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Long Term Finance Committee (LTFC)

The Purpose of the LTFC is to act solely in an advisory capacity
to the Board of County Commissioners (BOCC) with respect to
long term financial planning.

The duties of the LTFC are to:

a. Review revenues and expenditures trends with a view to
identifying potential financial threats and opportunities.

b. Make recommendations to maintain a structurally balanced
budget and preserve the County’s fiscal soundness.

c. Review capital improvement programs and the
recommendations for funding those improvements.



County Fiscal Sustainability

The LTFC was tasked with Examining County Operational and Capital
Investment Sustainability:

Operational County Fiscal Sustainability: Based on downturns in the
Oil/Gas Property tax revenues the LTFC has identified a growing
structural revenue imbalance that does not allow for long term fiscal
sustainability, without exploring alternatives.

The following pages will identify a 15 year forecasted:
» Operating deficit in R&B Fund > $8.3 M.
> Road & Bridge unable to meet maintenance requirements.
> General Fund unable to fund county facility needs or support R&B
operating and capital deficits over the next 15 years.



Capital Improvements

Organizational Development Initiative (ODI) for Capital Improvements —
Prepared by staff, includes facilities and roads and bridges infrastructure
and maintenance. This presentation has been updated with the Tech Center
properties information.

The LTFC concludes that the ODI cannot be fulfilled absent new revenues.

The following pages will highlight new developments:
> The ODI amended for the Tech Center properties:
« New facilities - S44 M versus $53.135M.
« Maintenance costs at $10 sq ft: $6.23M vs. $3.207M.

> R&B Infrastructure Projects $70.193M and Op Deficits > S 8.3M:
= R&B will be significantly impacted in a negative manner.
= Finding a sustainable cure for funding the operating deficit and
R&B transportation projects is of utmost importance.



County Revenue Mix Has Changed

Past 9 Yrs: County population +15%/Revenues -6%
Bad Mix: County more dependent on Fed & State transfers
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Oil & Gas Assessed Valuation History
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Property & Sales Tax Revenues History

History: O&G tax revs have sustained La Plata County
Present: O&G tax revs have fallen > 60% since 2010

Property Tax Revenue - Oil & Gas vs. Property
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Forecasting Limitations

To quantify potential volatility in the models, note that if the property tax
valuations grow at a rate less than we have forecasted the General Fund and
Road & Bridge combined operating deficits will increase over the 15-year
period.

Likewise, if the county Retail Sales grow at a rate less than forecasted the
combined operating deficits of the General and Road & Bridge funds will
increase.

Road & Bridge “operating” accounts only provide for basic services such as
snow removal, grading, mag chloride and personnel. The majority of the Road
& Bridge “capital” account includes basic maintenance (road repair, chip seal,
resurfacing, bridge maintenance and repair).

The following options capture the serious need of seeking new revenue sources
to sustain the operations of the County and sustain the integrity of the County’s
transportation network.



Forecasting

Model developed using financial history from 2000 to 2013 to formulate a forecast.
These conclusions are based on an optimistic economic scenario over next 15 years.

Assumptions include:

>

YV V V VY

Steady moderate growth in La Plata County with two mild recession in 2018
and 2027 lasting one year (less than historical averages).

Oil & Gas property tax revenues drop 45% in 2015 then stabilize.

Operating expenses grow at rate 10% below projected inflation for 15 years.
R&B raises 25% of its capital plan needs via grants.

The S26M reserved in the General Fund for Capital Improvements is used as
the financing vehicle to bridge timing gaps in funding projects.

No Debt financing — La Plata could not access debt markets without tax
increases and the 4.15% interest costs make debt an untenable alternative.
15 Year funding needs total S98M: GF Facilities Capital of ~ $20 M, R&B
Infrastructure of S70M net, and R&B Operating needs of $S8.3M.

No contingency or emergency reserves are built into the model.

LTFC does not believe the County can grow out of its

structural revenue imbalance



Key Vulnerabilities: It Could Be Worse...

» 2015 Gas Price of $2.42 mcf vs. 2014 Price $4.12 => 41.3% drop. Average
gas production dropping ~ 7% per annum. La Plata depends on gas.
Outlook is not positive over medium term.

» Severance taxes are a function of price; expect rapid drops in sev tax revs

» Grants: A significant % of La Plata R&B grants depend on severance tax
funds collected by the state. These funds will be impacted by gas prices.

» The last recession ended in 2010. We are forecasting only 2 mild recessions
thru 2030. The US averages 3.15 recessions (1 severe) over 15 years.

» We assume La Plata County can manage operating expense growth at
approx. 50% of inflation + population growth (~ 90% of inflation).

» La Plata’s growing dependence on Fed & State transfers is unhealthy and
unsustainable in current tight budget environment.

» County unrestricted reserves are depleted: ~ $S5.5M. Not sufficient to
sustain a major hit (2002 fires, a 2014 Lyons flood or a 2008 recession).



Original Options Considered

Beginning in 2014, LTFC considered 7 options:

>

>

Option 0 — Do nothing: Cripples the fiscal sustainability of the County.

Option 1 —6.25 Mill Levy Increase: Provides for all county capital & operating
needs, replenishes all reserves with 50% R&B reliance on grant financing.

Option 2 — 4.75 Mill Levy Increase: Provides for all county capital & operating
needs, but uses 90% of county reserves and R&B reliance on 50% grant funding.

Option 3 — 3.95 Mill Levy Increase: Same as above but assumes 50% grant funding
for R&B projects and 25% for county facility projects.

Option 4: Achieves all Option 1 goals but with 1% Increase in Sales Tax.
Option 5: Achieves all Option 2 goals but with a 0.76% Increase in Sales Tax.

Option 6: Achieves all Option 3 goals but with a 0.625% Increase in Sales Tax.



BOCC Requested Additional Options

The following changes have been incorporated into new options:

» Due to the impending impact of gas price declines implement tax alternatives ASAP: 2015 ballot
timing => 2016 revenue impact.

» 10 year tax financing of long term capital assets is not realistic: extend the forecast period over
15 years.

» Update economic assumptions based on most recent data:
= 45% decline in O&G prices have locked in a 2017 O&G property valuation decline.

= Sales Tax base has recovered more than anticipated back in January 2014 when the LTFC
started the forecasting process.

= Residential & commercial property valuations and additions to property base slightly higher
than anticipated as well.

» Tech Center properties lowers ODI facility needs by SOM to $44M.

» Staff & BOCC want to reduce R&B reliance on sales tax revenues. Freeze sales tax allocation to
R&B at 2013 levels. This benefits the GF.

» Grant financing is uncertain, reduce assumption to 25% match for R&B.

» BOCC recognizes the need to use capital reserves for timing purposes, but believes it to be

irresponsible not to have reserves in place for future emergency/timing issues.



Option 0 — Do Nothing

Assumes no new taxes.
> Gen Fund exhausts reserves
> R&B incurs operating deficits of $8.3M

> Capital plans cannot be funded with revenues or
reserves

Strengths:
> Maintains La Plata tax burden at bottom tier in Colorado

Weaknesses:
> Cripples the fiscal sustainability of the county.




Doing Nothing Is Not An Option

OPTION 0: MODERATE GROWTH MILD RECESSIONS 2018/2027. 45% 0&G VALUATION DROP IN 2017. NO NEW TAX REVS. GEN FUND & R&B FACE OPERATING & CAPITAL DEFICITS > $95mm
General Fund Freezes Sales Tax Allocations to R&B at 2013 Levels. All Sales Tax Revenue Growth Accrues to the General Fund.
Gen Fund Generates Modest Operating Surplus But Cannot Fund Capital Needs or Support R&B. R&B Implodes: Operating Deficits and Capital Shortfalls Exhaust All Reserves by 2018
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New Option A — 3.75 Mill Levy Increase

Property Tax increase in 2016 to fund 100% of County operating &

capital needs:

» Assumes 100% of the GF and R&B Fund operating & capital
shortfalls are paid with a new 3.75 mill increase (0.75 mills to the
Gen Fund, 3.0 mills to R&B).

» Mill Levy increases to 12.25 mills.

Strengths:
>  Meets the funding needs of the revised Capital ODI Plan (Tech Center properties).
>  Provides sustainable operating revenues.
>  Uses the current Capital Improvement Reserve; then rebuilds it over time.
>  Still less than like Counties - median 13.282 mills.

Weaknesses:
> % Increase in the Mill Levy (use average TOTAL millage: county + schools, etc.).
>  Uncertain public support for not using the Capital Improvement Reserves of S26M.
>  “Allocations to the cities” — a portion (~18%) of the R&B Mill increase is paid to
Durango, Bayfield and Ignacio & requires a higher millage to meet La Plata’s needs.




3.75 Mill Increase = 10.5% Increase to “Average” Homes &
Businesses. First county increase in more than 25 years

2014 TAX DOLLAR/REVENUE

State
Assessed
3.94%

Vacant Land 0.73%
6.7T8%
Commercial,
Imndustrial

18.84%

Residential,
Single
Famitly,
Condo,
Mobile
Homes
2T.T2%

Agriculture

il & Gas and

Katural
Resources
41.99%

County Property Tax on Median Home & Business

Residential Commercial
Property Value 350,000 1,010,000
Assessment Ratio 7.96% 29.00%
Assessed Value 27,860 292,900
Avg Mill Levy 35.797 35.797
Current Tax 997 10,485
New Millage 3.75 3.750
New Tax 104 1,098
% Increase 10.48% 10.48%

Important to recognize the contribution of both O&G and
Commercial Property Taxes to La Plata’s revenue base due to
higher assessment ratios.
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New Option A — 3.75 Mill Levy Increase in 2016 To Fund 100% of
County Operating & Capital Needs

OPTION A: MODERATE GROWTH + MILD RECESSIONS IN 2018/2027. 45% O&G VALUATION DROP IN 2017. NEW PROP TAX OF 3.75 MILLS TO FULLY FUND R&B + GEN FUND NEEDS

0.75 Mill New Prop Tax to the GF Raises $22mm. GF Freezes § Tax Allocation to R&B at 2013 Levels. All Sales Tax Revenue Growth Accrues to the GF. Meets All Facility & Operating Needs.

3 Mill New Prop Tax Increase to R&B Raises ~ $75 mm. Covers Operating Needs and R&B's Capital & Project Requirements.
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New Option B —.53% County-Only Sales Tax

Sales Tax to fund 100% of County operating & capital needs:

» Assumes 100% of the Gen Fund and R&B operating & capital
shortfalls are paid with a new 0.53% county only Sales Tax (all to the
GF). This raises S98M over 15 years. BOCC agrees to allocate
revenues to cover S78M R&B needs.

» Combined La Plata sales tax rises to 2.53%.

Strengths:
>  Meets the needs of the ODI Plan and Provides Sustainable Operating Revenues.
>  Sales Tax is collected by all purchasers of goods — not just LPC residents and there is
no allocation to the other cities in the county.
>  Uses the Capital Improvement Reserve; then rebuilds it over time.

Weaknesses:
>  26.5% Increase in the Sales Tax, and it is more regressive/aggressive.
>  Reduces the Capital Improvement Reserves but it is replenished.
»  Uncertain public support for not using the Cap Improvement Reserve of $26M.
»  Competes with other government entities that rely on sales taxes (including
airport).




Option B: Sales Tax Requires BOCC to Allocate Revenues to R&B
To Maintain R&B Sustainability

OPTION B: MODERATE GROWTH + MILD RECESSIONS IN 2018/2027: 45% 0&G VALUATION DROP IN 2017. NEW 0.53% SALES TAX TO GEN FUND. GF ALLOCATES REVENUE TO MEET R&B NEEDS
New County Specific Sales Tax of 0.53% Raises $98 mm for the GF. GF Must Fund $78 mm Operating & Capital Needs of R&B Over the 15 Year Period

Gen Fund Uses New Sales Tax Revs To Meet All Operating & Facility Needs. Capital Fund Used To Finance Timing Shortfalls.
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Other Options Considered

The LTFC also explored and considered other options:
> Debt Issuance — while generating a funding source for the Capital ODI Plan,
incurring debt would require a public vote AND the debt service creates an
additional operating expense that could only be satisfied by an increase in operating
revenue — requiring a public vote. We modeled $25M issuance with a 20 year
repayment.

> Use Tax — was reviewed but not found sufficient in itself to complete the goals —
could raise S13M over the 10 year period, requires a public vote, has significant
compliance and monitoring requirements for impacted businesses.

> Fees — Each fee category assessed by LPC should be reviewed for opportunities. The

accumulation of all fee categories was not found sufficient to complete the goals.
Fees to be reviewed include, but are not limited to:

= Charges For Services

= Lodgers Tax

= Real Estate Transfer Tax

= User Fees

= Building Fees

= Impact Fees



Additional Considerations

The Options presented here are based on two key premises:
= An optimistic economic scenario through 2030.
= Funding 100% of the ODI for Capital Improvements.

The LTFC believes the Board of County Commissioners should carefully evaluate
the ODI Capital Improvement Plans as a means of mitigating the significant new
revenue required over the period and to provide a buffer in the event actual
economic conditions are worse than that presented in this scenario.

Due to the likely continued drop in oil & gas tax revenues, the LTFC
recommends the county develop a community wide campaign to educate
county residents about the structural revenue shortfalls and the infrastructure
challenges facing the county over the next 10 years.

The LTFC examined several economic scenarios as part of this process. We are
available to the BOCC to explore other scenarios that would impact the
county’s differently if the Commissioners so wish.



Conclusions

> Absent new revenue sources, La Plata General Fund and
R&B Operations and Capital needs are unsustainable.

> LTFC does not believe the County can grow out of its
structural revenue imbalance.



