Agenda Item No. 3

SACRAMENTO LOCAL AGENCY FORMATION COMMISSION
1112 I Street, Suite #100
Sacramento, California 95814
(916) 874-6458

April 7,2010

TO: Sacramento Local Agency Formation Commission
FROM: Peter Brundage, Executive Officer

RE: PROPOSED ARDEN ARCADE INCORPORATION [LAFC 03-07]
a) Discussion of Policy Considerations and Schedule
b) Presentation of Public Review Draft Comprehensive Fiscal
Analysis and Annexation Feasibility Analysis

RECOMMENDATIONS:

a. Information only, no action required. Receive and file staff report;

b. Staff Presentation of Policy Issues Related to the Proposed Incorporation
of Arden Arcade and project schedule; and

c. Consultant (Willdan) Presentation of the Public Review Draft
Comprehensive Fiscal Analysis for the proposed City of Arden Arcade
and Annexation Feasibility to the City of Sacramento

DISCUSSION:

The Public Review Draft Comprehensive Fiscal Analysis (CFA) was released on March
16, 2010 for a 30-day public review and comment period. (Note: The DEIR public
review period runs February 18" through April 8, 2010). A Preliminary Review Draft
CFA was provided to the Arden Arcade Incorporation Committee (AAIC) and County
staff on March 5, 2010 to provide additional time for their review and comments. On
March 10, 2010, LAFCo and our Financial consultant met with the AAIC and County to
present and review the CFA. AAIC and the County met on March 24, 2010 and April 1,
2010 to continue Revenue Neutrality Negotiations.



The presentation this evening is to provide the Commission and the public the findings
and conclusions on the Draft CFA for the proposed Arden Arcade incorporation. In
addition, the consultant will review the supplemental memo on the financial feasibility
related to annexation to the City of Sacramento.

This evening and throughout the public review period, the public, AAIC, the County, and
the Commission may raise comments and concerns on the Public Review Draft CFA as
well as any other related issues. Comments and issues should be provided to LAFCo by
the close of the 30-day comment period: 4:00 p.m. on Monday, April 19, 2010.

The Draft CFA, Annexation Analysis, Draft EIR, and boundary maps are posted on
Sacramento LAFCo website at www.saclafco.org. Copies may also be obtained by
contacting the Commission Clerk at 916-874-2935.

Your staff and our consultant will review and address issues raised and make any
adjustments that are necessary. The Final CFA will be released together with the Final
EIR, and Executive Officer’s Report and Recommendations prior to the incorporation
public hearings. Public hearings on the proposed Arden Arcade Incorporation are
scheduled to commence on Wednesday, May 5, 2010. Should the Commission approve
the project, you will be requested to take tentative action so that final resolutions can be
adopted by May 19, 2010 to meet the November, 2010 General Election. (See discussion
on project schedule below).

In addition, tonight’s workshop on the proposed Arden Arcade Incorporation is intended
to provide the Commission an overview and summary of the major issues that will need
to be addressed during the Public Hearings on this project before the Commission can
take action.

No Commission action is being requested at this time.

Based on the Executive Officer’s Report, Final CFA, and Final EIR, the Commission
may approve with conditions, modify and approve, or deny the proposal. This report
does not pre-suppose the outcome of the Commission proceedings.

The policy framework to be considered is presented in this report to provide the
Commission, interested parties, residents, and affected agencies ample time for review
and consideration prior to the May 5™ public Hearing. The following table summarizes
the major LAFCo policy issues related to the proposed incorporation:



COMMISSION POLICY CONSIDERATIONS RELATED TO INCORPORATIONS

The Commission must determine the following in order to approve the incorporation:

¢ Boundary and Project Alternatives:

The Commission may amend and determine the appropriate boundary of the area to be
incorporated or whether annexation to the City of Sacramento would be a more cost efficient
service provider in a more accountable manner.

To date, no substantive comments have been received indicating that there are any significant
cost and service impacts related to either boundary alternative Scenario 1 or Scenario 2. Also,
it appears that the City of Sacramento would not be a more efficient or cost-effective service
provider.

Is the new city financially sustainable and viable for a minimum period of ten
(10) years following the incorporation?

The Draft CFA concludes that the proposed city would be financially sustainable for either
Scenario 1 or Scenario 2 for a period of ten (10) years following incorporation.

Will the new city provide levels of service similar to comparable cities within
Sacramento County?

The Draft CFA concludes the proposed city would be able to provide a similar level of service
comparable to other cities in Sacramento and similar to service levels provided by the County
in the FY 2008-09 Base Year.

Does the incorporation result in a loss of revenue to the County?

The Draft CFA indicates that the proposed incorporation would result in a loss of annual
revenue to the County in the amount of approximately $8.6 million for Scenario 1 and $8.7
million for Scenario 2.

If yes, is the loss mitigated by means of a revenue neutrality payment?

The Revenue Neutrality Payment has not been finalized. The Proponents and County are in
discussions on this issue. The legal requirement is to mitigate the negative fiscal impact to the
County. The Commission must determine that the negative financial impacts to the County
have been mitigated pursuant to Government Code Section 56815. (Note: the Commission
may impose the terms and conditions of the Revenue Neutrality Payment if an agreement
cannot be reached).
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Environmental Impacts

The Draft EIR indicates that there are no unavoidable significant environmental impacts
related to the proposed project or alternatives. The environmental impacts are similar for
all boundary and project alternatives that were evaluated in the Draft Environmental
Impact Report. The Draft EIR was presented to the Commission on March 3, 2010. The
45-day public review comment period ends on April 8, 2010 to ensure adequate time for
public review. The comment period was extended from April 5, 2010 to Thursday April
8. 2010 at 4:00 p.m. The Final EIR will address any comments received by the close of
the public comment period.

Discussion of Project and Boundary Alternatives

There are four (4) basic project/boundary alternatives that may be considered by the
Commission. The Commission may amend the project/petition boundary and alternatives
based on LAFCo policies and State mandates.

1. Approve the proposed boundary set forth in the application petition;

1A. Approve the petition boundary and include the area south of Fair Oaks
Boulevard and/or the “northeast™ corner as the Sphere of Influence for the
new city;

2. Approve the alternative boundary with or without amendments;
3. Determine if the project area is best served by the City of Sacramento; or
4. Deny the project.

The Commission cannot approve the annexation as an alternative to the proposed
incorporation. A separate petition (submitted by Registered Voters living in the affected
territory) or Resolution of Application would be required to process an annexation
proposal.

The incorporation analysis has evaluated the environmental, financial, and service
delivery impacts for the petition boundary and several alternatives as shown below to
provide the Commission with information to evaluate the project boundary and
alternatives in order to exercise independent judgement.



Summary of Project/Boundary Alternatives

Scenarios Alternative Description
1 Petition Boundary — Scenario 1 | Boundary Request per Petition
1A Petition Boundary with Sphere | Include area south of Fair Oaks
of Influence Boulevard and/or N.E. Corner as
SOI for new city
2 Boundary Alternative - Scenario | Petition Boundary plus area south of
2 Fair Oaks Boulevard and/or

northeast corner (AACPA)

3 Evaluate annexation to City of | Based on Govt. Code Section
Sacramento 56886.5
4 No Project Alternative No change to status quo

Note: Maps of Boundary Scenarios 1 and 2 are attached to this report together with
additional maps that enlarge portions of Boundary Scenarios 1 and 2 that illustrate
boundary details.

Arden Arcade Community Plan Area

The Arden Arcade Community Plan Area is generally bounded by Auburn Boulevard on
the north, on the west by the City of Sacramento, on the south by the American River,
and on the east by Mission Avenue. Several years ago this boundary was changed to
remove the area between Walnut Avenue and Mission Avenue. Residents in this area felt
they more closely identified with the Carmichael Community and they are located within
the Carmichael Zip Code 95608.

Also, the boundary alternative south of Fair Oaks Boulevard was extended to include a
portion of the Carmichael Community Plan Area along Jacob Lane. This adjustment was
made so that this alternative would follow the centerline of Jacob Lane, an easily
delineated line for the public and service delivery providers to identify. Also, this line
avoids following rear property lines.

Northeast Corner: It does not appear that the area identified as the “northeast™ corner (a
small area bounded by Winding Way, City of Sacramento, Arcade Creek, and Pasadena
Avenue) is currently in the Arden Arcade Community Plan Area. This area is within the
95841 Zip Code, generally described as Foothill Farms. Both the Arden-Arcade




Community Neighborhood map (page 17) and the map of the Sheriff’s North Central
Zones (page 19) do not include this area as part of the Arden Arcade Service Area.
However, this area has been evaluated as an alternative boundary for the proposed
incorporation in the event there would be service delivery impacts to this area.

These minor adjustments were made based on Sacramento LAFCo policies.

1. Proposed Boundary-Scenario 1

The Arden Arcade Incorporation Proponents submitted a petition that only included a
portion of the Arden Arcade Community Plan Area (AACPA) as designated by the
County of Sacramento for planning purposes.

The incorporation petition boundary excluded the portion of the Arden Arcade
Community Planning Area lying south of Fair Oaks Boulevard, north of the American

River, east of the Sacramento City limits, and west of Jacob Lane.

Registered Voters: 38,774

1A. Modified Proposed Boundary-Scenario 1

This boundary alternative provides the Commission the ability to designate that all or a
portion of the area lying south of Fair Oaks Boulevard be designated as a Sphere of
Influence for the proposed city and not be included as part of the city boundary at the
time of incorporation. In addition, the territory referred to as the northeast corner
bounded by Arcade Creek, Winding Way and the City of Sacramento could be included
within the Sphere of Influence.

2 Boundary Alternative-Scenario 2

The alternative boundary Scenario 2 includes the petition boundary (Scenario 1) as well
as the area south of Fair Oaks Boulevard and north of the American River contained
within the County of Sacramento Arden Arcade Community Plan Area. The northeast
corner was also evaluated for inclusion.

Comments received during the Draft EIR Notice of Preparation scoping period indicated
that this area should be included within the boundary of the proposed city. Therefore,
both the Draft EIR and Draft CFA evaluated both the boundary contained in the petition
proposal and alternative boundaries. The environmental impacts were similar for both
alternatives as well as the city annexation alternatives. So far, no service delivery or cost
impacts have been identified, however, there are logical and reasonable arguments to
include the area lying south of Fair Oaks Boulevard based on LAFCo Policies and State
Law. These policy considerations are discussed later in this report.

Registered Voters: 3,834 south of Fair Oaks and 163 northeast corner near Winding
Way (9.0% of the total Registered Voters)




Total Registered Voters: 42,771

Summary of Registered Voters

Boundary/Alternative Number of Registered Voters
Scenario 1 38,774
Scenario 2 42771
South of fair Oaks Boulevard 3,834
N.E. Corner 163
3. Annexation to the City of Sacramento

The Commission must make a Finding pursuant to Government Code Section 56886.5(a)
that requires: If a proposal includes the formation of a district or incorporation of a city,
the Commission_shall determine whether existing agencies can_feasibly provide the
needed service or services in a more cost efficient and accountable manner.

During the public hearings on this project the Commission will be required to determine
whether or not the City of Sacramento can provide comparable level of services in a more
cost effective and accountable manner. If so, your Commission must make the
finding/determinations that the area to be incorporated would be best served by the City
of Sacramento; however, the Commission cannot approve annexation as an alternative.
A separate petition (registered voters) or Resolution of Application from the City of
Sacramento would be required to process an annexation proposal. (Note: this area is not
currently within the current City of Sacramento Sphere of Influence, however, it is
discussed in the City of Sacramento’s recent General Plan Update as a study area).

LAFCo’s financial consultant has evaluated this option and has provided a separate
memo outlining their findings. The memo and the Draft CFA are attached to this report.

The financial consultant concludes that annexation will not result in a more cost-effective
alternative nor does it appear to meet the petition requirements seeking local control and
representation for the Arden Arcade community. The Executive Officer concurs with
this analysis.

4. No Project

This alternative is denial of the proposed incorporation.



Boundary Policies, Standards and Procedures

In the event, the Commission finds that the City of Sacramento cannot provide more cost
effective services in a more accountable manner the Commission may amend the petition
boundary and determine the appropriate incorporation boundary. Sacramento LAFCo
has adopted the following policies related to the determination of boundaries for all
reorganizations, annexations, and incorporations.

LAFCo Boundary Policies, Standards and Procedures

LAFCo will approve only applications with boundaries that do the following:

Seek to correct where relevant illogical boundaries with the affected
agencies sphere of influence;

Provide for a mixture of revenue producing and non or limited revenue
producing properties, and

Follow where relevant natural or man-made features and logical service
areas.

LAFCo will not approve applications with boundaries which:

Split neighborhoods or divide an existing identifiable community,
commercial district, or other area having social or economic identity;
Result in islands, corridors or peninsulas of incorporated territory or
otherwise cause or further the distortion of existing boundaries;

Are drawn for the exclusive purpose of encompassing revenue producing
territories;

Create areas for which it is difficult to provide services; and

Split parcels.

LAFCo will make exceptions to the requirements of the standard if:

Is rendered necessary due to unique circumstances;

Results in improved quality or lower cost of service available to the
affected parties; and

There exists no feasible and logical alternative.

Service Delivery Issues Related to Boundary Alternatives

No comments have been received from the County or other service providers indicating
that it would be more difficult or costly to serve only the petition boundary Scenario 1. I
have requested that the County provide any information they may have to indicate the
potential cost and service delivery impacts if the area lying south of Fair Oaks Boulevard
were not included in the incorporation boundary.



The limited public comments received to date support the Scenario 2 boundary
alternative.

Executive Officer’s Comment on Boundary Issue

The Commission has the power and authority to amend the boundary of the proposed
incorporation based on LAFCo Policies, State Law, and the attached Attorney General
Opinion. The criteria and factors set forth above provide adequate and logical reasons to
amend the petition boundary. There does not to be any supporting reason to create a
peninsula or create an exception, other than this area was not included in the proponent’s
petition.

Prior to circulation of the petition, LAFCo staff suggested that the boundary include the
entire Arden Arcade Community Plan Area based on the above factors and LAFCo
policies. Annexation of inhabited areas such as Laguna West, Freeport, the pending
Panhandle annexation, and the recent Rancho Cordova annexation, are very difficult,
costly, and problematic to process.

Also, it is my understanding that the boundary issue has been raised by the County as part
of the Revenue Neutrality Negotiations. The County does not want to create a peninsula.

In past incorporations, the Commission has modified the petition boundary for many
different reasons. Likewise, the Commission will need to address this boundary issue in

your deliberations.

Comprehensive Fiscal Analysis Findings and Conclusions

The CFA provides a great deal of detailed information, calculations, and methodologies.
Willdan, LAFCo’s financial consultant will review the report and assumptions.

The CFA is used primarily to address the following issues:

Is the city financially sustainable and viable for a period ten (10) years
following the incorporation?

The Commission must determine that the new city would receive revenues
sufficient to provide public services and facilities and a reasonable reserve for a
period of ten (10) years following the incorporation per Government Code
Section 56720 (3-years) and LAFCo Policies, Standards, and Procedures (10-
years).

Will the new city provide levels of service similar to comparable cities within
Sacramento County and County services provided in the FY 2008-09 Base
Year?



The Commission must determine that service levels provided by the new city are
comparable to similar cities and the County service levels provided in the FY
2008-09 Base Year.

Is the loss of revenue to the County mitigated through a Revenue Neutrality
Agreement?

In the event that the incorporation results in a loss of revenue to the County or
other affected agencies, the Commission cannot approve the incorporation unless
it can make a finding that the incorporation is “Revenue Neutral”. This
calculation is used by the proponents and County to negotiate the terms and
conditions of a Revenue Neutrality Payment in order to mitigate the negative
impacts to the County of Sacramento and/or other agencies which may financially
impacted by the incorporation.

The CFA will also calculate the initial Gann or Appropriations limit and
determine the amount of taxes to be transferred to the new city. These
calculations are based on State formulas and explained in the Comprehensive
Fiscal Analysis.

Draft CFA Conclusions

e Annexation to the City of Sacramento will not result in a more cost-effective,
efficient, or accountable service delivery provider because there is not sufficient
revenue to maintain the level of service currently provided to residents within the
City of Sacramento, particularly law enforcement. The City tax structure is also
higher. (Utility User Tax 7.5 percent versus 2.5 percent, Property tax transfer is
higher, the City has a parcel tax for library service and lighting and landscaping,
and business license fees are higher than the County).

e The proposed city is viable and sustainable for either boundary Scenario 1 or
Scenario 2.

e The proposed City of Arden Arcade is able to provide a level of service
comparable to other similar cities in Sacramento and service levels provided by
the County of Sacramento during the Base Year FY 2008-2009 for either
Boundary Scenario 1 or 2.

e The incorporation results in an estimated loss to the County of approximately $8.6
million for boundary alternative-Scenario 1 and about $8.7 million for Scenario 2.

e The proponents and the County have commenced Revenue Neutrality
Negotiations. In addition, they are reviewing the estimates, calculations, and
assumptions set forth in the Draft CFA analysis.



e The Draft CFA may be amended to reflect comments raised during the public
review comment period.

Impacts to Special Districts

The proposed incorporation does not propose any changes in services provided by
Special Districts currently serving the affected territory. No Special District
reorganizations are required for the incorporation to be financially viable. No
reorganizations are being recommended. Therefore, there are no immediate service
delivery or cost impacts to Special Districts.

Project Schedule

The following discussion is provided for information only. If the proposal is denied, no
similar proposal may be considered for a period of one year. If the proposal is approved.,
it will be subject to a simple majority vote of registered voters residing in the approved
boundary to be incorporated.

In order to meet the November, 2010 general election, this project is on a very tight
timeline. The timeline is summarized below:
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Date

Arden Arcade Project Schedule

Action

February 18, 2010 Release Draft EIR

March 16, 2010
April 8,2010
April 7, 2010
April 19, 2010
April 23, 2010

May 5, 2010

May 19, 2010

June 2, 2010

June 19, 2010

June 30, 2010

July 13,2010

August 6, 2010

Release Public Draft CFA

End of 45-day comment period on Draft EIR

Commission Workshop on Public Review Draft CFA

End of 30-day Comment period on Draft CFA

Issue Executive's Officer Report, Final EIR and Final CFA

Commission Public Hearing on Arden Arcade Incorporation
Take Tentative Action/Adopt Intent Motion

Commission Takes Final Action-30-day reconsideration period begins
Commission adopts ballot language and submits material to County
Counsel requesting ballot Measure be placed on Board of

Supervisor Agenda for July 13, 2010

End of 30-day Reconsideration Period

Submit legal description to Registrar of Voters (Boundary to be
determined by the LAFCo Commission)

Administrative Legal Deadline to submit material to Registrar of Voters

Board of Supervisors approves Ballot Measure and transmits to Registrar of Voters

Legal Deadline to submit material to Registrar of Voters



Conclusion

Based on the Draft CFA, the proposed city of Arden Arcade is financially sustainable for
a minimum period of ten (10) years after making Revenue Neutrality Payments to the
County. The CFA has assumed the mitigation payment to be approximately $8.6 million.
This estimated payment was only used to determine if the new city is viable.

The terms and conditions of the mitigation payment have not been finalized and are
subject to negotiations between the incorporation proponents and the County. In the
event an agreement cannot be reached between the parties, the Commission may impose
the terms and conditions and amount of the mitigation payment.

In the past, the term of the payment has been for at least 25-years, secured by the new
city’s property tax base. The Agreements provided a gradual decline in the mitigation
payment over the 25 years. In addition, in past incorporations, the boundaries have been
modified by the Commission for various reasons.

The CFA concludes that the new city can provide service levels comparable to other
contract cities in Sacramento County and service levels provided by the County in the FY
2008-09 Base Year.

Therefore, the proposed City of Arden Arcade meets the legal requirements set forth in
Cortese-Knox-Hertzberg Reorganization Act of 2000 as amended and requirements set
forth in Sacramento LAFCo Policies, Procedures and Standards provided there is an
appropriate Revenue Neutrality Agreement.

The primary outstanding issues relate to the boundary and the Revenue Neutrality
Agreement. To date, we have not received any substantive comments on costs and
service delivery impacts related to the petition boundary, i.e., does the formation of a
peninsula create areas that are more difficult and costly to serve? Revenue Neutrality
Agreement negotiations are in process and need to be completed by late April in order to
commence public hearings on May 5™ to meet a November 2010 election. The boundary
issue has been raised by the County during the Revenue Neutrality Negotiations.

The May 5™ Executive Officer Report and Recommendations will provide additional
detail and information on the issues presented in this report.

SACRAMENTO LOCAL AGENCY FORMATION COMMISSION

Respectfully,

Peter Brundagzm pa}/

Executive Officer
Attachments



Attachments and Maps

Vicinity Map
Land Use and Zoning Map of Arden Arcade
Community Plan Area

Community Councils (Sacramento County)

Arden Arcade Community Neighborhood Map
Sacramento County Sheriff Response Areas
Sheriff’s North Central Zones

Proposed Boundary with detail

Alternative Boundary with detail

Attorney General Opinion

Annexation Analysis

Public Review Draft CFA
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CPAC &
Community Council Areas
01. Arden Arcade Community Council
02. Carmichae! & Qld Foothill Farms Community Council
03. Fair Oaks Community Council
04, Rio Linda/Elverta Community Council
05. Antelope CPAC
06. Cosumnes CPAC
07. Della GPAC
08, Natomas CPAC
09, North Highlands CPAC
10. Orangevale CPAC
11. Rancho Cordova CPAC
12, South Sacramenio CPAC
13. Southeast CPAC
14. Vineyard CPAC

15. Gitrus Helghts (unincorporated area)

SACRAMENTO COUNTY, CA

APPLICATION PROCESSING TEAMS
BY GEOGRAPHIC AREA

Central Team - Jeff Gamel
Northeast Team - Charlie Dyer/ Cindy Storelli
Norihwesl Team - Judy Robinson

South Team - Manuel Mejia
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County of Sacramento
Sheriff Response Areas
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TO BE PUBLISHED IN THE OFFICIAL REPORTS

OFFICE OF THE ATTORNEY GENERAL
State of California

EDMUND G. BROWN JR.
Attorney General

OPINION : No. 07-206
of : June 27, 2008

EDMUND G. BROWN JR.
Attorney General

TAYLOR S. CAREY
Deputy Attorney General

THE HONORABLE ROBERT A. RYAN, JR., COUNTY COUNSEL, COUNTY OF
SACRAMENTO, has requested an opinion on the following question:

Does a Local Agency Formation Commission have the authority to enlarge the
boundaries of a proposed incorporation beyond those set forth in the petition for
incorporation?

CONCLUSION

A Local Agency Formation Commission has the authority to enlarge the boundaries
of a proposed incorporation beyond those set forth in the petition for incorporation.

I 07-206
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ANALYSIS

This question arises from a situation in which there is a proposal for the incorporation
of a new city, but there is some dispute about where the boundaries of the new city should
be drawn. The petition for incorporation excludes a certain area that the surrounding county
believes should logically be included within the city’s boundaries. The county believes that
leaving the area unincorporated would create significant problems for the county, which
would retain responsibility for providing services to that area. May the county’s Local
Agency Formation Commission (LAFCO) enlarge the proposed boundaries of the new city
to include the disputed area? We conclude that it may.

The Cortese-Knox-Hertzberg Local Government Reorganization Act (Act) of 2000
establishes a LAFCO in each county to encourage orderly growth and development and the
assessment of local community services needs.” After a LAFCO has reviewed a proposal,
held hearings on it, and made any appropriate decisions, the proposal is normally submitted
to the affected residents or landowners for a vote.?

When a petition is presented to a LAFCO for the incorporation of a city, the
petitioners are required to specify the exact boundaries of the proposal.* Hence, it is not a
LAFCO’s responsibility to establish the boundaries of a proposed incorporation in the first
instance.®> While the Act does not expressly authorize a LAFCO to change the boundaries
of a proposed incorporation, it does authorize a LAFCO “[t]o review and approve or
disapprove with or without amendment, wholly, partially, or conditionally, proposals for
changes of organization or reorganization, consistent with written policies, procedures, and

"'Govt. Code §§ 56000-57550.

2 Id. at §§ 56325-56337; see Placer County Local Agency Formation Com. v. Nevada
County Local Agency Formation Com., 135 Cal. App. 4th 793, 798 (2006) (LAFCOs
described as “watchdogs,” guarding against “indiscriminate” or “haphazard” organization of
governmental functions).

3 Govt. Code §§ 56880, 57100.
4 Id. at § 56700(a)(3).

’ Accord 57 Ops.Cal.Atty.Gen. 423, 433 (1974) (concluding it was not a LAFCO’s
duty to draw preliminary boundaries, under former Knox-Nisbet Act, Govt. Code §§ 54773
et seq.).
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guidelines adopted by the commission.”® This statutory authorization has been interpreted

to include the authority to change the boundaries proposed by the petitioners.”

Naturally, a LAFCO’s authority to change proposed boundaries is not without
limitation. To begin with, the Act requires that any amendment to a proposal be “consistent
with written policies, procedures, and guidelines adopted by the commission.”® Additionally,
a LAFCO may not amend a proposal in a way that changes the fundamental nature of the
proposal.’

Within these limits, there may be any number of reasons why a LAFCO would
consider changing the boundaries of a proposed incorporation area. For example, a LAFCO
- is required to “review the boundaries of the territory involved in any proposal with respect
to the definiteness and certainty of those boundaries, the nonconformance of proposed
boundaries with lines of assessment or ownership, and other similar matters affecting the
proposed boundaries.”'® Thus, if the boundaries described in the petition are imprecise or
do not properly reflect assessment or ownership boundaries, the LAFCO may be required to
correct them.

In Tillie Lewis Foods, Inc. v. City of Pittsburg, the court of appeal remarked that a
LAFCO may be required to “redraw the proposed boundaries by way of amendment or as
a condition of its approval” in order to check the practice of manipulating the boundaries of
annexation proposals “with the objective of bringing the affected territory within the purview

5 Govt. Code § 56375(a).

" Tillie Lewis Foods, Inc. v. City of Pittsburg, 52 Cal. App. 3d 983, 1003 (1975) (“It
is true that LAFCO may ‘establish’ new boundaries by altering those proposed pursuant to
its power to approve a proposal ‘with . . . amendment.”); see also id. atn. 17 (“Such action,
taken on an ‘ad hoc’ and case-by-case basis, has been a common occurrence in the LAFCO

experience.” (Citing Richard T. LeGates, Cal. Local Agency Formation Commissions, 64-65
(U. Cal. Berkeley Inst. Govt. Studies 1970)).

8 Govt. Code § 56375(a).

® Fallbrook Sanitary Dist. v. San Diego Local Agency Formation Com., 208 Cal. App.
3d 753, 765 (1989) (“[T]he alteration made by LAFCO cannot be said to have changed the
general purpose or effect of the incorporation proposal.”).

1 Govt. Code § 56375(1).
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of one annexation Act or the other for spurious political purposes.” "'

Another reason why a LAFCO might change a petitioner’s proposed boundaries is to
deal with environmental concerns. Like any other governmental agency, a LAFCO must
address itself to environmental considerations in accordance with the procedures set forth
in the California Environmental Quality Act (CEQA), for any project that will have a
significant effect on the environment.

Or again, a LAFCO may change the boundaries of a proposal to prevent “‘an overlap
of service responsibilities and inefficiencies in service provision’" or “to bring about a
unified and accountable government.”"* Indeed, these purposes lie at the heart of the policy
that underlies the entire local government reorganization scheme. "

' Tillie, 52 Cal. App. 3d at 1005-1006.

12 Bozung v. Local Agency Formation Com., 13 Cal. 3d 263, 282 (1975); see id. at 276
(LAFCO is governmental agency within meaning of CEQA); see generally Public Resources
Code § 26000 et seq. (CEQA).

B3 Placer, 135 Cal. App. 4th at 798 (quoting Daniel J. Curtin, Curtin’s Cal. Land Use
and Planning Law, 381-382 (24th ed., Solano Press 2004)).

% Fallbrook, 208 Cal. App. 3d at 760.

1* Govt. Code § 56001:

The Legislature finds and declares that it is the policy of the state to
encourage orderly growth and development which are essential to the social,
fiscal, and economic well-being of the state. The Legislature recognizes that
the logical formation and determination of local agency boundaries is an
important factor in promoting orderly development and in balancing that
development with sometimes competing state interests of discouraging urban
sprawl, preserving open-space and prime agricultural lands, and efficiently
extending government services. The Legislature also recognizes that providing
housing for persons and families of all incomes is an important factor in
promoting orderly development. Therefore, the Legislature further finds and
declares that this policy should be effected by the logical formation and
modification of the boundaries of local agencies, with a preference granted to
accommodating additional growth within, or through the expansion of, the
boundaries of those local agencies which can best accommodate and provide
necessary governmental services and housing for persons and families of all

4 07-206



In light of these authorities, we believe that a decision to enlarge the boundaries of
an incorporation proposal to promote the efficient extension of services would be an
appropriate exercise of a LAFCO’s powers to approve, disapprove, or amend a proposal.’®

We therefore conclude that a Local Agency Formation Commission has the authority
to enlarge the boundaries of a proposed incorporation beyond those set forth in the petition
for incorporation.

sk ok

incomes in the most efficient manner feasible.

The Legislature recognizes that urban population densities and intensive
residential, commercial, and industrial development necessitate a broad
spectrum and high level of community services and controls. The Legislature
also recognizes that when areas become urbanized to the extent that they need
the full range of community services, priorities are required to be established
regarding the type and levels of services that the residents of an urban
community need and desire; that community service priorities be established
by weighing the total community service needs against the total financial
resources available for securing community services; and that those
community service priorities are required to reflect local circumstances,
conditions, and limited financial resources. The Legislature finds and declares
that a single multipurpose governmental agency is accountable for community
service needs and financial resources and, therefore, may be the best
mechanism for establishing community service priorities especially in urban
areas. Nonetheless, the Legislature recognizes the critical role of many limited
purpose agencies, especially in rural communities. The Legislature also finds
that, whether governmental services are proposed to be provided by a single-
purpose agency, several agencies, or a multipurpose agency, responsibility
should be given to the agency or agencies that can best provide government
services.

16 Jd. at § 56375(a).
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January 26, 2007

Honorable Edmund G. Brown, Jr., Attorney General
State of California

P.O. Box 944255

1300 | Street, Suite 125

Sacramento, CA 94244-2550

Re: Local Agency Formation Commission — Authority to
“Expand” Boundaries of a Proposed Incorporation

Dear Mr. Brown:
This Office seeks your opinion regarding the following:

Does Government Code § 56375 permit a Local Agency
Formation Commission to alter the boundaries of a proposed
incorporation beyond those set forth in a petition for incorporation?

A petition is being circulated for the potential incorporation of the
community of Arden Arcade within the currently unincorporated territory
of the County of Sacramento. The boundaries of the proposed
incorporation exclude property which should, logically, be included
within and served by this new city. Its exclusion will create significant
service problems for the County should the incorporation be successful
as proposed.

The Sacramento County Local Agency Formation Commission
(LAFCO) has historically taken the position that LAFCO may not expand
the proposal presented for the incorporation of a new city. For the
reasons set forth below, we believe that this is contrary to what is, in
fact, LAFCO’s authority. As a result, we respectfully request that your
opinion in an attempt to clarify this matter.

Certainly, initial boundaries for a reorganization or change of
organization must be set forth in the petition or resolution initiating the
reorganization or change of organization. (57 Ops. Cal. Atty. Gen. 423.)
However, once a proposal is properly before LAFCO, it is no longer
controlled by the proponents, but by LAFCO.

GRANITE PARK OFFICE e 3331 POWER INN ROAD, SUITE 350, SACRAMENTO, CALIFORNIA 85826 o TELEPHONE (816) 875-6877 FACSIMILE (916) 875-7020



Honorable Gerald Brown -2~ January 26, 2007
Attorney General

Government Code § 56375 specifically provides that LAFCO may ™. . .
review and approve or disapprove with or without amendment . . . proposals for
changes of organization. . ." (sudv. a.) The question of whether this permits
LAFCO to make material additions to government organization proposals has
been answered:

" . .interpretation of section subdivision (a), which would allow
material deletions but not material additions, is not consistent with
these definitions. Contrary to FSD's argument the plain meaning of
the words chosen by the Legislature — 'with or without amendment'
- encompass both additions and deletions so long as the general
nature of the subject matter is not changed.”

* k%

"The limitation FSD suggests is also inconsistent with the
Legislature's expressed goals in this area. Under FSD's
interpretation of section 56375, LAFCO could never add an agency
without the proponents' consent. The vice in this interpretation lies
in the fact that the power to amend would rest with the proponents,
not LAFCO. Such a hindrance to LAFCO's power to promote the
logical formation and modification of local agencies is at odds with
the Legislature's creation of an independent agency designed to
bring about a unified and accountable government.” (Fallbrook
Sanitation District vs. San Diego Local Formation Commission
(1989) 208 Cal.App.3d 753, at 760.)'

Given the purpose of LAFCO and the scope of its considerations, this
Office believes that LAFCO may make material additions to proposed boundaries
of a proposed city if it determines that such changes promote the logical
formation of the new city. The petition serves only to initiate LAFCO's
jurisdiction. The ultimate configuration of the proposed city is LAFCO's to decide,
not the petitioners’.

A review of alternative boundaries for policy purposes is appropriate.
Should LAFCO determine that additions of territory would further the logical
formation of the new city, it may make those additions. Ultimately, the
determination to approve or disapprove LAFCO's determinations will be the
affected voters'.

" The court also dismisses the use of City of Ceres vs. City of Modesto (1969) 274 Cal.App.2d
545 as authority to the contrary noting that in that case no proposal was before LAFCO. (/d.)



Honorable Gerald Brown -3- January 26, 2007
Attorney General
Your attention to this request will be appreciated.

Sincerely,

ROBERT A. RYAN, JR.
County Counsel

cc:  Board of Supervisors
Mr. Terry Schutten
Mr. Geoff Davey
Mr. Paul Hahn

ki\openfile.rar2007\opm\atty_gen\lafco jurisdiction op req.ltr.doc



WILLDAN

£ Financial Services

Memorandum
TO: Peter Brundage, Sacramento County LAFCo
FROM: Carios Villarreal and Eric Nickett
DATE: March 17, 2010

SUBJECT: Arden Arcade Annexation Analysis

Under section 56301 of the Cortese-Knox-Herzberg Local Government Reorganization Act of 2000,
when a new government entity is proposed, LAFCo must consider whether existing agencies or a
single purpose agency can feasibly provide the needed services in a more efficient and accountable
manner. Due to the immediate proximity of the City of Sacramento (‘City”) to the proposed
incorporation boundaries, LAFCo requested an analysis of the fiscal impact of annexation of the
unincorporated Arden Arcade area ("Study Area”) to the City. This memorandum summarizes the
methodology and findings of the requested analysis. '

The boundaries of the Study Area are defined by the two boundary alternatives for the proposed
incorporation of the area as a new city. This analysis utilizes land use scenarios for each boundary
alternative that are equivalent to the land use scenarios used in the Arden Arcade Comprehensive
Fiscal Analysis (CFA), also prepared by Willdan Financial Services. Given the urbanized nature of the
area, this is appropriate.

The analysis finds that, based on the City's current level of services, the annexation of the Study Area
to the City would result in a net deficit to the City's General Fund unless new sources of revenue were
identified or the City provided a lower level of service to the Study Area than to residents within the
current boundaries of the City. Morsover, this finding does not take into account any revenue sharing
with the County of Sacramento that would be required under Revenue and Taxation code section 99.
If property, sales, and/or fransient occupancy taxes were shared with the County based on a revenue
tax sharing agreement, the fiscal impact on the City would be even more negative,

Base Year Budget and Memo Organization

In this analysis considers only the fiscal impacts on the City’s General Fund and Road Funds to
determine the feasibility of annexing the Study Area to the City. Other City Funds provide services that
are self-supporting and therefore service levels typically would not be affected by development or
annexation.

Based on land use, economic, and fiscal conditions particular to the City of Sacramento, fiscal impacts
have been estimated by applying Amended Fiscal Year (FY) 2008-08 revenue sources and services
levels to the project area. Service levels were calculated using the City's service population as of
January 1, 2009. The selection of FY2008-09 as the base year budget corresponds to the CFA's
selection of the same year for actual revenue and cost data for estimates of County impacts in the
event of incorporation.

This memorandum details the findings of the analysis by describing the land use scenario, estimates
of per capita cost and revenue factors, and case study revenue projections for property tax, sales {ax,
and vehicle license fees. The final section provides the backup calculations for the results of the fiscal
analysis.

Engineering | Geotechnical | Environmental | Sustainability | Financial | Homeland Security
510.832.0899 | 800.755.6864 | fax: 510.832.0888 | 1700 Broadway, 6th Fleor, Cakland, CA 84612 | www.willdan.com
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Fiscal Analysis of the Annexation of Arden Arcade to the City of Sacramento
March 17, 2010
Page 20of 7

Overall Method

Fiscal impact analysis is a commonly used method fo estimate a local government's ability to afford
the services associated with new development, The analysis uses current fiscal data to estimate future
revenues generated by, and costs associated with, a recrganization of government services. For most
revenues and costs, the analysis uses current average per capita factors applied to population and
employment generated by the reorganization. For certain revenuss and costs that could vary
substantially from current averages, the analysis uses a case study approach based on information
specific to the governance scenario.

All model results are provided in real (2009 constant) dollars. All revenue and cost factors are hased
on 2009 estimates and held constant over the planning horizon. This approach implicitly assumes that
revenue and cost factors are subject to the same rate of inflation. The only exception is estimates of
property values due fo limits imposed by Proposition 13, which incorporates assumptions of inflation
and property appreciation (above inflation).

Land Use Scenario

Two boundary aiternatives were examined in this analysis, Scenario 1 and Scenario 2. Scenario 2 is
contiguous with the County’s Arden Arcade Community Plan and is generally bounded on the south by
the American River, while Scenario 1 removes the area south of Fair Oaks Boulevard from the
proposed new city boundaries. Equivalent assumptions for absorption, service population, market
values, and occupant densities are also used.

Per Capita Factors

The fiscal model uses inputs of current City revenues and expenditures per capita. FY 2008-09
eslimates of residents and employees used in the per capita model are drawn from the California
Department of Finance and the California Employment Development Department (EDD), respactively,

A per capita modeling method is used for most of the model’s expenditure and revenue factors. These
factors represent citywide per capita averages that are not expected to vary for residents and
employees of the Study Area if similar levels of service are provided by the City.

The per capita factors were calculated by dividing each revenue or expenditure line item by the
appropriate service population. The service population includes the current residential and
employment population, with employment weighted to varying degress depending on the specific
revenue or cost line ftem. The model multiplies these per capita revenue and expenditure factors by
the projected number of residents and employees to calculate total existing revenues and costs,

Table 1 displays the per capita costs derived from Amended FY 2008-09 data from the City of
Sacramento’s Approved FY 2009-10 Budget. Table 2 displays the per capita revenues derived from
the same source.
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Table 1: City of Sacramento General Fund Cost per Capita

Per Caprta -
Amendeded Amended
Department Service Population FY08-09 Fy08-09
Residents: 481,087
Employses: 522,810
Residents + Weighted Employees 643,168
Lane Miles 3,034
Mayor and City Council Residents + Weighted Workers 2,881,811 445
City Attorney Residents + Weighted Workers 4,466,841 6.95
City Clerk Residents + Weighted Workers 1,384,828 2.15
City Manager Residents + Welghted Workers 2,842 505 4.42
City Treasurer Residents + Weighted Workers 1,862,852 . 3.05
Code Enforcement Residents + Weighted Workers 10,419,523 21.86
Community Development Residents + Weighted Workers 22,034,974 45.80
.Convention, Culture & Leisure Residents + Weighted Workers 5,709,975 11.87
Economic Development Employees 5,248,129 10.04
Finance Residents + Weighted Workers 6,328,768 13.15
General Services (Includes Animal Care) Residents 15,045,209 31.27
Human Resources Residents + Weighted Workers 3,175,574 6.60
Information Technology Residents + Weighted Workers 7.285,277 15.14
Labor Relations Residents + Weighted Workers 813,305 1.68
Neighborhood Services Residents + Weighted Workers 1,366,140 2.84
Planning Residents + Weighted Workers 2,731,842 5.68
Police '
Transportation Residents + Weighted Workers 10,763,340 22.37
Non-Departmental Residents + Weighted Workers 37 408,785 77.78

Sources: City of Sacramento FY2010 Approved Budget; Willdan Financial Services.
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Table 2:.General Fund Per Capita.Revenues . ‘ Ty

e — : — : - T Per Gapita -

Amended Amended

Source Service Population FY08-09 FY08-09
Residents: 481,097
Empioyees: 522,810
Employees + Weighted Workers 843,168
Taxes

Property Tax

Sales Tax

Real Property Transfer Tax
Utility Users Tax

Transient Occupancy Tax ;
Business Operations Taxes Employess 7.500 14.35

Licenses And Permits Residents + Weighted Workers 15,053 23.40
Fines, Forfeitures, Penallias Residents + Weighted Workers 11,048 . 17.18
interest Rents, Concessions Residents + Weighted Workers 2,798 435
Intergovernmental Residents + Weighted Workers ' 50,049 77.82
Charges, Fees And Services Residents + Weightad Workers 1,323 2.06
Confributions From Qther Funds Residents + Weighted Workers 23,514 36.56
Miscellaneous Revenue Residents + Weighted Workers - -

Sources: City of Sacramenio FY20710 Approved Budget, Willdan Financial Services.

Case Studies

For revenues that could vary. substantially from currént average per capita levels, a case study’method
is used. The case study method uses data associated with the Study Area rather than current
countywide or unincorporated area averages. The method used may vary depending on the specific
cost or revenue. '

In this analysis the case study method is used for the property, sales, transient occupancy, property
transfer tax and vehicle license fee revenus estimates, Table 3 details the assumptions and sources
used in the case studies for revenue.
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Table 3: Case Study Revenues and Assumptions

"Revenue Source Assumption Source(s)

Property Tax Tax Allocation Factor (post ERAF) estimated to be County Auditor Controller;
approximately 18.1% for each scenario Willdan Financial Services

Sales Tax FY 2008-09 actual revenue approximately $12.6 and CA SBOE
$12,8 mitlion for Scenarios 1 and 2, respectively

Real Property Transfer Tax 0.055% of sales price; Sales based on absorption Willdan Financial Services
assumptions and land value assumptions from CFA

Transient Occupancy Tax FY 2008-09 actual revenue approximatety §1,388,000 County Auditor Controller
for both scenarios

Wehicle License Fees VLF Properly Tax In-lieu Per $1000 Assessed Value Willdan Financial Services;
assumed 1o be $0.82, and per capita allocation assumed californiacityfinance.com
to be $2.65

Results

Tables 4 and 5 detail the revenues and expenditures to the City's General and Road Funds restlting
from the annexation of each houndary alternative. The analysis makes no assumptions regarding the
final terms of revenue sharing between the City and County. The tables below show the municipal
costs and revenues for each scenario.. )

In the event of annexation, the manner in which the property tax and cther revenues are allocated
between the City and County would be based on negotiations between the City and County. Based on
the City's current levels of service, as defined by the FY 2009-09 City budget, the annexation of the
Study Area would require additional revenue sources from the City to achieve fiscal neutrality.
Furthermore, once Ceunty property, sales, and/or transient occupancy tax sharing reguirements are
determined, the City, in our opinion, would be required to find additional revenue to achieve fiscal
neutrality.
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Executive Summary
Purpose of Study

This report presents a comprehensive fiscal analysis (CFA) of the incorporation of the
Arden Arcade area of Sacramento County. The CFA is prepared in accordance with the
Cortese-Knox-Hertzberg Local Government Reorganization Act of 2000, Sacramento Local
Agency Formztion Commission (LAFCo) Policies, Standards and Procedures, and guidelines
published by the Governor’s Office of Planaing and Research. LAFCo requires a CFA as
part of each application for incorporation.

The Public Review Draft may change after LAFCo review of comments and information
received during the review petiod. One objective of the Public Review document’s financial
data 2nd analysis is to support revenue neutrality negotiations between the County and
incorporation proponents.

Key Assumptions

This analysis evaluates the feasibility of a new city government and shows forecasted
revenues and expenditutes of the proposed new city for the first ten years of operation, fiscal
year (FY) 2011-12 (transition year) through FY 2020-21. The analysis assumes the effective
date of incorporation will be July 1, 2011,

Base Year

As required, this CFA is based on Sacramento County (County) revenue and cost data from
the most recent fiscal year for which data is available, FY 2008-09, or the Base Year.

Boundary Scenarios

This CFA analyzed fiscal feasibility for two boundary alternatives, Scenatio 1 and Scenario
2. The two boundary scenarios are shown in Figures E.1 and E.2, respectively. Scenario 2
is contiguous with the County’s Arden Arcade Community Plan, while Scenario 1 removes
the area south of Fair Oaks Boulevard from the proposed new city boundaries.

Service Levels

Setvice levels are assumed to remain at levels funded in FY 2008-09.

/7 WILLDAN
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Figure E.1: Scenario 1 Boundary
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Pubfic Review Draft Arden Arcade Comprebensive Fiscal Anatysis

Organization of the New City

The new city is projected to take on direct responsibility for general government services,
including creation of a city council and other legislative and administrative functions. This
analysis assumes that the city will contract with the County or a private firm for a number of
other services including animal control, police, fire, and road maintenance. This arrangement
is consistent with other recent incorporations in the County of Sacramento and the region.

This analysis looks at two funds that the new city will establish: the general fund and the
road fund. Costs and revenues are examined for each fund.

Property Tax Allocation
Auditor’s Ratio

The Auditor’s ratio is 2 factor used in calculating the property tax to be transferred to the
new city. The Auditor’s ratio represents that share of the net cost of County services that is
funded by property tax revenues. The County Auditor’s Office provided the Auditor’s ratio
for the purposes of this CFA.

Net County Cost

Willdan determines net county cost (the net cost of services that would be transferred over
to the new city) based on our analysis of the County’s FY 2008-09 actual costs and revenues.
Recovered costs, such as fees for public works and planning services, are identified and
subtracted from total costs to derive net cost estimates.

Revenue Neutrality

Under the revenue neutrality law enacted in 1992, LAFCo cannot approve a proposed
Incorporation unless it finds that the county and affected special districts are not adversely
impacted by the transfer of costs and revenues to the new city. Statutory requirements
determine the revenues transferred to a new city such as property tax. If the results anticipate
negative impacts, then negotiation with the County would be requited to mitigate these
Impacts. All revenue sources may be included in the negotiations.

Key Findings

Fiscal Feasibility

Fiscal feasibility is evaluated based on net revenue (revenues minus costs) as a percent of
total costs. Positive net revenue indicates that the new city would be fiscally feasible, while
negative net revenue indicates that the new city would not be fiscally feasible.

The criteria for determining fiscal feasibility of the new city should be evaluated within the
context of a reasonable range of error surrounding model assumptions. The cumulative
range In error is thought to be plus or minus 10 percent. Thus, the criteria for determining
fiscal feasibility are as follows:

¢ Positive net revenue that is mote than 10 percent of total costs typically indicates
that the new city is likely to be fiscally feasible;

* Negative net revenue that is more than 10 perceat of total costs typically
indicates that the new is not Jikely to be fiscally feasible; and

A7 WILLDAN
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Public Roview Draft Arden Arcade Comprebensive Fiseal Analysis

¢ Net revenue that is within plus or minus 10 percent of total costs typically
indicates that the new city may be fiscally feasible.

For Sacramento LAFCo, the minimum legal requirement for making 2 finding of fiscal
feasibility as stated in Government Code Section 56720 (e) requires the proposed city “to
receive revenues sufficient to provide public services and facilities and a reasonable reserve
during the three fiscal years following incorporation.” This study includes analysis over a
longer period to have a more complete picture of the fiscal balance of the city, given that
certain state subventions are reduced after five years pursuant to statute. The analysis
includes a five percent contingency, which is assumed to be expended each year.

The results of the analysis ate presented in Tables E.1 and E.2. Results ate separated for the
new city’s general fund and road fund, and shown for both funds combined. Both Scenarios
meet Sacramento County LAFC0o’s requirements for making a finding of fiscal feasibility.

Revenue Neutrality

In this study the County of Sacramento is the only agency that might be negatively affected
by the incorporation. The fiscal feasibility finding for both scenarios may be affected by the
outcome of negotiations with the County to mifigate the negative impact.

The CFA will be used by the County of Sacramento and incorporation proponents (Arden
Arcade Incorporation Committee-AAIC) to negotiate the terms and conditions of the
revenue neutrality payments. In the event the terms and conditions of revenue neutrality
payments cannot be reached, Sacramento LAFCo will request assistance from Willdan to
assist LAFCo in developing approptate terms and conditions to mitigate the negative
financial loss to the County of Sactamento that would result if the incorporation is
approved.

Per direction from Sacramento County LAFCo, estimated revenue neutrality payments have
been included in the analysis in order to determine if the proposed incorporation would be
viable during the ten (10) years following the incorporation based on Sacramento LAFCo
policies. Because the terms and conditions of the revenue neutrality agreement have not
been determined, this analysis shows a revenue neutrality amount for illustrative purposes
only. The revenue neutrality payment series for the transition year is shown separately from
the remaining nine years of the analysis.

Conclusion

Fach sceaario in this analysis shows net revenue that is within plus or minus 10 percent of
total costs. Additionally, each scenario maintains a fund balance in excess of 10 percent of
operating revenue annually. As such, the analysis shows that each scenatrio meets the
aforementioned criteria for determining fiscal feasibility.
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1. Introduction

This chapter provides background on the Arden Arcade area and explains the reasons for
and objectives of this study. This CFA is prepared in accordance with the Cortese-Knox-
Hertzberg Local Government Reorganization Act of 2000, LAFCo policies zad procedures,
and guidelines published by the Govetnor’s Office of Planning and Research.

This analysis is based on the latest available Sacramento County budget actuals (FY 2008-
09).

Background

The Arden Arcade area is a community of significant commercial corridots and well
established residential neighborhoods bounded generally on the north by Auburn Boulevard,
on the west by Ethan Way, and on the East by Mission Ave. The community has nearly
100,000 residents and 40,000 jobs today, and was developed primarily between 1950 and
1980, before production housing construction was common in the region.

The community has a central position in the Sacramento Metropolitan Arez’s housing and
tetail markets as the major suburban link between the City of Sacramento on the west and
Carmichael, another unincorporated area, on the east. Significant redevelopment activity
now defines the pattern of growth, and investment by public agencies in 2 wide varety of
utility and roadway infrastructure has recently occurred.

While many of Arden-Arcade’s chief public and commercial assets are community- and
neighborhood-setving in scale, many of the community’s key activity centers attract people
from a larger area within the region:

*+ Retail centers, many of them renovated since 2000, at the intersections of Fair
Oaks at Fulton, Fair Oaks at Watt, Arden at Watt, Arden at Howe, El Camino at
Watt, Bl Camino at Fulton, and Alta Arden at Fulton;

¢ Del Paso Country Club;
* Howe Park and other sizeable parks bordering Arden Arcade’s neighbors; and

¢ ‘T'wo corridors of clustered vehicle sales and service businesses stretching along
Auburn Boulevard and Fulton Avenue.

This report will evaluate whether the incorporation of this community is fiscally feasible.
The benefits of incorporation include:

¢ Local control of property and local sales taxes;

¢ TLocal control over land use pelicy,

¢ Local control over public facilities and infrastructure;
¢ Local control over services such as public safety; and

¢ Maintenance of community identity without risk of annexation by neighboring
cities.
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Assumptions

This analysis evaluates the feasibility of a new city government. The assumed effective date
of incorporation is July 1, 2011, The results presented in this report show forecasted
revenues and expenditures of the proposed new city for the first ten years of opetation, FY
2011-12 (transition year) through FY 2020-21.

Incorporation Scenario

This CFA includes two boundary scenarios, Scenatio 1 and Scenario 2. Scenario 2 is
contiguous with the County’s Arden Arcade Community Plan and is generally bounded on
the south by the American River, while Scenario 1 removes the area south of Fair Oaks™
Roulevard from the proposed new city boundaries.

Cost and Revenue Assumptions

This study focuses on ongoing (operating and maintenance) costs to provide service to the
Arden Arcade community. Ongoing costs are typically the focus of fiscal analysis because of
the need for public agencies to generate a balanced budget on an annual basis. A suggested
staffing plan is presented based on Willdan’s experience with other cifies. Other service costs
are presented based on an analysis of the County budget.

Real {Constant 2008} Doffars

All model results are calculated in real (2009 constant) dollars, because inflation is assumed
to equally affect both revenues and costs going forward.

All revenue factors except property tax projections are based on 2009 estimates and held
constant over the planning horizon. As discussed in Chapter 5, property tax is based on
assessed values that are adjusted within the parameters of Proposition 13.

Some cost factors, including salary rates and contract costs, include a one percent annual real
increase (before inflation). For personnel costs, this increase reflects standard public agency
compensation policies that provide increases for length of service (often called “step”
increases). These increases can average five percent annually in additon to cost-ofliving
increases (inflation), but when a new employee is hired the salary drops back to the first step.
Assuming a one percent real increase in personnel and contract costs (before inflation) is
reasonable based on analysis of these costs from other cities.

Capital Improvement Costs

This analysis evaluates the fiscal feasibility of ongoing operations under the new city’s
General Fund, and Road Fund. Tt does not evaluate the need for, or financing of, capital
Improvements.

The transfer of potential impact fee revenues is subject to negotiations between the new city
and the County.

Revenue Neutrality

As indicated in California Government Code section 56845, the incorporation of a new city
should not generate a negative fiscal impact on affected agencies. Fiscal impact is determined
by comparing the revenues and service delivery costs transferred from the County fo the
new city. If the revenues transferred by the agency to the new city are greater than the

A/ WILLDAN
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current cost of services transferred, the incorporation would generate a negative fiscal
Impact on the agency. In that case the new city may be obligated to make revenue neutrality
payments to the County.

Per direction from Sacramento County LAFCo, estimated revenue neutrality payments have
been included in the analysis in order to determine if the proposed incorporation would be
vizble during the ten (10) years following the incorporation based on Sactamento LAFCo
policies. Because the terms and conditions of the revenue neutrality agreement have not
been determined, this analysis shows a revenue neutrality payment amount for illustrative
purposes only. The revenue neutrality payment seties for the transition year is shown
separately from the remaining nine years of the analysis.

7/ WILLDAN
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2. Population, Employment, ana
Land Use

This chapter describes the existing and projected population, employment, and land uses in
Arden Arcade.

Existing Development

Table 2.1 shows the estimates of 2009 resident population, employees, and service
population in four areas: countywide, for the unincorporated area only, and for the two
incorporation scenarios. The existing resident population estimates of 92,006 and 98,402
respectively for the two scenarios are based on US Census and California Department of
Finance data. :

Since some of the data collected by the 2010 Census will not be released until late this year,
Census 2000 population estimates were interpolated to 2009 using a growth rate from the
City of Sacramento because the Arden Arcade area’s land use more closely reflects the city
than the unincorporated county as 2 whole.! The estimates of employees working within the
boundaries of the plan were provided by the State of California Employment Development
Department (EDD) wage and salary survey data (Fourth Quarter - 2008).

Setvice population is comprised of the individuals utilizing a particular county or city service.
Different services have different service populations. Some services serve residents only.
Others also serve commercial and industrizl development, and . employees are used as a
proxy. In order to estimate the impact of commercial development on setvices that are
assumed to benefit commercial as well as residental uses, employees are weighted at a factor
of 0.31. This number is calculated based on the average number of work hours in a week
over the total number of non-work hours in 2 week (40 / 128 = 0.31).

1 Consistent with population projections provided by Michael Brandman Associates, September 15, 2009.

i/ WILLDAN
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Table 2.1: Current Service Population (2009)
County Arden Arcade
Unincorp-
orated Countywide | Scenaric 1 Scenarjo 2

Residents (A) 565,309 1,433,187 92,006 98 402
Employees’ (B) 187 409 633,500 39,429 41,487
Weighted Employees @ 0.31 (C =B x 0.31} 58,097 196,385 12,223 12,861

Total (D=A +C) 623,400 1,629,600 104,200 111,300

" Unincorporated area employment is a rough estimate based reducing the countywice empioyment o resident ratio by 25% in the
unincorporated area.

Sources: California Department of Finance, E-5 City/County Population and Housing Estimates, 2008; California Employment
Development Depariment; Willdan Financial Services.

Development Projections

The development projections used in this study are based on an analysis of vacant parcels
within the study area. Table 2.2 displays the development projections used in this study in
terms of dwelling units 2nd equivalent residents 2nd employees. Vacant parcel datz available
in the Sacramento County GIS data library as of April 2009 was used to identify the vacant
parcels, parcel size and land use classification. Based on the assumptions contained in
Appendix Table A.1, the vacant parcel data was used to create development projections.

Approximately 122 residential units and 259,000 square feet of non-residential building space
in Scenario 1, and 136 residential units and 259,000 square feet of non-residential building
space in Scenario 2, are assumed to be absorbed by 2021. Additionally, the data indicates that
no industrial development is projected in either boundary scenario.

The growth projection method applied in this analysis is more conservative compared to
many other methods that might have been selected. In most cases, new development
produces more revenue per upit built than existing development. Using consetvative data is
appropuiate in order to produce an estimate of revenue that is more likely to understate than
to overstate actual city revenues. This consideration is particularly relevant given today’s
economic climate.
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Table 2.2: Summary of Future Development

Equivatent
Projected Residents
DU/KSF (2009 - and
Land Use 2020) Employees
Scenario 1
Residential {dwelling units)
Single Family 86 234
Muiti-family 36 87
122 3
Nonresidential (sq. ft.)
Retail 177,000 443
Office 82,000 328
Industrial - -
Total - Nonresidential 259,000 771
Scenario 2
Residential (dwelling units)
Single Family 96 281
Mutti-family 40 74
136 335
Nenresidential (sq. fi.)
Retait 177,000 443
Office 82,000 328
Industrial - -
Total - Nonresidential 258,000 771

Sources; Sacramento County GIS, Vacant Parcels in Arden Arcade
Community, April 28, 2009; SACOG; Tahle A.1; Wilidan Financial Services.

Projected Service Population

The projected absorption of residential and nonresidential development was prepated using
the data described above and is shown in Table 2.3 for Scenario 1 and in Table 2.6 for
Scenario 2. The rate of absorption begins slowly to reflect the recovery from the current
recession. Cumulative absorption is shown in Tables 2.4 and 2.7, respectively. The
corresponding projected service population by year is shown in Tables 2.6 and 2.8. As with
all tables in this report, “Year 1,” the inital year of incorporation, is given as FY 2011-12.
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3. Service Plan & Methodology

The purpose of this chapter is to desctibe key budget assumptions and estimating methods
used in the CFA.

Municipal Services Analysis and Plan

Analysis of the new city’s revenues and costs requires identifying current municipal service
providers within the incorporation area boundaries and likely providers under incorporation.
‘Those services that will be transferred to the new city form the basis for the cost of services
analysis presented in the following chapter (Chapter 4), and affect calculation of the property
tax transferred from the County (see Chapter 5).

Current Service Providers

The County cutrently provides general government, animal contrel, public safety, solid waste
collection and disposal, and public works (including road maintenance) services. Several
water service providers, including the Sacramento County Water Agency, the Cal American
Water Company, the Carmichael Water District, the City of Sacramento, the Del Paso
Manor Water District, the Sacramento Suburban Water District and the Southern California
Water Company, provide water services. The Sacramento Area Sewer District (SASD) and
the Sacramento Regional County Sanitation District (SRCSD) provide wastewater services.

‘The American River Flood Control District provides flood control services. The Sacramento
Public Libraty Authority provides library services. Various private utility companies provide
electric, gas, and telecommunication services.

Numerous parks districts provide park and recreation services.

Table 3.1 shows the current and future service providers within the proposed incorporation
boundary scenarios.
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Table 3.1 Current and Projected Future Service Providers

Service Current Provider Future Provider
Animal Control Sacramento County City (contract with County)
Electric and Gas Private utility companies No change
Fire and EMS Sacramento Metropolitan Fire District No change
Flood Control American River Flood Conirol District No change
General Government Sacramento County City
Library Sacramento County No change
Parks and Recreation Arcade Cresk Recreation and Park District No change
Arden Manor Recreation and Park District No change
Arden Park Recreaticn and Park District No change
El Camino Recreation and Park District No change
Oaks Recreation and Park District No change
Plarning Sacrameanto County City
Police Sacramento County City (contract with County)
Public Protection California State Highway Patrol City (contract with CHP)
Public Works Sacramento County City (contract with County)
Solid Waste Collection Sacramento County No changes
Solid Waste Disposal Sacramento County No change
Telecommunications Private utility companias No change
Water Cal American Water Company' No change
Carmichael Water District Ne¢ change
City of Sacramento Ne change
Del Paso Manor Water District No change
Sacramento County Water Agency Na change
Sacramento Suburban Water District Noe change
Southern California Water Company’ No change
Wastewater Sacramenic Area Sewer District No change
Sacramento Regional County Sanitation District No change

¥ Investor owned utilty.

Source; Wilidan Financial Services.

Projected Future Service Providers

As shown mn Table 3.1, many of the current service providers are projected to remain
unchanged. These include wtility service providess (eg, electric, gas, and
telecommunications) and most public agencies (e.g., flood control, parks and water districts).
There are also investor-owned utiliies that provide water services. The Sacramento
Metropolitan Fire District (Metro Fire) is proposed to continue providing fire protection and
medical response services. The Sacramento Public Library is assumed to continue to provide
library services.

The new city is projected to take on direct responsibility for general government services,
including creation of a city council for governance and other administrative functions.

This analysis assumes that the city will contract with the County or a private entity for a
number of services including animal control, police, fire, and road maintenance. It is
common for newly incorporated cities in Sacramento County to contract for these services
with the County to maintain the service levels to which residents and business are
accustomed.
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Revenue and Cost Estimating Methodologies

The two methodologies used to estimate revenues and costs for the new city are the per
capitz methodology and the case study methodology. More significant base year cost and
revenue components were developed based on case study analysis provided by the service
provider.

Per Capita Method

The per capita modeling method represents current average countywide (or unincorporated
arca) cost of service or revenue. This approach is used for services and revenues that likely
would not vary substantially from current county average costs when transferred to the new
city. This approach is also used to esdmate costs and revenues when data specific to the area
being studied is not available.

Per capita factors are calculated by dividing net cost (or tevenue) by the service population
receiving the service (or generating the revenue). Per capita factors are based on:

+ The most recent Sacramento County budget actuals for FY 2008-09; and

¢ Current countywide service population (for countywide services and revenues) oz
unincorporated area service population {for services and revenues only pertaining
to the unincorporated area).

Service population includes current residents, and when applicable, employment. Employees
are weighted according to the service demand or revenue generation from nonresidential
development compared to residential development on a per capita basis. Long-range
planning studies typiczlly use a common weighting applied to all services and revenues
analyzed on a per capita basis that have both a residential and nonresidential component.
Gathering and analyzing data on service demand and revenue generation is a tme-intensive
and costly effort.

Prior analysis of service demand and revenue generation data has not suggested any
common factors that seem to apply consistently across multiple jurisdictions. Furthetmore,
the weighting factor does not affect results significantly because (1) costs and revenues
receive sitnilar weights so net fiscal impacts change little if weighting factors change, and (2)
costs and revenues that could have a significant impact are analyzed individually using a case
study analysis (see below).

For the purposes of this study we use a weighting factor of 0.31 employees per resident. The
weighting factor is applied consistently across all costs and revenues that have both a
resident and employment component. The factor is based on the number of work hours per
week (40) divided by the number of non-wotk hours in a weelk (128) to reflect the demand
placed by businesses on municipal services relative to residents. The factor assumes that
businesses primarily demand public services during business hours while demand by
residents is mozre constant throughout a 24-hour period.

For the purposes of this study the pet capita method is used for all revenue estimates except
charges for service, property tax, sales tax, property transfer tax, and transient occupancy tax.
Those revenue sources are analyzed with the case study method (see below). Property tax
estimates do rely on the per capita method to estimate current net county costs to the
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incorporation area, a component of the property tax analysis. Charges for services revenues
are based on 80 percent of development services costs,

Case Study Method

For service costs and revenues that could vary substantially from current average per capita
levels a case study method is used. The case study method uses data associated with the
specific geographic area being studied rather than current countywide ot unincorporated area
averages. The method used may vary depending on the specific cost or revenue.

For the purposes of this study the case study method is used for all cost estimates and, as
mentioned above, the property, sales, transient occupancy and property transfer tax analyses.

A7 WILLDAN

9. W Financial Services 24




4. Cost Analysis

This chapter describes the methodologies used to estimate the cost of services to the new
city. It discusses levels of service, presents a proposed municipal staffing plan and associated
personnel costs, identifies non-personnel costs pertaining to services, and summarizes total
estimated costs.

This study focuses on ongoing (opetating 2nd maintenance) costs to provide service to the
proposed City of Arden Arcade. Ongoing costs are typically the focus of fiscal analysis
because of the requirement for public agencies to generate a balanced budget on an annual
basis. A suggested staffing plan is presented. Other service costs are presented based on an
analysis of the County budget. No consideration of capital costs is included in this analysis.

Service Levels

For the purposes of this analysis service levels are assumed to remain consistent with current
levels provided by the County to the Arden Arcade unincorporated area. Service levels and
costs are based on the County’s most recently available actual expenditure data for FY 2008-
(9.

Tf the municipal services plan anticipates that the new city will contract back with the County
for a particular service, then the analysis estimates contract costs to maintzin the existing
level of service. If the County currently provides limited services to the unincorporated
arcas, to be consistent, this analysis assumes that the cost of these services to the new city
will reflect the current limited level of service.

To the extent that this analysis indicates that the new city may have an operating surplus, the
new city council could designate the surplus towards increasing existing levels of service
and/or adding new services.

Transition Year

Y 2011-12 is assumed to be the first year of incorporation. In that year, this analysis
assumes that the County provides animal control services, development services, road
maintenance (public works), and sheriff services. To model these costs, the first year of costs
for the aforementioned services is shown to have zeto cost to the new city. Should the new
city owe transition year costs, the net costs for services in the first year will be repaid to the
County in equal amounts over the next five years with interest. Costs for services obligated
to be paid by the Couaty duting the transition year are discussed in Chapter 6.

Proposed Staffing Plan

The proposed staffing plan shown below in Table 4.1 was developed by Willdan, based on
its experience with contract cities and a survey of comparable cities, including many recently
incorporated cities and input from LAFCo staff. See Appendix B for an apalysis of
comparable city staffing, costs and revenues. For all of the following tables, the start year
{(“Year 1) is envisioned to be FY 2011-12, Salaries shown are in constant (2009) dollars.
Future year salaties assume a real annual inflation rate of one percent. FIEs per 1,000
resident population ate also shown at the bottom of Table 4.1.
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Table 4.1: Proposed Staffing by Department
Year1 Year2 Year3d Yeard Year5 Year8 Year7 Year®  Year9 Year 10
2012 2013 2014 2015 2016 2017 2018 2018 2020 2021

City Manager
City Manager 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Executive Secretary 1.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2,00
Asslistant to the City Manager - 1.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2,00
Subtotal 200 4.00 5.00 5,00 5.00 5.00 5.00 5.00 5.00 5.00
City Affoney '
City Attomey (contract) 1.00 1.00 1.00 1.60 1.00 1.00 1.00 1.00 1.00 1.00
City Clerk
City Clerk 1.00 1.00 1.00 1.00 1.00 1,00 1.00 1.00 1.00 1.00
Deputy City Clerk 1.00 1.00 2.00 2.00 200 2.00 2.00 2,00 2.00 2.00
ClerkiTypist/Receptionist 1.00 1.00 2.00 2.00 200 2.00 2.00 2.00 2.00 2.00
Subtotal 3.00 3.00 5.00 5.00 5.00 5.00 8.00 5.00 5.00 5.00
Admiristralive Services
Administrative Services Director 1.00 1.00 1.00 100 - 1.00 1.00 1.00 1.00 1.00 1.00
Accountant 1.00 2.00 3,00 3.00 3.00 3.00 3.00 3,00 3.00 3.00
H.R./Risk Mgmt. Specialist 0.50 1.00 3.00 3.00 3,00 3.00 3.00 3.00 3.00 3.00
Senior Account Clerk 0.50 1.00 200 2.00 2.00 2.00 2.00 2.00 2.00 2.00
Payroll Clerk 0.50 1.00 3.00 3.00 3.00 3.00 3.00 3.00 3.00 3,00
Account Clerk/Typist 0.50 1.00 2.00 3.00 3.00 3.00 3.00 3.00 3.00 3.00
Subtotal 4,00 7.00 14.00 15.00 15.00 15.00 15.00 15.00 15,00 15.00

Develepment Senvices
Deveiopment Svcs. Dir, 1,00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00

City Planner - 1.00 2,00 2.00 2.00 2.00 200 2,00 2.00 2.00
City Planner (contract) 0.50 - - - - - - - - -
Principal Planner 1.00 2.00 2.00 2.00 2.00 200 2.00 2.00 2.00 2.00
City Engineer - 1.00 2.00 2.00 2.00 2.00 200 2.00 2.00 2.00
Clty Engineer (contract) 0.50 - - - - - - - - -
Engineering Inspector (contract) 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
City Traffic Engineer (contract) - 0.25 0.50 0.50 0.50 0,60 Q.50 0.50 0.50 0.50
Associate Engineer 1.00 2,00 3,00 3.00 2.00 3.00 3.c0 3.00 3.00 3.00
Management Analyst 0.50 1.00 2.00 3.00 3.00 3.00 3.00 300 3.00 3.00
Building Official - 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Building Official {contract) 0.50 - - - - - - - - -
Building inspactor . - 1.00 2,00 200 2.00 2.00 2,00 2.00 2.00 2,00
Building inspector (contract) 0.50 - - - - - - - - -
Code Enforcement 0.25 0.28 1.00 2.00 2.00 2,00 2.00 2.00 2,00 2.00
Counter Technician - - - - - - - - - -
Clerk/Typist 0.50 1.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00
Subtotal 8.50 1175 18.00 21,00 21.00 21.00 21.00 21.00 21.00 21.00
TOTAL 18,50 2675 44.00 47.00 47.00 47.00 47.00 47.00 47.00 47.00
FTE per 1,000 resident popuiation 0.17 0.27 0.45 0.48 0.48 .48 .48 0.48 0.48 0.48

Noie: All positions are directly employed by Cily unless noted as "contract®.

Sources: Wlldan Fihancial Services.

Table 4.2 shows the estimated salaries for these positions and/or the houtly wage for
contract employees. While it is envisioned that most positions will be filled with full time city
employees, others are likely to be staffed as contract positions. Table 4.2 assumes a phased in
staffing plan, with some employees hired midway through the year and consequently listed as
0.5 in year one.

Contract positions are often part time, and include city attorney and city engincer positions.
Contract rates are based on Willdan Engineering’s 2009-2010 contract rate schedule. Note
that contract employees will not receive city salaried position benefits and therefore the
hourly cost shown is relatively high to compensate for the lack of a benefits package, and no
salary estimate is needed.
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Real cost increases (cost increases above inflation) ate assumed at one percent per year for
both salary and contract cost increases. The city benefits rate is estimated to add 35 percent
to the annual cost of szlaried positons as is shown in Table 4.3.

Table 4.2 Annual Salary & Contract Employee Expense (Per FTE)

Year 1 Year 2 Year 3 Year 4 Year 5 Year6 Year 7 Year B Year 9 Year 10
Contract
RaterHr. 2042 2013 2014 2018 2016 2017 2018 2018 2020 2021
Annual contract real cost increase 1.00%
Hoursfyear for contract salary 2,080
City Manager
City Manager 5166,600 §$168,300 $170,000 §174,700 §173400 &175100 $176,900 §178,700 $1B0,600  §182,300
Executive Secretary 48,400 48,900 49 400 48,900 50,400 50,900 51,400 51,800 52,400 52,900
Asslstant to the City Manager 34,100 34,400 34,700 35,000 35,400 35,800 36,200 36,800 37,000 37,400
City Atforney
City Atiomney (contract) $195.00
City Clerk
City Clerk 122,000 123,200 124,400 125,600 126,900 128,200 128,500 130,800 132,100 133,400
Deputy City Cierk 72,500 B0,300 81,100 81,800 82,700 83,500 84,300 B5,100 88,000 86,900
Clerk/Typist 35,800 38,200 38,800 37,000 37400 37.800 3B,200 38,600 39,000 38,400
Administrafive Services
Administrative Services Directar 187,400 150,000 180,600 162,200 163,800 165,400 167,100 168,800 170,500 172,200
Accountant 58,600 59,200 £9,800 60,400 81,000 61,600 62,200 62,800 63,400 64,000
H.R./Risk Mgmt. Specialist 73,300 74,000 74,700 75,400 76,200 77,000 77,600 78,600 79,400 80,200
Senior Account Clerk 54 200 54,700 55,200 55,800 56,400 £7.000 57,600 58,200 58,800 59,400
Payrol Clerk 51,400 51,800 52,400 £2,90D 53,400 53,900 54,400 54,900 55,400 58,000
Account Clerk/Typist 35,800 36,200 35,600 37,000 37,400 37,800 38,200 38,600 38,000 39,400
Community Development
Development Sves. Dir. {46700 148,200 148,700 151,200 162,700 154,200 155700 187,800 158900 160,500
City Planner 76,000 75,800 77,800 78,400 79,200 80,000 80,800 81,600 82,400 83,200
City Planner (contract} 150.00
Principal Flanner 108,700 {11000 412000 913,000 114,000 915,000 118,000 117,000 118,000 119000
City Enginear 105,000 108000 107000 108,000 409,000 110,000 111,000 112,000 113,000 114,000
City Engineer {coniract) 18R.00
Engineering Inspector (contract) 140,00
City Traffic Engineer {contract} 135,00
Associate Enginesr 90,200 91,000 92,000 83,000 94,000 85,000 98,000 87,000 88,000 89,000
Manapement Analyst 100,500 102,000 103,000 104 000 105,000 106,000 107,000 108,000 108,000 110,000
Building Officlal 99,100 100,000 101,000 102,000 103,000 104,000 105,000 106,000 107,000 108,000
Buiiding Official (contract) 150.00
Bullding Inspecter 64,800 65,500 66,200 66,900 £7,600 68,300 89,000 £9,700 70,400 71,100
Building inspector (cantract) 110.00
Code Enforcement 67,700 68,400 69,100 69,600 70,500 71,200 71,800 72,800 73,300 74,000
Countet Technician 35,800 36,200 36,600 37,000 37,400 37,800 38,200 38,800 39,000 30,400
Cilerk/Typist 31,200 31,500 31,800 32,100 32,400 32,700 33,000 33,300 53,800 33,800

Note: Sslary ensts for oty employees based on comparable cities,

Source, Willdan Engineering Services Schedute of Hourly Rafes, 2008, Willdan Financial Sevices,

Table 4.3: Benefit Rate as a Percentage of Salary

Percent of
Benefit Salary _Notes & Sources
Medical/DentalVision 15.00% Similar to other cities; Council discrefion

Retirement (Employer)
Retirement (Employee)
Medicare

Disability Insurance
Unemployment Insurance
Workers Compensation

Total

7.00% California Public Employees Retirement System (CalPERS) estimate
7.00% California Public Employees Retirement System (CalPERS) estimate
1.45% Federal rate

1.18% State rate; applies to satary up to $65,000

0.74% B6.3% of first $7,000; rate based on $60k average salary

2.20% State rate estimated @ $2.20 per $10C salary

35% Rounded to nearest 1.00 percent

Note: Assumes City will pay both employer and empioyee portion of PERS contribution.

Source: Willdan Financial Services,

Total estimated personnel costs, including contract personnel costs and benefits for city
employees, ate shown in Table 4.4.
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Other (Non-Personnel) Costs

Other, non-personnel cost assumptions are described below.

Police Services

It is common for 2 newly incorporated city to contract for police services with the county
sheriff. The incorporated cities of Citrus Heights and Rancho Cordova initially contracted
public safety services with the County. The Sacramento County Sherff Department
provided an estimate of service costs for police services (including patrol and investigation)
to the Arden Arcade area.

The County Sheriff Department estimated the current costs to serve each of the two
scenarios considered in this study. These cost estimates, shown by staffing and vehicle
assumptions are displayed in Table 4.5.

The cost to serve the service population in the first year of incorporation is approximately
$14.0, and 14.7 million per yeat for Scenatios 1 and 2, respectively. Tables 4.6 and 4.7 show
the estimated annual cost for the Sacramento County Sheriff’s Department to provide law
enforcement services to Arden Arcade. The costs are increased as service population
increases. The costs shown assume that the Sacramento County Sheriff’s Department will
handle the basic traffic collision and basic traffic enforcement as part of their basic patrol
services, and maintain the existing level of service.
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Ardenr Arcade Compreliensive Fiseal Analysis

Table 4.5: Sheriff Patrol and Investigation Assumptions (2009%)

Scenario 1 Scenario 2

Sworn Positions
Captain
Lieiutenant
Sergeant
Deputy Sheriff
Deputy Sheriff - Other (POP)
Deputly Sheriff - Detectives
Subtotal

Non-Swom Positions
Sheriff's Record Officer It
Sheriff's Record Officer |
Security Officer
Community Services Specialist I
Senior Office Assistant (Confidential)
Senior Office Assistant

Subtotal

Total Positions

Vehicles
Compact Pickup VIP
Marked Patrol Cars
Unmarked Cars
3/4 Ton Truck
Spori Utility
Total Vehicles

1.00 1.00
3.00 3.00
7.00 7.00
38.00 40.00
5.00 5.00
6.00 6.00
60.00 62.00
2.00 2.00
3.00 3.00
1.00 1.00
2.00 2.00
1.00 1.00
1.00 1.00
10.00 10.00
70.00 72.00
1.00 1.00
32.00 33.00
10.00 11.00
1.00 1.00
1.00 1.00
45.00 47.00

Costs

Personnel

Services and Supplies
Vehicles and Fuel
Other Services and Supplies

Subtotal

Suppert Services, Allocated Services and Credits

Total Ongoing Costs

$10,662,256 $10,866,280

$ 759,479 § 790,502
121,072 127,200

$ 880551 § 917,792

$ 2578024 3 2,684,610

$14,020,831 $14,468,662

Source: Sacramente County Sheriff.
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Road and Traffic Signal Maintenance Costs

The Sacramento County Department of Transportation (SacDOT) estimated the cost of
providing service for each of the two incorporation scenatios in this study. Arden Arcade
contains approximately 552 lane miles of roadway in the first incorporation scenario, and
approximately 608 lane miles under the second.

There are 54 bridges in Scenario 1 territory, with an additdonal two bridges in Scenatio 2.
The area in Scenario 1 boundaries includes 1,942 streetlights and 94 traffic signals, while the
arez within Scenario 2 boundary includes 2,282 streetlights and 99 traffic signals.

SacDOT provided cost estimates for each scenario by category; these estimates appear in
Table 4.8. Annual costs for traffic maintenance appear in Tables 4.9 and 4.10.

Animal Control

Animal control costs ate estimated for Arden Arcade based on the Sacramento County
Animal Control Department budget. The costs are translated into a cost per capita for each
scenatio. The cost per capita is applied to the annual Arden Arcade service population in
each scenario to determine an annual cost for animal setvices conttacts in Arden Arcade
through 2021. Costs and assumptions for animal control services are shown in Tables 4,11
and 4.12.
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Table 4.8; SacDOT Maintenance and Operations Division

Responses
Scenario 1 Scenario 2
Roads and Bridges
Arterial Roads 174.4 183.8
Collector Roads 58.1 71.0
Residential Roads 319.4 3534
Total 551.9 608.2
Countywide Roads 5,448.0 5,448.0
Percentage of County 10.1% 11.2%
Bridges 54.0 58.0
Pedestrian Watkways 10.0 11.0
Streetlight Maintenance
Strestlights: CSA 1 - Sacramento County 1,450.0 1,770.0
Streetlights: SMUD 492.0 512.0
Totai 1,842.0 2,282.0
Traffic Signals
Traffic Signals 79.0 80.0
Pedestrian Crossings 12.0 13.0
Beacons 2.0 5.0
Fire 1.0 1.0
Total 94.0 99.0
Cosis
Roads and Bridges $ 2,570,000 2,830,000
Trees and Landscape Maintenance $ 520,000 570,000
Traffic Signal Maintenance $ 970,000 1,030,000
CSA 1 - Streetlight maintenance expenditures $ 237,000 278,000
One-Time Incorporation Costs 3 80,000 80,000

Source: County of Sacramenio.
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Public Review Draft Arden Arcade Comprehensive Fiscal Analysis

Other Costs

Tables 4.13 and 4.14 display estimated other costs (non-personnel) associated with city
operations for each scenario. Significant other costs include the cost to prepare a General
Plan, the cost of services that are assumed will be contracted back to Sacramento County
(police and animal control, shown in Tzbles 4.6, 4.7, 4.11 and 4.12), the cost of leased office
space and of special and regular elections. Insurance and other incidental costs are estirnated
on a percentage of personnel costs consistent with our work for other incorporating cities.

Toial Costs

Total costs, including estimated personnel and contract employee costs (Table 4.4) and non-
personnel costs (Tables 4.13 and 4.14) are summarized in Table 4.15 and 4.16. These costs,
along with a five percent contingency for General Fund related costs and transition year
repayment are also shown in the summary tables in the Executive Summary (Tables E.1 and
E.2) and in Chapter 6 (Tables 6.1 and 6.2).
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5. Revenue Analysis

This section describes the methodologies used to estimate revenues for the new city and
surnmarizes the results.

Property Tax

Property tax estimates are based on a projection of real property assessed value multiplied by
a local public agency’s share of the one percent property tax, called a tax allocation factor
(TAF).2 The TAF for the new city is calculated per a statutory formula based on the cost of
services transferred to the new city.

Assessed property value within an area generates property tax for 2ll jutisdictions that serve
that area. For example, in an incorporated area the city general fund, county general fund,
the public school district, and possibly separate fire, and recreation and parks district funds
would each have a TAT that in sum would equal the one percent tax.

TAFs may vary by tax rate area within a jurisdiction and are caleulated by the County
Auditor-Controller. The methodology used in this study to estimate property tax is explzined
below.

It must be noted that incorporations result in a redistribution of existing property tax
revenue. Property taxes do not increase as a result of incorporation.

Land Use Assumptions

Table 5.1 provides the land use assumptions used to estimate assessed value. Other
assumptions shown in the table are used to estimate service population (see Chapter 2).
‘These assumptions are explained below:

*+  Mazrket values are based on a teview of real estate performance in the Arden
Arcade community and surrounding areas. The values for residential represent
average sales prices as of November 2009,

* Holding period reflects the length of time property is held prior to re-sale when
the property is re-assessed at market values. Residential property is held for 2
shorter petiod of time than commercial property on average. A holding petiod of
seven years is assumed for residential development, fifteen years is assumed for
nonresidential development, and ten years is assumed for existing development.

* Density, vacancy, and occupancy are used to calculate service population
shown previously in Tables 2.5 and 2.8. Density represents persons pet
household or employees per thousand square feet.

2 Proposition 13 limits the property tax to one percent of assessed value unless increased by two-thirds voter
approval to support bonded debt.
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Table 5.1: Land Use Assumptions

Narket Holding
. Vaiue/Unit or Period Qccu-

Land Use Type 1,000 SF' {years) Density’ Vacancy’ pancy'
Residential (dweifing units)

Single Family $ 197,000 7 2.72 3% 97%

Multi-family 138,000 7 1.856 3% 87%
Nonresidential (sq. it.)

Retail $ 290 15 3.00 5% 95%

Office 210 15 4,00 5% 95%
Existing Development® NA 10 NA NA NA

" Density represents persons per household or employees per 1,000 square fesl. Density assumptions are not calculated net of
vacant dwelling units and building space.
2 pgsumes existing davelopment is a mix of residential and non-residential with significantly mere residential.

Sources; California Department of Finance (DOF), Table E-&; 2000 U.S. Census; The Natelson Company, inc., Empicyment Density
Study Summary Report, preparsd for the Southern California Association of Governments, October 31, 2001; Residential vaiue
assumptions come from DQNews.com for zip code 85864, November 2008, Loopnet index of recent nonresidential property salas for
zip code 95864 and Sacramento; Willdan Financial Services.

Assessed Value

Assessed value is based on the assessed value of the current building stock and the market
value of newly constructed buildings. Market value captures the current tfransactionzl prices
for residential and nonresidential property. Assessed value is the value carried on the
property tax rolls for calculating property taxes. Market value is almost always higher than
assessed value because Proposition 13 limits annual increases in assessed value to two
percent until the property is resold.?

This Proposition 13 constraint on assessed value requires estimating property tax based on
nominal property values and then discounting revenues to exclude inflation. Discounting
revenues to real dollars (excluding inflation) makes the results consistent with all other
revenue and cost estimates generated by the fiscal model.

The fiscal model assumes a nominal annual property appreciation rate of 5.2 percent
excluding the additional value from new development. The 5.2 percent property appreciation
rate is based on an analysis of Federal Housing Agency’s Housing Price Index (HPT) data.
The data was examined to determine the annual property appreciation rate in the
Sacramento-Arden Arcade-Roseville MSA from 1995 to 2009 — the annualized rate from low
point to low point of the area’s real estate cycles. By including the current recession and the
recession of the eatly 1990s the average annual appreciate rate is 5.2 percent.

For the purposes of estimating nominal value, inflation is estimated at three percent per year.

Proposition 8 requires the temporary re-assessment of properties based on falling market
values within an area. As market conditions improve, the assessed values for these properties
can be increased beyond the two percent limitation of Proposition 13, up to the previous
value. Also, foreclosure related transfers trigger “permanent’ rescts of the assessed value

3 California Constitution, Article XTILA,

¢ WILLDAN
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under Proposition 13 to reflect current market conditions. The assessed value of these
properties can only be increased a maximum of two percent annually unless sold again for a
higher price.

Assessed value for a given year is calculated for each land use type and is the sum of the
following three values:

* Market value in nominal dollars (including inflation) of new development
occurring in a given year is based on annual absorption in that year (see Tables
2.3 and 2.6) multiplied by the unit values shown in Table 5.1. Market value is
calculated by increasing the unit market values shown in Table 5.1 at the nominal
annual appreciation rate to the year in which the new development occurs, and
multiplying the unit values by the number of new units in that year.

¢ Existing assessed value is typically the share of total assessed value from the prior
year that 1s not re-sold is increased by the Proposition 13 constraint of two

percent. The share is based cn the holding petiod assumptions shown in Table
5.1.

¢ The share of total market value from the prior year that is re-sold based on the
holding period assumptions, increased by the nominal annual appreciation rate to
the current year.

Total assessed value is based on the sum of assessed values for all parcels in 2009 based on
data provided by the County. Total property (assessed value) is shown for each scenario in
Tables 5.2 and 5.3, respectively.
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Property Tax Allocation

Assessed value is muldplied by the one percent property tax rate and then by the TAF
applicable to the public agency to calculate property tax in nominal dollars. Nominal
property tax revenue is discounted back to the present to generate revenue estirnates in real
(constant 2009) dollars. This approach ensutes consistency with other model fiscal estimates
that are expressed in real dollars.

In most cases the TAF for a new city upon incorporation is based on the services transferred
from existing public agencies to the new city. If a service is transferred then property tax
revenue to fund that service is transferred as well. For TAFs dedicated to specific services,
such as for a fire or park district, the entire TAF is transferred to the city if the service is
transferred. For a county’s general fund TAF, only a portion is transferred because while the
county transfers some services to the city such as law enforcement, it retains other services
such as the courts.

County General Fund Property Tax Allocation

The propetty tax transferred to a new incorporated city from the County’s general fund
share is based on the following statutory formula:

(Net county cost) x (Auditor’s ratio) = New city property tax revenue in base year
Where:

Net county cost =  Total cost of services transferred to the new city from the
county, net of designated revenues (such as charges for
services and restricted tax revenue); and

Auditor’s ratio = Total general fund property taxes divided by total general
fund undesignated revenues.

To calculate property tax after the base year, the County Auditor-Controller calculates the
new city’s TAF applied to future increases in assessed value is calculated as follows:

New city property tax in base year
One petcent of assessed value in base year

=  New city tax allocation factor {new city TAF)

Net Counly Cost

The first part of this formula is an estmate of the current net county cost of providing
services that will be transferred to the new city. Net county costs represent service costs
funded by discretionary tax revenues, such as property and sales taxes, net of all fees,
charges, and transfers. Tables 5.4 and 5.5 calculate the cost of general government services
transferred to the new city under each scenario, respectively.

Pstimated net county costs for the new city are based on both case study analysis and on a
per capita cost analysis of actual expenditure data for FY 2008-09 and are shown in Tables
5.6 and 5.7. Transferred services include znimal control, land use planning, general
government, development and sheriff services.

¢ WILLDAN
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Table 5.4: General Government Net County Cost (FY09) - Scenario 1

Tvpe of Service Transterred

ltem Not Transferred Uning, Only Countywide Total
Net County Cost
Legisiative and Administrative
Board of Supervisors % - 8 - 8 3,508,024
County Executive Cabinet - - (8.327)
County Executive - - 81,755
Finance
Assassor 6,267,567 - -
Department of Finance - - 1,682,738
Tobacco Litigation Setlement 6,135,821 - -
Non Departmental Expense; GF - B 4,742,037
County Counsel - - 1,589,823
Personng|
Civil Bervice Commission - - 338,881
Cifice of Labor Relations - - 574,588
Personnel Services . - 68,081
Elections - Registrar of Voters' - - 5,194,494
Property Management 12,780 -
Plant Acquisition® 3,302,235 6,346,811
Promotion :
Economic Development & intergovernmental Affairs® - 5,927,784 -
Financing Transfers/Reimbursements - General Fund - - 5,390,330
Neighborhood Services B 1,198,876 -
Other General
Data Precessing - Shared Systems - - 12,491,275
Revenue Recovery - - 647,188
Total’ $ 15,718,413 § 8,124,660 & 43,048,899
Service Population
Unincorporated Residents (A) 565,309 565,309
County Population (B) 1,433,187
Weighted Popuiation (C = A + B) 1,998,496
Total Service Population (C}) 565,309 1.998 496
Unincorporated Percent of Total (A7 C) 100% 28%
Cosf Allocation
Total Unincorperated Share 5 8,125,000 § 12,054,000
Per Unincorporated Resident 14.37 21.32 § 35,70
Total - Countywide and Unincorporated
Arden Argade Area Services
Unincorporated Residents - Scenario 1 82 006
Genera' Government Ceosts Transferred $ 3,284,203

"Assumes that the Ragisirar of Volers will recelve reimbursament from the new city fer clty elections, fransfaring a portion of the office's cosls to the city,
Zassurmes that County general fund payments for edministration and corporation type buildings will transfer costs 1o the new city, while buildings for countywids services

not dellvered by cities will not fransfar cosis.

*aAssumes fhat the Net County Cost of this office Is the amount in FY08 spent in excess of the fund balance.

Sources: Table 2.1; County of Sacramento FY08 Budget; Willdan Financial Bervices.
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Table 5.5: General Government Net County Cost (FY09) - Scenario 2

Type of Service Transferred
Itern Not Transferred Uning, Only Counfywide Total

Net Counfy Cost
Legislative and Administrative

Board of Superviscrs 3 - 8 - 8 3,508,024

County Executive Cabinet - - (8,327)

County Exscutive - - 81,755
Finance

Assessor 6,267 567 - -

Depariment of Finance - - 1,682,739

Tobacco Litigation Setlement 6,135,821 - -

Non Departmental Expense: GF - - 4,742 037
County Counsel - - 1,589,823
Personnel

Chvil Service Commission - - 338,981

Office of Labor Relations - - 974,588

Personnel Services - - 69,081
Elections - Reqistrar of Voters® - - 5,194,494
Property Management 12,790 -
Plant Acquisition® 3,302,235 5,348,811
Promotion

Economie Development & Intergovernmental Affairs® - 6,927,784 -

Finaneing Transfers/Reimbursements - General Fund - - 5,380,330

Neighborhood Services - 1,186,878 -
Other General

Data Processing - Shared Systems - - 12,491,275

Revenue Recovery - - 647 188
Total' H 15,718,413 § 8,124,660 § 43,049,899

Service Population
Unincorporated Residents (A) 565,309 565,308
County Population (B) 1,433,187
Weighted Population {C = A + B) 1,588,496
Total Service Population (C) 585,306 1,858,496
Unincorporated Percent of Total {A/C} 100% 28%
Cost Allocation

Total Unincorporated Share % 8,125,000 % 42,054,000
Per Unincorporated Resident 14.37 21,32 % 35.70

Total - Countywide and Unincorporated

Arden Arcade Area Services
Unincorporated Residents - Scenario 2 98 402

— SH TS

General Government Costs Transferred $ 3,512,483

Assumes thal the Reaistrar of volers will recelve reimbursement from the new ity for city eleclions, fransferming a porion of the office's tosts io the city,

2assumes that County general fund payments for adminisiration and corporation typa buildings will transfer cosls to the new city, white buildings fer countywide services
not delivered by cifies will not transfer costs.
*Assurnes that the Net County Cosl of ihis office is the Bmount in Y08 spent in excess of the fund balance.

Sopurees: Table 2.1; County of Sacramenio FY0S Budget; Willdan Financial Services.
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Table 5.6: Net County Cost (FY09) - Scenario 1

Service Cost
Transferred to New Scource of FYD3 Net

Budget Function / Service City Transferred Cost  County Cost
General Government Yes Table 5.4 $ 3,284,203
Public Protection Yas

Sheriff Patrol / Inves.tiga’ticm1 Yes Table 4.5 12,320,339

Animal Services Yes Appendix Table A3 205,391
Development Services (Code Enforcement and Planning) Yes Appendix Table A.2 555,159
Health and Sanitation No .
Public Assistance No .
Education No .
Recreation & Cultural Services No -
Debt Service No -

Total § 16,365,083

! Sheriff patrof / investigation cost shown net of estimated Praposition 172 revenues. Share of unrestricted revenues assumed to be approximately B8%.

Sources: Sacramerio County FY08 Budget, Sheriff Department, Animai Services Department, Department of Transportation, and Tables 4.5, 5.4, A.2 and A.3;
Willdzn Financial Services.

Table 5.7: Net County Cost (FY09) - Scenario 2

Service Cost
Transferred to New Source of FY09 Net

Budget Function / Service City Transferred Cost  County Cost
General Government Yes Table 5.5 § 3,512,483
Public Protection Yes

Sheriff Patrol / Investigation’ Yes Table 4.10 12,713,856

Animal Services Yes Appendix Table A.3 205,391
Bevelopment Services (Code Enforcement and Planning) Yes Appendix Table A.2 558,159
Health and Sanitation No -
Public Assistance No -
Education No -
Recreation & Cultural Services No -
Debt Service No -

Total $ 16,986,889

" Sheriff patrol / invesstigation cost shown net of estimated Proposition 172 revenues. Share of unrestricted revenues assumed 10 be approximately B8%.

Sources: Sacramento County FYDS Budget; Sheriff Depariment, Animal Services Department, Bepartmant of Transportation, and Tables 4.5, 5.5, A.2 and
A3, Willdan Financial Services.

Audifor’s Ratio

The second part of the formula used to calculate the share of the County’s general fund
property tax to be transferred to the new city is the Auditor’s ratio. The Auditor’s ratio
represents that share of the net cost of services that is funded by property tax revenues. The
County Auditor’s Office provided the Auditor’s ratio for the purposes of this CEA.

County Library

The County Library also has its own property tax allocation factor and revenue. This tax
allocation factor and revenue is excluded from the analysis because library services zre not
assumed to transfer to the new city. (See also the municipal services plan discussion in
Chapter 3.)
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County Fire

Metro Fire has its own TAF, and the associated property tax revenue will be transferred
seamlessly to the agency to pay for the provision of fire sezvices. As such, this allocation will
not be transferred to the new city and is excluded from this analysis.

Tax Allocation Factor

Based on the municipal service plan presented in Chapter 3, only services funded by the
County’s general fund are being transferred to the new city. Fire services are not included in
the transfer because they will be funded by Metro Fire’s TAF, as discussed above. Tables
5.8 and 5.9 show the calculated property tax transfer and resulting TAF for the each scenario
using the formula z2nd assumptions preseated above.

Table 5.8: Property Tax Transfer Tax Allocation
Factor (FY09 Projected) - Scenario 1

Scenario 1
Transfer of County General Fund Tax Base
Total Net County Cost $ 18,365,093
County Auditor's Ratio 41.330%
Property Tax Base Transferred $ 6,764,000
General Fund Tax Allocation Factor
Assessed Value (FY 2008-09) $6,739,140,169
Propery Tax (1% of assessed value) 1.00%
Total Properiy Tax Collected (1% of AV.) $ 67,391,000
Property Tax Base Transferred 6.764,000
General Fund Tax Allocation Factor 10.04%

Note: A "tax allocation factor” or "TAF" refers to a public agency's share of the one percent property

Sources; Table 5.8, Sacramento County Auditor-Controlier; Willdan Financial Services.
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Table 5.9: Property Tax Transfer Tax Allocation Factor
(FY09 Projected) - Scenario 2

Scenario 2
Transfer of County General Fund Tax Base
Total Net County Cost ¥ 16,986,899
County Auditor's Ratio 41.330%
Property Tax Base Transferred $ 7,021,000
General Fund Tax Allocation Factor
Assessed Value (FY 2007-08) 3 7.768.074.643
Property Tax (1% of assessed value) 1.00%
Total Property Tax Collected (1% of AV.) $ 77,681,000
Property Tax Base Transferred 7.021.000
General Fund Tax Allocation Factor 9.04%

Note: A "tax allocation factor” or "TAF" refers to a public agency's share of the one percent property tax.

Sources: Table 5.7; Sacramento County Auditor-Contraller; Wilidan Financial Services.

Property Tax Revenue Projections

Total estimated General Fund property tax revenue is shown in Tables 5.10 and 5.11 for
each scenario. The County would receive propesty tax revenue during the transition year, so
Tables 5.10 and 5.11 show no property tax revenue coming into the proposed city in Year 1.

A7 WILLDAN
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Other Taxes

Several other taxes will provide revenue to the new city. Sales tax is the most important
source of revenue from other taxes. Property transfer tax and gas tax revenues are also
included in the analysis. These taxes are discussed below.

Sales Tax

The State Board of Equalization (SBOE) provided existing sales tax data for reporting
businesses with addresses in the each incorporation scenario. Address ranges were developed
by Willdan from a list of assessor parcel numbers (APNs) provided by Sacramento County
GIS.

In addition to the sales tax revenue associated with existing development, estimates of gross
sales per square foot of retail land uses associated with projected new development is used to
estimate future sales tax revenue from new development. This analysis uses an assumption
of §340 of gross sales per square foot for new retail space. This figure is equal to the average
of super regional, regional, super community and neighborhood retail sales per square foot
from the Urban Land Institute’s Dollars and Cents of Shopping Centers/ The Scare 2008.

Tables 5.12 and 5.13 show the projected sales tax revenue for each scenario using an
assumption of $340 of sales per square {oot for new retail.

Property Transfer Tax

Property transfer tax revenues are estimated using the cumulative estimates of real estate
matket value and the holding period assumptions discussed in the property tax section
above. Upon incorporation the new city would evenly split the current County
unincorporated area rate of $1.10 per $1,000 of value on each rezl estate transaction. Tax
revenues are calculated as follows:

¢ Land use type, to calculate the value of transactions subject to tax in a that year;

¢ The transaction value is multiplied by the tax rate to calculate tax revenues in
current dollars; and

+ Tax revenues are discounted to 2009 dollars to be consistent with the other
projections in this study

Estimated property transfer tax revenue for each scenario is shown in Tables 5.14 and 5.15.
Business License Tax

Base year business license tax data was provided by the Auditor Controller for each scenatrio
and displayed in T'ables 5.16 and 5.17. Increases in business license tax revenue are driven
by projected increases in employees for each scenario.

Transient Occupancy Tax
Base year estirnates of transient occupancy tax (TOT) revenue for the Arden Arcade area

were provided by the Auditor Controller. Each scenatio will have the same TOT revenue

estimates because zil hotels in the study area are located within atea common to hoth
scenarios. Annual TOT revenue estimates are shown in Table 5.18.

v/ WILLDAN
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Utility Users Tax

The utility users tax (UUT) is 2 tax imposed on the users of certain utility services. To
estimate UUT revenue, the per capita estimate of $28.43 (provided by the County) was
applied to the annual service population in each scenatio. UUT revenue projections are
shown in Tables 5.19 and 5.20.

Gas Tax

Gas tax (highway users tax) revenue is a subvention collected by the state and allocated to
cities and counties based on a statutory formula. Gas tax is a restricted revenue source for
road purposes only. The gas tax plays an important role in increasing revenues for
incorporating or annexing cities without generating a negative fiscal impact on counties. The
State subvention formula for gas tax does not adjust the share of statewide revenue allocated
to counties because of an annexation or incorporation. Incorporated or annexed areas
receive gas tax revenue from the share of statewide revenue allocated to cities. Thus,
counties are able to transfer costs for road maintenance to new incorporated cities while still
retaining this revenue source.

Different gas tax distributions correlate and are named based on the corresponding
California Streets and Highways Code sections. For example, code sections 2105, 2106, 2107
and 2107.5 pertain to gas tax distibutions made either entirely (2107, 2107.5) or partially
(2105, 2106) to cities. Calculations of gas tax distribution are made by the State Controller’s
office and are fairly complex as described in the code.

Gas tax distributions are based on population and other factors such as the percentage of
registered or exempt vehicles in a city compared to the state and also miles of maintained
road. Gas tax Section 2107.5 is based on an unadjusted flat rate per year based on city
resident population ranges.

For this analysis the resulting statewide per capita amounts for FY 2007-08 have been
applied for 2105 and 2107 gas tax revenues and the flat rate of $7,500 has been applied for
2107.5 gas tax revenue. Revenue from Section 2106 is estimated at §4,800 anoually from
section (a). Section 2106 (c) tevenue is estimated at $4.40 per capita amount estimated based
on June 2009 apportionments to the recently incorporated (2005) City of Rancho Cordova.

Vehicle License Fees

Vehicle License Fee (VLF) revenue is a subvention collected by the state and allocated to
cities and counties based on a statutory formula. Historically, VLE played an important role
in increasing revenues for incorporating or annexing cities while reducing the potential
negative fiscal impacts on counties.

Prior Law

Previously, the State subvention formula for VLEF did not adjust the share of statewide
revenue allocated to counties because of an annexation or incorporation. Incorporated or
annexed areas received their VLF revenue from the share of statewide revenue allocated to
cities. Thus, counties were able to transfer setvice costs while still retaining 2 major revenue
source.

Under the law prior to adoption of the State’s FY 2004-05 budget, the portion of VLF
tevenue available for distribution as general revenue to cities and counties was divided in

v/ WILLDAN
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half. One half was distributed to cities on a per capita basis and the other half was
distributed to counties in a similar manaet. County distributions were based on countywide
population, not just the population of unincorporated areas. Counties and cities received
approximately $60 per capita in VLF revenue in FY 2003-04.

Importantly for newly incorporated cities, pror law allowed the population base for
purposes of determining VLF revenue to be calculated based on three times the registered
voter population. This formula was applied for the first seven years of a new city’s existence,
following which the formula relies on the same population basis as other cities. This
approach tended to give new cities additional income than they would have had otherwise
because the estimated population using three times registered voters is usually greater than
the actual population.

Starting in FY 2004-05, most of the VLI revenue allocated to cities and all of the revenue
allocated to counties is based on assessed value growth instezd of population growth in a
jurisdiction. This revenue is distributed as property tax in lien of VLF, funded by each
county’s ERAF (educational revenue augmentation fund) account so that existing property
tax revenue to local jurisdictions is not affected. A significantly smaller portion of the VLF is
allocated to cides based on population. In total, $50 per capita per year in VLF revenue is
assumed (before the bonus) is assumed, based on data recent allocations.

Assembly Bill 1602

Assembly Bill 1602 (AB 1602) was signed into law in 2006 and restored VLF per capita
payments to newly incorporating cities to approximately the same levels as before the VILF —
property tax swap. As enacted, the bill was limited to cities incorporating between the dates
of August 5, 2004 and July 1, 2009. AB 1602 only provides the currently distributed pet
capita amount (estimated to be $2 based on data from an allocation to a newly incorporated
city, per Sacramento LAFCo) plus an additional $50 per capita.

The total would be multiplied by the annual estimated resident population times a factor of
1.5 in the first year of incorporation, 1.4 in the second year, 1.3 in the third yeat, 1.2 in the
fourth year, and 1.1 in the fifth year. The base $50 per capita is actually programmed to be
adjusted slightly each year, as determined by the ratio of the growth of VLF revenue to the
increase in State population. For the purposes of this analysis it is assumed that the $50
portion of the VLE funding remains 2t $50 based on the latest data from the State.

Senate Bill 301

Amendments to the VLF law (Senate Bill 301) were approved in 2008, These amendments
extended the date for incorporating cities to qualify for the VLF revenue based on
population from July 1, 2009 to July 1, 2014.

Other Revenues

The new city will receive revenue from a number of other non-tax sources. Some revenues
are estimated based on per capita calculations consistent with the Sacramento County budget
actuals for FY 2008-09. Some adjustments have been made and are discussed in the
following section.
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Franchise Fees

This revenue is generated through franchise agreements for services such as cable television.
The County of Sacramento collects franchise fees (in the unincorporated area only). The
new city is assumed to receive revenues comparable to the County’s on a per capita basis.

Fines, Forfeitures and Penaliies

Revenue from traffic fines is calculated based on per capita revenue assumptions from other
cities in the County. It is assumed that $6.67 per resident in revenue is generated per year in
fines, forfeitures and penaldes.

Charges for Services

For the proposed new city, charges for services are calculated based on recovery of costs
projected for the development services department. Unlike other types of municipal services,
planning, development, and code enforcement services can often recover up to 100 percent
of their costs through fees and charges. For the new city, revenue from charges for services
is based on a cost recovery rate of 80 percent applied to total development services
department costs.

Proposition 42

Proposition 42 dedicates 2 portion of gas tax to transportation projects. Revenue is
estimated at $8.97 per capita, based on a survey of other cities revenues.

Measure A Sales Tax

Measure A revenue was estimated based the actual tax revenue coliected by Sacramento
County in FY 2008-09. Because the allocation of Measure A funds was not readily available,
this study assumes that Measure A funds are allocated on a project need basis, and that the
need for road maintenance and improvement corresponds approximately to the total volume
of lane miles within an area.

The Sacramento Department of Transportation estimates that Arden Arcade would contain
10.13 percent of countywide lane miles in Scenario 1 and 11.16 percent of countywide lane
miles in Scenario 2. Multiplying $35.5 million in collected revenues by each of these
percentages vields the revenue assumpton for each scenario. Dividing this revenue
assumption by the total lane miles in each scenario produces the $6,521 per lane mile
assumption used in this study.

Use of Money and Preperty

Revenue from use of money and propetty is assumed to be equal to one percent of General
Fund revenue for a given year. This estimate is consistent with use of money and property
revenue in other cities in Sacramento County.

Other Tax and Revenue Projections

Projections of other taxes and revenues are shown in Tables 5.19 and 5.20.
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6. Payments to the County

This study identifies both transition year and revenue neutrality payments that the new City
must pay the County. The transition year is the time period between the effective date of
incorporation, 2ad the end of the fiscal year in which the incorporation occurs. In this
analysis the assumed effective date of incorporation for this analysis is July 1, 2011, During
the transition year, the County is obligated to provide certain services to the new city, while
the new city establishes itself and accrues the necessary revenues to fund its services.

The setvices that the County is obligated to provide include animal services, development
services, road maintenance (public works) and sheriff department services. During the
transition year, the County will continue to receive revenue from certain revenue sources.
Once the transition year is complete, all applicable costs and revenues will transfer to the
new city.

Table 6.1 displays the allocation of costs and revenues to both the new city and the County
duting the transition and subsequent years, respectively.
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Table 6.1: Transition Year Revenue and Cost Allocation

Transition Year Subsequent Years
(Year 1) (Years 2 to 10)
City County City County
General Fund
Revenues
Property Taxes 0% 100% 100% 0%
Sales Tax 50% 50% 100% 0%
Property Transfer Tax 100% 0% 100% 0%
Franchise Fees 0% 100% 100% 0%
Utility User's Tax 100% 0% 100% 0%
Fines and Penalties 0% 100% 100% 0%
Business License Tax 100% 0% 100% 0%
Transient Occupancy Tax 100% 0% 100% 0%
Charges for Services 0% 100% 100% 0%
VVehicie License Fees 100% 0% 100% 0%
Costs
City Council 100% 0% 100% 0%
City Manager 100% 0% 100% 0%
City Attorney 100% 0% 100% 0%
City Clerk 100% 0% 100% 0%
Administrative Services 100% 0% 100% 0%
Development Services 0% 100% 100% 0%
Police 0% 100% 100% 0%
Animal Control 0% 100% 100% 0%
Property Tax Administration C% 100% 100% 0%
Non-Departmental 100% 0% 100% 0%
Roads Funds
Roads Revenue ~ 100% 0% 100% 0%
Roads Cost 0% 100% 100% 0%

Seurce: Willdan Financial Services.

To estimate these costs, the first year of costs for the municipal services detailed in previous
chaptets is shown to be zero to the new city. Should the new city owe transition year costs,
the net costs for services in the first year will be repaid to the County in equal amounts over
the next five years with three percent (3%) interest.

Tables 6.2 and 6.3 detail the transition year revenues and costs for both the County and the
new city. Transition year cost repayment is required for each scenario.
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Table 6.2: Transition Year - Scenario 1

Transition Year- éounty
All Revenue City Allocation Allocation
General Fund
Revenues

Property Taxes 3 6,656,000 | $ - 8 6,656,000
Sales Tax' 12,668,000 6,334,000 6,334,000
Property Transfer Tax 354,100 354,100 -
Franchise Fees 476,000 - 476,000
Utility User's Tax 2,616,000 2,616,000 -
Fines and Penalties 626,000 - 696,000
Business License Tax 267,400 267,400 -
Transient Occupancy Tax 1,388,000 1,388,000 -
Charges for Services 1,083,000 - 1,083,000
Vehicle License Fees 4,601,000 4,601,000 -

Total Revenues $ 30,785500| % 15,560,500 % 15,225,000

Costs

City Council $ 58,000 | § 58,000 % -
City Manager 305,000 305,000 -
City Attorney 406,000 406,000 -
City Clerk 336,000 336,000 -
Administrative Services 458,000 458,000 -
Development Services 1,329,000 - 1,329,000
Police 14,176,000 - 14,176,000
Animal Control 388,000 - 388,000
Property Tax Administration 203,000 - 203,000
Non-Departmental : 201,000 281,000 . -

Total $ 17,950,000 | $ 1,854,000 $ 15,098,000

General Fund Net Cost $ {13,706,500) & 871,000

Roads Funds

Roads Revenue 3 6,529,300 | § 6,529,300 3% -
Roads Cost 4,512,000 - 4,512,000

Road Fund Net Cost 3 (6,529,300 $ 4,512,000

' Shows sales tax revenue for full year. FY20412 sales tax revenue used in analysis based on three quarters of revenue
for the transition year.

Source: Table 8.1; Willdan Financial Services.
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Table 6.3: Transition Year - Scenaric 2

Transition Year-
All Revenue City County
General Fund
Revenues

Property Taxes 8,607,000 | % - % 6,907,000
Sales Tax' 12,798,000 6,399,500 6,392,500
Property Transfer Tax 408,100 408,100 -
Franchise Fees 509,000 - 509,000
Utility User's Tax 2,798,000 2,788,000 -
Fines and Penaities 742,000 - 742,000
Business License Tax 298,500 298,500 -
Transient Occupancy Tax 1,388,000 1,388,000 -
Charges for Services 1,083,000 - 1,063,000
Vehicle License Feas 4,921,000 4,921,000 -

Total Revenues 31,833,6001 % 16,213,100 % 15,620,500

Costs

City Council 58,000 | $ 58,000 § -
City Manager 305,000 305,000 -
City Attorney 406,000 406,000 -
City Clerk 336,000 336,000 -
Administrative Services 458,000 458,000 -
Development Servicas 1,329,000 - 1,328,000
Pcalice 14,877,000 - 14,977,000
Animal Control 415,000 - 415,000
Property Tax Administration 211,000 - 211,000
Non-Departmental 354,000 354,000 -

Total 18,849,000 | § 1,817,000 $ 18,932,000

General Fund Net Cost $ (14,296,100} % 1,311,500

Roads Funds

Roads Revenus 7,310,219 | § 7,310,218 % -
Roads Cost 4,844 000 - 4,944 000

Road Fund Net Cost 5 {7.310,219) § 4,944,000

! Shows sales tax revenue for full year. FY2012 sales tax revenue used in analysis based on three quarters of revenue
for the transition year,

Source: Table 6.1; Willdan Financial Services.

[n addition to transition year cost repayment to the County, the new City will also owe
revenue neuttality payments to the County. Under the revenue neutrality law, enacted in
1992, LAFCo cannot apptove the incorporation of a new city without either demonstrating
that the incorporation would not have a negative fiscal impact on an affected agency, or
receiving the approval of that agency. An agency that is negatively affected by incorporation
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can, for example, negotiate payments from and participate in tax shating agreements with the
new city.

For the County, revenue neutrality is calculated based on recurring General Fund costs and
revenues for the base year (FY 2008-09). The County would lose revenue but would also
realize a reduction in service costs in the incorporated city. If the revenues transferred
exceed the costs of services within the incorporation scenario boundaties, the County would
realize 2 negative long-term fiscal impact.

Per direction from Sacramento County LAFCo, estimated revenue neutrality payments have
been included in the analysis. The payment is based on the base year (FY 2008-09) County
deficit (calculated for Scenario 1 and Scenario 2 in Tables 6.4 and 6.5, respectively). The
first year revenue neutrality payment is spread over the first five years, while the full payment
is assumed in each year beginning with Yedr T'wo. Because the terms and conditions of the
revenue neutrality agreement have not been determined, the CFA shows these revenue
aeutrality repayment amounts for illusirative purposes only.

Table 6.4: Estimated Annual Revenue Neutrality Mitigation -
General Fund, Scenario 1

Base Year FY09

Revenues Transferred

Property Taxes $ 6,764,000
Sales Tax 12,620,200
Property Transfer Tax 200,239
Franchise Fees 478,153
Utility User Tax 2,615,324
Business License Tax 266,751
Transient Occupancy Tax 1,387,984
Fines and Forfeitures 656,000
Total Revenues Transferred $ 25,026,651
Net County Cost (See Table 5.6} $ 16,365,083
Additional Future Revenues to County (Tax Admin. at 1 %) $ 67,640
County Surpius or (Deficit) 3 (8,593,918)

Sources: Tables 2.1, 5.6, 5.8, 5.12, 5.14, 5.16, 5.18, 5.19; Willdan Financial Services.
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Table 6.5: Estimated Annual Revenue Neutrality Mitigation -
General Fund, Scenario 2

Base Year FY09

Revenues Transferred

Property Taxes 3 7.021,000
Sales Tax 12,750,600
Property Transfer Tax 230,226
Franchise Fees 509,254
Utility User Tax 2,797,134
Business License Tax 288,557
Transient Occupancy Tax 1,387,984
Fines and Forfeitures 743,000
Total Revenuas Transferred 3 25,727,755
Net County Cost (See Table 5.7) 3 16,968,859
Additional Future Revenues to County {Tax Admin. at 1 %) $ 70,210
County Surplus or (Deficit) 3 (8,670,648)

Sources: Tables 2.1, 5.6, 5.9, 5.13, 5,15, 517, 5.18, 5.20; Willdan Financial Services.

Table 6.6 details the annual repayment to the County, including revenue neutrality
payments. The first year revenue neutrality payment is spread over the first five years, while
the full payment is assumed in each year beginning with Year Two.
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Fiscal Feasibility

Fiscal feasibility is evaluated based on net revenue (revenues minus costs) as a percent of
total costs. Positive net revenue indicates that the new city would be fiscally feasible while
negative net revenue indicates the opposite.

The criteria for determining fiscal feasibility of the new city should be evaluated within the
context of a reasonable range of error surrounding model assumptions, recommended to be
plus or minus 10 percent. Thus, the criteria for determining fiscal feasibility are as follows:

¢ DPositive net revenue that is more than 10 percent of total costs typically indicates
that the new city is likely to be fiscally feasible;

¢ Negative net revenue that is more than 10 percent of total costs typically
indicates that the new is not likely to be fiscally feasible; and

¢ Net revenue that is within plus or minus 10 percent of total costs typically
indicates that the new city may be fiscally feasible.

For Sacramento LLAFCo, the minimum legal requirement for making a finding of fiscal
feasibility as stated in Government Code Section 56720 (e) requires the proposed city “to
receive revenues sufficient to provide public services and facilities and a reasonable reserve
during the three fiscal years following incorporation.” Sacramento County LAFCo requires
analysis over a longer period to have a more complete picture of the fiscal balance of the city
once certain state subventions are reduced after five years pursuant to statute. The analysis
also includes a five percent contingency, which is assumed to be expended each year. This
assumption provides a conservative estimate of municipal costs.

The results of the analysis are presented in Tables 7.1 and 7.2. Results are separated for the
new city’s general fund and road fund, and shown for both funds combined. Both Scenatios
meet Sacramento County LAFCo’s requirements for making a finding of fiscal feasibility.

Conclusion

Each scenario in this analysis shows net revenue that is within plus or minus 10 petcent of
total costs. Additionally, each scenario maintains a fund balance in excess of 10 percent of
operating revenue annually. As such, the analysis shows that each scenario meets the
aforementioned criteria for determining fiscal feasibility.
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Appendix A

Table A.1 Assumptions for Land Use and Population

Residential Land Use Shares’

Single Family 0.71

Multi Family 0.29
Population Density*

Single Family 272

Muiii Family 1.85
Square Feet per Employes*

Retail 400

Office 250

" Based on the share of dwellings in the unincorporated county represented by single
and muiti-family dwelling units,

2 Based on employment data provided by the California Employment Development
Department. While these shares are for employment under Scenario 1, they are used
for both scenarios because NAICS level employment for Scenario 2 is confidential
and suppressed.

® Based on U.S. Census and California Department of Finance data for the City of
Sacramento,
4 Based on the Natelson Survey.

Sources: California Employment Development Department; California Department of
Finance; The Natelsern Company; Sacramento County Association of Governments:
Willdan Financial Services.
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Appendix Table A.2: Development Services Net County Cost

Scenario 1 Scenario 2
Flanning
Net County Cost 3 189,720 § 188,720
Development Survevor
Record of Survey $ 16,881 . 16,681
County Project Surveys 348,758 348.758
Total Cost $ 365,435 § 365,439
Net County Cost $ 555,159 $ 555,159
Total - Development Services Net County Cost 3 555,159 § 555159

Source: Sacramento County Planning.

Appendix Table A.3: Animal Services Net County Cost: Countywide
Scenario1 Scenario 2

Total Costs $6,043,940 36,043,640
Interfund Reimbursements 806,942 808,842
Revenues 2,011,732 2,011,732
Carry Over 233,808 233,808

Total Revenue $3,052,482 §$3052482
Net County Cost $2,891,458 $2,991458
County Population $1,433,187 $1,433187
Net County Cos¥/Resident 3 209 % 2.09
Arden Arcade Residents 92,006 98,402
Animal Services Net County Cost $ 182,042 § 205,3%

Source: Sacrameanto County Animal Services Department.
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Appendix Table A.4: Appropriations Limit - Scenario 1

Property Taxes 3 6,604,000

Sales Tax 12,712,000
Property Transfer Tax 351,300
Transient Ceccupancy Tax 1,388,000
Utility User Tax 2,617,000
Vehicle License Fees 6,904,000
Use of Money & Property 333,000
Highway Users Tax 2105 750,000
Highway Users Tax 2106 (a) 4,800
Highway Users Tax 2106 (c) 344,000
Highway Users Tax 2107 898,000
Highway Users Tax 2107.5 7,500
Proposition 42 826,000
Measure A 3,599,000

Total Revenues $ 37,438,600
Cost of Living Factor 3.00%
Provisional Limit $ 38,561,758

Saources: Tables E.1 and 5.19; Willdan Financial Services.

Appendix Table A.5: Appropriations Limit - Scenario 2

Property Taxes $ 6,855,000
Saies Tax 12,843,000
Property Transfer Tax 404,400
Transient Cecupancy Tax 1,388,000
Utility User Tax 2,799,000
Vehicle License Fees 7,384,000
Use of Money & Property 345,000
Highway Users Tax 2105 802,000
Highway Users Tax 21086 (a) 4,800
Highway Users Tax 2106 (c) 368,000
Highway Users Tax 2107 1,068,000
Highway Users Tax 2107.5 7,500
Proposition 42 863,000
Measure A 3,966,000
Total Revenues $ 38,117,700

Cost of Living Factor 3.00%
Provisional Limit § 40,291,231

Sources: Tables E.2 and 5.20; Wilidan Financial Services.
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