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By Marlize van Romburgh 
Staff Writer

With its $56.4 million purchase of another 
Central Coast bank, Heritage Oaks Bancorp 
lays the foundation to build the region’s next 
big community banking franchise and emerges 
as the dominant player in the market.

Paso Robles-based Heritage Oaks said 

Oct. 21 that it is buying Mission Community 
Bank, based in San Luis Obispo, in a cash-and-
stock deal expected to close in the first quar-
ter of 2014. The combined bank would have 
$1.5 billion in assets, making it the largest 
bank based in the Tri-Counties.

“There’s kind of been a vacuum in the mar-
ket for that dominant community bank and 
this, at $1.5 billion, will help to fill that void,” 

Mission Community CEO Tom Dobyns told 
the Business Times. 

Under the terms of the deal, Mission Com-
munity shareholders will get $8 million in cash 
and about 7.5 million shares of Heritage Oaks 
stock. The deal, which is still subject to regula-
tory approval but has the consent of the largest 

Heritage buy sets stage to compete in big leagues

Aftershocks from the 2008 fi-
nancial crisis are still reverberating 
across our region and its banking sec-
tor.

That’s one of the lessons behind 
the surprise announcement on Oct. 
21 that Heritage Oaks and Mission 
Community, the two of the largest in-

dependent banks in San Luis Obispo 
County, plan to merge. [See article, top 
of this page].

Both banks have survived the reces-
sion by taking in new capital that al-
lowed them to absorb steep losses from 
commercial real estate and construc-
tion loans. And both were benefiting 

from new management with Simone Lago-
marsino and Tom Dobyns running Heritage 
Oaks and Mission, respectively.

But financial crisis impacts, including a 
recovery, the Dodd-Frank banking overhaul 
and the entrance of aggressive new players 

Ratings agencies 
unfazed as costs 
rise for pensions
By Patrick Kulp 
Special to the Busness Times

Despite dire warnings that future pension 
costs could cause a fiscal meltdown for tri-
county governments, credit ratings for Santa 
Barbara, Ventura and San Luis Obispo county 
bonds remain mostly unaffected by looming 
gaps in their retirement obligation funding. 

Standard & Poor’s, a leading rating agency, 
ranks all three counties near the top of a scale 
that spans from its highest AAA to C, the lowest 
rating a bond can have without defaulting. Santa 
Barbara County carries the agency’s second 
highest AA-plus designation. Ventura County 
is assigned a slightly lower AA-rating this year 
and SLO County is ranked AA-minus. 

The ratings have been bolstered by recent 
California reforms designed to reduce the im-
pact of upcoming obligations. And despite a 
high-profile dispute in Ventura County over 
former Sheriff Bob Brooks’s demand for more 
pay, the ratings suggest that Wall Street believes 
the county governments will find a way to pay 
back their pension obligations without a serious 
threat to municipal bondholders.

“The argument is that a lot of the bonds 
would run into the pension problems that would 

Timing is everything with $56M Central Coast banking merger

A farm worker in a field along Santa Rosa Road near Buellton. Farmers in the region are 
being offered the chance to join a group aimed at limiting public access to nitrate data.

Water woes
FARMING: Publishing of nitrate data at issue

By Stephen Nellis 
Staff Writer

One in four public drinking water wells in 
the Santa Maria Valley is contaminated with 
unsafe levels of nitrate, a pollutant whose pri-
mary source is chemical fertilizers used on 
crops such as broccoli and celery.

The next few days are likely to determine 
just how precisely the public will be able 

see which wells in the Santa Maria Valley 
are contaminated once mandated testing for 
nitrate in drinking wells on farm land starts 
later this year.

A Salinas-based cooperative is offering 
farmers in Santa Barbara and San Luis 
Obispo counties the chance to join a group 
that would keep their well data off public 
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websites. The deadline for farmers to join is 
Nov. 1.

Environmental groups and water regu-
lators have argued for decades that nitrate 
contamination of groundwater is a serious 
problem. But its extent is unknown. The ap-
plication of nitrogen fertilizers is essentially 
unregulated. While public-source drinking 
water wells are monitored for nitrates, irriga-
tion and drinking wells on farmland are not.

That all changed in March 2012. After 
a years-long tussle between regulators and 
agribusiness groups, the Central Coast Re-
gional Water Quality Control Board issued 
regulations requiring all growers to monitor 
irrigation and drinking wells for nitrate lev-
els.

ANONYMITY AT ISSUE
Anonymity was the hot-button issue 

throughout the process. Environmental 
groups argued that making individual well 
and landowner data available on a public 
state website would be the best way to give 
regulators and the public a picture of the ni-
trate problem.

Farm groups, on the other hand, argued 
that individual well data would expose land-

owners and growers to needless lawsuits and 
expenses without giving any real insight into 
the sources of nitrate pollution. 

The way that water moves through the 
ground over the decades is extremely compli-
cated — pollutants from a higher elevation, 
for example, can settle underneath a lower 
property. And nitrate pollution can persist 
for decades from previous landowners. All 
of that means that a drinking well with high 
nitrate levels is not necessarily related to the 
current owners’ farming operations on the 
land.

“It’s just a confidentiality issue for many 
growers,” said Parry Klassen, executive di-
rector of the Central Coast Groundwater 
Coalition in Salinas. “They’re worried about 
nuisance lawsuits being filed against them.”

The end result was a compromise. Regu-
lators are requiring farmers to either report 
well data individually or through an ap-
proved coalition like the one formed in Sa-
linas. For a cost of $12 an acre, the Salinas 
coalition offers to take care of all the admin-
istrative burdens of testing and reporting for 
its members. It also offers a degree of ano-
nymity. Instead of individual well data, the 
coalition will blend data from member wells 
and other sources to submit a colored gradi-
ent map to regulators that will then be posted 
on a public website. 

Klassen said the aggregated data will give 
regulators and the public a better idea of the 

nitrate problem. In addition to testing for the 
presences of nitrates, Klassen said the group 
will perform additional testing that could tell 
how old the nitrates are and whether they 
ultimately came from fertilizers or other 
sources.

“Some might assume if you’ve got high 
nitrates in your well, you’re the cause of it. 
With a single data point, you don’t have the 
big picture we’re going to be providing with 
the characterization,” Klassen said. “We’re 
going to begin tracking where do these ni-
trates come from. Are they from legacy is-
sues from dairy farming? Is it from water 
treatment plants and septic systems? Or is it 
from nitrogen used on farms? We can do that 
with further analysis.”

Well and landowner data will not be 
available on a state website. However, regula-
tors told the Business Times that it will be 
available to the public through a California 
Public Records Act request. If growers find 
nitrate contamination in a drinking well, they 
must notify the users of the well within 10 
days. Those notifications will also be avail-
able only with a public records request.

Environmental groups such as Santa Bar-
bara Channel Keeper were disappointed that 
well data will not be made more easily ac-
cessible to the public. But they praised the 
first-ever effort to systematically monitor 
nitrates in groundwater. “Either way grow-
ers choose, the reality is that the state, public 

and growers themselves will have the best 
picture of groundwater conditions through-
out the region that we’ve ever had in history, 
and it’s probably not going to be very pretty,” 
said Ben Pitterle, watershed and marine pro-
gram director for the group. “I think more 
and more individuals will find out that their 
drinking water supplies are contaminated or 
threatened.”

In the end, farmers are likely to choose 
whether to report individually or through a 
cooperative based on the costs and hassles 
of complying, said Kevin Merrill, a direc-
tor with the Santa Barbara Farm Bureau and 
manager at Mesa Vineyard Management. For 
Merrill’s particular operations, it made more 
sense to report individually and have it over 
and done with, he said. But he said many 
farmers are worried about where nitrate 
monitoring will ultimately lead.

Aside from notifying domestic well users 
of contamination and paying to make their 
water safe to drink, state regulators have not 
yet set in stone how they will address nitrate 
contamination over the long term. 

“The biggest concern is, if you have a well 
that’s high in nitrates, how do you fix it?” 
Merrill said. “Some might say, ‘If it’s high, 
just turn it off, don’t use it anymore.’ That’s 
not workable. What do you do about the ni-
trates that are there? How do you treat them 
economically so you can still farm? That’s 
the kicker.”

hit further down in the future,” said econo-
mist Chris Thornberg, the chief economist 
at Los Angeles-based Beacon Economics. 
“There are lots of potential policy choices 
that can be made between now and then that 
could head this off.”

Key indicators that could lead to a rat-
ings downgrade would be dramatic growth 
in unfunded liability, another stock market 
collapse or the inability for funds to keep 
up with the flood of government-employed 
baby boomers who are reaching retirement 
age. These problems are magnified if the 
county lacks the necessary reserve budget to 
cover missing funds, experts said.

Further complications can also arise 
when pension systems choose to issue their 
own taxable bonds, known as pension ob-
ligation bonds, with the hopes that invest-
ment returns will exceed interest rates on the 
bonds. 

Last year, ratings giant Moody’s put the 
pension obligation bonds of nine California 
counties under review for a ratings down-
grade because of a suspected higher risk of 
default. These bonds also played a role in 
high profile municipal defaults in Detroit 
and Stockton.

“Why the hell would a pension issue its 
own bonds? That doesn’t make any sense,” 
Thornberg said.

In the region, only SLO County’s plan 
currently has outstanding pension bonds, 
but because of the plan’s relatively small size 
and conservative accounting practices, those 
bonds were also rated AA-minus by S&P. 
The pension bonds also earned an AA rating 
from Fitch.

SLO County Auditor Controller James 
Erb said the county has been maintaining 
a relatively low overall debt burden and 
healthy reserve budget to cushion any po-
tential pension investment shortfalls. Fitch 

affirmed an AA rating on the county’s lease 
revenue refunding bonds last year. Payments 
for these bonds comes from the county’s 
general revenue.     

“What ratings agencies really want to 
know is, ‘Do these guys have reserves they 
can go on if they need to?’” Erb said.

At their most recent S&P assessments, 
the San Luis Obispo and Ventura county 
plans were each funded by county and em-
ployee contributions at a 78 percent level. In 
constrast, highly rated Santa Barbara Coun-
ty’s pension plan is funded at just 71 percent. 

All three county pension funds outper-
formed expected return rates for the fiscal 
year ended in June, but losses incurred by the 
2008 economic collapse mean that 10-year 
averaged returns for each still lag below the 
actuarial rates needed to make up unfunded 
liability.   

Paul Derse, chief financial officer for Ven-
tura County, said the overall level of unfund-
ed liabilities may not be as important to the 
rating agencies as management skills. “The 
bottom line is, clearly, they look at [pension 
costs], but there are other factors that weigh 
more heavily,” Derse said. “They really do 
look significantly at the management and 
what management does proactively.”

Ventura County offset some of the ef-
fects of its steadily rising pension plan costs 
by growing reserves, which create a buffer 
against a down year. The county increased 
reserves by about four percentage points 
since 2008 to 11 percent of the overall bud-
get.

While Ventura County’s contributions to 
its pension system have climbed by about 
55 percent over the past five years, Derse 
expects costs to eventually decline thanks 
to recently instituted reforms to retirement 
benefits for new employees. Still, the county 
forecasts that county contributions will grow 
from its current level of about $175 million to 
$220 million in the next five years. 

The reforms are being implemented in 
conjunction with a statewide pension reform 

act signed into law by Gov. Jerry Brown in 
January known as PEPRA that aims to close 
many of the loopholes pension employees 
might exploit to “spike” their retirement pay. 

A lawsuit against the county by former 
Ventura County Sheriff Brooks seeking a 
$75,000 supplement to his $272,000 annual 
payout would make him one of the highest 
paid retirees in California.

Officials from all three counties said they 
took reforms beyond PEPRA’s regulations 
by establishing new tiers of pension packag-

es with varying benefits for new employees. 
The concern at the root of these reforms is 
an unprecedented level of newly retired em-
ployees that are driving up pension costs and 
rendering current systems unsustainable.

Thornberg said credit ratings tend to not 
account for this looming crisis because of 
the limited timeframe of their forecast and 
the high level of uncertainty over what type 
of impact the crisis will have and whether it 
will be potentially mitigated through gov-
ernment reform.
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Tri-county pension breakdown

SLO CountyVentura CountySanta Barbara County

Funded 
Ratio

Unfunded
Liability

Actuarial 
Value

of Assets

Return for  
Fiscal Year 

Ended June 30

Assumed
Actuarial Rate

of Return

Amortization
Period

71%*

$828M*

$2.2B*

7.85%

17 years
(rolling)

7.75%

12.8%

$3.6B*

$976M*

78%*

7.25%

12.9%

$1B**

$282M**

78%**

15 years
(closed)

30 years
(closed)

*data from FY 2012 **data from FY 2011; all other data is current.  Source: Standard & Poor’s and county reports.
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