long as such blanket insurance
policies comply with the requirements of the Sublease. The County may, at its election, provide for
casualty insurance partially or wholly by means of a self-insurance program meeting the requirements set
forth in the Sublease. The net proceeds of such insurance are required to be applied as provided in the
Trust Agreement. Such insurance may at any time include a deductible clause providing for a deductible
not to exceed $1,000,000 for all losses in any year.

Business Intervuption fnsurance. The County is required to procure or cause to be procured, and
maintain or cause to be maintained, throughout the term of the Sublease, business interruption insurance
to cover loss, total or partial, of the use of any structures constituting any part of the Demised Premises as
the result of any of the hazards covered by the casualty insurance, in an amount sufficient to pay the total
Base Rental Payments for a period of at least 24 months. The net proceeds of such insurance are required
to be paid to the Trustee for deposit in the Base Rental Payment Fund.

Title Insurance. The County is required to obtain title insurance on the Demised Premises, in the
form of a leaschold owners title policy, in an amount equal to the sum of the aggregate principal
components of the Base Rental, issued by a company of recognized standing duly authorized to issue the
same, payable to the Trustee, subject only to Permitted Encumbrances.

Application of Insurance and Condemnation Proceeds. The proceeds of any casualty or title
insurance with respect to the Demised Premises, if received by the Corporation or the County, is required
to be paid immediately to the Trustee for deposit into the Insurance Proceeds Fund and used to repair or
replace the Demised Premises or if the County elects not to repair or replace the property damaged,
destroved or taken, for deposit into the Prepayment Account and applied to the prepayment of
Outstanding Certificates pursuant to the Trust Agreement at the earliest possible prepayment date.

The proceeds of any condemnation award arc required to be deposited by the Trustee in the
Prepayment Account and applied to the prepayment of Qutstanding Certificates pursuant to the Trust
Agreement at the earliest possible prepayment date.

Abatement

The Base Rental Payments will be abated during any period in which, by reason of matenal
damage or destruction, other than by condemnation, there is substantial interference with the use and
occupancy by the County of any portion of the Demised Premiscs. The amount of such abatement will be
such that the resulting Base Rental Payments do not exceed the Iesser of (1) the amount necessary to pay
the originally scheduled Base Rental Payments remaining unpaid and (i) the fair rental value for the use
and possession of the Demised Premises not so damaged or destroyed. Such abatement will continue for
the period commencing with the date of such damage or destruction and ending with the substantial
completion of the work of repair or replacement of the Demised Premises so damaged or destroyed. In
the event of any such damage or destruction, the Sublease will continue in full force and effect and the
County waives any right to terminate the Sublease by virtue of any such damage or destruction. See
“INVESTMENT CONSIDERATIONS-Abatement of Lease Payments.”
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Eminent Domain

If the Demised Premises (or portions thereof such that the remainder is not usable for public
purposes by the County) is taken under the power of condemnation or eminent domain, the term of the
Subiease will cease as of the day that possession is taken. If less than the entire Demised Premises is
taken under the power of condemnation or eminent domain and the remainder is usable for public
purposes by the County at the time of such taking, then the Sublease will continue in full force and effect
as to such remainder, and the parties waive the benefits of any law to the contrary, and in such event there
will be a partial abatement of the rental due under the Sublease in an amount equivalent to that proportion
of the Base Rental thereunder which the fair market value of the portion taken bears to the fair market
value of the Demised Premises as a whole. So long as any of the principal components of the Base Rental
remain unpaid any award made in eminent domain proceedings for taking the Demised Premises or any
portion thercof will be applied to the prepayment of the principal components of Base Rental Payments
and any remaining balance of any such award will be applied to the making of Additional Rental. Any
such award made after all of the Base Rental and Additional Rental have been fully paid, or provision
therefor made, will be paid to the Corporation and to the County as their respective interests may appear.

Default

If the County defaults in the observance or performance of any agreement, condition, covenant or
term contained under the Sublease, then the Corporation or its assignee may exercise any and all remedies
available pursuant to law or granted pursuant to the Sublease. In the event of default, the Corporation or
its assignee may (i) maintain the Sublease in full force and effect and recover rent and other monetary
charges as they become due without terminating the County’s right to possession regardless of whether or
not the County has abandoned the Demised Premises; or (ii) terminate the Sublease notwithstanding any
re-entry or re-letting of the Demised Premises and to re-enter the Demised Premises and remove all
persons in possession thereof and all personal property whatsoever situated upon the Demised Premises.
See APPENDIX D—“SUMMARY OF CERTAIN PROVISIONS OF THE PRINCIPAL LEGAL DOCUMENTS-LEASE.”
See “INVESTMENT CONSIDERATIONS-Limitations on Exercise of Remedies” for a discussion on the
limitations on the Trustee’s ability to exercise certain remedies if the City defaults under the Lease.

Demised Premises

Pursuant to the Sublease, the County will lease to the Corporation each of the premises described
below (collectively, the “Demised Premises™).

Santa Barbara Juvenile Hall. This single-story, approximately 22,467 square foot, steel frame,
wood truss, reinforced concrete and brick building and was constructed in 1965. This building is located
at 4500 Hollister Avenue in the unincorporated area of the County. The County Juvenile Probation
offices are located in this building,.

Probation Headguarters Building. This two-story, approximately 21,728 square foot, steel
frame, wood truss, reinforced concrete and stucco building is located on an approximately 0.96 acre site
and was constructed in 1965 and remodeled in the early 1990s. This building is located at 117 East
Carrillo Street in the City of Santa Barbara and includes 32 surface parking spaces. The main County
Probation offices are located in this building.

Betteravia Building A-Probation. This two-story, approximately 24,762 square foot, steel frame,
wood truss, reinforced concrete building is located on an approximately 1.69 acre site and was
constructed in 1991. This building is located at 2121 South Centerpointe Parkway in the City of Santa
Maria and includes an elevator and surface parking for approximately 108 vehicles.
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Betteravia Building B.
truss, reinforced concrete and

Maria. The County Public Health Department operates a clinic in this building.

The following table summarizes the details of the Demised Premises:

eel frame, wood

- . y cre site and was
constructed in 1991. This building is located at 2115 South Centerpointe Parkway in the City of Santa

Approx.
Approx.  Building
Original Acreage Square Ferm of Estimated
Demised Premises Address Completion Date of Site Footage Sublease Yalue
Santa Barbara Juvenile Hall Building 4500 Hollister Avenue 1965 - 22,467 127172028 $9,400,000'"
Probation Headquarters Building 117 East Carrillo Street 1965 0.96 21,728 127172028 9,000,000%
Betteravia Building A-Probation 2121 South Centerpointe Parkway 1991 1.69 24,762 12/1/2028 5,000,000
Betteravia Building B 2115 South Centerpointe Parkway 1991 2.24 25,075 12/572023 5.000,000%
TOTAL $28,406,000

o Repres;ems the replacement cost-new value of this building as of April 11, 2008 based upon a review completed by Schott

& Company Real Estate Appraisal & Consulting (the “Appraiser™).

Based upon an appraisal of this building completed by the Appraiser as of April 11, 2008,

Represents the estimated “as is” market value of this building as of April 8, 2008 based upon an appraisal of this building
completed by the Appraiser.

Estimated by the County based upon an appraisal of Building A Probation, which was constructed at the same time as this
component of the Demised Premises, has a similar footprint and is constructed of similar materials,

Source: County of Santa Barbara,

2}
&8

(4)

Substitution and Release of Demised Premises

The County and the Corporation may substitute and release real property as part or in place of
the Demised Premises for purposes of the Lease and the Sublease, but only after the County has filed with
the Corporation and the Trustee with copies to each rating agency then providing a rating for the
Certificates, certain information required by the Sublease. See APPENDIX D-“SUMMARY OF CERTAIN
PROVISIONS OF THE PRINCIPAL LEGAL DOCUMENTS~SUBLEASE.”

INVESTMENT CONSIDERATIONS

This section provides a general overview of certain risk factors which should be considered, in
addition to the other maiters set forth in this Official Statement, in evaluating an investment in the
Certificates. This section is not meant lo be a comprehensive or definitive discussion of the risks
associated with an investment in the Certificates, and the order in which this information is presented
does not necessarily reflect the relative importance of various risks. Potential investors in the
Certificates are advised to consider the following factors, among others, and to review this entire Official
Statement to obtain information essential to the making of an informed investment decision. Any one or
more of the risk factors discussed below, among others, could lead to a decrease in the market value
and/or in the marketability of the Certificates. There can be no assurance that other risk factors not
discussed herein will not become material in the future.

No Acceleration Upon Default

If the County defaults on its obligations to make Base Rental Payments, a remedy of the Trustee,
as assignee of the Corporation, is to sue for the Base Rental Payments as they become due. In the event
of a default, there is no remedy of acceleration of the total Base Rental Payments due over the term
of the Sublease. The County, while it is lessee, will only be liable for the Base Rental Payments on an
annual basis, and the Trustee, as assignee of the Corporation, would be required to seek a separate

13


txs

txs

txs

txs


judgment each year for that year’s defaulted Base Rental Payments. Any such suit for money damages
would be subject to limitations on legal remedies against counties in California. Alternatively, the
Trustee could take possession of the Demised Premises and re-let it if the County is in default. However,
the value of the Demised Premises to another party is uncertain, and, given the essential nature of the
governmental function of the Demised Promises, it is also uncertain whether a court would permit the
exercise of the remedies of repossession and re-letting of the Demised Premises.

Limitations on Remedies

The rights of the Owners of the Certificates are subject to the limitations on legal remedies
against countics in the State. Additionally, enforceability of the rights and remedies of the Owners of the
Certificates and the obligations incurred by the County may be subject to the United States Bankruptcy
Code and applicable bankruptcy, insolvency, reorganization, moratorium, or similar laws relating to or
affecting the enforcement of creditor’s rights generally, now or hereafter in effect. Equity principles may
limit the enforcement of certain remedies. Such limitations on remedies could result in delays, limitations
or modification of Owners’ rights.

The rights of the Owners of the Certificates are subject to the limitations on legal remedies
against counties in the State, including a limitation on enforcement of judgments against funds needed o
serve the public welfare and interest. Additionally, enforceability of the rights and remedies of the
Owners of the Certificates, and the obligations incurred by the County, may become subject to the
following: the Federal Bankruptcy Code and applicable bankruptey, insolvency, reorganization,
moratorium, or simiiar laws relating to or affecting the enforcement of creditor’s rights generally, now or
hereafter in effect; equity principles which may limit the specific enforcement under State law of certain
remedies; the exercise by the United States of America of the powers delegated to it by the Constitution;
and the reasonabie and necessary exercise in certain exceptional situations, of the police powers inherent
in the sovereignty of the State and its governmental bodies in the interest of serving a significant and
legitimate public purpose; and the limitations on remedies against counties in the State.

Bankruptcy proceedings, or the exercise of powers by the federal or State government, if
initiated, could subject the Owners of the Certificates to judicial discretion and interpretation of their
rights in bankruptcy or otherwise, and consequently may entail risks of delay, limitation, or modification
of their rights. Under Chapter 9 of the Bankruptcy Code (Title 11, United States Code}, which governs
the bankruptcy proceedings for public agencics such as the County, there are no involuntary petitions in
bankruptcy. If the County were to file a petition under Chapter 9 of the Bankruptcy Code, the Owners,
the Trustee and the Corporation could be prohibited from taking any steps to enforce their rights under the
Sublease, and from taking steps to collect amounts due from the County under the Sublease.

Base Rental Payments Not a Debt of the County

The obligation of the County to make Base Rental Payments does not constitute a debt of the
County or of the State or of any political subdivision thereof within the meaning of any constitutional or
statutory debt limit or restriction, and does not constitute an obligation for which the County or the State

is obligated to levy or pledge any form of taxation or for which the County or the State has levied or
pledged any form of taxation.

Although the Sublease does not create a pledge, lien or encumbrance upon the funds of the
County, the County is obligated under the Sublease to pay the Base Rental Payments from any source of
available funds, and the County has covenanted in the Sublcase that it will take such action as may be
necessary to include all Base Rental Payments in its annual budgets and to make necessary annual
appropriations therefor. The County is currently liable and may become liable on other obligations
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payable from general revenues, some of which may have a priority over the Base Rental Payments. See
also “COUNTY FINANCIAL INFORMATION-Long Term Obligations-Direct and Overlapping Debt™

The County has the capacity to enter into other obligations which may constitute additional
charges against its general revenues. To the extent that additional obligations are incurred by the County
the funds available to make Base Rental Payments may be decreased. In the event the County’s revenue
sources are less than its total obligations, the County could choose to fund other activities before making
Base Rental Payments and other payments due under the Sublcase.

See also “CONSTITUTIONAL AND STATUTORY LIMITATIONS ON TAXES, REVENUES AND
APPROPRIATIONS-Article XII1 B of the California Constitution.”

Valid and Binding Covenant to Budget and Appropriate

Pursuant to the Sublease, the County covenants {0 take such action as may be necessary to
mclude Base Rental Payments due in its annual budgets and to make necessary appropriations for all such
payments. Such covenants are deemed to be duties imposed by law, and it is the duty of the public
officials of the County to take such action and do such things as are required by law in the performance of
the official duty of such officials to enable the County to carry out and perform such covenants. A court,
however, in its discretion may decline to enforce such covenants. Upon delivery of the Certificates,
Special Counsel will render its opinion (substantially in the form of APPENDIX E—“PROPOSED FORM OF
LEGAL OPINION™} to the effect that, subject to the limitations and qualifications described therein, the
Sublcase constituies a valid and binding obligation of the County. As to the practical realization of
remedies upon default by the County, see “~Limitations on Remedies” and “—Limited Recourse Upon
Default.”

Abatement

The Sublease provides that the amount of Base Rental Payments and Additional Payments will be
abated during any period in which there is substantial interference with the use and possession of all or a
portion of the Demised Premises by the County by condemmnation, damage, destruction or title defect. See
“SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES-Abatement” and APPENDIX D-
“SUMMARY OF CERTAIN PROVISIONS OF THE PRINCIPAL LEGAL DOCUMENTS—SUBLEASE.” Such abated
Base Rental Payments, together with other available moneys, if any, may not be sufficient to pay
principal and interest represented by the Certificates in the amounts and at the rates set forth herein. In
such an event, all Qwners of the Certificates would forfeit a pro rata portion of interest attributable to
abated Base Rental Payments payable during the period of abatement and, to the extent Certificates
mature during a period of abatement, the Owners of such Certificates would forfeit a pro rata portion of
principal attributable to such abated Base Rental Payments. The failure to make such payments of
principal and interest would not under such circumstances constitute a default under the Trust Agreement,
the Sublease or the Certificates.

It is not possible to predict the circumstances under which such an abatement of Base Rental
Payments may occur. In addition, there is no statute, case or other law specifying how such an abatement
of rental should be measured. For example, it is not clear whether fair rental value is established as of
commencement of the Sublease or at the time of the abatement. If the latier, it may be that the value of
the Demised Premises could be substantiaily higher or lower than its value at the date of delivery of the
Certificates. Abatement, therefore, could have an uncertain and material adverse effect on the security for
and payment of the Certificates.
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Limited Recourse Upon Defanit

if the County defaults on its obligations to make Base Rental Payments with respect to the
Demised Premises, the Trustee will have the right to re-enter the Demised Premises and either terminate
the Sublease or re-let the Demised Premises. In the event such re-letting occurs, the Sublease provides
that the County would be liable for any deficiency in Base Rental Payments that results there from. See
APPENDIX D—"SUMMARY OF CERTAIN PROVISIONS OF THE PRINCIPAL LEGAL DOCUMENTS—-SUBLEASE.”

No assurance can be given that the Trustee will be able to re-let the Demised Premises so as to
provide rental income sufficient to pay principal and interest evidenced by the Certificates in a timely
manner. Furthermore, it is not certain whether a court would permit the exercise of the remedies of
repossesston and re-letting with respect to the Demised Premises.

No Acceleration

In the event of a default, there is no remedy of acceleration of the total Base Rental Payments due
over the term of the Sublease. The County will be liable only for Base Rental Payments on an annual
basis and, in the event of a default, the Trustee would be required to seck a separate judgment each year
for that year’s defaulted Base Rental Payments. Any such suit for money damages would be subject to
limitations on legal remedies against countics in California, including a limitation on enforcement of
Judgments against funds of a Fiscal Year other than the Fiscal Year in which the Base Rental Payments
were due and against funds needed to serve the public welfare and interest. APPENDIX D—"SUMMARY OF
CERTAIN PROVISIONS OF THE PRINCIPAL LEGAL DOCUMENTS—SUBLEASE.”

No Liability by Corporation to the Owners

Except as expressly provided in the Trust Agreement, the Corporation shall pot have any
obligation or liability to the Owners of Certificates with respect to the payment when due of the Base
Rental Payments by the County, or with respect to the performance by the County of other agreements
and covenants required to be performed by it contained in the Sublease or Trust Agreement, or with
respect to the performance by the Trustee of any right or obligation required to be performed by it
contained in the Trust Agreement. The Corporation has no assets or revenues.

Natural Disasters

The obligation to pay Lease Payments may be adversely affected if the Demised Premises are
damaged or destroyed by natural disasters such as earthquake, flood or wildfire.

While the County currently maintains both earthquake insurance and flood insurance with respect
to the Demised Premises, the County has no obligation to continue either form of insurance through the
remainder of the lease term, Damage or destruction to the Demised Premises caused by earthquake or
flood could result in abatement of Base Rental Payments.

Pursuant to and under the circumstances described in the Subiease, the County is required to
maintain or 18 permitted to self-insure for casualty, workers’ compensation and standard comprehensive
public entity liability. The County may not self-insure for loss of use and occupancy of any portion of the
Demised Premises. See APPENDIX D—“SUMMARY OF CERTAIN PROVISIONS OF THE PRINCIPAL LEGAL
DOCUMENTS-SUBLEASE-Insurance to be Maintained by the County.” However, no assurance can be
given that such insurance or self-insurance at the time of any casualty or loss will be adequate to cover
any claims that might arise.
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Wildfires. The County is exposed to a variety of wildfire hazard conditions ranging from very
low levels of risk along the coastal portions of the County, to extreme hazards in the inland and chaparral
covered hillsides of the Santa Ynez Mountains and the Los Padres National Forest. Currently, fire hazard
severity is a function of fuel conditions, historic climate, and topography. Population density or the
number of structures in a particular region are not currently used to determine the fire hazard severity for
a particular region. Areas throughout the County have been designated as having a “Very High Severity
Hazard,” “High Hazard,” or “Moderate Hazard.” In the County, most of the area that has been designated
as having a “Very High Severity Hazard” are located in the Santa Ynez Mountains and the Los Padres
National Forest. These areas exhibit the combination of vegetative fuel, topography, and human
proximity that contribute to an extreme fire hazard potential. The fact that an area is in a Moderate
Hazard designation does not mean it cannot experience a damaging fire; it means only that the probability
is reduced, generally because the number of days a year that the area has “fire weather” is less.

The State, particularly Southern California, is periodically subject to wild fires. Beginning on
October 24, 2003, several fires occurred in San Bernardine County, San Diego County and Ventura
County where they collectively burned more than 750,000 acres, destroyed 3,346 homes, and resulted in
20 deaths since. The County was unaffected by these fires.

During Fiscal Year 2007-2008, the County experienced the second jargest (at the time) fire
disaster in the recorded history of the State. Because the damage was mostly contained to the Los Padres
National Forest, damage to public property was estimated at only approximately $2.3 million. The State
Office of Emergency Services (“OES”) is expected to fund approximately 75% of the estimated costs.

When wildfires scorch thousands of acres in Southern California, they destroy all vegetation on
mountains and hillsides. As a result, when heavy rain falls in the winter, there is nothing to stop the rain
from penetrating directly into the soil. In addition, waxy compounds in plants and soil that are released
during fires create a natural barrier in the soil that prevents rain water from seeping deep into the ground.
The result is erosion, mudslides, and excess water running off the hillsides often causing flash flooding as
described below,

Flooding. Flood zones are identified by the Federal Emergency Management Agency (“FEMA™).
FEMA designates land located in a low- to moderate-risk flood zone (i.e. not in a floodplain) and has less
than a 1% chance of flooding each year as being within a Non-Special Flood Hazard Area (a “NSFHA”).
Both the Demised Premises and the Project are located in areas designed by FEMA as subject to low to
moderate flood risk. The County can make no representation that future maps will not be revised to
include the Demised Premises within an area deemed subject to flooding. The County is obligated under
the Sublease to maintain flood insurance on the Demised Premises. The occurrence of flooding to the
Demised Premises could result in an abatement of Lease Payments and could have an adverse effect on
the ability of the County to make timely Lease Payments.

The County most recently experienced flooding in Fiscal Year 2000-01 and Fiscal Year
2004-05. 1In Fiscal Year 2000-01 the County experienced a series of powerful winter storms that
produced heavy rains, high winds and heavy surf in both the incorporated and unincorporated areas of the
County, Damage to public property, including infrastructure, was estimated at approximately
$3.5 million. Heavy rains in early 2005 resulted in damage to roads throughout the County. The County
Public Works Division estimated construction costs of approximately $14 million for repairs including
emergency repairs, debris removal and permanent restoration projects. Approximately 75% of the cost of
such projects were paid for by FEMA and OES and were spread over a three year period. During Fiscal
Year 2004-05, approximately 74% of the cost was paid by FEMA and approximately 25% was paid for
by OES. The remaining $900,000 was funded from County resources.
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Seismic Factors. Generally, seismic activity occurs on a regular basis in the State. Periodically,
the magnitude of a single seismic event can cause significant ground shaking and potential damage to
property located at or near the center of such seismic activity.

Both the City of Santa Barbara and the County have a program requiring the retrofitting of
certain property to meet higher standards of earthquake safety. Implementation of this program is
ongoing and will continue for some years. There has been no major earthquake with an epicenter located
in the County since August 1978; however, a number of faults located both within and outside of the
County could become the site of quake activity impacting the County. The 1994 carthquake in Los
Angeles County, which was centered in Northridge and was felt in the County, did not result in any
deaths, injuries or property damage in the County according to the County Office of Emergency Services.
In December 2003, an earthquake registering 6.5 on the Richter scale occurred with an epicenter 11 miles
northeast of San Simeon. This earthquake resulted in some property damage in the County including but
not limited to the Cities of Guadalupe and Santa Maria. The County is in the process of retrofitting the
Santa Barbara and Santa Maria Courthouses. Approximately 75% of this cost is expected to be paid with
funds received from the Federal Hazard Mitigation Grant Program. The remaining costs are expected to
be paid by the County from available funds.

Hazardous Substances

Owners and operators of real property may be required to remedy conditions of the property
relating to releases or threatened releases of hazardous substances. The federal Comprehensive
Environmental Response, Compensation and Liability Act of 1980, sometimes referred to as “CERCLA™
or “Superfund Act,” is best well known and widely applicable of these laws. In addition, California laws
impose particular requirements with regard to hazardous substances. Under many of these laws, the
owner (or operator) is obligated to remedy a hazardous substance condition of property whether or not the
owner (or operator) has anything to do with creating or handling the hazardous substance. Further, such
liabilitics may arisc not simply from the existence of a hazardous substance but from the method of
handling it. Al of thesc possibilities could significantly affect the financial and legal ability of the
property owner to develop the affected property or other adjacent property, and the valuc of the affected
property or adjacent property. The County has no actual knowledge of existing hazardous substances on
the Demised Premises.

State Funding of Counties

The County receives a portion of its funding from subventions by the State. In Fiscal Year
2007-08, approximately 11% of the General Fund Budget is expected to consist of payments from the
State. As a result, decreases in the revenues received by the State can affect subventions made by the
State to the County and other counties in the State. The potential impact of State budget actions on the
County in particular, and other counties in the State generally, in this and future fiscal years is uncertain at
this time. For a discussion of the potential impact of State budget actions for Fiscal Year 2005-06
through Fiscal Year 2007-08 on the County in particular, and other counties in the State generally, see
“COUNTY FINANCIAL INFORMATION-State Budget Acts.”
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CONSTITUTIONAL AND STATUTORY LIMITATIONS ON TAXES,
REVENUES AND APPROPRIATIONS

Article XII1 A of the California Constitation

In 1978, California voters approved Proposition 13, adding Article XIII A to the California
Constitution. Article XIII A was subsequently amended on several occasions in various respects. Article
XTI A limits the amount of any ad valorem tax on real property to 1% of the full cash value thereof,
except that additional ad valorem taxes may be levied to pay debt service on indebtedness approved by
the voters prior to July 1, 1978 and on bonded indebtedness for the acquisition or improvement of real
property which has been approved on or after July 1, 1978 by two-thirds of the voters voting on such
indebtedness and or bonded indebtedness incurred by a school district, community college district or
county office of education for the construction, reconstruction, rehabilitation or replacement of school
facilities, including the furnishing and equipping of school facilities, or the acquisition or lease of real
property for school facilities approved by 55% of the voters voting on the proposition. Article XIII A
defines full cash value to mean “the county assessor’s valuation of real property as shown on the 1975-76
tax bill under “full cash” or thereafter, the appraised value of real property when purchased, newly
constructed, or a change in ownership has occurred after the 1975 assessment.” This full cash value may
be increased at a rate not to exceed 2% per year to account for inflation.

Article XIII A has been amended to permit reduction of the “full cash value” base in the event of
declining property values caused by damage, destruction or other factors, and to provide that there would
be no increase in the “full cash value” base in the event of reconstruction of property damaged or
destroyed in a disaster or in the event of certain transfers to children or spouses or of the elderly or
disabled to new residences.

Legislation Implementing Article XIIT A

Legislation has been enacted and amended a number of times since 1978 to implement Article
XIII A. Under current law, local agencies are no longer permitted to levy directly any property tax
{except to pay voter-approved indebtedness). The 1% property tax is automatically levied by the County
and distributed according to a formula among taxing agencies. The formula apportions the tax roughly in
proportion to the relative shares of taxes levied prior to 1979.

Increases of assessed valuation resulting from reappraisals of property due to new construction,
change in ownership or from the 2% annual adjustment are allocated among the various jurisdictions in
the “taxing area” based upon their respective “situs.” Any such allocation made to a local agency
continues as part of its allocation in future years.

Article XTII B of the California Constitution

On October 6, 1979, California voters approved Proposition 4, known as the Gann Initiative,
which added Article XIII B to the California Constitution. Propositions 98 and 111, approved by the
California voters in 1988 and 1990, respectively, substantially modified Article XIII B. The principal
effect of Article XIII B is to limit the annual appropriations of the State and any city, county, school
district, authority, or other political subdivision of the State to the level of appropriations for the prior
fiscal year, as adjusted for changes in the cost of living and population. The initial version of Article
XIII B provided that the “base year” for establishing an appropriations limit was the 1978-79 fiscal year,
which was then adjusted annually to reflect changes in population, consumer prices and certain increases
in the cost of services provided by these public agencies. Proposition 111 revised the method for making
annual adjustments to the appropriations limit by redefining changes in the cost of living and in
population. It also reguired that beginning in Fiscal Year 1990-91 each appropriations limit must be
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recalculated using the actual 1986-87 appropriations limit and making the applicable annual adjustments
as if the provisions of Proposition 111 had been in effect.

Appropriations subject to limitations of a local government under Article XIII B include
generally any authorization to expend during a fiscal year the proceeds of taxes levied by or for that entity
and the proceeds of certain State subventions to that entity, exclusive of refunds of taxes. Proceeds of
taxes include, but are not limited to all tax revenues plus the proceeds to an entity of govemment from
(1) regulatory licenses, user charges and user fees (but only to the extent such proceeds exceed the cost of
providing the service or regulation), (2) the investment of tax revenues, and (3) certain subventions
received from the State. Article XIII B permits any government entity to change the appropriations limit
by a vote of the clectors in conformity with statutory and constitutional voting effective for a maximum of
four years.

As amended by Proposition 111, Article XIII B provides for testing of appropriations limits over
consecutive two-year periods. If an entity’s revenues in any two-year period cxceed the amounts
permitted to be spent over such period, the excess has to be returned by revising tax rates or fee schedules
over the subsequent two years. As amended by Proposition 98, Article XIII B provides for the payment
of a portion of any excess revenues to & fund established to assist in financing certain school needs.
Appropriations for “qualified capital outlays™ are excluded from the limits of Proposition 111.

For Fiscal Year 2006-07, the County’s Article XIII B limit was $535,268,977 (audited) and
budgeted appropriations subject to limitation were $152,509,393 (audited). For Fiscal Year 2007-08, the
County’s Article XIII B limit is $568,134,492 (unaudited} and budgeted appropriations subject to
limitation are $153,657,138 (unaudited). The County has never excecded its Article XII B
appropriations limit and does not anticipate having any difficulty in operating within the appropriations
limnit.

Article XIII C and Article XTII D of the California Constitution

On November 5, 1996, the voters of the State approved Proposition 218, known as the “Right to
Vote on Taxes Act.” Proposition 218 adds Articles XHI € and XIII D to the California Constitution and
contains a number of interrclated provisions affecting the ability of the County to levy and collect both
existing and future taxes, assessments, fees and charges. The interpretation and application of
Proposition 218 likely will be determined by the courts with respect to a number of the matters discussed
below, and it 1s not possible at this time to predict with certainty the outcome of such determination.

Article XIII C requires that all new local taxes be submitted to the electorate before they become
effective. Taxes for general governmental purposes of the County require a majority vote and taxes for
specific purposes, even if deposited in the County’s General Fund, require a two-thirds vote. Further, any
general purpose tax which the County imposed, extended or increased without voter approval after
December 31, 1994 may continue to be imposed only if approved by a majority vote in an election which
must be held within two years of November 3, 1996. The County believes that no existing County-
imposed taxes deposited into its General Fund will be affected by the voter approval requirements of
Proposition 218, although as indicated below certain tax levies may be affected by Proposition 62. The
voter approval requirements of Proposition 218 reduce the flexibility of counties to raise revenues for the
General Fund, and no assurance can be given that the County will be able to impose, extend or increase
such taxes in the future to meet mereased expenditure needs.

Article X111 D also adds several provisions making it generally more difficult for local agencies
to levy and maintain fees, charges, and assessments for municipal services and programs. These
provisions include, among other things, (i) a prohibition against assessments which exceed the reasonable
cost of the proportional special benefit conferred on a parcel, (ii} a requirement that assessments must
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confer a “special benefit,” as defined in Article XIII D, over and above any general benefits conferred,
(i1} a majority protest procedure for assessments which involves the mailing of notice and a ballot to the
record owner of each affected parcel, a public hearing and the tabulation of ballots weighted according to
the proportional financial obligation of the affected party, and (iv) a prohibition against fees and charges
which are used for general governmental services, including police, fire or library services, where the
service 1s available to the public at large in substantially the same manner as it is to property owners. The
County does not believe that it is currently coliecting fees, charges or assessments subject to repeal by
Article XTI D, Article XIH C also removes limitations on the initiative power in matters of reducing or
repealing local taxes, assessments, fees or charges. No assurance can be given that the voters of the
County will not, in the future, approve an initiative or initiatives which reduce or repeal local taxes,
assessments, fees or charges currently comprising a substantial part of the County’s General Fund. If
such repeal or reduction were to occur, the County’s ability to repay the Certificates could be adversely
affected.

Propositien 62

On September 28, 1995, the California Supreme Court, in the case of Santa Clara County Local
Transporiation Authority v. Guardino, upheld the constitutionality of Proposition 62. In this case, the
court held that a countywide sales tax of one-half of one percent was a special tax that, under
Section 53722 of the Government Code, required a two-thirds voter approval. Because the tax received
an affirmative vote of only 54.1%, this special tax was found to be invalid. The decision did not address
the question of whether or not it should be applied retroactively.

Following the California Supreme Court’s decision upholding Proposition 62, scveral actions
were filed challenging taxes imposed by public agencies since the adoption of Proposition 62, which was
passed in November 1986. On June 4, 2001, the California Supreme Court released its decision in one of
these cases, Howard Jarvis Taxpayers Association v. City of La Habra, et al. {“La Habra”). In this case,
the court held that public agency’s continued imposition and collection of a tax is an ongoing violation,
upon which the statute of limitations period begins anew with each collection. The court also held that,
unless another statute or constitutional rule provided differently, the statute of limitations for challenges
to taxes subject to Proposition 62 is three years. Accordingly, a challenge to a tax subject to
Proposition 62 may only be made for those taxes received within three years of the date the action is
brought.

The County has imposed no taxes to which Proposition 62 could apply.
Proposition 1A

The California Constitution and existing statutes give the legislature authority over property
taxes, sales taxes and the vehicle license fee (the “VLF”). The State legislature has authority to change
tax rates, the items subject to taxation and the distribution of tax revenues among local governments,
schools, and community college districts. The State has used this authority for many purposes, including
increasing funding for local services, reducing State costs, reducing taxation, addressing concerns
regarding funding for particular local governments, and restructuring local finance.

The California Constitution generally requires the State to reimburse the local governmenis when
the State “mandates” a new local program or higher level of service. Due to the ongoing financial
difficulties of the State, it has not provided in recent years reimbursements for many mandated costs. In
other cases, the State has “suspended” mandates, eliminating both responsibility of the local governments
for complying with the mandate and the need for State reimbursements.
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On November 3, 2004, the voters of the State approved Proposition lA that amended the
California Constitution to, among other things, reduce the State Legislature’s authority over local
government revenue sources by placing restrictions on the State’s access to local government’s property,
sales and vehicle license fee revenues.

Proposition 1A generally prohibits the State from shifting to schools or community colleges any
share of property tax revenues allocated to a county for any fiscal year under the laws in effect as of
November 3, 2004. The measure also specities that any change in how property tax revenues are shared
among local governments within a county must be approved by two-thirds of both houses of the
Legisiature (instcad of by majority vote). Finally, the measure prohibits the State from reducing the
property tax revenues provided to a county as replacement for the local sales tax revenues redirected to
the State and pledged to pay debt service on State deficit-related bonds approved by voters in
March 2004,

If the State reduces the VLF rate below its current level of 0.65% of the vehicle value,
Proposition 1A requires the State to provide local governments with equal replacement revenues.
Proposition 1A provides two significant exceptions to the above restrictions regarding sales and property
taxes. First, beginning in Fiscal Year 2008-09, the State may shift to schools and community colleges up
to 8% of local government property tax revenues if: the Governor proclaims that the shift is needed due to
a severe State financial hardship, the legislature approves the shift with a two-thirds vote of both houses
and certain other conditions are met. The State must repay local governments for their property tax
losses, with interest, within three years., Second, Proposition 1A allows the State to approve voluntary
exchanges of local sales tax and property tax revenues among local governments within a county.

Proposition 1A amends the California Constitution to require the State to suspend certain State
laws creating mandates in any year that the State does not fully reimburse local governments for their
costs to comply with the mandates. Commencing in Fiscal Year 2005-06, if the State does not provide
funding for the activity that has been determined to be mandated, the requirement on cities, counties or
special districts to abide by the mandate would be suspended. In addition, Proposition 1A expands the
definition of what constitutes a mandate to encempass State action that transfers 1o cities, counties and
special districts financial responsibility for a required program for which the State previously had
complete or partial financial responsibility. This provision does not apply to mandates relating to schools
or community colleges, or to those mandates relating to employee rights.

Proposition 1A restricts the State’s authority to reallocate local tax revenues to address concerns
regarding funding for specific local governments or to restructure local government finance. For
example, the State could not enact measures that changed how local sales tax revenues are allocated to
cities and counties. In addition, measures that reallocated property taxes among local governments in a
county would require approval by two-thirds of the members of each house of the legislature (rather than
a majority vote). As a result, Proposition 1A could result in fewer changes to local government revenues
than otherwise would have been the case.

Future Initiatives and Changes of the Law

Article XIIT A, Article XIII B, Article XIII C, Article XII D, and Proposition 62 and 1A, were
adopted as measures that qualified for the ballot through California’s initiative process. From time to
time other initiative measures could be adopted, further affecting the County’s revenues. In addition, the
State legislature could amend or enact laws resulting in a reduction of moneys available to the County, or
enact legislation with the approval of the electorate amending the State Constitution, which could result in
a reduction of moneys available to the County.
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THE CORPORATION

The Santa Barbara County Finance Corporation, Inc. was organized in July, 1983, as a California
nonprofit corporation. The Corporation was formed for the specific and primary purpose of providing
financial assistance to the County and other entities within the County in acquiring, constructing,
improving, developing and installing certain real and personal property together with appurtenances and
appurtenant work for the use, benefit and enjoyment of the public. The Corporation was formed at the
request of the County and consists of a five-member Board of Directors selected by the Board. The
Directors of the Corporation receive no compensation. The Corporation has no financial liability to the
Owners of the Certificates with respect to the payment of Base Rental Payments by the County or with
respect to the performance by the County of the other agreements and covenants it is required to perform
under the legal documents relating to the Certificates.

THE COUNTY

The County of Santa Barbara was established by an act of the Legislature of the State of
California on February 18, 1850 and encompasses approximately 2,774 square miles.

The County is a general law county and political subdivision of the State of California and its
rights, powers, privileges, authority, functicns and duties are cstablished by the Constitution and laws of
the State. The County is divided into five districts on the basis of registered voters and population, as
required by State statute. Supervisors are elected from each district by the voters of the district to serve
staggered four-year terms. The Chairman 1s elected by and from members of the Board of Supervisors
(the “Board of Supervisors”). The Board of Supervisors exercises the powers of the County.

For additional information regarding the County, sce APPENDIX A—“(JENERAL ECONOMIC AND
DEMOGRAPHIC INFORMATION CONCERNING THE COUNTY OF SANTA BARBARA.”

COUNTY FINANCIAL INFORMATION
General

The County has sustained a consistent moderate population growth rate over the last 10 years,
increasing in population from approximately 393,500 in 1999 to approximately 425,655 in 2008.
Unemployment rates have historically remained below the unemployment rates of the State of California.
According to the United States Bureau of Labor Statistics, from 1997 to 2006 (the most recent year for
which such statistics are available), the average annual unemployment rate for the County was
approximately 4.6%, while it was approximately 5.8% for the State of California and approximately 4.9%
for the United States for the same period.

As the following statistical and financial information set forth under this heading demonstrates,
the County has weathered the economic challenges of the past several years relatively well. This can be
attributed to a variety of factors, including a diverse local economy and expanded commercial activity in
the County. These economic trends in the County should, however, be viewed in the context of the
continuing economic difficulties being experienced by the State of California. For further details
regarding the County see APPENDIX A-"(GENERAL ECONOMIC AND DEMOGRAPHIC INFORMATION
CONCERNING THE COUNTY OF SANTA BARBARA.”
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Experience of County Management

A key element of the County’s fiscal stability is the experience and continuity of its management
team. The members of the Debt Advisory Committee represent many years of combined County
experience, Brief resumes of the key County officials are set forth below.

Michael F. Brown, County Chief Executive Officer. Mr. Brown was appointed as County Chief
Executive Officer in November 1996 and has 40 years of local government experience. Prior to his
appointment with the County, he served as the City Manager of Tucson, Arizona, the City Manager of
Berkeley, California, the Deputy City Manager and Budget Director of Hartford and he held the position
of First Deputy Commissioner of Housing of the State of Connecticut. Mr. Brown holds a Bachelors
Degree in Government from California State University at Northridge and a Masters Degree in Public
Policy from the University of Texas at Austin. He received further post graduate education at the Yale
School of Management, the New York University Real Estate Institute, and the University of California at
Berkeley, Goldman School of Public Policy. Mr. Brown is a Credentialed Manager of the International
City/County Management Association and Chairman of its Center for Performance Management, serves
on the County’s Treasury Oversight Committee and is a member of the County’s Debt Advisory
Committee.

Bernice James, Treasurer/Tax Collector/Public Administrator. Ms. James was first elected as
Treasurer-Tax Collector on March 2, 2002, and was reelected in June 2006. She has served over 28 years
in County government. Prior to her clection, she served as Assistant Treasurer-Tax Collector-Public
Administrator from 1995 to 2002. She also held management positions in the Auditor-Controlier, County
Executive, and General Services departments. She is a graduate in Business Administration from the
University of Arizona, Ms. James is a trustee of the Santa Barbara County Employees’ Retirement
Systemn and has been elected as its chair for the last three years. She is also a member of, and the chair of,
the County’s Debt Advisory Committee.

Robert W. Geis, Auditor-Controller. Mr. Geis was first elected Auditor-Controller in 1990 and
took office in 1991. Mr. Geis is serving his fifth term of office. During his 29 years with the County he
has also served as an internal auditor, a departmental business manager and the Assistant Treasurer-Tax
Collector. Prior to joining the County, he gained business and management experience working for a
large multinational corporation. Mr. Geis earned a bachelor’s degree in business administration from The
Ohio State University. He is a Certified Public Accountant (CPA) licensed in California and a Certified
Public Finance Officer (CPFO). As a current member and past president of the State Association of
County Auditors, he remains abreast of current fiscal and legislative issues throughout the State. He
currently is a member of the Government Finance Officers Association, the County’s Debt Advisory
Committee and the City of Santa Barbara’s Infrastructure Financing Taskforce.

State Budgets

Currently, approximately 11% of the County’s Fiscal Year 2007-08 General Fund Budget
consists of payments from the State. The financial condition of the State has an impact on the level of
these revenues. In past years the State reduced revenues to counties to help solve the State’s budget
problems, although Proposition 1A provides certain protections to counties. See “CONSTITUTIONAL AND
STATUTORY LIMITATIONS ON TAXES, REVENUES AND APPROPRIATIONS—Proposition 1A.” The State has

also diverted other revenues such as cigarette taxes and motor vehicle in lieu taxes from counties to the
State.

Property tax revenues received by local governments declined more than 50% following passage
of Proposition 13. Subsequently, the State Legislature enacted measures to provide for the redistribution

of the State’s General Fund surplus to local agencies, the reallocation of certain State revenues to local
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agencies and the assumption of certain governmental functions by the State (o assist municipal issuers to
raise revenues. Total local assistance from the State General Fund was budgeted at approximately _ % of
General Fund expenditures in recent vears, including the effect of implementing reductions in certain aid
programs.

To the extent the State should be constrained by its Article XIII B appropriations limit, or its
obligation to conform to Proposition 98, or other fiscal considerations, the absolute level, or the rate of
growth, of State assistance to local governments may be reduced. Any such reductions in State aid could

compound the serious fiscal constraints already experienced by many local governments, particularly
counties.

The foliowing information concerming the State has been obtained from publicly available
information on the State Department of Finance, the State Treasurer and the California Legislative
Analysts Office websites. The estimates and projections provided below are based upon various
assumptions which may be affected by mamerous factors, including future economic conditions in the
State and the nation, and there can be no assurance that the estimates will be achieved. For further
information and discussion of factors underlying the State’s projections, see the aforementioned websites.
The Couniy believes such information to be reliable however, the County takes no responsibility as to the
accuracy or completeness thereof and has not independenily verified such information.

State Budget Acts

Fiscal Year 2006-07. The 2006-07 Budget Act (the “State 2006 Budget Act”) was adopted by the
Legislature on June 27, 2006 and signed by the Governor on June 30, 2006. The State 2006 Budget Act
assumed Fiscal Year 2006-07 revenues of $94.4 billion and expenditures of $101.3 billion, resulting in an
operating short-fall of $7 billion, which partly reflected the prepayment of $2.8 billion in budgetary debt
obligations, leaving the State General Fund with a year-end reserve of 32 billion, compared to the
$9 billion year-end reserve in Fiscal Year 2005-06.

The State 2006 Budget Act, among other things, (i) allocated new revenues to K-12 and
community coliege education, increases funding for higher education, and prepaid approximately
$2.8 billion in budgetary debt, which was roughly consistent with the Governor’s budget revision released
on May 13, 2006; (ii) made partial repayments of debt; (i1} funds a budget stabilization account; (iv) made
angmentations to health, resources, corrections and local governments (including increased funding for
county block grants for California Work Opportunity and Responsibility Kids, Child Welfare Services,
and foster care; additional funding for local law enforcement and local flood control; and largely one-time
funding to hospitals to increase patient capacity to meet public health emergencies, such as an avian fiu
pandemic); and (v) made the first payment of a proposed settlement in the amount of $2.9 billion, which
will be paid over six years commencing in Fiscal Year 2007-08, related to a lawsuit involving school
funding.

The State 2006 Budget Act did not include any ERAF transfers from redevelopment agencies.

Fiscal Year 2007-08. The 2007-08 Budget Act (the “State 2007 Budget Act”) was adopted by the
Legislature on August 21, 2007 and signed by the Governor, after using his line item veto authority to
reduce State General Fund appropriations by $703 million, on August 24, 2007. The State 2007 Budget
projects $102.3 billion in budget-year revenues, an increase of 6.5% from Fiscal Year 2006-07; authorizes
expenditures of an equal amount (an increase of 0.6% from Fiscal Year 2006-07); and leaves the State
General Fund with a year-end reserve of $4.1 billion (the same as assumed for Fiscal Year 2006-07),
comprised of $2.6 billion in the State’s Special Fund for Economic Uncertainties and $1.5 billion in the

Budget Stabilization Account, which Account was established when voters approved Proposition 58 in
March 2004.
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The State 2007 Budget Act proposes a major redirection of transportation funds, reductions in
social services, and a variety of other actions to eliminate a significant shortfall in Fiscal Year 2007-08,
including among other things, (i) increases in funding for county Medi-Cal administration costs; (ii) a
partial repayment of Proposition 42 transportation suspensions that occurred in Fiscal Years 2003-04 and
2004-03 as required by Proposition 1 A; (iii) an assumption that $1 billion in one-time revenues from the
sale of EdFund, the State’s nonprofit student loan guaranty agency will be received; and (iv) a suspension
of a California Work Opportunity and Responsibility to Kids cost-of-living adjustment (a “COLA”) for
one year and permanently delays the State Supplemental Security income/State Supplementary Program
COLA for five months.

Based on the policies contained in the State 2007 Budget Act, according the State Legislative
Analyst’s Office, the nonpartisan fiscal and policy advisor to the State, the State will face operating
shortfalls of more than $5 billion in both Fiscal Year 2008-09 and Fiscal Year 2009-10 because many of
the solutions enacted in the State 2007 Budget Act are of a one-time nature.

Fiscal Year 2008-09 Governor’s Budget. The 2008-09 Governor's Budget (the “2008
Governor’s Budget™), released on January 10, 2008, cstimates that unless action is taken to close a
projected $3.3 billion budget deficit for Fiscal Year 2007-08, the State faces a projected deficit that will
grow to $14.5 billion by the end of Fiscal Year 2008-09. The 2008 Governor’s Budget projects that State
General Fund revenues for Fiscal Year 2007-08 and Fiscal Year 2008-09 would be lower than originally
projected in connection with the adoption of the State 2007 Budget Act, primarily due to a deepening
housing slump, a breakdown in mortgage markets, tighter credit, more volatile financial markets, natural
disasters and rising energy prices.

The 2008 Governor’s Budget includes 10% across-the board reductions to all State General Fund
departments and programs, Boards, Commissions and elected offices, including the legislative and
judicial branches, except where such a reduction conflicts with the State Constitution (e.g. reductions in
Proposition 42 and contributions to public retirement systems) or is impractical (e.g. reductions in debt
service payments or departments that generate significant revenue). In addition, the 2008 Governor’s
Budget includes numerous measures to restore the State’s rainy day reserve and secure adequate cash
flow, including the sale of approximately $3.3 billion in Economic Recovery Bonds by the end of
February 2008, transfer of approximately $1.5 billion from the Budget Stabilization Account to the State
General Fund in the Fiscal Year 2007-08 and elimination of a $1.5 billion transfer to the Budget
Stabilization Account in Fiscal Year 2008-09, and delays in payments to counties for the administration
of certain human services and mental heaith programs. State General Fund revenues and transfers for
Fiscal Year 2008-09 are projected at $104.6 billion and expenditures are projected at $100.9 billion.

The 2008 Governor’s Budget contains several proposals of concern for the County, including, a
one-to-two month delay in making first quarterly payments to counties for Medi-Cal administration, a
two-month delay in the quarterly advance to counties for the Early and Periodic Screening, Diagnosis and
Treatment Program, a two-month delay in disbursements for programs in the Department of Social
Services, and a one-to-five month delay in gas tax disbursements for local streets and roads.

Pursuant to Proposition 58 (known as the California Balanced Budget Act), the Governor also
called a fiscal emergency, with the goal of starting many of the reductions proposed in the 2008
Governor’s Budget immediately to address the projected $3.3 billion deficit in Fiscal Year 2007-08.
Under Proposition 58 the Governor has authority to declare a fiscal emergency if he determines that the
State faces substantial revenue shortfalls or expenditure increases. The Governor is then required to call a
special session of the State Legislature and to propose legislation to address the fiscal emergency. If the
State Legislature does not approve and send legislation to the Governor to address the fiscal emergency
within 45 days, the State Legislature is prohibited from acting on any other bills or adjourning in joint
recess until such legislation is passed.
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On February 20, 2008, the State Legislative Analyst’s Office (the “LAQO™) released its annual
report entitled “The 2008-09 Budget: Perspectives and Issues” (the “Report”). In its overview of the
State’s fiscal picture, the Report states in analyzing the fiscal picture of the State that:

A declinimg economic outlook, sagging revenues, and rising costs have created
bleak prospects for the State’s budget. Over the current and budget vears {2007-08 and
2008-09], the Govemor identified a gap of $14.5 billion between revenues and
expenditures and proposes more than $17 billion in solutions to bring the state’s budget
back into balance. These budget-balancing actions include the issuance of additional
deficit-financing bonds, higher revenue accruals, and budget reductions across most state
programs.

The Report concludes that, primarily due to the continued deterioration of the State’s revenue
outlook, the LAO projects that the State’s budget shortfall (prior to any corrective actions) has increased
to about $16 billion, that as a consequence, the reserve at the end of Fiscal Year 2008-09 under the
Governor’s budget policies would be $1.1 billion, which is $1.6 billion less than forecasted by the
administration.

The Report also includes an aiternative budget approach to assist the Legislature in developing a
more balanced and targeted method in addressing the State’s budget shortfall as compared to the reliance
of the 2008 Governor’s Budget primarily on budget cuts. The Report and other reports by the LAO
(which are not incorporated into this Official Statement) may be reviewed on the LAO’s website at
www.lao.ca.gov.

The County cannot predict whether the State Legislature will enact future legislation requiring
additional or increased future shifts of revenues to the State General Fund, and, if so, the effect on the
distribution of future County revenues.

May Revision. On May 14, 2008, the Governor released the May Revision of the State budget for
2008-09 (the “May Revision”). The May Revision projects a budget deficit of approximately
$17.2 billion, an increase of approximately $2.75 billion over the deficit projected in January 2008. Lefi
unaddressed, the deficit is projected to grow to $24.3 billion based on updated revenue projections,
revised caseload estimates and higher costs. The May Revision proposes a combination of spending and
revenue solutions to address the budget deficit and provide a reserve of $2 billion.

in the May Revision, the Governor proposes enactment of a constitutional amendment, the
Budget Stabilization Act, to prevent spending temporary increases in revenues on ongoing programs and
provide the State with mechanisms to avoid future budget crises; creation of a Revenue Stabilization Fund
(the “RSF™), only available for transfers to the General Fund to bring revenues up to the long-term
average in years with below average revenue growth, capitalization of the RSF in Fiscal Year 2008-09 to
provide $5.1 billion for transfer to the State General Fund; and establishment of a bipartisan Tax
Modernization Commission to recommend ways to stabilizes the State’s revenues, bring the tax system
into better alignment with the economy and improve the State’s economic competitiveness. In addition,
the May Revision proposes improving the performance of the State’s lottery by providing operational
flexibility, securitizing future lottery revenues resulting from the improved performance to fund the RSF,
and implementing a fail-safe mechanism, similar to that established by Chapter 10, Statutes of 1983, to
ensure that the RSF has a sufficient balance for transfer to the State General Fund. In the event the RSF
balance is insufficient, the fail-safe mechanism would trigger a one cent sales tax increase until the RSF
reaches the targeted fund balance of 15% of State General Fund tax revenues or June 30, 2011, whichever
occurs first.
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The County is unable to predict the extent of the budgetary problems the State will encounter in
this or in any future Fiscal Year, and, it is not clear what measures would eventually be taken by the State
to balance its budget, as required by law. Accordingly, the County cannot predict the final form of the
State budget or the impact that such budgets will have on its finances and operations or the actions to be
taken in the future. If adopted by the State Legislature, the 2008 Governor’s Budget, as amended by the
May Revision, is not expected to have a material adverse effect on the ability of the County to make the
required Base Rental Payments with respect to the Certificates.

County Budget Process

The County is required by State law to adopt on or before August 31 cach year a fiscal line item
budget setting forth estimated expenditures, revenues, and fund balances available so that appropriations
during the next fiscal year will not exceed available financing. However, the County has, by resolution,
extend on a permanent basis or for a limited period, this date from August 31 to October 2. Set forth
below is a summary of the County budget process.

Firsy, after release of the Governor’s Proposed Budget in January, the County Executive Director
prepares a preliminary forecast of the County’s budget based on current year expenditures, the
assumptions and projections contained in the Governor’s Proposed Budget and other projected revenue
trends.

Second, the County Executive Officer presents the County’s Proposed Budget to the Board for
adoption. Absent the adoption of a final County budget by June 30, the current existing budget is
continued into the new fiscal year until a tinal budget is adopted.

Third, between January and the time the State adopts its own budget, representatives of the
County Executive Officer monitor, review and analyze the State budget and all adjustments made by the
State legislature. The County makes adjustments to its Adopted Budget throughout the year based on the
State’s Budget and other factors.

In order to e¢nsure that the budget remains in balance throughout the fiscal year, the County
Executive Officer monitors actual expenditures and revenue receipts each month. In the event of a
projected year-end deficit, steps are taken, in accordance with the State Constitution, to reduce
expenditures. On a quarterly basis, the Auditor-Controller’s and County Executive Officer’s staff
prepares a report that details the activity within each budget category and provides summary information
on the status of the budget. Actions that are necessary to ensure a healthy budget status at the end of the
fiscal year are recommended in the quarterly budget status reports. Other items which have major fiscal
impacts are also reviewed quarterly. The County’s ability to increase its revenues is limited by Staie laws
that prohibit the imposition of fees to raise general revenue, except to recover the costs of regulation or
provisions of services. See “INVESTMENT CONSIDERATIONS—Constitutional and Statutory Limitations on
Taxes, Revenues and Appropriations.”

Recent County General Fund Budgets

Presented below is a deseription of the County’s comparative budgetary and expenditure
experience for Fiscal Years 2006-07 and 2007-08. For the audited financial results of the County for
Fiscal Year 2006-07, see APPENDIX B-“COUNTY OF SANTA BARBARA COMPREHENSIVE ANNUAL
FINANCIAL REPORT FOR THE FISCAL YEAR ENDED JUNE 30, 2007.”

Fiscal Year 2006-07. The Fiscal Year 2006-07 County budget was adopted on June 16, 2006.
The County’s Fiscal Year 2006-07 General Fund adopted budget is approximately 5% higher than the
Adjusted Budget for the prior Fiscal Year. The Fiscal Year 2006-07 General Fund budget anticipated an
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approximately 3% increase in revenues compared to the prior Fiscal Year. As a result, the County
budgeted to increase the Strategic Reserve by $8 million.

Fiscal Year 2007-08. The Fiscal Year 2007-08 County General Fund budget was adopted on
June 15, 2007. The County’s Fiscal Year 2007-08 adopted budget is approximately 2% higher than the
Adjusted Budget for the prior Fiscal Year. For Fiscal Year 2007-08, the General Fund contingency is
budgeted at 2% of budgeted expenditures. Due to the decline in the housing market, building permit
revenue was budgeted at $3.8 million (an amount only 5.6% higher than in Fiscal Year 2006-07) and

property transfer taxes were budgeted at $3.1 million (an amount 11% lower than in Fiscal Year
2006-07).

The table below shows the County’s General F'und Adopted Budgets for Fiscal Years 2005-06
and 2006-07 and the Adopted Budget for Fiscal Year 2007-08.

TABLE 3
COUNTY OF SANTA BARBARA
GENERAL FUND BUDGET SUMMARY

Fiscal Year Fiscal Year Fiscal Year
2005-06 200607 2607-08
Adjusted Budget Adjusted Budget Adopted Budget

Expenditure Appropriations:

Source: County Auditor-Controller.
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Policy & Executive $11,613,090 $12,507.372 513,693,968
Law & Justice 23,613,365 25,294,265 27,133,020
Public Safety 160,441,814 175,673,446 180,295,532
Health & Public Assistance 2,251,052 5,153,142 5,290,669
Community Resources & Public Facilities 35,817,141 36,215,970 43,006,371
Support Services 47.477,061 52,174,752 51,639,757
Operating/Equity Transfers 57,424,545 63,871,215 60,891,216
Transfers to Debt Service 4,875,076 5,178,037 4 966,427
Provisions for Reserves 548,705 608,809 20,000
Provisions for Designations 25,510,605 38,563,725 21,379,414
General County Programs 8,501,323 7.451,653 7.424 965

TOTAL EXPENDITURE APPROPRIATIONS $378,073,777 $422,692,386 $415,741,339

Available Funds:

Fund Balance Available $8,563,123 $16,206,264 $11,433,714
Taxes 148,222,204 164,887,000 176,410,000
Licenses, Permits and Franchises 14,638,307 15,577,530 16,148,357
Fines, Forfeitures, and Penalties 4,630,445 4,851,809 4,655,800
Use of Money and Property 4,313,694 2,751,969 3,004,949
Intergovernmental Revenue-State 49,750,301 46,387,826 44,096,372
Intergovernmental Revenue-Federal 11,315,120 15,423,493 12,129,195
Intergovernmental Revenue-Other 198,301 518,650 1,025,607
Charges for Services 63,240,325 68,367,452 70,232,442
Other Financing Sources 51,471,951 56,935,428 57,759,635
Miscellancous Revenue 3,195,003 3,168,886 1,978,618
Changes to Reserves 592,451 758,349 20,000
Changes to Designations 17,942,552 26,857,730 16.846.650

TOTAL AVAILABLE FUNDS $378,073,777 $422,692,386 $415,741,339
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Fiscal Year 2008-09. In spring 2007, local economic indicators began to show signs of
weakening and revenues began to show signs of softening. As a result, on September 25, 2007, the
County Executive Officer presented a report to the Board of Supervisors identifying 16 certain and
potential issues, that would have an effect on the development of the Fiscal Year 2008-09 budget.
Among the issues identified were increases in retirement costs due to changes in the actuarial
methodology and assumptions approved by the Retirement Board, increases in salary and benefit costs
and structural deficits in the Sheriff and Alcohol, Drug and Mental Health Services departments.

On November 6, 2007, the Board of Supervisors adopted a set of Budget Principles to establish
the priorities and processes to be followed by the County Executive Officer and his staff in developing the
Fiscal Year 2008-09 budget and future budgets. These Budget Principles include; maintaining the
Strategic Reserve and the General Fund Contingency, implementing full cost recovery for County
services, unless otherwise prohibited, maintaining the annual 31 million contribution to the Strategic
Reserve, if funds are available, implementation of Countywide expense and cost reductions, and
maintaining designations for capital maintenance and repair, new capital projects and roads/concrete
repair.

In addition, the County identified expenditure reductions, revenue enhancements and the use of
reserve and designations as an alternative means to balance the Fiscal Year 2008-09 budget.

The Fiscal Year 2008-09 County General Fund budget was adopted on June 13, 2008. The
Fiscal Year 2008-09 Adopted Budget for the General Fund is approximately $5,457,058 or 1.31% higher
than the Adopted Budget for the prior Fiscal Year. For Fiscal Year 2008-09, the General Fund
Contingency is budged at 0.19% of budgeted expenditures, The Fiscal Year 2008-09 Adopted Budget
maintains essential core services and the policies adopted by the Board of Supervisors.

Accounting Policies, Reports and Audits

The County’s governmental funds and fiduciary funds use the modified accrual basis of
accounting.  This system recognizes revenues when they become available and measurable.
Expenditures, with the exception of unmatured interest on general long-term debt, are recognized when
the fund liability is incurred. Proprietary funds use the accrual basis of accounting, whereby revenues are
recognized when they are earned and become measurable, whilc expenses are recognized when they are
incurred.

The California Government Code requires every county to prepare an annual financial report.
The Auditor-Controller prepares the Comprehensive Annual Financial Report for the County and is
responsible for controlling expenditures within budget expenditures. This annual report covers financial
operations of the County, County districts and service areas, local autonomous districts and various trust
transactions of the County Treasury. Under California law, independent audits are required of all
operating funds under the control of the Board of Supervisors. The County has had independent audits
for more than 20 years. See APPENDIX B-“COUNTY OF SANTA BARBARA COMPREHENSIVE ANNUAL
FINANCIAL REPORT FOR THE FISCAL YEAR ENDED JUNE 30, 2007.”

The County, like other State and local governments, uses fund accounting to ensure and

demonstrate compliance with finance-related legal requirements. All of the funds of the County are
divided into three categories: (i) governmental funds; (ii) proprietary funds; and (iii) fiduciary funds.
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Periodically, the County adopts new accounting and financial standards fo conform with relcases
by the Governmental Accounting Standards Board (GASB), including GASB Statement No. 45,
Accounting and Financial Reporting by Employers of Postemployment Benefits other than Pensions
(OPEB). For a discussion of GASB 45, see “~Postemployment Benefits.”

Governmenial Funds: account for essentially the same functions reported as governmental
activities in the government-wide financial statements. However, unlike the government-wide financial
statements, governmental fund financial statements focus on near-term inflows and outflows of spendable
resources, as well as on balances of spendable resources available at the end of the Fiscal Year.

The County maintains 60 individual governmental funds (e.g. General Fund, special revenue
funds, debt service funds and capital projects) combined into 29 for financial reporting purposes.
Information is presented separately in the governmental fund balance sheet and in the governmental fund
statement of revenues, expenditures, and changes in fund balances for the General, Road, Public Health,
Social Services, Alcohol Drug and Mental Health Services, Fiood Control District and Capital Projects
Funds which are considered major funds. Information for the remaining 22 governmental funds are
combined into a single, aggregated presentation.

Proprietary Funds: account for information of the same type as the government-wide financial
statements, only in more detail. There are of two different types: (i) Enterprise Funds (to report the same
functions presented as business-type activities in the government-wide financial statements and account
for solid waste operations, sanitation services and transit operations) and (ii) Internal Service Funds {an
accounting device used to accumulate and allocate costs imternally among the County’s various functions
and account for information technology services, vehicle operations and maintenance, risk management
and insurance and communications functions).

Fiduciary Funds: account for resources held for the benefit of parties outside the County.
Fiduciary Funds are nof reflected in the government-wide financial statements because the resources of
those funds are not available to support the County’s own programs.

Presented in Table 3 is the County’s General Fund Balance Sheets for Fiscal Years 2005 through
2007. Presented in Table 4 is the County’s Combined Statement of General Fund Revenue, Expenditures
and Changes in Fund Balance for Fiscal Years ended Junc 30, 2005 through 2007. More detailed
information from the County’s audited financial report for the Fiscal Year ending June 30, 2007 appears
i APPENDIX B to this Official Statement.

(Remainder of this Page Intentionally Left Blank)
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TABLE 4
COUNTY OF SANTA BARBARA
GENERAL FUND BALANCE SHEETS

($ 1IN 000°s)
Fiscal Year Fiscal Year Fiscal Year
Ended Ended Ended
June 30,2005  June 30,2006  June 30, 2007
Assets:
Cash and investments $17,539 $32,274 $39,558
Accounts Receivable:
Taxes 16,078 18,621 24,406
Licenses, permits and franchises 629 700 1,066
Fines, forfeitures and penalties 27 22 20
Use of money and property 829 1,171 1,694
Intergovernmental 7,507 7,587 7,539
Charges for services 3,886 2,595 3,119
Other 156 252 i8
Due from other funds 6,651 6,871 4,386
Prepaid items 188 81 50
Impounds Receivable 723 290 -
Other receivables 10,402 1,916 1,754
Advances to other funds 1,759 1,759 1,759
Restricted cash and investments 67,109 38,072 12,121
TOTAL ASSETS $133.483 3132311 $94,890
Liabilities and Fund Balances:
Liabilities:
Accounts payable 83,291 $2,430 2,567
Salaries and benefits payable 6,464 7,693 8,581
Due to Other Funds — - _
Other payables 45 78 69
Notes Payable 55,000 47,000 -
Interest Payable 1,787 131 -
Deposits Payable 5,714 5,797 6,508
Unearned Revenue - - -
Deferred revenue 9.88. 340 237
TOTAL LIABILITIES 82,185 63,471 17,962

Fund Balance:
Reserved for;

Receivables and prepaids 4,663 4,094 3,309
Imprest cash I8 15 15
Debt Service - - -
Property tax loss reserve 4,515 5,044 5,632
Unreserved
Designated reported in:
General Fund 33,538 43,481 58,488
Special Revenue Funds - - -
Capital Projecis Fund - - ~
Undesignated - - -
General Fund 8,564 16,206 11,484
Special Revenue Funds — - -
Capital Projects Fund - - -
TOTAL FUND BALANCES 51,298 68.840 78,928
TOTAL LIABILITIES AND FUND BALANCES $133,483 $132.311 396,890

Source: County Auditor-Controlier.
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Major Expenditures

As illustrated in the table below, the major expenditures for the County in each Fiscal Year are
public protection and public assistance.

TABLE 5
COUNTY OF SANTA BARBARA
GENERAL FUND
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
($IN 000°S)

Fiscal Year Fiscal Year Fiscal Year
Ended Ended Ended
June 390, 2005 June 30, 2006 June 30. 2007

Revenues:
Taxes $136,774 $158,356 $172,676
Licenses, permits, and franchises 13,054 13,513 13,782
Fines, forfeitures, and penalties 4,202 3,380 4,655
Use of money and property 4,761 3,664 4,446
Intergovernmental 51,904 60,660 58,418
Charges for current services 63,851 61,079 69,611
Other 2,189 3.682 3,292
TOoTAL REVENUES 276,715 308,534 327,180
Expenditures:
Current;
Policy and executive 10,229 10,824 11,846
Law and justice 22,360 23,064 24,824
Public safety 147,468 158,988 174,218
Health and public assistance 2,232 2,240 5,088
Community resources and facilities 33,668 32.356 32,985
General government and support services 39,624 44.645 46,607
General county programs 3,465 5,562 6,467
Debt Service:
Principal 407 294 220
Interest 1,713 1,993 133
Capital Outlay 1,771 - -
TOTAL EXPENDITURES 262,937 279,966 302,388
Excess (deficiency) of Revenues Over(Under)
Expenditures 13,778 28.568 24,792
Other Financing Sources (Uses):
Transfers in 44,569 50,411 53,335
Transfers (out) (54,626) (61,509} (68,139
Proceeds from sale of capital assets 15 72 100
Long-term debt issued - - -
Insurance Discount on Long Term Debt - - -
TOTAL OTHER FINANCING SOURCES {(USES) (19,042) (11,426) (14,704)
Net change in Fund Balances 3,736 17,542 10,088
Fund Balances - Beginning 47,562 51,298 68.840
Fund Balances - Ending $51.298 568,840 $78.928

Source: County Auditor-Controller.
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Major Revenues

The County derives its revenues from a variety of sources including taxes (property and sales),
licenses, permits and franchises issued by the County, fines, forfeits and penalties collected by the
County, use of County property and money, aid from other governmental agencies, charges for services
provided by the County and other miscellaneous revenues.

The approximate percentages of the County’s total General Fund revenues for Fiscal Years
2005-06 and 2006-07 and the budgeted amount for Fiscal Year 2007-08 are presented in the table below.

TABLE 6
COUNTY OF SANTA BARBARA
GENERAL FUND BUDGET ACTUAL AND ADOPTED
FISCAL YEARS 2005-06 AND 2006-07 AND BUDGETED FISCAL YEAR 2007-08

($ 1IN 000°S)
Adopted
Actual Actual Budget
2005-06 2006-07 2007-08
Percent Percent Percent
Amount of Total Amount ofTotal Amount of Total
Taxes (Property and Sales) $158,556 51.3%%  $172,676 52.78%  $176.410 53.51%
Licenses, Permits and Franchises 13,513 4.38 13,782 4.21 16,148 4.90
Fines, Forfeits, and Penalties 5,380 1.74 4,955 1.51 4,656 1.41
Use of Money and Property 5,664 1.84 4,446 1.36 3,005 0.91
Intergovernmental 60,660 19.66 58,418 17.86 57,251 17.37
Charges for Services 61,079 19.80 69,611 21.28 70,232 21.30
Other 3,682 1.19 3.292 1.01 1,979 0.60
TOTAL $308,534  100.00%  $327,180 100.00%  $329,681 100.00%

Source: County Auditor-Controller.

Ad Valorem Property Taxes

Overview. Taxes are levied for each Fiscal Year on taxable real and personal property which is

situated in the County as of the preceding January 1. For assessment and collection purposes, property is
classified either as “secured” or “unsecured,” and is listed accordingly on separate parts of the assessment
roll. The “secured roll” is that part of the assessment roli containing State assessed property and real
property having a tax Hen which is sufficient, in the opinion of the assessor, to secure payment of the
taxes. Other property is assessed on the “unsecured roil.”

Property taxes on the secured roll are due in two installments, on November 1 and February 1 of
each Fiscal Year. If unpaid, such taxes become delinquent on December 10 and April 10, respectively,
and a ten percent penalty attaches to any delinquent payment. In addition, property on the secured roli
with respect to which taxes are delinquent is declared to be in default on or about June 30 of the Fiscal
Year. Such property may thereafter be redeemed by payment of the delinquent taxes and the delinquency
penalty, plus a redemption penalty of one and one-half percent per month to the time of redemption. If
taxes are unpaid for a period of five years or more, the property is subject to sale by the County
Treasurer-Tax Collector.
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Property taxes on the unsecured roll are due as of the January 1 lien date and become delinquent,
if unpaid on August 31. A 10% penalty attaches to delinquent taxes on property on the unsecured roll,
and an additional penalty of 1.5% per month begins to accrue on November 1. The taxing authority has
four ways of collecting unsecured personal property taxes: (i) filing a civil action against the taxpayer;
(1) filing a certificate in the office of the County Clerk specifying certain facts in order to obtain a
judgment lien on certain property of the taxpayer; (iii) filing a certificate of delinquency for recording in
the County Recorder’s office, in order to obtain a lien on certain property of the taxpayer; and (iv) seizing
and selling of personal property, improvements or possessory interests belonging or assessed to the
assessee.

State law allows exemptions from ad valorem property taxation of $7,000 of full value of owner
occupied dwellings. However, the State reimburses all local taxing authorities for the loss of revenues
imputed on these exemptions. The State Constitution and various statutes provide exemptions from
ad valorem property taxation for certain classes of property such as churches, colleges, nonprofit
hospitals, and charitable institutions.

The California Community Redevelopment Law authorizes redevelopment agencies to issue
bonds payable from the allocation of tax revenues resulting from increases in assessed valuations of
properties within designated project areas. In effect, in such project areas, local taxing authorities, such as
the County, realize tax revenues only on the assessed valuations for the year the Redevelopment Agency
was formed.

Under California law currently in effect, these tax collections are allocated approximately 27.0%
to the County, 11.6% to cities, 6.4% to dependent special districts, 4.6% to independent special districts,
42% to schools and 5.3% to redevelopment agencies within the County.

The assessed valuations within the County as of June 30 for the past 10 Fiscal Years are shown in
the Table below.

TABLE 7
COUNTY OF SANTA BARBARA
ASSESSED VALUATIONS
FISCAL YEARS 1998-99 THROUGH 2007-08
(8 in thousands)

Fiscal Net Assessed
Year Secured Unsecured Unitary Exemptions Valuation
1998-99 $27,046,286 $1,919,184 $703,596 {$967,844) $28,701,222
1999-00 28,767,002 1,972,146 711,158 (1,016,269) 30,434,037
2000-01 31,368,402 1,933,553 724,164 (1,021,757) 33,004,362
2001-02 34,127,745 2,070,319 774,256 (1,100,743) 35,871,577
2002-03 36,623,758 2,360,050 825,982 (1,208,338) 38,601,452
2003-04 39,518,502 2,320,621 726,740 (1,301,099 41,264,764
2004-05 43,022,881 2,426,901 743,530 (1,372,516) 44,820,796
2005-06 47,838,453 2,458,096 737,982 {1,544,353) 49,490,178
2006-07 52,791,691 2,546,922 769,814 (1,587,094) 54,521,333
200708 56,836,827 2,571,179 833,438 (1,772,777) 58,468,667

Source, County of Santa Barbara Auditor-Controiler’s Office, Property Tax Diviston.
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A summary of tax levies and collections within the County as of June 30 for the past 10 Fiscal
Years is shown in the Table below.,

Table §
COUNTY OF SANTA BARBARA
SUMMARY OF TaX LEVIES AND COLLECTIONS
FISCAL YEARS 1997-98 THROUGH 2007-08

($ 1IN 000°S)
Collections Within the Total
Fiscal Year of the Levy Collections to Date
Fiscal Year Secured and Unitary Collections in
{June 30) Taxes Levied Amount Percent  Subsequent Years  Amount Percent

1997-98 $249,087 $245,891 98.72% $3,185 £249.077 100.00%
1998-99 263,453 260,526 98.89 2,914 263,444 160.00
1999-00 282,449 278,432 98.58 3,992 282,425 99.99
2000-01 306,687 301,590 98.34 5,059 306,646 99.99
2001-02 333,424 329,327 98.77 4,052 333,378 09.99
2002-03 355912 351,584 98.78 4218 355,803 99.97
2003-04 385,715 381,887 99.01 3,643 385,530 99.95
2004-05 419,530 415,040 98.93 4,162 419,202 99.92
2005-06 466,497 460,518 98.72 3,353 464,871 09.63
2006-07 516,452 505,691 97.92 4,092 509,228 98.71
2007-08" 555,321 340,555 61.33 N/A N/A N/A

+  Property taxes are due in two installmeats and become delinguent on December 10, with respect to the installment due on
November 1 and on April 10, with respect to the installment due on February t. The information shown for Fiscal Year
2007-08 reflects collections through March 13, 2008 only.

Source: County Auditor-Controller.

The Teeter Plan. In Fiscal Year 1993-94, the County has adopted the Alternative Method of
Distribution of Tax Levies and Collections and of Tax Salc Proceeds (commonly known as the “Teeter
Plan™}, as provided for in Section 4701 et seq. of the State Revenue and Taxation Code. Under the Teeter
Plan, cach participating local agency, including cities, levying property taxes in its county may receive
100% of the amount of uncollected taxes credited to its fund in the same manner as if the amount credited
had been collected. In return, the county receives and retains delinquent payments, penalties and interest,
as collected, that would have been due to the local agency. However, although a local agency could
receive the total levy for its property taxes without regard to actual collections funded from a reserve
established and held by the county for this purpose, the basic legal liability for property tax deficiencies at
all times remains with the local agency.

Pursuant to the State law, the County is required to establish a tax losses reserve fund to cover
losses that may occur as a result of sales of tax-defaulted property. Once the tax losses reserve fund
reaches a level of 1% of the total of all taxes and assessments levied on the secured roll for that year, any
additional penalties and interest normally credited to the tax losses reserve fund may be credited to the
County General Fund as provided in the State Revenue and Taxation Code. State law permits any county
to draw down the tax losses reserve fund to a balance equal to one percent of the total of all taxes and
assessments levied on the secured roll for that year, or 25% of the current year delinquent secured tax
levy. Any draw on the tax losses reserve fund is made following adoption of a resolution by the Board of
Supervisors by September 1 of any Fiscal Year. As of June 30, 2007 the balance in the tax losses reserve
fund was $5,631,935.
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Once adopted by the County, the Teeter Plan remains in effect unless the County orders its
discontinuance or prior to the commencement of any subsequent Fiscal Year the County receives a
petition for its discontinuance adopted by resolution of two-thirds of the participating revenue districts in
the County. Further, the County may by resolution adopted not later than July 15 of any subsequent
Fiscal Year after a public hearing, discontinue the Teeter Plan as to any tax levying or asscssment levying
agency i the rate of secured tax delinquency in that agency in any year exceeds 3% of the total of all
taxes and assessments levied on the secured rolls for that agency.

Assessment Appeals. Property tax values determined by the County Assessor may be subject to
appeal by property owners. Assessment appeals are annually filed with the Assessment Appeals Board
for a hearing and resolution. The resolution of an appeal may result in a reduction to the County
Assessor’s original taxable value and a tax refund to the applicant/property owner.

Each assessment appeal could result in a reduction of the taxable value of the real property,
personal property or possessory interest of the property which is the subject of the appeal. Alternatively,
an appeal may be withdrawn by the applicant or the Assessment Appeals Board may deny or modify the
appeal at a hearing or by stipulation.

In Fiscal Year 2006-07 there were 215 assessment appeals resolved affecting the assessment roll
values for Fiscal Years 2003-04 through 2006-07. These appeals affected the assessments for 166 parcels
which had an aggregate original assessed value of $846,310,576. The aggregate assessed value for these
parcels was reduced by $36,080,047 representing a 4.26% decline in the total assessed valuation within
the County.

Effect of Foreclosures on Property Tax Collections. As described above under “~The Teeter
Plan,” once an mnstaliment of property tax becomes delinquent, penalties are assessed commencing on the
applicable delinquency date until the delinquent installment(s) and all assessed penalties are paid. In the
event of foreclosure and sale of property by a mortgage holder, all past due property taxes, penalties and
interest 1s required to be paid before the property can be transferred to a new owner.

In addition, as required under the Tecier Plan (described above), the County maintains a tax
losses reserve fund, to cover potential losses that may result if tax-defaulted property is sold by the
County for less than the amount of the taxes owed. The County has not conducted any sales of tax-
defaulted property in the last five Fiscal Years.

Based on information provided by a private real estatc information service as of calendar year
2007, mortgage holders had sent 1,844 notices of default with respect to properties located within the
County compared to 756 for calendar year 2006, and 688 trustee deeds had been recorded in calendar year
2007 (indicating that the property has been lost to foreclosure), compared to 115 during calendar year
2006. These events are related to declines in the real estate market in general and the collapse of the
subprime sector of the mortgage market that is impacting certain homeowners nationwide. In California,
the greatest impacts to date are in regions of the Central Valley and the Inland Empire, although the
County has been impacted as well, particularly in the unincorporated areas of the County.

County Investment Pool

Funds held by the County in the Investment Pool (the “County Pool”} are invested in accordance
with the Treasurer’s Investment Policy Statement prepared by the County Treasurer-Tax Collector (the
“Treasurer”) as authorized by Section 53601 of the Government Code of California. The Investment
Policy is updated and submitted to the Board of Supervisors annually and the most recent update was
approved on February 12, 2008. Although the Investment Policy permits the purchase of asset backed
securities, none are currently being purchased and there are no collateralized debt obligations or asset
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backed securities currently held in the County Pool. See APPENDIX C—COUNTY OF SANTA BARBARA
INVESTMENT POLICY” for a summary of the current Investment Policy. A complete copy of the County’s
current Investment Policy is available upon request from the County Treasurer-Tax Collector and on the
Treasurer’s website at http://www.countyofsb.org/ttcpapg/fnp/investmentpolicy pdf.

The County Pool represents moneys entrusted to the Treasurer by the County and schools and
special districts within the County. State law requires that all moneys of the County, school districts, and
certain special districts be held by the Treasurer. The Treasurer accepts funds only from agencies located
within the County.

Moneys deposited in the County Pool by the participants represent an individual interest in all
assets and investments in the County Pool based upon the amount deposited. Income is distributed to the
pool participants guarterly based on their average daily cash balance.

The Investment Policy allows for the purchase of a variety of securities and provides for
limitations as to exposure, maturity and rating which vary with each security type. The composition and
value of investments of the portfolio will change over time depending on cash flow demands, as
investments mature, or are sold, and as new investments are purchased and with fluctuations in interest
rates generally.

Funds on deposit with the Treasurer are managed in accordance with the following objectives,;
first, preservation of principal of each participant through the purchase of high quality investments;

second, meeting the liquidity demands of pool participants; and third, achieving a market value of return.

The portfolio structure of the County Pool as of April 30, 2008, was as follows:

Par
Instrument Amount Percent

Commercial Paper $285,230,000 29.9%
Negotiable CDs 62,500,000 6.6
Medium Term Corporate Notes 150,131,000 15.8
Farm Credit 40,311,004 4.2
FHIB 127,108,524 3.3
FNMA 123,443,794 £3.0
FHILMC 124,154,703 13.0
LAIF 40.000.000 _42

TOTAL $952.,879,025 100.0%

The weighted average days to maturity as of April 30, 2008 was 600 days.

The County believes that the County Pool is prudently invested and that the investments therein
are scheduled to mature at the times and in the amounts that arc necessary to meet the County’s
expenditures and other scheduled withdrawals.

For additional information concerning County investments, sece APPENDIX B-“COUNTY OF

SANTA BARBARA COMPREHENSIVE ANNUAL FINANCIAL REPORT FOR THE FISCAL YEAR ENDED
JUNE 30, 2007.”
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Employees

A summary of County full-time eguivalent (“FTEs”) emplovees follows. Some employees are
hired under various federally funded programs.

Number of FTE
Fiscal Year Employees?”
2003-04 4,209
2004-05 4,160
2005-06 4,233
2006-07 4,290
2007-08 4,3419

(1) Excludes temporary employees, contract employees and cornmissioners,
{2} Budgeted employees.

Sources: County of Santa Barbara payroll records as of June 30, 2004 through June 30, 2007, and the Adopted Fiscal Year
2007-08 Budget.

Labor Relations. County employees are represented by the nine bargaining units listed below.
The County has never experienced any major employee strikes or work stoppages.
TABLE 9

COUNTY OF SANTA BARBARA
LABOR ORGANIZATION UNIT CONTRACT EXPIRATION DATES

Number of Contract
Labor Organization Emplovees  Expiration Date
Deputy Sheriff’s Association 512 2/22/2009
Sheriff’s Managers Association 34 4/19/2009
Deputy District Attorney’s Association 47 10/4/2009
Probation Peace Officers Association 253 10/4/2009
Firefighters Local 2046 193 3172010
SEIU Local 630 2,092 10/3/2010
SEIU Local 535 480 10/3/2010
Engincers and Technicians Association 149 10/3/2010
Union of American Physicians and Dentists _ 32 10/3/2010

TOTAL 3,792

Source: County of Santa Barbara, Human Resources.
County Employee Retirement Plans

General. The Santa Barbara County Employees’ Retirement System (the “Retirement System”)
was organized under the provisions of the 1937 County Employees” Retirement Act (the “Retirement
Act™) and became effective on January 1, 1944, The Retirement System operates a cost-sharing multiple
employer defined benefit plan. Members include all permanent full-time employees and those part-time
employees working at least 40 hours per pay period, for the County, County Courts, Air Pollution Control
District, Carpinteria Cemetery District, Carpinteria-Summerland Fire Protection District, Goleta
Cemetery District, Oak Hill Cemetery District, Mosquito and Vector Management District of Santa
Barbara County, Santa Barbara County Association of Governments, Santa Maria Cemetery District and ,
Summeriand Sanitary District. The County and these 10 other participating employers are collectively
referred to as the “Employers.” Employees of the County represent approximately 92% of the
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membership within the Retirement System. During Fiscal Year 2006-07, the County made 94.3% of the
annual Employer contributions to the Retirement System.

The Retirement System is administered by a board (the Retirement Board”) consisting of nine
members and two alternates. The Board of Supervisors appoints four Retirement Board members and the
members of the Retirement System elect six members (including the two alternates). The County
Treasurer is an ex-officio member of the Retirement Board.

The Retirement System has four retirement plans, three of which are currently available 10 new
employees. All new General member employees are enrolled in the contributory General Plan 5 and all
new Safety members are enrolled in the contributory Safety Plan 5 of Safety Plan 6. Non-contributory
General Plan 2 is closed for new membership. All plans provide benefits as defined by the Retirement
Act upon retirement, death or disability of members based on age, years of service, final average salary
and the benefit options selected. Cost-of-living adjustments after retirement are provided in all plans
except General Plan 2, based upon the Bureau of Labor Statistics Consumer Price Index for All Urban
Consumers in the Los Angeles/Riverside/Orange County area, subject to a 3% maximum increase. In
addition to the basic cost-of-living increases, Supplemental Cost-of Living adjustments (“Supplemental
COLAs™) may be provided by the Retirement Board to maintain the purchasing power of retirce and
beneficiary allowance at no less than 80% of the original benefit,

The following tabie shows membership in the Retirement System for the last five calendar years.

TABLE 10
SANTA BARBARA COUNTY PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
MEMBER POPULATION
(As of June 30)

2003 2004 2005 2006 2007

Retirees and Beneficiaries'"’ 2,345 2,440 2,561 2,679 2,812
Terminated Employees™ 660 717 757 778 1,137
Active Plan Participants™ 4,573 4,503 4,505 4,640 4,625
Vested 2,698 2,911 3,117 3,181 3,121
Non Vested 1,875 1,592 1,388 1,432 1,504

(1} Currently receiving benefits.
(2} Includes terminated employees entitled to benefit but not yet receiving them.
(3) Entitled to benefits but not yet receiving them.

Sources: Santa Barbara County Public Employees’ Retirement System Financial Statements, for the Fiscal Years ended
December 31, 2003 through 2007,

Funding Policy. Contributions to the Retirement System are made by members and Employers at
rates recommended by an independent actuary, approved by the Retirement t Board, which rates are then
adopted by the Board of Supervisors. For certain bargaining units, a portion of the members’ contribution
is paid for by the County. Employee contributions are based upon each individual member’s age of entry

into the Retirement System, Member and employer contributions are allocated to various legally required
reserve accounts,

An actuarial valuation is required under the Retirement Act at least every three years. The
valuation must be completed by an Enrolled Actuary, covering the mortality, service, and compensation
experience of the members and beneficiaries, and must evaluate the valuation assets and actuarially
determined liabilities of the Retirement System. The Retirement Act requires the Retirement Board to
recommend to the Board of Supervisors and the other Employers such changes in rates of interest, in the

40


txs

txs

txs


rate of contribution of members, and in the Employers’ appropriations as necessary. Once the Retirement
Board recommends any such changes, the Retirement Act requires the Employers to implement such
changes.

Employer contributions are determined under the Entry Age Normal Actuarial Cost Method,
permiited by California Government Code Section 31453.5. The Entry Age Normal method defines the
Normal Cost as the level percentage of salary necessary to fund the projected future benefit over the
period from the date of entry to the date of scparation from active service. The Actuarial Accrued
Liability is the cost allocated to years prior to the actuarial valuation date; comprised of the excess of the
total value of benefits over the value of future member contributions and the value of future on going
annual costs aliocated to the Retirement System by the actuarial cost method used for providing benefits
(future costs) and are made during the working lifetime of the members (the “Normal Cost™). The
difference between the Actuariai Accrued Liability and the Actuarial Value of Assets is called the
“Unfunded Actuarial Accrued Liability” or “UAAL” and is amortized over 15 years from the date cach
new liability is first recognized.

For certain bargaining units, a portion of the members’ contribution is paid for by the County.
Employee contributions are based upon the age of entry into the Retirement System of each mdividual
member. Employee contribution cannot be withdrawn until separation from employment.  Set forth
below is the schedule of the County of Santa Barbara contribution rates for the Retirement System.

TABLE 11
SANTA BARBARA COUNTY PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
SCHEDULE OF EMPLOYER CONTRIBUTION RATES

2003-04  2004-05  2005-06  2006-07  2007-08

Plan

General
Plan 2 4.62% 5.27% 7.69% 8.99% 10.81%
Plan SA 11.66 12.13 14.36 15.51 17.26
Plan 5B i1.33 12.04 14.38 15.63 17.26
Plan 5C - - - - 17.26

Safety
Plan 4A 22.83 26.10 30.82 33.73 34.04
Plan 4B 19,57 22.90 27.68 30.53 28.83
Plan 4C - - - 30.57 31.86
Plan 4D - - - - 31.60
Plan 6A - - - - 34,04
Plan 6B - - - - 31.60

?Preliminary. Does not reflect increases to be implemented on July 1, 2008,
Sources: Actuarial Valuation Reports of the Santa Barbara County Employces® Retirernent System for the Fiscal Years ended
June 30, 2004 through 2007 and the Santa Barbara County Employees” Retirement System.
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When measuring assets for determining the UAAL, the Retirement System has elected to
“smooth” gains and losses to reduce volatility. If in any year, the actual investment return on the
Retirement System’s assets is lower or higher than the actuarial assumed rate of return (which is 8.16%),
then the shortfall or excess is smoothed or spread over a 5-year period. The impact of this will result in
“smoothed” assets which are lower or higher than the market value of assets depending upon whether the
remaining amount to be smoothed is either a net gain or a net loss. As a result of the smoothing practice,
as of June 30, 2007, there were approximately $165 million of deferred gains to be recognized over the
next five years.

Investment Policy, Historical Investment Return. The Retirement Board adopted an investment
policy statement and related policies (the “Investment Policy”) to ensure that the Retirement System is
managed prudently and in compliance with the Retirement Act. These policies set investment return and
risk objectives apnd provide for extensive diversification of assets, securitics, lending, commission
recapture, value-added strategies, proxy voting, and corporate governance issues.

Objectives. The overall goal of the Retirement System is to provide timely and sufficient benefits
to its participants and their beneficiaries, as required under the plan, through a carcfully planned and
executed investment program.

The Retirement System seeks to produce a return on investment that is based on levels of
hquidity and investment risk that are prudent and reasonable, given prevailing capital market conditions.
While the Retirement Board recognizes the importance of the preservation of capital, it also adheres to the
theory of capital market pricing which maintains that varying degrees of investment risk should be
rewarded with compensating returns. Consequently, pradent risk-taking is justifiable.

The Investment Policy of the Retirement System is required at all times to comply with existing
and future applicable State and federal regulatons including but not limited 1o the State Constitution as
amended by Proposition 21 (Public Pension Fund Investments).

Responsibility of Retirement Board. The Retirement Board is responsible for determining the
specific allocation of the investments among the various asset classes considered prudent given the
liability structure of the Retirement System. The long-term allocation guidelines are expressed in terms
of ranges for cach asset class to provide sufficient flexibility to take advantage of shorter-term market
opportunities as they may occur. The asset allocation, which is the System’s investment structure, is
required to be sufficiently diversified to maintain risk at a reasonable level as determined by the
Retirement Board without imprudently sacrificing return. The Retirement Board is required to determine
performance benchmarks against which the asset allocation plan is reviewed to ensure that the asset mix
remains appropriate to meet the long-term goals of the retirement program. The Retirement Board
annually reviews its Investment Policy.

In accordance with the asset aliocation guidelines the Retirement Board selects external
Investment managers with demonstrated experience and expertise whose investment styles collectively
will implement the Investment Policy. The Retirement Board sets guidelines for these managers and
regularly reviews their investment performance against stated objectives.
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Asset Allocation and Target Mix. The Retirement Board adopted an evolving long-term strategic
asset allocation policy in Janvary 2006. Based on this framework, the current asset allocation guidelines
are as follows:

Type of Investment Minimum Maximum  Target
Domestic Investments;
Equities (Russe!l 3000 Mandate)

Russell 1000 Index 19.0% 23.0% 21.0%
Core 16.0
Enhanced 5.0

Broad Growth 7.0 9.0 8.0

Large Value 12.0 14.0 13.0

Small Growth 2.0 3.0 2.5

Small Value 2.0 3.0 2.5
TOTAL DOMESTIC EQUITY 47.0

Fixed Income (Lehman Universal Mandate)

Core Index 8.0 10.0 9.0
Active Core 14.0 17.0 16.0
TOTAL DOMESTIC FIXED 25.0

International Investments
Equities (MSCI ACWI ex US Mandate)

Passive EAFE 2.5 4.5 35
Active Non-US 10.5 14.5 12.5
Emerging Markets 1.0 3.0 2.0
TOTAL INTERNATIONAL EQUITIES 18.0
Real Estate/Real Return: 3.5 6.5 5.0
Alternatives 2.5 5.5 4.0
Cash 0.0 2.0 1.0
TOTAL PORTFOLIO 100.0%

Based on the investment policies of the Retirement Board, the Retirement Board has adopted,
upon the recommendations of the actuary, an actuarial assumed rate of return of 8.16%.

The pet investment refurn on the market value of the Retirement System’s assets was 17.2% for
the year ended June 30, 2007, 12.6% for the three years then ended and 11.7 % for the five years then
ended. This compares to the 8.16% actuarial assumed rate of return that the Retirement System’s actuary
uses to calculate the normal Employer and employee contribution rates and the UAAL on a year-to-year
basis (which is done by projecting into the future a varicty of estimates, including how much is expected
to be earned on the assets of the Retirement System in future years). If a lower investment return rate
assumption were used, then the UAAL would be greater, as would the Employers’ and employees’ annual
contributions for normal costs. The Employers are responsible for making contributions relating to
UAAL. Conversely, the use of a higher investment return rate assumption would result in a smaller
UAAL and smaller Employers’ and employees’ annual contributions. Actual investment resulis that are
higher or tower than the assumed rate of return will also affect the UAAL and the Employers’ annual
contributions.
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Summary of Current Investments, The following table shows the type of investments held in the
Retirement Systems portfolio as of June 30, 2007.

TABLE 12
SANTA BARBARA COUNTY PUBLIC EMPLOYEES® RETIREMENT SYSTEM
SUMMARY OF CURRENT INVESTMENTS

AS OF JUNE 30, 2007
($ 1IN 000°S)

Market

Investment Percent Value
Domestic Equity 49.6% $943,273
Large Cap 44.1 838,306
Small Cap 5.5 104,716
International Equity 18.2 345,740
Emerging Market Equity 2.8 33,610
Domestic Fixed income 24.1 458,091
Real Estate/Real Return 2.4 78,782
Alternatives 0.5 9,960
Cash _06 10,613
TOTAL INVESTMENTS 100.0% $1,900,713

Source: Second Quarter 2007 Investment Performance Report, prepared by Pension Consulting Alliance.

Funding Status.  As of June 30, 2007, the date of the Valation, valuation assets of the
Retirement System were approximately $1.620 billion, the actuarial accrued liability was approximately
$1.959 billion and the funded ratio was approximately 82.7%. The actuarial value of assets may increase
or decrease as a result of investment results of the Retirement System increasing or decreasing below the
actuarially assumed rate of 8.16% per annum as a consequence of increases or decreases in the securities
market. No assurance can be given that the actuarial value of assets of the Retirement System will not
materially decrease.
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Set forth below is five-year historical trend information about the Retirement Systems. The
values reported below represent actuarial values; note that these values differ from the market values:

TABLE 13

SANTA BARBARA COUNTY PUBLIC EMPLOYEES® RETIREMENT SYSTEM
SCHEDULE OF FUNDING PROGRESS

($ in 000’s)
Actuarial
Accrued UAALasa
Actuarial Liabitity Unfunded Annual Percentage
Actuarial Value of (AAL)® Funded AAL Covered  of Covered
Valuation Assets Entry Age Ratio (UAAL) Payroll Payroll
Date {a) (b} (a/b) {b—a) (c) ((b-a)/¢)
6/30/2003 $1,346,665 $1,454,864 92.6% $108,199 $257,237 42.1%
6/30/2004 1,379,170 1,578,769 87.4 199,599 266,960 748
6/30/2005 1,443,824 1,687,632 85.6 243,808 267,785 91.0
6/30/2006 1,552,776 1,805,656 85.8 256,880 287,382 89.4
6/30/2007 1,735,489 2,074,542 82.7 339,053 294,163 1153

(1} Actuarial Accrued Liability.
(2} Unfunded Actuarial Accrued Liability.
Source: Actuarial Valuation Report as of June 30, 2007 prepared by Milliman.

Analysis of the dollar amounts of assets available for benefits, accrued liability and unfunded
accrued liability in isolation can be misleading. Expressing net assets available for benefits as a
percentage of the pension plan provides one indication of the funding status of the Retirement System.
Analysis of this percentage over time indicates whether the Retirement System 1s becoming financially
stronger or weaker. Generally, the greater this percentage, the stronger the system. Trends in unfunded
accrued lability and annual covered payroll are both affected by inflation. Expressing the prefunded
actuarial accrued liability as a percentage of annual covered payroll approximately adjusts for the effects
of inflation and aids analysis of the Retirement System’s progress made in accumulating sutficient assets
to pay benefits when due.

An unfunded actuarial accrued hability is the present value of accrued plan benefits determined
under the actuarial funding method used by the Retirement System to determine contributions. An
unfunded actuarial accrued liability takes into account a member’s service rendered to the calculation date
and it includes the effect of projected salary increases. An unfunded actuarial accrued liability is the
difference between the actuarial accrued bability and assets available to pay for the liability. The
(prefunded) actmarial accrued liability has been calculated on a basis consistent with the funding method
used by the Retirement System to calculate Employer contributions.

Significant assumptions used in the actuarial valuation of the Retirement System include (a) rate
of return on the investment of present and future assets of 8.16% per year compounded annually, (b)
projected salary increases of 4.0% per year attributable to inflation and varying percentages (based on
yvears of service and other factors) attributabie to merit and longevily increases, each compounded
annually and (c) pre-retirement demographic assumptions based on experience analysis, Another
important assumption is post-retirement mortality.
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TABLE 14
SANTA BARBARA COUNTY PUBLIC EMPLOYEES® RETIREMENT SYSTEM
SCHEDULE OF REVENUES NET ASSETS AND RETURN ON MARKET VALUE
Fiscal Years 2002-03 through 2006-07

Source of Revenues Net Assets
Gross At Market Net
Fiscal Investment Value Return
Year Exployee Net County Income/ End of at Market
(June 30) Contributions  Contributions (Loss)® Year? Value
2003 $12,796,575 $33,799,166 $57,301,619 $1,169417 4.6%
2004 13,633,762 39,334,678 190,516,408 1,346,619 15.7
2005 14,827,847 46,720,797 143,795,225 1,476,158,