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Recommended Actions
1. Adopt resolution authorizing the conversion of prior advances into a loan
agreement of $18,961,471 for the Liability and Property Fund Internal Service
Fund from the General Fund; and

2. Authorize the County Debt Advisory Committee to approve any loan
modifications that do not alter the principal amount of the loan.

Executive Summary

At the close of Fiscal Year (FY) 2023-24 and FY 2024-25, the Liability and Property
Fund Internal Service Fund (Risk Fund) required cash advances to pay costs that
exceeded the funds cash balance. The General Fund has cumulatively provided
$18,961,471 in cash advances with the expectation that the Risk Fund would repay the
advances in the subsequent year. The Risk Fund due to increasing costs is now unable
to repay these total advances within a year, and staff recommend that the advances be
converted into a long-term internal loan agreement.

Discussion

At the close of FY 2023-24 and FY 2024-25, the Risk Fund required an influx of cash
and the General Fund provided $8,870,183 and $10,046,278, respectively, in short-term
cash advances, as supported by the Board’s concluding actions at the final budget
hearing. At the time, staff expected that the increasing costs and liability claims were
one-time in nature and that the Risk Fund would have the financial ability to reduce in
the subsequent year each of the advances to the General Fund.

A combination of rising claims, high insurance costs, and high exposure to litigation
(including climate disaster and public safety-related cases) have increased faster than
the phased annual increases. As a result, the Risk Fund will be unable to fully repay the
cash advances when expected.

Starting in FY 2021-22, the Risk Fund began phasing in annual increases from a $4.8
million base charge with the goal to reach by FY 2026-27 its funding target. Although
total annual revenue largely from internal cost allocation charges are now at $12 million
for FY 2025-26, the Risk Fund remains significantly underfunded with the most recent
actuarial assessment placing the funding confidence level at only 46%, well below the
County’s policy goal of 80%.

To ensure fiscal transparency and compliance with interfund accounting standards, the
County Executive Office and Personnel and Risk Management Department recommend
converting the prior advances into a long-term loan. However, Title 2 of the Code of



Federal Regulations (§ 200.449 — Interest) does not allow internal service funds to pay
interest on loans unless the loan is to "acquire, construct, or replace capital assets.”
This loan does not meet that criteria and, accordingly, does not include interest.

The County Executive Office and Personnel and Risk Management Department will
meet at least annually to evaluate the Risk Fund’s financial status and provide any
recommended loan modifications. With this action, the County Debt Advisory
Committee (Committee) would consider and be authorized to provide any loan
modifications. The Committee would not be allowed to increase the total amount of
principal balance owed. Loan modifications could include the Risk Fund paying down
additional principal amounts in advance of annual payment dates. The Committee could
also consider modification scenarios such as, but not limited to, proposing an alternative
laddered repayment that could allow the Risk Fund to reduce the annual amount due by
increasing payments for the remainder of the loan or reducing or skipping an annual
repayment depending on the Risk Fund’s cash position.

Financial Impact

The loan agreement amount of $18,961,471 would be repaid to the General Fund over
10 years with no interest. As an internal loan, there would be no financing costs.

The annual debt payments would be financed from the Risk Fund (GL Key 515200) and
would begin with FY 2026-27 per the following debt amortization schedule.

10-Year Loan Amortization Schedule

Fund No. GL KeyiName
Lending Fund 10110001 131220;General Fund
Borrowing Fund 60120001 515200:Internal Service Fund: Liability and Property Fund

Values

Loan amount $ 18,916,471

Interest rate 0.00%

Loan period in years 10

Payments Per Year 1

Start date of loan 1/1/2026

Beginning
Year Payment Date Balance Payment Principal Interest Ending Balance
1 1/1/2026 $ 18,916,471 § 1,891,647 § 1,891,647 0.00% $ 17,024,824
T2 112027 $ 17,024,824 $ 1,891,647 $ 1891647  000%  $ 15133177
s 112028 $  15133,177 $ 1891647 $ 1891647  000%  $ 13241530
4 1/1/2029 $ 13,241,530 $ 1,891,647 $ 1,891,647 0.00% $ 11,349,883
s 112030 $ 11,349,883 $ 1,891,647 $ 1891647  000% $ 9458236
6 1/1/2031 § 9,458,236 $ 1,891,647 $ 1,891,647 0.00% $ 7,566,588
T 112032 $ 7,566,588 $ 1,891,647 $ 1891647  000%  $ 5674941
e 112033 $ 5674941 $ 1891647 $ 1891647  000% $ 3,783,294
9 1/1/2034 $ 3,783294 § 1,891,647 $ 1,891,647 0.00% $ 1,891,647
00 113035 $ 1,891,647 $ 1,891,647 $ 1891647  000% $ -

Strategic Initiatives
Operational Plan - Operational Excellence

Submitted By:
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BEFORE THE BOARD OF SUPERVISORS
OF THE COUNTY OF SANTA CRUZ, STATE OF CALIFORNIA

RESOLUTION NO.

On the motion of Supervisor
duly seconded by Supervisor
the following resolution is adopted:

RESOLUTION AUTHORIZING A LOAN FROM THE COUNTY GENERAL FUND TO THE
PROPERTY AND LIABILITY INTERNAL SERVICE FUND

WHEREAS, the County of Santa Cruz Board of Supervisors is authorized, pursuant to
Section 25252 of the Government Code, to transfer money from one fund to another if the Board
of Supervisors has authority over said fund; and

WHEREAS, in Fiscal Year 2023-24, the County General Fund advanced $8,870,193 to
the Property and Liability Internal Service Fund (Risk Fund), and in Fiscal Year 2024-25,
advanced an additional $10,046,278, for a total of $18,916,471 in support of maintaining the
County’s self-insured risk program at the actuarial target of 80% confidence level; and

WHEREAS, these General Fund advances were made with the expectation that future
year charges to the General Fund from the Risk Fund would be reduced; and

WHEREAS, due to sustained high claims activity, rising insurance costs, rising litigation
costs, and climate-related liabilities, the Risk Fund is unable to provide such credits or absorb the
advances in the near term; and

WHEREAS, Internal Service Funds are not permitted to be charged interest for non-
capital debt pursuant to relevant accounting standards, and it is therefore appropriate to convert
these prior advances into a formal interest-free loan; and

WHEREAS, the Board of Supervisors finds it necessary and appropriate to formalize a
loan agreement between the General Fund and the Risk Fund, and to delegate authority to the
County Debt Advisory Committee and Board of Supervisors to revise repayment terms as
necessary based on Risk Fund cash flow conditions.

NOW, THEREFORE, BE IT RESOLVED AND ORDERED that a loan in the amount of
$18,916,471 from the General Fund to the Property and Liability Internal Service Fund is hereby
authorized and eliminates the prior advances; that repayment shall occur over a ten-year period
beginning in Fiscal Year 2026-27 on January 1, 2026, with straight-line annual principal
payments and no interest; the loan terms may be modified by the County Debt Advisory
Committee, including extension of the repayment period or other restructuring necessary to
accommodate Risk Fund cash flow limitations; the loan shall be reflected in County budget
schedules and financial reporting as a formal interfund loan.
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PASSED AND ADOPTED by the Board of Supervisors of the County of Santa Cruz,
State of California, this 24th day of June, 2025, by the following vote:

AYES: SUPERVISORS
NOES: SUPERVISORS
ABSENT: SUPERVISORS

Chairperson of said Board

ATTEST:
Clerk of said Board

APPROVED AS TO FORM:

Signed by:
| Jason. M., Beatle
(fty'CYlinsel ~ 6/24/25; Ams# 25-1987

Distribution:
Auditor-Controller
County Executive Office
Personnel & Risk Management
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