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FISCAL ANALYSIS - ANNEXATION TO CITY OF
SACRAMENTO



WILLDAN

Fingncial Services

Memorandum
TO: Peter Brundage, Sacramento County LAFCo
FROM: Carlos Villarreal and Eric Nickell
DATE: April 30, 2010

SUBJECT: Arden Arcade — City of Sacramento Contract Services

Under section 56301 of the Cortese-Knox-Hertzberg 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 io the immediate proximity of the City of Sacramento (“City") to the proposed
incorporation boundaries, LAFCo requested an analysis of the fiscal impact of the City of Sacramento
providing certain contract services to proposed new city (“Study Area”). This memorandum
summarizes the methodology and findings of the requested analysis.

This analysis evaluates the feasibility of the incorporation should the City of Sacramento provide
development services and police services on a contract basis by projecting cost and revenue
impacts on the new city's General Fund and Read Fund. All assumptions used in the Final Draft CFA
are used here, with the exception of the cost of providing development services and police services.

This analysis finds that the City of Sacramento may be able to provide development and police
services to the Study Area more efficiently than currently provided by the County Sheriff, or a contract
staffing firm. The April 30 Final Draft CFA shows that the Study Area may feasibly incorporate without
contracting for services to be provided by the City of Sacramento. This analysis reaches the same
conclusion about the feasibility of incorporation in the event that the new city contracts with the City of
Sacramento for police protection and development services.

Base Year Budget and Memo Organization

The sections below detail the findings of the analysis by describing land use assumptions and
estimates of contract costs for police and development services. Included with the analysis are the
backup calculations for the results of the fiscal analysis.

Overall Method

Fiscal impact analysis is a commonly used method to estimate a local government’s ability to afford
the services associated with new development or changes in government organization. The analysis
uses fiscal data from the County’s Fiscal Year 2008-09 Actuals and the City of Sacramento’s Fiscal
Year 2008-09 Amended Budget to estimate future revenues generated by, and costs associated with,
the incorporation of the Study Area. For all but police and development services costs, this analysis
uses cost and revenue factors described in the Final Draft CFA.

All model results are provided in real (2009 constant) dollars. All revenue and cost factors are based
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 to limits imposed by Proposition 13, which incorporates assumptions of inflation
and property appreciation (above inflation).
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Land Use Scenario

Two boundary alternatives 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.

Police Services Cosis

The assumed cost of the City of Sacramento providing police services at the levei currently provided
by the County is as follows:

1. Total City of Sacramento police services costs for each division of the department were
divided by the FTESs for each division to determine a cost per FTE.

The average cost per FTE was calculated for the entire department.

The County of Sacramento identified the current level of service for each boundary scenario in
terms of FTEs assigned to each boundary.

4. The average City of Sacramento cost per FTE was applied to number of FTEs identified by
County to determine the cost for the City of Sacramento to provide police services to each
scenario.

5. The costs identified in step 4 are increased annually relative to service population growth and
include an annual cne percent (1%) real cost increase (one percent above inflation) to reflect
regional salary and benefit trends.

The calculation of the City of Sacramento cost per FTE, and the total costs to serve each Arden
Arcade boundary scenario are shown in Table 1.

Table 1: Police Costs ($2009)

FTE per 1,000 Cost per Costof
1

Department Population FTE Capita FTE Service
City of Sacramento
Office of the Chief 481,097 26.00 0.05 § 193,000 $ 5,011,567
OES/HS 481,097 10.00 0.02 43,000 430,192
Office of Invenstigations 481,097 230.00 0.48 127,000 29,187,992
Office of Operations 481,097 587.66 1.18 105,000 59,410,844
Support Services 481,097 262.70 0.55 148,000 38,887,244
Total Costs 1,006.36 228 % 121,000 $132,927,839
Arden Arcade - Scenario 1 62,006 70.00 005 § 121,000 $ 8470,000
Arden Arcade - Scenario 2 58,401 72.00 005 % 121,000 & 8,712,000

" From City of Sacramsnto FY 2008-08 Amanded Budget.

Sources: City of Sacramento FY2010 Approved Budget; Willdan Financial Services.
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Development Services Cosis

The assumed cost of the City of Sacramento providing development services (including planning,
community development, and code enforcement) at the level currently provided by the County is as
follows:

1. Total City of Sacramento costs for each of the development services departments were
divided by the FTEs for each department to determine a cost per FTE.

The average cost per FTE was calculated for all of the development services departments.

The staffing plan from the CFA (Table 4.1 in CFA) establishes the development services
staffing necessary o maintain the County’s current level of service.

4. City of Sacramento cost per FTE was applied to number of FTEs identified in the staffing plan
to determine the cost for the City of Sacramento to provide development services to each
scenario

5. The costs identified in step 4 are increased annually based on the staffing plan and include a
one percent (1%]) real cost increase {cne percent above inflation) to reflect regional salary and
benefit trends.

The calculation of City of Sacramento cost per FTE, and the total costs to serve each Arden Arcade
boundary scenario are shown in Table 2.

Table 2: Development Services Cost per FTE
Expenditures (2008-2009

Department FTEs Estimated Actual) Cost per FTE
Community Development
Administration 305 § 5,410,255 % 177,385
Building 61.0 7,938,676 130,142
Planning 45.0 5,138,754 114,195
Customer Service 29.0 2,599,928 89,653
Planning 32.0 2,731,842 85,370
Code Enforcement 945 10,356,271 109,590
Average Development Services Cost per FTE $ 102,594
Arden Arcade Development Services FTEs’ 21.00
Arden Arcade Development Services Costs® $ 2,154,000

Note: Transpaortation department excluded from calcufation because the department receives large portions of funding from
non-General Fund sources,

"Full Development Services staffing is achieved in Year 4, and is assumed to be 21.00 FTEs for each scenario.

2 Represenis costs once full staffing is assumed in Year 4. Does not inlcude 1% real cost increases. Annual real cost
increases are included in Tables 3 and 4.

Source: City of Sacramento FY2010 Approved Budget; Willdan Financial Services,
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Results

Tables 3 and 4 detail the revenues and expenditures to the proposed new city's General and Road
Funds resulting from the incorporation. Cost estimates for services provided by the City of Sacramento
are solely based on the FTE analysis described above, and may differ from contract costs that the City
may decide to offer to the proposed City of Arden Arcade.

Per direction from Sacramento County LAFCo, estimated revenue neutrality payments have been
included in the analysis in order to determine f the proposed incorporation would be viable during the
ten years following the incorporation based on Sacramento LAFCo policies. The revenue neutrality
payments begin in FY2012-13 and are equal to 90 percent of a given year's property tax revenue.
Total amount owed is $219,000,000. The payments will continue until the total amount owed to the
county has been repaid. These revenue neutrality payment assumptions are consistent with the
revenue neutrality agreement negotiated between the County and the incorporation proponents.

This analysis finds that the City of Sacramento may be able to provide development and police
services to the Study Area more efficiently than currently provided by the County. The April 30 Final
Draft CFA shows that the Study Area may feasibly incorporate without contracting for services to be
provided by the City of Sacramento. This analysis reaches the same conclusion about the feasibility of
incorporation in the event that the new city contracts with the City of Sacramento for police protection
and development services.
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WILLDAN

Financial Services

Memorandum
TO: Peter Brundage, Sacramento County LAFCo
FROM: Carlos Villarreal and Eric Nicksl|
DATE: March 17, 2010

SUBJECT: Arden Arcade Annexation Analysis

Under section 58301 of the Cortese-Knox-Hertzberg 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 reguested 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 scenarics 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 natute 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 resuit 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. Moreover, 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 transient 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 heen estimated by applying Amended Fiscal Year (FY) 2008-09 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
gvent 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 tax,
and vehicle license fees. The final section provides the backup calculations for the results of the fiscal
analysis.
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Fiscal Analysis of the Annexation of Arden Arcade to the City of Sacramenio
March 17, 2010
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Qverall Method

Fiscal impact analysis is a commonly used method to 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 reorganization 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 revenues and costs that could vary
substantially from current averages, the analysis uses a case study approach based on information
specific {o the governance scenario.

All model results are provided in real (2009 constant) dollars. All revenue and cost factors are based
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 to limits imposed by Proposition 13, which incorporates assumptions of inflation
and property appreciation (above inflation).

Land Use Scenario

Two boundary alternatives were examined in this analysis, Scenaric 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 Scenaric 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 expendit'u'res per capita. FY 2008-09
estimates 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), respectively.

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 fo varying degrees depending on the specific
revenue or cost line item. The model multiplies these per capita revenue and expenditure factors by
the projected number of residents and employees fo 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 2008-10 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 Capita -
Amendeded Amended

Department Service Population FY08-09 FY08-09
Residents: 481,097
Empioyees: 522,810
Residents + Weighted Employees 643,168
Lane Miles 3,034
Mayor and City Council Residents + Weighted Workers 2,861,811 4.45
City Attornay Residents + Weighted Workers 4,456,841 6.95
City Clerk Residents + Weighted Workers 1,384 826 2.15
City Manager Residents + Weighted Workers 2,842,505 4,42
City Treasurer Residenis + Weighted Workers 1,862,852 3.05
Code Enforcement Residents + Weighted Workers 10,419,523 21.66
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 6,328,788 13.15
Generat Services (includes Animal Care) Residents 15,045,200 31.27
Human Resources Residents + Weighted Workers 3,175,574 6.60
Information Technology Residents + Weighted Workers 7,285,277 15.14
L.abor 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

Paolice Service Lev FTEDGI"L i
Transportation Residents + Weighted Workers 10,763,340 22.37
Non-Deparimental Residents + Weighted Workers 37,408,785 77.76

Sourees; City of Sacramento £Y2010 Approved Budget; Willdan Financial Services.
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Tablg 2:.General Fund Per Capifa:Revenues . S e s
B mo— ‘ —r - " - = ~Per Capita~
Amended Amended

Source Service Population FY08-09 FY08-09
Residents: 481,097
Employses; 522 B10
Employses + Weighted Workers 643,168
Taxes

Property Tax

Sales Tax

Real Properly Transfer Tax
Utility Users Tax Residents + Weighied Workers
Transient Occupancy Tax Case Study -

Business Operations Taxes mployees
Licenses And Permits Residents + Weighted Workers 15,053 23.40
Fines. Forfeitures, Panalfies Residents + Weighted Workers 11,048 17.18
interest Rents. Concessions Residents + Weighted Workers 2,798 435
infergovemmental Residents + Weighted Workers 50,049 77.62
Charges, Fees And Services Residents + Welghted Workers 1,323 2.08
Contributions From Other Funds Residents + Weighted Workers 23,514 36.56

Miscellaneous Revenue Residents + Weighted Workers - -

Sources: City of Sacramento FY2010 Approved Budget; Willdan Financial Services.

Case Studies

For revenues that could vary sibstantially 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 fea revenue 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 million 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 vatue assumptions from CFA

Transient Ocoupancy Tax FY 2008-09 actual revenue approximately $1,388,000 County Auditor Controller
for boih scenarios

Vehicle License Fees VLF Property Tax In-lieu Per $1000 Assessed Value Wilidan Financial Services;
assumed 0 be $0.82, and per capita allocation assumed californiacityfinanca.com
to be $2.65

Results

Tables 4 and 5 detail the revenues and expenditures to the City’s General and Road Funds resuiting
from the annexation of each boundary 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 other 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 2008-09 City budget, the annexation of the
Study Area would require additional revenue sources from the City to achieve fiscal neutrality.
Furthemmore, once County property, sales, andfor transient occupancy tax sharing requirements are
determined, the City, in our opinion, would be required to find additional revenue to achieve fiscal
neutrality.
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