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On February 23, 2021, the Mountain House Community Services District (‘“MHCSD” or “proponents”)
filed an application for incorporation of the City of Mountain House with San Joaquin Local Agency
Formation Commission (“LAFCQO”). If approved by LAFCO and subsequently eligible voters,
incorporation would result in reorganization of MHCSD to the City of Mountain House (“City”).

Since the original filing in February 2021, the MHCSD Board of Directors amended the original
application three times. First, on May 11, 2022, the MHCSD Board of Directors approved an Amended
Resolution of Application for Incorporation to LAFCO which clarified that MHCSD would divest all of
its statutorily authorized powers except the power to enforce Covenants, Conditions, & Restrictions
(“CC&Rs”), with the City assuming the divested powers, and would be established as a subsidiary
district of the City. Later, on November 2", 2022, MHCSD applied for the annexation of several
additional parcels located in the Mountain House General Plan area. And finally, in April of 2023,
additional undeveloped land near the eastern end of the community was included in the incorporation
application.

The process for incorporation is governed by the Cortese Knox Hertzberg Local Government
Reorganization Act of 2000, Government Code Sections 56000-57550 (“CKH Act”) as implemented
by LAFCO. The process generally includes preparation of various documents that are reviewed by
LAFCO. If Commission, LAFCQO’s governing body, elects to approve the application, it advances to
the voters of the subject area for final decision.

Among the requirements of the CKH Act is that the LAFCO Executive Officer prepare or cause to be
prepared this Comprehensive Fiscal Analysis (“CFA”) that would become part of the Executive
Officer’s report submitted to the Commission at a public hearing. The purpose of the CFA is to
document the anticipated costs, revenues, and effects of the proposed incorporation, as well as
present other information as may be necessary. Among the agencies affected by incorporation are
the County of San Joaquin (“County”), Tracy Rural Fire Protection District (“Tracy Rural”) and
MHCSD. For the most part, if incorporated, the duties of these agencies would shift to the
responsibility of the new City, with some notable exceptions.

LAFCO retained RSG, Inc. (“RSG”) to prepare this CFA. RSG is a California-based community
development consulting firm with over 30 years of experience working on fiscal analyses and special
studies for similar clients, including municipal service reviews, annexation fiscal analyses, and
incorporation fiscal analyses. Incorporations in California are increasingly rare due to the difficulty of
proving the financial viability of an unincorporated area, voter acceptance and approval of the
incorporation proposal, and various hurdles in state law. RSG was the fiscal consultant that prepared
the Comprehensive Fiscal Analysis for the proposed incorporation of Olympic Valley (Placer County)
that was abandoned by the proponents, and prior to that the incorporation of Oakhurst (Madera
County) which failed at the polls.

KEY FINDINGS OF THIS CFA

This CFA conducted a thorough analysis of data provided by a variety of public agencies and
stakeholders using data from the latest fiscal year as required by Section 56800, which in this case
is the year ending June 30, 2022 (FY 2021-22). LAFCO requested that RSG prepare the analysis for
the proponents’ proposed boundary (“Proposed Boundary”) as presented in MHCSD’s amended
application, as well as for the Executive Officer's alternative boundary that adds several
unincorporated islands adjacent to the Proposed Boundary (“LAFCO Alternative Boundary”). This
CFA also analyzes two lower growth rate scenarios resulting in a total of four different forecasts of
revenues and expenditures in this CFA.




MOUNTAIN HOUSE COMPREHENSIVE FISCAL ANALYSIS
FINAL

Figure 1 provides a table and graph summarizing the annual General Fund revenues and expenditure
impacts of incorporation for each of the four scenarios analyzed. Overall, this CFA has concluded
that incorporation of Mountain House as proposed and under the various alternative scenarios may
be feasible in that annual General Fund revenues are projected to exceed expenditures.

The major findings of the CFA show the following:

Projected General Fund Revenue Surplus (before Potential Revenue Neutrality Payments):
Based on the assumptions and analysis described herein, the City’s potential General Fund,
accounting for Special Tax fund revenues used for municipal services, will produce a
surplus in each year of the analysis.

See Appendix 1 for a forecast of the General Fund for the City of Mountain House under the
Proposed Boundary and Appendix 9 for a forecast of the Special Tax funds.

Retention of CC&R Enforcement in the MHCSD as a Subsidiary District of the City: The
application for incorporation proposes to divest MHCSD of all of its statutorily authorized
powers except the power to enforce Covenants, Conditions & Restrictions (“CC&Rs”) within
its boundaries and establishing MHCSD as a subsidiary district of the City. A small transfer of
property taxes will fund the Subsidiary District to cover its costs of operations.

Revenue Neutrality Payment Estimates: Section 56815 of the CKH Act establishes the ability
for agencies detrimentally affected by incorporation to negotiate for payments when revenues
lost to a new city are not offset by a substantially equal amount of decreased expenditures.
These payments, known as revenue neutrality payments, are negotiated between the
proponents and the affected agencies based on information in the CFA.

This CFA concludes that the County will not suffer from a loss of net revenues due to
incorporation and therefore the County would not be entitled to revenue neutrality
payments from the new city.

Tracy Rural Fire Protection District (“Tracy Rural”) may experience a minor net revenue loss
and even if Tracy Rural were to receive revenue neutrality payments, the impact is anticipated
to be negligible to the City. As explained on page 101, Tracy Rural has benefitted from
substantial capital improvement assistance from MHCSD that may offset any claim for
revenue neutrality payments.

Incorporation Projected to be Feasible Under Different Boundary and Growth Alternatives:
RSG determined that the three alternatives to the proponents’ incorporation scenario are also
feasible as projected General Fund revenues exceeding expenditures in our forecast. The
alternatives are as follows; a financial summary of each can be found in the appendices, and
more detailed findings can be found in the conclusions.

e Alternative 1: Proposed Boundary (Lower Growth)
e Alternative 2: LAFCO Alternative Boundary
e Alternative 3: LAFCO Alternative Boundary (Lower Growth)

Figure 1 illustrates the annual General Fund revenue, expenditures, and surplus/(deficit) projected
for the transition year and the ten-year forecast using the Proposed Boundary scenario. For illustrative
purposes, we compared the projected annual General Fund surplus/(deficit) resulting from the three
alternatives as well.




MOUNTAIN HOUSE COMPREHENSIVE FISCAL ANALYSIS

FINAL
Figure 1 — Annual General Fund Projections, All Scenarios
Proposed Boundary Alternative Scenarios: Surplus/(Deficit)
Proposed LAFCO LAFCO Alternative
Boundary - Lower Alternative Boundary - Lower
Year Revenues Expenditures Surplus / (Deficit) Growth Boundary Growth

TY 2024-25:$ 14,054,547 $ 12,190,050 $ 1,864,497 i $ 2,562,175 $ 1,882,129 $ 2,574,736

1 2025-26 15,593,351 14,812,379 780,972 1,548,177 802,740 1,561,419

2 2026-27 17,209,383 16,657,998 551,385 1,302,137 575,717 1,316,607

3 2027-28 17,957,153 17,443,541 513,612 1,187,810 536,565 1,203,784

4 2028-29 18,138,053 17,026,481 1,111,572 1,644,525 1,138,757 1,661,459

5 2029-30 19,484,603 18,258,511 1,226,093 1,649,694 1,253,487 1,670,713

6 2030-31 20,332,003 19,246,372 1,085,631 1,530,200 1,112,757 1,553,184

7 2031-32 21,589,303 20,581,012 1,008,291 1,434,659 1,035,209 1,461,725

8 2032-33 22,315,974 21,610,648 705,326 1,167,206 734,156 1,203,951

9 2033-34 23,064,509 22,866,157 198,352 742,535 228,048 772,883
$3,000,000
$2,500,000
$2,000,000
$1,500,000
$1,000,000
$500,000
$

< < < < < < < < < <
2 T Ty R R, Y, B R, R, R,
) ) > < ) D % D> B %

Proposed Boundary

= :Proposed Boundary - Lower Growth
LAFCO Alternative Boundary
LAFCO Alternative Boundary - Lower Growth

*These figures exclude any revenue neutrality payments.

RECOMMENDED LAFCO FINDINGS AND DETERMINATIONS

Based on the major findings of the CFA, RSG recommends LAFCO to make the following key
findings and determinations:

Find the proposed city is expected to receive revenues sufficient to provide public services
and facilities and a reasonable reserve during the first three fiscal years following incorporation
pursuant to Government Code Section 56720 (see Appendix 1).

Determine the following property tax exchange between the affected agencies and the
proposed city shall be as follows:

e From County of San Joaquin: Pursuant to Section 56810, determine the base year
property tax to be transferred from the County to the proposed city is $1,533,435, based
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on a net cost of services in the base year of $2,743,175 and an Auditor’s Ratio of 55.9
percent (see Figure 16).

e From MHCSD: Pursuant to Section 56810, determine the base year property tax to be
transferred from MHCSD to the proposed city is $6,062,638, based on a net cost of
services of $6,525,892 and an Auditor’s Ratio of 92.9 percent (see Figure 16). This amount
is equivalent to 15.00 percent of the general tax levy, which the County Auditor Controller
can be directed to remit as a term and condition of incorporation (see page 35 et seq.).

e To be detached from Tracy Rural: Pursuant to Section 56810(d), determine the base year
property tax to be transferred from Tracy Rural to the proposed city is $8,005, based on
property tax revenues generated by the eight (8) parcels that will become part of the City
(see Figure 15).

e Determine that a provisional appropriations limit of $31,765,559 is established pursuant to
Government Code Section 56812 (see Figure 46).

e Revenue Neutrality. Pursuant to Section 56815, determine the following:

e Determine that the amount of revenue transferring from the County to the proposed city is
substantially equal to the cost of services similarly transferred (see Figure 44).

¢ Determine that the amount of revenue transferring from Tracy Rural is substantially equal
to the cost of services similarly transferred as a result of its minor net revenue loss being
offset by recent capital improvement assistance from MHCSD (see Figure 45 and page
93).

STUDY AREA DESCRIPTION

The Proposed Boundary is comprised of 4,448 acres within the Mountain House Master Plan (“Master
Plan”) area. Located in the western portion of the County, the Proposed Boundary is in the southern
San Joaquin and Sacramento River Delta region, north of Interstate 205 (“I-205”), northwest of the
City of Tracy, and south of the Old River. Land use within the Proposed Boundary consists mainly of
single-family residential, with very little commercial or industrial uses.

Based on the Proposed Boundary, the City would be the eighth incorporated city in the County, and
would have the sixth largest population of the incorporated cities in the County as shown in Figure
2. This is based on the calculated Fiscal Year (“FY”) 2021-22 population of 27,032.
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Figure 2 — Mountain House Population Comparison

City Name Pogulationz
Stockton 322,489
Tracy 94,538
Manteca 86,859
Lodi 66,570
Lathrop 31,331
Mountain House? 27,032
Ripon 15,979
Escalon 7,362
Total Cities (with Mountain House) 652,160
Unincorporated (Less Mountain House) 132,138

! Population sourced from DOF January 1, 2022 Population Estimates
2 Mountain House Proposed Boundary population as projected in FY 2021-22

Figure 3 shows the Proposed Boundary while
Figure 4 shows the LAFCO Alternative Boundary.




MOUNTAIN HOUSE COMPREHENSIVE FISCAL ANALYSIS

FINAL

Figure 3 — Proposed Boundary
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Figure 4 — LAFCO Alternative Boundary
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MOUNTAIN HOUSE MASTER PLAN AND THE CREATION OF MHCSD

The Master Plan was adopted by the San Joaquin County Board of Supervisors in 1993. Shortly
thereafter in 1996, the Board of Supervisors created the Mountain House Community Services District
to fund and deliver municipal services to the community as it developed. According to the proponents,
it was anticipated that the MHCSD would eventually incorporate as a city. This is evidenced by the
adoption of SB 1397 in 1994 which added Section 56833.5. to the Government Code, how numbered
56802 in the CKH Act, related to payment for the comprehensive financial analysis for incorporation
of the MHCSD territory.

As of the 2020 Decennial Census, which was the last time the area was officially tallied, the Mountain
House Master Plan area possesses 24,499 residents.! This area encompasses approximately 7.5
square miles, while the Proposed Boundary encompasses a slightly smaller 6.95 square miles. As
mentioned earlier, the estimated population of the Proposed Boundary in FY 2021-22 is 27,032, an
almost 3,000 resident increase since 2020. The Proposed Boundary, and by extension the Master
Plan area, experienced a tremendous amount of growth in recent years, averaging a 15 percent
increase in residents per year since 2010. The growth is attributed to the elevated pace by which
residential developments have been approved and built. The Proposed Boundary is predominantly
single-family homes with few commercial and industrial developments. Figure 5 presents a map of
the Master Plan area and the Proposed Boundary.

1 The 2020 Census geographic unit for Mountain House generally aligns with the Master Plan area more than
the MHCSD boundary.
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Figure 5 — Mountain House Master Plan
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PROPONENTS INCORPORATION APPLICATION

On January 13, 2021, the MHCSD Board of Directors adopted a Resolution of Application requesting
that the San Joaquin LAFCO initiate proceedings for the incorporation of the City of Mountain House.
MHCSD submitted to LAFCO the application for City Incorporation of the City of Mountain House in
February 2021. The application included the Resolution of Application, boundary map, and
preliminary Incorporation Feasibility Analysis, completed by Berkson Associates in October 2020. At
the request of LAFCO staff, MHCSD then amended its application for incorporation in May of 2022
to clarify that the MHCSD would remain in existence after incorporation as a subsidiary district,
divesting all of its powers with the exception of the power to enforce CC&Rs. Later in November of
2022, MHCSD applied for the annexation of several parcels in the overarching Mountain House
Master Plan area. MHCSD desired that these parcels be included in the incorporated City boundary.
Additional parcels were added to the annexation push in April of 2023 for a final boundary analyzed
in this CFA.

LEGAL PROCESS AND REQUIREMENTS

LAFCOs are local agencies mandated by the State to:
e Coordinate the orderly formation of local governmental agencies
e Preserve agricultural land resources
e Discourage urban sprawl

Typically, during a LAFCO Staff review of an incorporation proposal, LAFCO Staff and the CFA
consultant consider alternative boundaries or plans for services. LAFCOs are tasked with determining
whether the incorporation of a proposed city is financially feasible and the extent that the transfer of
assets, services, responsibilities and more from the county and other affected agencies are to be
mitigated for fiscal imbalance caused by the incorporation.

Section 56800 of the Cortese-Knox-Hertzberg Local Government Reorganization Act of 2000 (“CHK
Act”) requires the LAFCO Executive Officer to prepare, or cause to be prepared by contract, a CFA
establishing minimum, though somewhat outdated and obsolete, procedures and requirements for
incorporation proposals. Pursuant to AB 2838,2 the Governor's Office of Planning and Research
(“OPR”) prepared A Guide to the LAFCO Process for Incorporations, in October 2003 (“Guidelines”).
The Guidelines provide suggestions on the appropriate content of a CFA and a “suggested process
to address the legal requirement of ensuring that incorporations are revenue neutral,” as described
later within the CFA. To supplement the Guidelines, LAFCOs may adopt their own policies,
procedures, and regulations for incorporations, although the San Joaquin LAFCO has not adopted
any additional incorporation policies. Further, because the guidelines are now nearly 20 years old,
aspects of how new cities are financed have changed. RSG adapted the methodology, where
appropriate, to ensure this CFA is realistic and accurate, and noted such deviations in this CFA.

The CFA serves as a basis for the LAFCO Executive Officer's Report and Recommendation and
Terms and Conditions. The LAFCO Board will consider the CFA when making its decision on the
incorporation proposal at a public hearing. The CFA is the basis for revenue neutrality negotiations
between the proponents and the County, which will occur prior to the public hearing on the
incorporation. Following revenue neutrality negotiations, LAFCO may update the CFA and set an
effective date of incorporation. Ultimately, the effective date of incorporation depends on the
successful processing of an incorporation application, subject to a protest hearing and a majority
approval by eligible registered voters.

2 Chapter 761, Statutes of 2000
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ASSUMED TIMING OF INCORPORATION

The timing of incorporation is subject to actions that have yet to be scheduled, including completion
of this CFA in final form, negotiations on any terms and conditions (including but not limited to revenue
neutrality), Commission actions, and ultimately a vote by the registered voters within the proposed
boundaries.

The tentative schedule that RSG employed for this proposal is as follows:
February 23,2021 MHCSD submitted an Application of Incorporation to LAFCO

May 11, 2022 Board approved an Amended Resolution of Application for
Incorporation to LAFCO.

November 2,2022 MHCSD submitted an application for the annexation of additional
territory to be included in the CFA.

May 23, 2023 Draft CFA circulated to LAFCO

June 13, 2023 Draft CFA circulated to MHCSD

July 2023 Final CFA circulated to County, and public review period
August 2023 Community workshop

August 2023 LAFCO completes Certificate of Filing

September 2023 LAFCO Commission Public Hearing

March 2024 Election for incorporation (tentative)

July 1, 2024 Incorporation effective, transition period (12 months) begins

To prepare this CFA, RSG made certain assumptions about the timing of these future events,
described in the sections below.

2021-22 Base Year

This CFA presents a realistic forecast of operating revenues and expenditures for the new City over
a ten-year period to provide LAFCO with additional information beyond the statutory three-year
requirement in CKH. Pursuant to Government Code Section 56800, “data used for the analysis shall
be from the most recent fiscal year for which data are available, preceding the issuances of the
certificate of filing.” Consequently, this CFA assumes that public review will begin in the summer of
2023 and a certificate of filing will be issued by LAFCO during or before that period.

RSG developed this CFA using actual revenues and expenditures from the last audited fiscal year of
2021-22, which is the “base year” of this forecast; in all cases, base year data reflects 2021-22 actual
costs, revenues, and service levels. Where applicable, projected cost and revenue estimates were
based on 2022-23 figures provided by the MHCSD, County, and other official sources. Overall, RSG
notes that these 2022-23 costs and revenues to be materially consistent with 2021-22 base year
figures.

Should there be a significant delay in the incorporation process and issuance of the certificate of filing
is pushed back, data from 2022-23 may become available. This would make 2022-23 the “most recent
fiscal year for which data is available.” In that instance, it is possible that this CFA would have to be
updated to establish 2022-23 as the base year and utilize actual revenues and expenditures from
that year instead. An updated base year may cause material changes to the findings and conclusions
expressed in this CFA.

11



MOUNTAIN HOUSE COMPREHENSIVE FISCAL ANALYSIS
FINAL

July 1, 2024, Presumed Effective Date of Incorporation

For the purposes of this Report, provided all procedural actions are completed, including LAFCO
approval and a successful election in March 2024, the effective date of incorporation for the City of
Mountain House is assumed to be July 1, 2024. The flow of revenues to the new City is dependent
upon the establishment of an effective date, and a change in the effective date of incorporation may
materially change the financial analysis in the short term.

While a 12-month transition period is common, RSG also believes that the transition for this
incorporation will be less complex compared to other incorporations given that the CSD provides
many services that would be transitioned to the new City.

Twelve Month Transition Period

The transition period is the time between the effective date of the incorporation and the time when
the new City must assume full-service responsibility, in this case from July 1, 2024, to June 30, 2025.
The one-year transition period would afford the new City the opportunity to hire additional staff, initiate
contracts for services, and generally prepare for full assumption of municipal services in the following
fiscal year. Some, but not all, future municipal costs and revenues would begin to be flow to the new
City during some portion of the transition period, while other costs and revenues may still flow to the
County. A full year of all City property taxes are assumed to be received.

To mitigate the potential adverse fiscal impacts on the City during the transition period if assumptions
in this CFA about the timely transfer of funds do not occur, LAFCO’s Terms and Conditions could
provide a mechanism to address the potential issue. For example, in the event that property tax
revenues assumed in this CFA cannot be shifted from MHCSD and from the County to the new city
in FY 2024-25, LAFCO Terms and Conditions could specify that these revenues shall be applied
towards reimbursement of County transition year services; any additional funds received by the
County during the transition year, in excess of reimbursements, that otherwise would have accrued
to the City would be remitted by the County to the City.

The effective date of the new City can Impact the cash flow of the jurisdiction. Revenues are received
at varying times throughout the fiscal year and may be delayed and not immediately available. The
timing of receipt of these revenues is more of a factor of the applicable statutes that direct the
apportionment of such revenues. As such, no new city can collect all revenues immediately beginning
on the effective date. RSG has noted these exceptions in this CFA.

In accordance with Section 57384 of the CKH Act, during the transition year, if the City requests, the
County could continue to be responsible for maintaining its current level of service for MHCSD and
provide a loan for such net costs to the City after the effective date of incorporation. The City would
then be responsible for reimbursing the County for the costs to provide services during the transition
year. Under Section 57384, a city has up to five years to reimburse the County for the net cost, unless
the Board of Supervisors agrees to a longer period, or unless waived by the County. Revenues such
as property taxes that may flow to the County instead of the City during the transition period, contrary
to the assumptions in this CFA, could be applied towards the City’s repayment to the County for
transition period services.

12
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METHODOLOGY AND DATA COLLECTION

This CFA analyzes data collected from various agencies and applies that information into a future
service plan that will increase service levels compared to services today in the community. RSG
employed a combination of our experience performing similar studies, current applicable law and
practices, and the Guide for the LAFCO Process for Incorporations (“Guidelines”) in developing our
methodology and analysis contained in this CFA.

As the Guidelines state:

“Existing law does not provide an exact formula for establishing the first year’s
expenditures for a new city. Budget projections are based on a series of judgment
decisions related to other established cities, experience, and the type and level of
services. In addition, the level of services provided and the type of provider (either the
new city or a contract entity) will impact the annual projection of cost. OPR
recommends that LAFCO clearly identify the assumptions underlying the projection of
costs. These projections can also be based on a review of the budgets of similarly
sized cities. 3”

RSG used such judgment and best practices in compiling data and developing forecast of costs and
revenues in this Report, as described below. Because the Guidelines were created in 2003 and laws
involving how cities may collect taxes and fees have changed, the Guidelines in and of themselves
do not appropriately reflect today how new cities may collect revenues and expenditures; RSG had
to adapt the Guidelines where appropriate to ensure that the CFA reflects current laws and practices
involving fiscal analysis and local government finance.

Collection of Data

Based on the current plan for services and the applicable providers, RSG compiled information for
base year costs and revenues from agencies affected by incorporation. (See Figure 6 for the Plan for
Services for the list of affected agencies.) The primary data sources for this CFA include the County,
MHCSD staff and reports, the County Sheriff's Department, a survey of comparable cities, and ESRI
Business Analyst.

The following is a detailed schedule of the data requests sent:

February 21, 2023 On behalf of the LAFCO Executive Officer, RSG sent a data request to
MHCSD requesting construction-growth data.

February 24, 2023 On behalf of the LAFCO Executive Officer, RSG also sent a data request
to the MHCSD requesting financial, staff, and public property data.

February 28, 2023 On behalf of the LAFCO Executive Officer, RSG sent data requests to the

San Joaquin County Auditor Controller, San Joaquin County Registrar of
Voters, San Joaquin County Administrator, San Joaquin County Sheriff’s
Department, San Joaquin County Community Development Department
(“County CDD”), Tracy Rural, and California Department of Tax and Fee
Administration (“CDTFA”).

March — July, 2023 On behalf of LAFCO Executive Officer, RSG sent follow up inquiries to the
County CDD, the San Joaquin County Sheriffs Department, and San
Joaquin County Auditor Controller for additional data needs including: a fee

3 A Guide to the LAFCO Process for Incorporations, October 2003, Governor’ Office of Planning and
Research, page 34
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revenue breakdown of the Base Year?, a law enforcement calls for service
percentage, a pro-ration of the total Sheriff budget, revenues received by
the Sheriff in the MHCSD, and an Auditor’s Ratio for the MHCSD.

Responses to Data Requests

In response to these requests, various agencies provided responses between March and July, 2023.
A summary list of what was received is provided below:

¢ Auditor Controller: County and MHCSD Auditor’s Ratio, MHCSD and Tracy Rural property tax
increment, Assessed Valuation Reports, and total property tax revenues.

e Registrar of Voters: Total registered voters in Proposed Boundary and LAFCO Alternative
Boundary.

e County Administrator: Sales tax data in MHCSD according to consultant HDL.

e Sheriff's Department: Supplemental contract invoices, agreements, and spreadsheet; base
level service costs in spreadsheet analysis, spreadsheet of revenues levied, calls for service
totals.

e County CDD: Affordable housing fund balance and historical cash flow, fee revenue query,
consulting contract costs, and fee schedules.

e Tracy Rural: Calls for service and cost of service estimate.
e CDTFA: Sales tax data for MHCSD Zip Code.

RSG analyzed, assessed, and filed each response as received. LAFCO and RSG followed up with
the various parties for questions, clarification, or additional data requests to understand the
methodology used to derive submitted responses.

RSG utilized the responses in conjunction with other data sources, best practices, and RSG staff
knowledge from similar projects and communities. RSG prepared projections for the proposed City
of Mountain House based on input from MHCSD staff, historical growth trends, and planned
developments, and are intended to be realistic in nature. While RSG has made every effort to
accurately ascertain service demands, costs, and any resulting revenues, several factors may
influence budget projections including decisions that may be made by a future city council, regional
or national economic impacts, changes to state or federal law, or natural disasters.

Use of Other City Budget Information in Developing this Report

The Guidelines advise LAFCO that budget projections can be based on a review of the budgets of
similarly sized cities. In our experience, no two cities are exactly alike, but we do find it helpful to
compare cities similar to Mountain House and identify costs or services that the new city may
experience. RSG considers budgets of existing California cities that are relatively comparable in terms
of location, incorporation date, demographics, growth trends, operating budgets, and other factors.

RSG considered different cities and exercised judgment in selecting the appropriate “comparable
cities” depending on the nature of the cost (or revenue) involved. In each case, considerable effort
was taken to ensure that the existing level of services was driving the selection of the assumption
used.

4 County CDD provided a breakdown of the fee revenues received before and after a new fee schedule went
into effect on January 31%, 2022.
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The “comparable cities” include three recently incorporated cities (Eastvale, Wildomar, and Menifee)
as well as four other cities (Lathrop, Yucca Valley, Oakley, and Yucaipa). See page 24 for more
information on how these other cities’ financial information was used in the development of this CFA.
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PLAN FOR SERVICES

Municipal services in all analyzed boundaries are currently the responsibility of three entities: the
MHCSD, the County, and Tracy Rural. These entities provide services either directly, concurrently,
or through a contract with a separate agency or organization. As a result of incorporation, all of these
services will shift to the responsibility of the new city, with the exception of the enforcement of CC&Rs
as explained later.

This section describes the plan for how services are expected to transition from affected agencies to
the new city.
Municipal Services Cities May Provide
By law, all cities must provide the following services:

e General legislative functions

e Land use planning and control over land use and development

e Law enforcement

e Animal control services

e Maintenance of public roads and other public property owned by the city
California cities may also choose to provide the following services:

e Fire protection and suppression

e Libraries

e Parks and recreational services

e Street lighting

e Street median maintenance

o Water

e Wastewater treatment and disposal

e Solid waste disposal

e Social services or other community services

Cities cannot perform all the services exercised by other public agencies. For example, cities are not
authorized to enforce CC&Rs recorded on title of real property, while certain community services
districts may perform these enforcement duties. This is relevant because MHCSD currently does
enforce CC&Rs within its jurisdiction, so an entity other than the new City would have to be
responsible for these services following incorporation. The proponents’ proposal includes a request
for LAFCO to divest MHCSD of all of its powers with the exception of the power to enforce CC&Rs,
and to establish MHCSD as a subsidiary district of the City.

Existing Municipal Service - MHCSD

As a community services district, MHCSD currently provides a multitude of municipal services and,
with the exception of CC&R enforcement, the City will continue to provide them after incorporation.
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As confirmed with the corresponding 2022 Municipal Services Review, the services provided by
MHCSD include:

¢ Road maintenance
e Parks and recreation

e Supplemental policing services (provided by San Joaquin County Sheriff) pursuant to the
2004 Police Protection Services Agreement between the County and MHCSD (“County/CSD
Police Protection Services Agreement”), contained herewith in Appendix 11°

e CC&R Enforcement (to be provided by MHCSD after establishment as a subsidiary district of
the new City upon incorporation)

¢ Domestic water (provided by the Byron-Bethany Irrigation District)
e Gas (provided by Pacific Gas and Electric (“PG&E”))

e Library Services (provided in conjunction with Stockton—San Joaquin County Unified Library
System)

¢ Solid waste collection/disposal (provided by West Valley Disposal)

Existing Municipal Service — County of San Joaquin

The County is currently responsible for the provision of several types of local municipal services to
MHCSD. These services will become the responsibility of the new City upon incorporation:

e Animal Control (provided by San Joaquin County Sherriff's Department — Animal Services
Division)

e Base level policing services in the unincorporated areas pursuant to the County/CSD Police
Protection Services Agreement®

e Building and safety (provided by County CDD, minor MHCSD input)

e Code enforcement (provided by County CDD)

e Engineering (provided by County CDD, minor MHCSD input)

Existing Joint Services — MHCSD and County of San Joaquin

MHCSD and the County both provide some aspect of the following services. Upon incorporation,
these services will become the sole responsibility of the new City:

e General government

e Land-use planning (County CDD, with MHCSD advisory)

Existing Fire Services — MHCSD and Tracy Rural Fire Protection District

MHCSD and Tracy Rural both provide the following services. Upon incorporation, these services will
transfer to the new City:

5 Per the Police Protection Services Agreement dated June 15, 2004, the County provides supplemental
contract law enforcement beyond a basic level of service provided to unincorporated areas.

6 The 2004 Police Protection Services Agreement, a 2017 budget adjustment memo, and the 2022 Mountain
House Municipal Service Review (“MSR”) all confirm the County’s responsibility to provide basic level law
enforcement outside of the supplemental contract.
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e Fire protection/EMS services

e within MHCSD, provided under contract with French Camp McKinley Rural County Fire
Protection District (“French Camp Fire District”)

e outside of MHCSD but in Proposed Boundary, provided by Tracy Rural

Proposed Service Plan

Incorporation may affect the way some services are delivered to the City. Upon incorporation, the
County’s local municipal service responsibility in the MHCSD would transfer to the new City, along
with portions of the revenue and costs generated within the City boundaries.

Per Government Code Section 56810, the Plan for Services matrix in Figure 6 presents the MHCSD’s
submitted Plan for Services and RSG’s assessment of the level of service change following the
transition from current to anticipated service providers.

Figure 6 — Plan for Services, Proposed Incorporation

Public Service Responsibility/ Provider Anticipated Provider Service Change
Animal Services County/SJSO Animal New Clty—-.Contract with SISO No Change
Control Animal Control

Building and Safety

San Joaquin County

New City— City Staff and Contract
Services

New Provider

Cable

Television/Broadband Franchise Agreement Franchise Agreement No Change
Telecommunications
CC&R Enforcement MHCSD MHCSD (Subsidiary District) No Change

Code Enforcement

San Joaquin County

New City— City Staff and Contract
Services

New Provider

Domestic Water Private Operator / BBID Private Operator / BBID No Change
. . San Joaquin County & New City— City Staff and Contract

Engineering MHCSD Services No Change
—— > — -

Fire Protection/EMS Responsibility: MHCSD?& | New City ContracF W|'th2French New Provider

Tracy Rural Camp Fire District

Gas PG&E PG&E No Change

General Government San Joaquin County & New City— City S_taff and Contract New Provider
MHCSD Services

Land Use Planning

San Joaquin County
(Authority) & MHCSD
(Some Services)

New City— City Staff and Contract
Services (Authority and Services)

New Provider

MHCSD with the
Stockton- San Joaquin

New City with the Stockton— San

Library County Unified Library Joaquin County Unified Library No Change

System

System
. New City— City Staff and Contract
Parks & Recreation MHCSD Services No Change
San Joaquin County New City— Contract with County
Police Services Sheriff w/ MHCSD & San | Sheriff, Neighboring City, or Form No Change
Joaquin County ’ Own Dept.
. . Lammersville Unified Lammersville Unified School

Public Education School District District No Change
Road Maintenance MHCSD New City— Céty Staff and Contract No Change

ervices
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Solid Waste I 3 D .
Collection/Disposal Responsibility: MHCSD Responsibility: New City No Change
Stormwater Services Responsibility: MHCSD Responsibility: New City No Change
" New City— Contract with County

Traffic Control & e . . . .
Accident Investigation California Highway Patrol | Sheriff, Neighboring City, or Form No Change

Own Dept.
Wastewater/Sanitation Private Operator Private Operator No Change

1 Provider: Contract with San Joaquin County Sheriff only for supplemental policing services
2 Provider: Contract with French Camp McKinley Rural County Fire Protection District
3 Provider: Tracy Delta/West Valley Disposal

Level of Service Changes Anticipated by Incorporation

Because of the extent of municipal services provided by MHCSD today, incorporation is not expected
to make many dramatic changes in the level of service in most circumstances. However, RSG does
note two service areas where we believe incorporation would customarily result in increased levels
of services:

e General Government: While the MHCSD Board of Directors is elected by voters within its
jurisdiction, not all local governmental decisions are made by the MHCSD; land use decisions
and other municipal services administered by the County are subject to the decisions of the
County Board of Supervisors, for which one Supervisor represents the Mountain House area.
With incorporation, five members of the city council will be locally elected and accountable for
all municipal services. This is customarily considered an increased level of service due to
higher representation.

e Land Use Planning: While MHCSD has an advisory role in land use policy in its jurisdiction,
land use decisions are ultimately up to the County Planning Commission and Board of
Supervisors. In addition to the access to more locally elected officials and appointed members
of a city planning commission, there may also be added convenience for attending meetings
and filing applications within the community versus going out of the community as they do
today. This is customarily considered an increased level of service due to higher
representation.

FORM OF GOVERNMENT

RSG assumed that the City of Mountain House would incorporate as a General Law City under the
State Constitution. General Law cities make up most of the cities in California, and such cities adhere
to the State Constitution more closely than charter cities which can more directly dictate how they are
governed through their respective charters.

According to the Application for Incorporation, the proposed new City would be governed by the City
Council, which would retain a City Manager to be responsible for the day-to-day operations of the
City. The proponents’ application, based on its amended version from May 11, 2022, mentions that
members of the City Council will include one directly elected Mayor and four City Council members
elected at-large, for a total of five members on the City Council.

Assumed Municipal Organization

The proponents’ application indicates that the City is proposed as a “contract city,” meaning that the
City would have limited permanent staff and contract remaining services through public agencies
and/or private consultants. Since 1970, nearly 85 percent of cities that incorporated have at least a
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portion of public services provided by contract rather than permanent employees.” One advantage of
contract cities is the ability to scale quickly as service demands dictate.

Figure 7 presents the FY 2023-24 organizational chart of MHCSD staff as of March 2023, inclusive
of services provided through contracts.® For FY 2021-22, MHCSD has a total of 40 authorized
positions, of which 31 are presently filled. Incorporation may result in the need to add additional
permanent staff as explained in this CFA.

Contract services include law enforcement, library services, fire and emergency services, information
technology, animal services, risk management, and legal services.

7 California Contract Cities Association
8 According to the FY 2022-23 Annual Operating Budget and conversations with MHCSD staff.
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Figure 7 — Organizational Chart
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RSG assumed 11 full-time staff will be added to the City by FY 2025-26 (the first year after the
transition year), nine from filling vacancies and two from additional workload because of incorporation.
As of March 2023, the nine vacant positions are existing budgeted positions of the MHCSD including
a Deputy General (City) Manager, Management Analyst, Accounting Technician, Engineer II,
Principal Planner, Maintenance Worker II, Engineer V, Utility Manager, and a Recreation Coordinator.

Upon incorporation, RSG has assumed that two additional full-time personnel would be needed to
meet the City’s municipal responsibilities, including an additional Associate Planner and a Code
Enforcement Officer, to administer the planning and code enforcement responsibilities currently
completed by the County CDD, separate and apart from the CC&R enforcement responsibilities which
will remain with MHCSD. The City will also need to hire or designate a Building Official pursuant to
the California Building Code. For the purposes of this CFA, RSG assumed the existing Construction
Manager will acquire the duties of a Building Official upon incorporation.

The two additional personnel from the increased workload will have payroll and benefits established
by the City Council if incorporation is successful. The nine existing vacancies will initially have salaries
and benefits set by the MHCSD, unless they are hired after incorporation. For the purposes of this
CFA, RSG estimated payroll and benefit costs for these new positions, while also maintaining current
payroll and benefits associated with the existing MHCSD staff that are assumed to fully transition
over to the new City. All salaries we projected using FY 2021-22 salaries and benefits schedules
provided by the MHCSD in response to the RFIs. Each salary projection includes a benefits ratio also
based on data provided by the MHCSD. According to this data, the ratio of benefits to salary for
MHCSD employees varies by position from 41 percent to 101 percent with an average of 63 percent.

This CFA also analyzed personnel costs from comparable cities and their relation to the City’s
proposed costs. The average benefits to salary ratio for each of the seven comparable cities
previously mentioned was 32 percent. Staffing costs for the City under the Proposed Boundary would
therefore be an outlier among comparable cities. However, this was to be expected based on Base
Year data provided from the MHCSD. MHCSD staff indicated that benefits were high because some
employees took advantage of more expensive insurance plans. A summary of the analysis of various
compensation levels and benefit ratios is presented in Figure 8.
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Figure 8 — Payroll Cost Comparison
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Proposed Subsidiary District

The incorporation proposal requests that LAFCO divest MHCSD of all of its statutorily authorized
powers under the Community Services District Law, Government Code Sections 61000-61250, with
the exception of the power to enforce CC&Rs, and requests that the single power MHCSD be
established as a subsidiary district of the New City.° Under state law and as confirmed by LAFCO
Special Counsel, cities are not authorized to enforce CC&Rs.

Accordingly, in consultation with LAFCO Special Counsel and the proponents, LAFCO has directed
RSG to assume that the MHCSD would become a subsidiary district of the new City solely for the
purpose of enforcement of CC&Rs within the new City.

To fund these costs, RSG has assumed that a portion of the property taxes currently collected by the
Subsidiary District would be retained to the extent needed for funding the cost of CC&R enforcement.
This CFA estimates the amount of property taxes necessary for the Subsidiary District.

Peer Cities Analysis

Pursuant to Government Code Section 56800(a)(1), a CFA should compare the estimated costs to
provide services in the proposed city with the costs of cities with similar population, similar geographic
size, and similar level and range of services. The term “peer cities” may carry different meanings
depending on the context. For example, cities may be demographically similar, located in the same
region or market and/or share common economic conditions.

For the purposes of this CFA, RSG had to consider several factors including land use, demographics,
market, size, and most importantly city budget to identify cities for which we could compare the results
of our analysis of the Proposed Boundary. In this case, a CFA peer city means:

1. a city in California that is relatively new since older cities tend to have much higher shares of
property taxes that skew the usefulness of the city budget,

a city of population relatively like the Proposed Boundary,
a community located in a suburban area,
a general law (and not charter) city,

a city that relies at least somewhat on contract providers for municipal services,

o gk WD

and has a similar land use profile (both in terms of the types of uses but the population growth
trends in recent years), and

7. Has a similar budget, at least on a per capita basis, and plan for services.

Initially, RSG reviewed the budgets and service models for 23 cities with the closest population and
population growth rates to the new City, but none of them are “similar” by a strict interpretation of
Section 56800(a)(1). In most cases, these cities were significantly older, differed in the size of their
annual budget, or had varying population growth rates and sizes. For this reason, RSG had to expand
the size of cities to find cities that are otherwise better comparisons to Mountain House, with the goal
of adjusting for situations where populations were materially different (such as using costs per capita
versus total costs).

Ultimately, RSG selected seven cities throughout the State that we believe would be most similar to
the proposed City of Mountain House. As shown on Figure 9, the seven peer cities include Eastvale,
Menifee, and Wildomar, recently incorporated and relatively fast growing cities in suburban Riverside
County, as well as Lathrop, which like Mountain House is located in San Joaquin County and has a

9 Per the MHCSD May 11, 2022 Amended Application for Incorporation
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similar population to Mountain House, plus three other cities, Yucca Valley, Oakley, and Yucaipa,
which had relatively similar population sizes, population growth rates, and annual operating budgets
to the new City.
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Figure 9 — Peer Cities Analysis
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MOUNTAIN HOUSE MASTER PLAN

The County adopted the Mountain House Master Plan in 1993 and amended it most recently in 2022
as an amendment to the San Joaquin County General Plan. The original Master Plan contained three
separate village centers to provide weekly shopping and other services, twelve residential
neighborhoods, trails and parks, and a town center in the center of the project site to include a
community serving shopping center, high density residential, commercial, and a civic center. The
Master builder, Trimark Communities, anticipated the Master Plan to develop over a twenty- to forty-
year period. The Master Plan sets forth the policies, requirements, and standards for development of
all the required infrastructure of the community of Mountain House, as well as any resource
management programs.?

MOUNTAIN HOUSE SPECIFIC PLANS I, I AND 11l

In addition to the Master Plan, there are three specific plans that guide land use policy within the
Mountain House area. The County adopted the Mountain House Specific Plan | on November 10,
1994 and amended it most recently on April 11, 2022. It covers:

e Central Mountain House
e Mountain House Business Park
e Old River Industrial Park

The County adopted the Mountain House Specific Plan 1l on February 8, 2005, and amended it most
recently on April 11, 2022. The Specific Plan encompasses approximately 2,300 acres and includes
seven of the twelve planned neighborhoods. As the primary developer, Trimark planned the following:

e Town Center
e Commercial areas
e Parks, schools, open space

The County adopted the Mountain House Specific Plan 1ll, also known as College Park at Mountain
House, in 2005, and amended it in 2022. According to the Environmental Impact Report (“EIR”), the
Specific Plan includes:!!

e Delta Community College and surrounding development

e 2,240 residential units

e 1.8 million square feet of commercial, office, and industrial uses
e 42 acres of parks

e Two K-8 schools

e 34 acres of open space

RSG consulted with MHCSD staff to develop an absorption forecast for the development because
not all potential projects are expected to occur within the timeframe covered by this CFA. Additional

10 Mountain House Master Plan and Specific Plan | EIR, September 1994. Baseline Environmental
Consulting.
11 State Clearing House (SCH) #2003102074
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refinements were made based upon permitting reports from the County, a site visit to MHCSD in May
2022, and historical construction trends in the community.
LAND USE

The Proposed Boundary is made up of predominantly residential uses, as demonstrated in Figure 10.
The area continues to grow with industrial, commercial, and other uses, but at build out, it will remain
chiefly residential.

Figure 10 — Land Use by Assessed Valuation

Proposed Boundary

Land Use Category Assessed Value Percentage
Residential 4,453,202,927 97.14%
Single Family 4,238,226,741 92.43%
Multifamily 13,910,472 0.30%
Other 201,065,714 4.41%
Commercial 28,462,497 0.62%
Retail - 0.00%
Office 4,000,000 0.09%
Other 24,462,497 0.53%
Industrial 50,128,566 1.09%
Institutional 2,442,522 0.05%
Agriculture 8,410,495 0.16%
Government - 0.00%
Vacant 36,643,564 0.80%
Unsecured 5,035,293 0.11%
TOTAL 4,585,246,344 100.00%

" Other residential land use includes a large amount of zoned but
undeveloped properties including those owned by Shea Mountain House
LLC.

Source: San Joaquin County Assessor's Office, 2022-23 assessment roll,
net of all other exemptions except homeowners exemption.

CFA DEVELOPMENT FORECAST

The Proposed Boundary has seen a tremendous amount of growth resulting in a near tripling of the
population from 2010 to 2022. However, as the amount of available land decreases, the development
growth forecasted in this CFA will be more conservative.

MHCSD provided data on building permits, projects in the pipeline, and the planned development of
neighborhoods. They also supplied projections of residential, commercial, and industrial construction
through 2034. To better assess the region and the pace of construction, RSG conducted an in-person
field survey in May of 2022 to gain insight on the community and refined the development estimates
as aresult. This CFA projects the development of approximately 5,800 residential units in the forecast
period. The CFA also includes approximately 250,500 square feet of storefront space and 778,000
square feet of warehouse and other industrial space.

Initially, it is reasonable to expect that some projects that have not yet been entitled may take some
time to receive entitlements (typically 9-18 months), prepare grading plans, construction drawings
and receive permits (6-12 months), and be constructed (18-24 months). Additionally, development of
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these projects is anticipated to occur in phases, likely based on demand and the desires of the
respective developers, which RSG has noted are not yet known in detail. Figure 11 summarizes the
development forecast. Development figures affected several critical figures in the CFA, including
population, property taxes, sales taxes, other revenues, and expenditures.
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Figure 11 — Growth Forecast
Comparison of RSG Forecast to MHCSD Forecast MHCSD Forecast RSG Assumption’
2Yrs 5Yrs 10Yrs 2Yrs 5Yrs 10 Yrs
Residential Units 1,657 3,993 7,208 1,476 3,504 5,755
Residential Rural (RR) - - - - - -
Residential Very Low Density (R-VL) - - 10 - - 8
Residential Low Density (RL) 340 1,182 2,826 303 1,037 2,257
Residential Medium Density (RM) 212 835 1,561 189 733 1,246
Residential Medium High Density (R-MH) 287 1,158 1,813 256 1,016 1,448
Residential High Density (RH) 818 818 998 729 718 797
Commercial SF 35,000 150,500 275,500 35,000 150,500 250,500
Community Commercial (CC) 20,000 40,000 40,000 20,000 40,000 36,370
General Commercial (CG) 15,000 50,000 50,000 15,000 50,000 45,463
Freeway Service Commercial (C-FS) - 60,500 160,500 - 60,500 145,936
Office Commercial (CO) - - 25,000 - - 22,731
Industrial SF 278,518 778,518 778,518 161,025 662,525 778,518
Limited Industrial (IL) 25,518 275,518 275,518 14,753 234,468 275,518
General Industrial (IG) 253,000 503,000 503,000 146,272 428,057 503,000

"RSG's development forecast used in this CFA is based on totals. This table reflects zoning subdivisions of those totals based on equivalent proportions in

the MHCSD Forecast. Exact measurements of each zoning category were not used in this CFA.
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Population Forecasting

At the core of the analysis in this CFA is the population size of the City. Most revenue and expenditure
forecasts are based on population growth. To develop a current population estimate, RSG utilized
GIS to match the boundaries of the proposed incorporation area to data from the US Census, County
Tax Roll, and ESRI Business Analyst. Utilizing Census and ESRI data between 2010 and 2022, RSG
developed an average historical annual population growth rate of 14.95 percent, a 280 percent
increase from the 2010 population of 9,675 to RSG’s 2021-22 estimate of 27,032. Figure 12
summarizes the population forecast.

The forecast also includes a base assumption that the existing population would grow regardless of
development. This growth would be the result of new births, home sales to larger families, and home
sales of vacant properties. RSG utilized an annual growth rate for this existing population of 1.4
percent for the duration of the forecast.!?

The full population forecast includes an adjustment for new construction based on the projected
development forecast in Figure 11. This supports a realistic projection that accounts for the difference
in land availability between the prior decade and the current availability of land, and the pace at which
new developments are populated. Inclusive of the existing population growth and new development,
RSG is projecting the City’s total population growth at 6.18 percent.'® As the City approaches the
estimated buildout, population growth will slow. All scenarios met or went beyond the estimated
buildout population of 44,000 but did not exceed the estimated buildout housing unit total of 15,700.14

In 2021-22, the Proposed Boundary contained approximately 1,000 employees in the workforce.*®
Employment figures increase with the development of commercial and industrial space. RSG
developed an employee forecast using square feet per employee estimates from a 2019 Hansford
Consulting report commissioned by the County CDD?. Figure 13 shows the projected employee
population in the City, with a FY 2033-34 employee population of 1,856.

12 The annual growth rate of 1.4 percent was derived from ESRI’s projections through to 2027.

13 The CFA also models alternative scenarios, including the LAFCO Alternative Boundary and two low growth
sensitivity analyses, which produced similar annual growth rates, with none lower than 5 percent.

14 Berkson Feasibility Study, Mountain House Finance Authority - Utility Systems Revenue Bonds,
12/12/2019, Page 20

15 ESRI Business Analyst

16 Per Square Foot Estimate from "Mountain House Jobs Housing Review 2019”, Hansford Consulting
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Figure 12 — Population Forecast
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Figure 13 — Employee Projections
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Using financial data gathered from agencies that provided services during the prior fiscal year, the
base year costs and revenues, and the property tax transfer, a CFA must include budget projections
for the proposed city. Budget projections must include:

e The costs and revenues to the proposed City to provide services during at least the three
fiscal years following incorporation.

o The effects of the costs and revenues on any affected local agency during the three fiscal
years following incorporation.

e Other information needed to make the findings as needed for an incorporation proposal.

The law requires budget projections for only the first three years after incorporation, however, this
CFA uses a longer forecast of ten years. A ten-year projection allows for a more accurate estimate
of a new city’s long-term financial feasibility.

The budget projections reflect a reasonable cost of living increase and inflationary factors. Any
analysis inclusive of long-term projections must carefully consider the factors that go into the rate of
increase for both revenues and expenditures. Recent trends, such as the historically high rate of
inflation, the COVID-19 Pandemic, and the high cost of single-family housing must be considered. At
the same time these trends reflect unique circumstances that over a longer period of time may fade
in importance. The exceptionally high inflation rates in 2022, as an example, are an anomaly not seen
since 1990.% For this reason, RSG utilized an inflation factor that averages the annual change in the
Consumer Price index (“CPI”) from December 2013 to December 2022 producing a rate of 2.6
percent. This period of 10 years provides a more stable rate that weighs recent trends against those
of preceding years.

RSG conducted this CFA on a cash basis. As discussed in the OPR Guidelines, new cities must
operate on a cash basis because typically, new cities have no initial fund balances on which to depend
for cash flow. However, because the incorporation of the City of Mountain House is the reorganization
of an established community services district, the City will have fund balances upon incorporation.
The cash basis approach provides a more realistic picture of both the year-end surpluses and deficits,
which can be experienced by a new city.

City revenues come from a variety of sources. Some of the City’s revenue would be designated as
General Fund revenue, which would be used to provide municipal services such as general
government, law enforcement, planning and land use, building inspection, animal control, wildfire
protection, and parks. General Fund revenues typically come from property taxes, sales taxes, state
subventions, and fees for services.

Other revenues are restricted for specific purposes such as state subventions like gas tax revenues.
These revenues generally do not go in the General Fund. MHCSD also receives Special Tax
revenues from four separate parcel taxes. The taxes are restricted to four uses, inclusive of related
administrative costs: Roads, Public Safety, Parks, and Public Works.

This CFA generally does not project revenues from impact and facilities fees, either from the existing
MHCSD or fees that may be transferred from the County. RSG assumed that said fees would continue
to be restricted to specific impact and facilities funds, which would not be available to spend on most

17 December 2022 12 month percent change in CPIl was 6.5 percent, 1990 was 6.1 percent
https://data.bls.gov/pdq/SurveyOutputServiet
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General Fund activities, and thus could not affect feasibility. Water and wastewater fund levies
currently assessed by MHCSD are also excluded from this CFA. The exception to this is the
Affordable Housing Fund projections located in Appendix 4. These were included in the CFA because
of the change in responsibility that results from incorporation, but they do not factor into feasibility.
The Affordable Housing Fund for Mountain House is currently a County fund but upon incorporation
it will transfer to the City.

The following section describes the revenues that will directly impact the City’s feasibility and also
discusses the methodology used to forecast these revenues. There may be differences between the
forecasts and actual results because events and circumstances may not occur as expected, and
those differences may be material. In addition, outside forces such as the State Budget and the
national economy can have a large effect on potential revenues. The State of California’s budget
process is unpredictable and has imposed tremendous changes in the last twenty years at the local
government level, such as the loss of Motor Vehicle License Fees or redevelopment dissolution. It is
impossible to predict what the next ten years may bring. The COVID-19 Pandemic and related
inflationary pressures have also presented difficulties for any city. Local jurisdictions are often
unprepared for normal fluctuations in the economy, let alone another pandemic or related recession.

NEW TAXES AND FEES

This CFA assumes that the City will not impose new taxes, and initially, that the existing taxes, fees,
and franchise agreements maintained by MHCSD will be adopted by the City Council upon
incorporation. However, in the future, the City would have the discretion of adopting taxes and/or fees
and entering into new franchise agreements which may later alter the amount of revenues available
to the new City. Additionally, future voters may choose to approve new taxes, though adoption of new
taxes would likely be subject to Proposition 218.
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GENERAL FUND REVENUES

The City’s General Fund will distribute funding for most municipal operational services, including
general government, community development, animal control, fire protection, parks and recreation,
and law enforcement. General Fund monies will also be available for use in the event negotiations
with the County produce revenue neutrality payments. The funding sources for the City consist of the
following:

e Shares of local taxes (property, sales, and property transfer taxes)

e Fees for services (franchises, community development, public works/engineering, and animal
license)

e Fines and forfeitures

e Interest earnings

Over the term of the CFA, estimated General Fund revenues range from $14 million in FY 2024-25
to $23.1 million in FY 2033-34, exclusive of Special Tax fund revenues. The methodologies for
calculating revenues are described by each tax or fee levy below.

Property Taxes

Under the Plan for Services, the new City would be eligible to receive property taxes from three
agencies’ shares:

e The MHCSD share, with the majority of the property taxes going into the City General Fund except
for the portion of these taxes needed to cover the operations of the proposed Subsidiary District,

e The County share, based on the net cost of services the County provides within the Proposed
Boundary multiplied by the Auditor’s Ratio, and

e Tracy Rural’s total share in the areas serviced pursuant to Government Code Section 56810(d).

Section 56810 of the Government Code provides a specific formula for the determination of the
portion of the property tax share from other agencies allocated to a new city. The formula derives the
share of the general levy by calculating the net cost of services transferred to the City as a percent
of the expected property tax revenue. The net costs include both direct costs and overhead or indirect
costs, net of revenues received by any affected taxing entities.

The components of the property tax transfer are described below:
MHCSD Share of Property Taxes:

Based on RSG’s analysis of County Auditor data showing the basic 1 percent property tax
levy in 2021-22, MHCSD currently receives approximately 15.95 percent of the general
property tax levy. If incorporated, a majority of these taxes would be transferred to the new
City. Because not all MHCSD services would transfer to the new city (the exception being
enforcement of CC&Rs), these taxes would be divided between the City General Fund and
the Subsidiary District.

The results of the property tax exchange as proposed is described below:

e 15.00 percent to the City General Fund: Under the Plan for Services, virtually all of
MHCSD’s responsibilities would shift to the City, with the sole exception of enforcement
of CC&Rs which cannot be enforced by a city. Pursuant to Government Code Section
56810(c)(2), RSG calculated the property tax share to be transferred from the MHCSD to
the City by determining the net cost of services. The net cost of services must then be
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multiplied by what is called the Auditor’s Ratio® to determine how much of those costs are
funded by property taxes. The Auditor’s Ratio is the ratio reported by the County Auditor
Controller of general property taxes received during the base year to all revenues received
by the MHCSD for general purposes during that same fiscal year.

On July 5, 2023, the County Auditor Controller provided a report on the 2021-22 Auditor’'s
Ratio which concluded that 92.9 percent of the net cost of services are funded from
property taxes in the MHCSD.

The following data points were used in the calculation of the net cost of services:

e MHCSD General Fund Expenditures (+$6,580,003): RSG analyzed the MHCSD
audited trial balances for FY 2021-22 to determine what expenses in the general fund
were funded by “general purpose” revenues. Section 56810(c)(1) & (2) require the
exclusion of any “specific purpose” revenues, and any expenditures therefor, from the
property tax transfer analysis. Based on this information, RSG determined that about
$6.5 million in general purpose expenditures, almost entirely comprised of MHCSD
General Fund expenditures.

Figure 16 following this section shows where the general purpose expenditures are in
the calculation. General purpose expenditures exclude the cost of enforcement of
CC&Rs. See page 95 for more information on the nature and cost of services for CC&R
enforcement estimated by RSG.

e MHCSD Specific Purpose Revenues (-$54,021): The MHCSD receives certain
charges for services and grant income that would classify as specific purpose revenue
pursuant to 56810(c)(1).

This $54,021 is subtracted from the $6.5 million in costs to produce a total net cost of
services that would transfer from the MHCSD to the City of $6,525,982. This amount
is multiplied by the Auditor’s Ratio as shown below:

MHCSD Property Tax Transfer to City — Base Year 2021-22

Property Tax Transfer

Net Cost of Services X Auditor’s Ratio

$6,525,982 X 92.9 percent $6,062,638

e 0.95 percent to Subsidiary District: the remainder of the current MHCSD share would be
retained by the MHCSD for CC&R enforcement. The MHCSD would be established as a
Subsidiary District of the new City for the exclusive purpose of enforcement of CC&Rs.
The Subsidiary District's property tax share was determined as the net share available
after calculating the net cost of services that would transfer from the MHCSD to the City,
exclusive of CC&R enforcement. This provided a share of 0.95 percent.

County General Fund Share of Property Taxes:

Pursuant to Section 56810 of the CKH Act, the County’s net cost of services relates to the
following services performed by the County in the Proposed Boundary, including costs in three
departments, net of fees and charges, resulting in a net cost of services transferred from
the County to the new City of $2,743,175.

18 Also referred to as a “determination” in GOV Sec. 56810
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The methodology for computing the 2021-22 net cost of services transferred from the County
are described below:

e Sheriff Department (Base Level) Costs (+$2,241,528): The largest cost transferred to the
new City will be from the Sheriffs Department. According to Item 2 of the County/CSD
Police Protection Services Agreement, MHCSD contracts with the Sheriff for supplemental
policing service beyond the “basic unincorporated area level of service”.*°

Under the County/CSD Police Protection Services Agreement, the County is responsible
for funding this base level law enforcement services like they do for all other unincorporated
areas of the County. In a 2017 budget adjustment memo, the County Sheriff's Department
stated that the MHCSD receives “services above and beyond the level of service provided
by unincorporated county patrol”.2° According the 2022 Mountain House MSR, the
unincorporated County patrol responsible for the MHCSD is called “Beat 8”, which provides
one deputy to the western part of the County.

The County/CSD Police Protection Services Agreement and the budget adjustment memo
are located in Appendix 11.

Actual costs for the Sheriff base level law enforcement services in the Proposed Boundary
were determined using the County’s FY 2021-22 actual costs as provided by the Sheriff's
Department in their FY 2022-23 Budget and calls for service data for the corresponding
year.

According to the response, the Sheriff responded to a total of 5,857 calls within the
Proposed Boundary, representing approximately 4.85 percent of the total Sheriff calls
received in FY 2021-22. For context, RSG estimates that the population of the Proposed
Boundary in that year was 27,032.

RSG received various estimates of actual costs of services to the Proposed Boundary from
the Sheriffs Department in response to our request for information. On March 28, 2023,
the Sheriff staff concluded that the actual costs for providing police services to the
Proposed Boundary equaled approximately $9.1 million, including both base and
supplemental police services. Relative to the population, this equates to a cost of $339 per
capita for law enforcement. For context, the peer cities analysis concluded that the typical
cost for police services in comparable cities ranges between $158 and $257.

In reviewing the information used by the Sheriff's Department to determine this figure, RSG
identified that the Sheriff's Department total included costs for services already paid for,
like the MHCSD supplemental contract, and those not being transferred to the city, such
as countywide non-MHCSD animal control, the Lathrop contract, detentions and
corrections, and special services. RSG requested clarification from the Sheriff's
Department whether these costs could be removed for the purposes of this CFA. The
Sheriff's Department confirmed that the MHCSD contract could be removed but did not
comment on the removal of the other costs. Because RSG believed this figure was grossly
overstating actual costs based on the components included, RSG developed the CFA using
a separate methodology and shared this information in the draft CFA made available to the
County in July 2023.

On August 16, 2023, the County Administrator’s Office and other departments met with
RSG and LAFCO to share what they believed to be the actual costs of police services to
the Proposed Boundary, stating that they concluded that RSG’s estimates were overstated

19 Police Protection Services Agreement dated June 15, 2004
20 Budget Adjustment Memo dated June 29, 2017 for the July 25, 2017 Board of Supervisors agenda
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(despite being much less than the Sheriff's Department estimates). During this meeting,
the Sheriff's Department stated that they believed no police services were being provided
by the County Sheriff to the MHCSD outside of the contract with the MHCSD. In effect, the
Sheriff's Department concluded that the County itself was not providing the base level
police services required by the County/MHCSD Police Protection Services Agreement and
that the County’s actual costs outside of this agreement were $0. Based on this information,
the updated estimate of total police costs, inclusive of both the $0 “base” level of services
and the supplemental police services ($1,943,114), resulted in a relatively low level of
police costs on a per capita basis of $72 as compared to the peer cities range of $158 to
$257 per capita. Not only because the updated County Sheriffs Department estimate
appears low but also excludes the responsibilities of the County under the County/CSD
Police Protective Services Agreement, RSG does not conclude the Sheriff's revised August
2023 estimate is accurate or complete.

On September 1, 2023, the LAFCO Executive Director received an email from the Senior
Deputy County Administrator indicating that 1) they believed that the Sheriff's Office “would
continue to provide basic unincorporated levels of services to the MHCSD”, and 2) that
they believe the cost of this equates to two deputies (not beats) totaling $441,858, including
administrative overhead surcharges. In reviewing these figures, it remains unclear whether
the County understands that after incorporation law enforcement services (both what are
considered base and supplemental services in the current arrangement with the County)
would transfer to the new City, who may contract with the Sheriff's department for these
services.

It is our opinion that the County appears to be incorrect if they believe that these services
would remain with the County after incorporation. As described in the Plan for Services,
the new City would be responsible for local law enforcement services; they may contract
with the County Sheriff to perform these services, but the responsibility would remain with
the new city exactly like all cities in the County. Moreover, the cost of two officers is not
sufficient to provide 24/7 service to the area as a single beat requires typically 6 officers,
not 2. Even if 6 officers were the actual level of base services provided, that would result
in a relatively low level of officers for the community of 27,000 (0.22 officers per 1,000
residents, where the typical coverage can be closer to 4 times this amount).

Ultimately, RSG has concluded that the County’s March 2023 estimate and revised August
2023 estimate of actual Sheriff costs in the Proposed Boundary are not accurate, and this
CFA uses a methodology based on the County’s figures, calls for service, and the
County/CSD Police Protection Services Agreement to estimate the net cost of services
transferred from the County to the new City as described below. On August 21, 2023, the
LAFCO Executive Officer provided an email to the County Administrative Office advising
the County of this methodology as well.

Methodology:

RSG'’s cost estimate relies on actual Countywide costs of services in 2021-22 provided by
the County Sherriff's Department. In 2021-22, the Sheriff's Department actual costs were
approximately $259.5 million. Because the Sheriff's Department includes animal control
costs, contract costs for the City of Lathrop, County detentions and corrections, and special
services division costs that are not part of the County’s net cost of services transferred to
the new City, RSG adjusted the total Countywide costs to determine the amount of local
policing costs throughout the unincorporated County. This amounts to approximately $86.3
million in policing costs provided to the unincorporated County, inclusive of the base and
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supplemental services in the MHCSD Police Protective Services Agreement as well as that
of other unincorporated communities in the County.

As mentioned earlier, the Proposed Boundary accounted for approximately 4.85 percent of
the total calls for service in the unincorporated County during 2021-22. RSG believes this
percentage is a reasonable estimate of the percentage of Countywide costs for policing
services in the Proposed Boundary, and thus multiplied the $86.3 million in policing costs
by the 4.85 percent share to conclude that the total costs for policing services in the
Proposed Boundary was approximately $4,184,642 in 2021-22, inclusive of both the base
level of services provided by the County and the supplemental policing services paid by
MHCSD under the County/CSD Police Protective Services Agreement.

For context, the $4,184,642 total costs for policing costs is approximately $155 per capita
in the Proposed Boundary and is comparable to the range of costs found in the peer cities
of $158 to 257 per capita.

According to the County Sheriff's Department and the MHCSD, the supplemental contract
costs were $1,943,114 in 2021-22, so therefore RSG estimates that the County’s cost of
services for the base policing services is the difference between the total cost of $4,184,642
and the contract for supplemental services of $1,943,114. As a result, RSG believes the
County’s net cost of services for base policing costs is $2,241,528.

Figure 14 following this paragraph exhibits how RSG produced a refined base level law
enforcement cost for the purposes of this CFA:

Figure 14 — Base Level Sheriff Cost Calculation

FY 2021-22
Total Police Protection & Detentions/Corrections $ 259,529,838
Less Countywide Animal Control (2,152,997)
Less Lathrop Contract Expenditures (5,786,202)
Less Detention and Corrections (160,262,881)
Less Special Services Division (5,132,841)
Net Total Sheriff Costs (Countywide) 86,194,917
Rate of Mountain House/Countywide Calls* 4.85%
Net Mountain House TOTAL Service Costs $ 4,184,642
Per Capita (TOTAL) $ 155
Less Mountain House Contract (Expenditures) (1,943,114)
Net Mountain House BASE Level of Service Costs $ 2,241,528

Source: County FY 22-23 Budget, 21-22 Actuals (Pg. 38-39), Sheriff RFI
" Rate of Mountain House calls is assumed to be for both Supplemental and Base

More is discussed on this in the Law Enforcement section of this CFA beginning on page
84.

Sheriff Department Animal Control (+$74,876): In addition to the base level policing
services, the Sheriff will also be transferring responsibility of their animal control services
to the new City. According to the Sheriff's Department’s response to the RFI on March 28,
2023, total animal control costs in the MHCSD were $74,876.
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e Community Development Costs (+$1,630,863): The County CDD provides planning, code
enforcement, plan check, and building and safety services to the Proposed Boundary that
would become the responsibility of the new City after incorporation.

Because not all of the County’s actual costs for providing these services specifically to the
Proposed Boundary were available, RSG developed an estimate of these costs using
actual fee revenues. Costs were the backed into using the applicable cost-recovery ratios.

Methodology

Because the Community Development Department could not isolate costs for planning and
building and safety costs to the Proposed Boundary, RSG estimated these costs based on
actual fees for these services collected for projects within the Proposed Boundary during
the base year, and the corresponding cost recovery ratio for these activities. The cost
recovery ratio is the ratio of costs funded by fees and charges for services. For example, if
the County charges $25 for a service that costs $100, the cost recovery ratio is 25 percent.

Normally the cost recovery ratio is a function of the type of service provided, the frequency
in which that service is subject to a fee or charge, and the amount of the fee or charge. For
instance, the County CDD might not charge someone for answering questions at the
Planning counter, but they always charge for building permits and inspections. Because
costs change over time but fees are not always indexed to actual costs, cost recovery ratios
can be gradually lower over time unless the fees and charges for services are updated,
typically as a result of a fee study and subsequent action by the legislative body to set the
fees or charges to get closer to full cost recovery or whatever level the legislative body
accepts.

During the 2021-22 base year, the County Board of Supervisors did adopt a new fee
schedule that increased County CDD fees. This new fee schedule went into effect on
January 31, 2022, meaning that fees from July 1, 2021 though January 30, 2022 were
based on the older (and lower) fee schedule, while fees collected thereafter were based on
the current (and higher) fee schedule. Fortunately, the County CDD was able to provide
RSG actual fees collected for the Proposed Boundary for the portion of the 2021-22 base
year before and after the new fee schedule went into effect.

Using these actual fees, RSG then calculated the corresponding costs for services based
on the cost recovery ratios for planning and building and safety activities of the County
CDD. The ratios for both before and after the fee increase were retrieved from the County’s
2021 Fee Study and the adopted resolution and corresponding agenda items for the new
fee schedule.

Based on this methodology for estimating actual costs of County CDD services in 2021-22,
RSG derived the following estimated costs of services for the Community Development
Department in 2021-22:

e Planning Costs (+$43,291): Consists of various planning services performed by the
County CDD.

e Building and Inspection Costs (+$1,236,288): Includes building inspections and
permitting.

e Plan Check Costs (+$151,284): CDD related plan check services. These are not to be
confused with County Department of Public Works plan check costs.
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e Consultant Costs (+200,000): Actual costs include the County’s contract with the
consulting firm JB Anderson. The County spent $200,000 in 2021-22 on the cost for
this third-party consultant.

e Fees and Charges for Services (-$1,204,092): The County provided actual fees and
charges for services for the County CDD. Sheriff Department revenues were calculated by
multiplying the Mountain House share of calls for service by the total law enforcement fees
levied in the County. Fees and charges for services consist of the following components:?!

o Sheriff's Department Fees (-$27,234): Fees include general services, animal control,
reimbursements, and vehicle towing.

e County CDD Fees (-$1,176,858): Fees include those for planning, building and safety,
code enforcement, and plan check services performed by the County CDD.

e Property Tax Transfer from County: Pursuant to Government Code Section 56810, the total
net cost of providing services is then multiplied by the Auditor’s Ratio.?? On March 13, 2023,
the County Auditor Controller provided a report on the 2021-22 Auditor's Ratio for the
County which concluded that 55.9 percent of the net cost of services are funded from
property taxes. The Auditor’s response to the RFI providing the Auditor’s Ratio is included
in Appendix 10.

This Auditor's Ratio is then multiplied by the net cost of services transferred from the
County to the new City upon incorporation to determine the amount of base year property
taxes that would be transferred to the new City. In this case, that calculation is as follows:

County Property Tax Transfer to City — Base Year 2021-22
Net Cost of Services X Auditor’s Ratio = Property Tax Transfer

$2,743,175 X 55.9 percent

$1,533,435

Tracy Rural Share of Property Taxes:

Tracy Rural provides services to a relatively small portion (8 of the 7,918 parcels) of the
Proposed Boundary. Responses to fire service and emergency calls from these 8 parcels will
become the responsibility of the new City after incorporation by way of detachment of these
properties from Tracy Rural. According to agency responses, Tracy Rural reported receiving
a total of 8 calls for service in the areas around the MHCSD in FY 2021-22.23

Government Code Section 56810(d) exempts an agency affected by an incorporation where
all of said agency’s service responsibilities would transfer to the new city from needing an
Auditor’s Ratio. Instead, the Auditor must provide LAFCO staff, and subsequently RSG, with
the amount of property tax revenue generated in the applicable Tax Rate Areas (“TRAs”), with
the assumption that 100% of the property tax revenue in that area would be provided to the
City.

21 CDD fees according to response from CDD on April 25, 2023; Law Enforcement fees were a calculation
based on calls for service ratio received in a response on March 28, 2023

22 Also referred to as a “determination” in GOV Sec. 56810

23 Tracy Rural FPD response to RFIs on March 23, 2023
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According to RSG’s analysis of the parcel data and Auditor reports, the TRAs 92001, 92002,
and 92005 have a total of 8 parcels that will become part of the City. Tracy Rural receives
approximately 12.8 percent of the 1 percent general tax levy in these TRAs. This amounts to
about $8,005 in property taxes in the base year or FY 2021-22.

Figure 15 summarizes the transferred lands by TRA:

Figure 15 — Tracy Rural Property Tax Transfer Summary

TRA 92001 TRA 92002 TRA 92005
1 6 1 |Parcels
2 11 2 |Acres
$ 911,917 $ 5,111,775 $ 190,620 [Secured & Unsecured Assessed Value
1,175 6,585 246 |Property Tax Revenues

Source: San Joaquin County Auditor Controller, FY 22-23 Tax Roll, Tracy Rural RFl Response

March 14, 2022 and March 23, 2023

Summary of Property Tax Shares Transferred

To compute the portion of the basic property tax levy from the County and MHCSD that is to be
allocated by the County Auditor Controller to the City, please see the analysis in Figure 16. The
respective base year property tax transfer from the County ($1,533,435) and MHCSD ($6,062,638)
is adjusted by the projected percentage change in estimated assessed valuation between the base
year and first year after the transition year (the projected increase from FY 2021-22 to FY 2025-26),
which is a cumulative growth rate of approximately 25.9 percent, and then stated as a percentage of
the projected property taxes collected within the new City boundaries
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Figure 16 — Property Tax Share Transfer
Source Agency
San Joaquin MHCSD TOTAL
County
Net Cost of Services Transferred to City1
Sheriff - Base Unincorporated Services $ 2,241,528 $ - 2,241,528
Sheriff - Animal Control 74,876 - 74,876
Planning 43,291 - 43,291
Building Inspection 1,236,288 - 1,236,288
Plan Check (CDD) 151,284 - 151,284
Community Development Consultant 200,000 - 200,000
MHCSD General Fund Expenditures2 - 6,580,003 6,580,003
Total Costs $ 3,947,268 $ 6,580,003 10,527,271
Less Community Development Revenues (1,176,858) - (1,176,858)
Less Sheriff Revenues (27,234) - (27,234)
Less Specific Purpose MHCSD Revenues® - (54,021) (54,021)
Net Costs Grand Total $ 2,743,175 $ 6,525,982 9,269,158
Auditor's Ratio (2021-22)4 55.9% 92.9%
Property Tax Base Transferred to City $ 1,533,435 $ 6,062,638 7,596,073
Property Tax Revenue Adjustment5
Total Assessed Valuation (2021-22) 4,040,811,212 4,040,811,212
Projected Assessed Valuation (2025-26) 5,087,400,000 5,087,400,000
Growth Rate 25.90% 25.90%
Adjusted Property Tax Base Transferred $ 1,930,602 $ 7,632,889 9,563,490
Property Tax Computation5
Projected Assessed Valuation (2025-26) 5,087,400,000 5,087,400,000
General Property Tax Levy 50,874,000 50,874,000
Property Tax Transferred To City $ 1,930,602 $ 7,632,889 9,563,490
Property Tax Shares to City 3.79487% 15.00352% 18.79839%

O WON

GOV Sec. 56810(c)(2)

General Fund trial balance expenditures net of transfers

Revenues pursuant to GOV Sec. 56810(c)(1)

Auditor's Determination/Ratio per GOV Sec. 56810(c)(3)

GOV Sec. 56810(c)(3)

As a result, the total property taxes that would be collected by the new City are summarized below.
RSG estimates the total share of the basic tax levy from the County and MHCSD that would be
allocated by the County Auditor Controller to the new City General Fund would be 18.69 percent. In
addition, the Tracy Rural total share to be transferred, after projecting forward the revenues to FY
2025-26, is approximately 0.02 percent. This represents the ratio of the inflated property tax revenues
generated to the expected total 1 percent property tax levy in the Proposed Boundary in FY 2025-26.
For Tracy Rural, it is not inclusive of net cost of services data. RSG estimates the total City basic tax
levy would then be 18.81 percent.
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Approximate Share of Property Taxes to New City
Source Base Year $ Basic Levy Share

City General Fund

From MHCSD $6,062,638 15.00 percent

From County $1,533,435 3.79 percent

From Tracy Rural $8,005 0.02 percent

Total $7,604,077 18.81 percent

Subsidiary District ~ Remains with MHCSD $403,400 0.95 percent

Assessed Value Growth Forecast

The assessed valuation of all property in the City determines the amount of property taxes received.
For the base year of 2021-22, the total assessed value of the Proposed Boundary is approximately
$4.59 billion. By the end of the transition year, the CFA projects the total assessed value of the City
to increase to $4.86 billion. Taxes are calculated from the 1 percent general levy, which is then divided
by taxing entity share.

Existing secured property assessed values are assumed to grow at the maximum 2 percent
(Proposition 13) inflation rate, which is based on the change in the California Consumer Price
Index (“CPI”). While not identical to real property values, RSG generally finds the figures to
be close.

Because they are not subject to Proposition 13 inflationary adjustments or depreciation, and
reassessed annually, personal properties typically do not see as predictable increases from
year to year, and often are roughly comparable to unsecured value totals. Best practices in
revenue forecasts commonly hold existing personal property or unsecured values fixed, as is
reflected in this forecast.

New development within the City is the primary driver of growth in the forecast as shown
previously in Figure 11. Assessed value grows by 2 percent annually. New construction values
are then added in based on the estimated cost to build industrial, commercial, single-family
residential, and multi-family residential buildings.?* Costs in the forecast are inclusive of an
inflationary adjustment of 4.73 percent.?® The CFA assumes the estimated development costs
of each new construction projects would be equal to the assessed value on the County’s
assessment roll.

e By FY 2033-34, the final year in the forecast of this CFA, the City is expected to have a total
assessed value of approximately $8.3 billion compared to $4.86 billion in the transition year or FY
2024-25. Figure 17 shows the forecast.

2 RSG used estimates from the Marshall and Swift Valuation Service (“MVS”) and the Building Industry
Association of Fresno-Madera Counties.
25 Turner Construction Building Cost Index annualized rate from 2018 to 2022
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Figure 17 — Assessed Value Forecast
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The MHCSD collects a sizable amount of property taxes. According to the County Auditor-Controller,
the 2023 share of the 1 percent general tax levy for the MHCSD is 15.95 percent. The CFA transfers
15.00 percent to the City, leaving 0.95 percent to fund the enforcement of CC&Rs by the Subsidiary
District.

Under Government Code Section 54902, the final date to file with the State Board of Equalization for
a change of jurisdictional boundary is on or before December 1 of the year immediately prior to the
year in which the assessments or taxes are to be levied. For the City to collect property tax revenues
in FY 2024-25, normally the incorporation would need to be effective, and the change of jurisdictional
boundary would need to be filed no later than December 1, 2023. However, because the MHCSD
already receives a portion of the general tax levy, RSG assumed that upon incorporation the City
would automatically assume the net portion of these funds, exclusive of those remaining in the
Subsidiary District. The City would also be expected to gain the previously mentioned 3.79 percent
from the County and 0.02 percent from Tracy Rural, for a final adjusted rate of 18.81 percent.

For this reason, RSG has assumed property tax revenues will be available to the City by the beginning
of the transition year, or July 1, 2024. In the future, the City would receive its property tax revenues
throughout the year, but most of the revenue would be distributed in December and April when
secured property tax bills are due.

In the event that property tax revenues assumed in this CFA cannot be shifted from the MHCSD and
from the County to the new city in FY 2024-25, LAFCO Terms and Conditions could specify that these
revenues shall be applied towards the reimbursement of County transition year services; any
additional funds received by the County during the transition year, in excess of reimbursements, that
otherwise would have accrued to the City should be remitted by the County to the City.

This CFA also includes projections of supplemental property tax revenues and the County
administrative fee subtracted out of the monies to be transferred to the City. Supplemental revenue
is the revenue generated from supplemental tax bills, which are issued when a property sale occurs,
a roll value is corrected after the August 20 finalization date, or construction is completed on a project
after the January 1 lien date. The administrative fee is an assessment levied by the County Auditor-
Controller on property tax revenues for the funding of property tax administration. In FY 2024-25 the
City is expected to receive $56,800 in supplemental revenue and lose $13,400 in administrative fees.

In summary, the new City would receive a total of 18.81 percent of the property tax levy, consisting
of 15.00 percent from the current MHCSD share, 3.79 percent from the County General Fund for the
net cost of services transferred to new City, and 0.02 percent from Tracy Rural. Figure 18 visualizes
the retention of the Subsidiary District share from the existing MHCSD share. Figure 19 displays the
property tax revenues as projected
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Figure 18 — Division of MHCSD Property Tax Share to Subsidiary District & City

0.946%

15.004%
M Subsidiary District

m City

Net Property Tax & Share
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Figure 19 — Property Tax Revenues
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Sales Taxes

The Bradley-Burns Uniform Sales and Use Tax Act provides for State administration of the local sales
tax and is administered by the CDTFA. The State collects taxes from sellers and purchasers and later
remits sales tax allocations to local governments. Generally, businesses collect sales taxes based on
the location of the transaction. As of July 1, 2023, the statewide sales and use tax rate is 7.25 percent.

A city typically receives 1 percent of taxable sales made within its boundaries. The estimated sales
tax revenues are based on data supplied by the County of San Joaquin and conversations with the
CDTFA. The MHCSD currently has a relatively small commercial footprint. Businesses in the
Proposed Boundary generated approximately $825,000 in taxable sales during the twelve-month
period ending June 30, 2022.

Locally generated sales tax revenues are adjusted based on the pro rata share of locally generated
taxes within the County (for countywide indirect apportionments) and within the State (for other
statewide indirect apportionments). Due to confidentiality limitations on the data available from the
CDTFA, the small geographic area, and the limited commercial activity in the Proposed Boundary,
they were unable to supply the specific amount of sales tax distributed to San Joaquin County that
was paid by retailers located in the Proposed Boundary. Instead CDTFA provided actual taxable sales
for the zip code 95391, which RSG determined was the next best proxy.?® RSG then analyzed that
data along with data provided by the County Administrator’s Office and its consultant HDL.

Future commercial construction is projected to produce approximately 250,500 square feet of retail
space, while industrial construction is projected to complete 778,500 square feet of warehouse and
other industrial use space. Only the commercial zoned development will produce sales taxes,
exclusive of any office construction. This CFA projects a Safeway grocery store, gas station, and
small retail marketplace will be open and producing sales taxes in the transition year. As of the writing
of this CFA, the Safeway is open. Commercial developments planned further than the transition year
are based on the development forecast. This includes projects planned under “freeway commercial”
and “general commercial” zoning, per MHCSD. Depending on the type of development, RSG
assumed a rate between $32 and $325 of sales per square foot when calculating the tax revenues.

The City will start receiving sales taxes in the first quarter following the adoption of a Bradley Burns
ordinance, which will likely occur within the first few months of the transition year. As such, the City
would start collecting sales tax in the second quarter of FY 2024-25, only collecting three-quarters of
the sales tax revenue generated in FY 2024-25. The County will collect the sales taxes from the first
quarter of FY 2024-25. In addition, the CDTFA remits payments to cities approximately three months
following the end of a quarter. Therefore, in each fiscal year, the City will collect revenues generated
in the fourth quarter of the prior fiscal year, and the first three quarters of the current fiscal year.
Combined with the time it may take the City Council to adopt a Bradley Burns ordinance, this results
in the City only collecting one-half of the FY 2024-25 sales tax revenue in the transition year. The City
will receive as fourth quarter FY 2024-25 revenues in FY 2025-26.

LAFCO Terms and Conditions could specify that sales tax revenues received by the County from the
MHCSD following formation of the City shall be applied towards reimbursement of County transition
year services; any additional sales tax received by the County during the transition year, in excess of
reimbursements, that otherwise would have accrued to the City should be remitted by the County to
the City.

Figure 20 presents the adjusted taxable sales projections for the City.

26 Correspondence with CDTFA dated March 27, 2023.
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Figure 20 — Sales Taxes
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Property Transfer Taxes

As a general law city, the City would receive property transfer tax revenue of $0.55 for every $1,000
of property value transferred after the date of incorporation per the Documentary Transfer Tax Act.?’
The amount of property transfer tax received will depend upon the level of resale activity and new
development in the City limits.

Based on resale activity during the base year of 2021-22 in the Proposed Boundary,?® RSG has
assumed an 8.73 percent turnover rate of the existing housing stock. In addition to resale activity,
RSG included transfer taxes from new home sales projected in the development forecast. New single
family residential properties sold in the City area are likely to sell at a higher price than the current or
projected median values. Therefore, RSG conservatively valued residential units at the median value
for the purpose of this analysis.

Figure 21 shows the projection of property transfer taxes.

27 Revenue and Taxation Code Section 11901-11935
28 According to actual resale volume data retrieved from California Association of Realtors, Metroscan, and
the County Assessment Roll.

52



MOUNTAIN HOUSE COMPREHENSIVE FISCAL ANALYSIS

FINAL

Figure 21 — Property Transfer Taxes
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MOUNTAIN HOUSE COMPREHENSIVE FISCAL ANALYSIS
FINAL

Community Development Fees

The San Joaquin County Community Development Department collects fees for community
development services provided to the MHCSD. Community Development fees include planning,
building, and plan check fees for development and other permits. In fiscal year 2021-22, the County
received approximately $1.18 million in fees from planning, building, and plan check services.

Initially, the City would adopt the County’s existing fee structure, which was recently re-structured to
provide 100 percent full cost recovery.?® At some point, the City Council of the new City could alter
fee programs which may adjust the amount of fee revenues collected, but in no case can the fees
exceed the cost of services provided. For the purposes of this CFA, RSG has assumed that the new
City would replicate the County’s fee structure for the duration of the forecast.

Fee revenues were projected using the average cost recovery ratio (98.5 percent) of the new County
fee schedule, and multiplying it by the costs to provide planning, building, and plan check services
discussed later in this CFA.

Figure 22 shows the future projections of the Community Development Fees.

2% san Joaquin County’s new fee schedule went into effect on January 31, 2022
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Figure 22 — Community Development Fees
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Business License Fees

The County levies a fee for business licenses. The fee is managed by the County CDD. After
incorporation, the County would no longer be collecting these fees nor providing business licensing
services to businesses in the Proposed Boundary. Business license fee revenue was not provided by
the County CDD. Therefore, this CFA does not project any business license fee revenue to the City.
If desired, the new City could adopt the corresponding ordinance of the County to continue this
business license fee.

Transient Occupancy Tax

Transient Occupancy Tax (“TOT”), also known as the Hotel Tax, is a percentage tax on revenues
from lodging facilities. The County currently levies a hotel tax of 8 percent in unincorporated San
Joaquin County.® Initially, the new City would presumably adopt the County’s code and the rate of
taxes, but a new city council may alter that rate within the new City limits at its discretion.

As of the date of this CFA, there are no hotels in the Proposed Boundary and therefore no TOT
revenue being collected by the County within the proposed City boundary. The CFA does not assume
the construction of any new hotels within the ten-year forecast period; therefore, it does not include
any projections of TOT.

Motor Vehicle License Fees or Property Tax In-Lieu Fees

Previously, the State of California distributed Motor Vehicle License Fees (“VLF”) to each city in the
state. However, due to the budget crisis of 2004, the state legislature appropriated the fees for its
own purposes. As a compromise, cities would be given a portion of the local property tax revenue as
a function of what they received in FY 2004-05, in-lieu of direct payment from the VLF.

Newer cities do not receive the in-lieu payments as they did not receive any VLF in FY 2004-05. In
2006 a legislative fix was passed to account for this but it was reversed in 2011. The four cities that
incorporated between 2006 and 2011 suffered significant losses in their General Fund and one
(Jurupa Valley) explored disincorporation as a direct result. Since then, Senate Bill 130 (Roth) from
the 2017 legislative session produced a fix for the four new Riverside County cities. The fix instructs
the Riverside County Auditor to reallocate property taxes proportional to what other cities in the county
receive from the property tax in-lieu of VLF payments. However, the Senate Bill applies to Riverside
County specifically, and no further proposals have advanced to change the issue for all other
annexations and incorporations.3! As a result, RSG did not include motor vehicle license fees or the
in-lieu payments in the forecast.

Off-Highway Vehicle License Subventions

The SCO biannually apportions off-highway vehicle license fees to cities and counties. Cities receive
50 percent of the total license fee revenues collected statewide. Off-highway vehicle license fee
revenues were estimated based on the SCO per capita apportionments, as demonstrated in Figure
23.

30 Section 3-4000 of Chapter 1, Division 4, Title 3 of the County Code
3! CaliforniaCityFinance.com, “Implementing SB130(Roth): Property Tax In Lieu of VLF
for Menifee, Wildomar, Eastvale, and Jurupa Valley”
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Franchise Fees

Currently, the County collects franchise fees and passes them through to MHCSD. The franchise fee
rates are as follows:

e Modesto Irrigation District (Electricity): 1.5 percent of receipts®?
e West Valley Disposal: 15 percent of receipts®

e Charter Cable: 5 percent of receipts®

e Pacific Gas & Electric: 2 percent of receipts®®

e PacBell: 5 percent of receipts

RSG estimated future franchise fees based upon data from MHCSD and assumed the current rates
would remain the same. MHCSD received approximately $1.15 million in franchise fees in 2021-22,
which RSG assumed will increase at a rate of 2.6 percent, as shown in Figure 23. While development
may generate users, efficiency measures associated with power usage as well as decreasing costs
of broadband and cable services may mitigate any growth in franchise fee revenues. Following
incorporation, the City may elect to negotiate new franchise agreements with various service
providers once their terms expire.

Fines and Forfeitures

In 2021-22, the County received $122,034 in fines and forfeiture revenues within the proposed City
boundary. To develop the forecast upon incorporation, the CFA utilizes a 2.6 percent inflation factor,
resulting in projected revenue of $150,400 in 2024-25. Figure 23, at the end of this section, shows
the ten-year forecast for fines and forfeitures.

Law Enforcement Fees for Services

This CFA includes projections of certain Sheriff fees for services currently levied by the County for
various law enforcement services. RSG requested revenue data from the Sheriff’s office on May 23,
2023. Data received from the request included revenues from reimbursements and animal control
fees. RSG included additional fees derived from County budget data. The budget data included fees
for general services, special events, removal and storage, false alarm calls, and vehicle towing. All
revenue data was then pro-rated using calls for service data. In the Base Year or FY 2021-22, RSG
estimates that the Sheriff's Department levied $27,234 in fees from the Mountain House area.

Interest Earnings

Interest earnings estimates are based upon the beginning fund balance of each fiscal year plus any
reserve fund balance. The CFA assumes a 1.43 percent annual yield rate based on the annualized
earnings in the Local Agency Investment Fund (“LAIF”) between 2018 and 2022. In FY 2025-26 the
CFA is projecting $8,900 in interest income to the City. This fluctuates throughout the forecast until
ending at $31,200 in the final year or FY 2033-34. Appendix 1 details the interest earnings in the fund
summary further.

%2 The agreement includes an encroachment agreement.

33 Tracy Delta provides solid waste services, and the rate includes the West Valley Commercial permit, which
expires in June 2023.

34 The franchise agreement expires in 2027 and includes a ten-year extension

35 Includes an encroachment agreement; LAFCO Alternative additions also under PG&E
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Figure 23 — Miscellaneous Revenues
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SPECIAL TAXES AND LIGHTING AND LANDSCAPING ASSESSMENTS

Based on separate ordinances adopted on September 10, 1996%, MHCSD levies four special parcel
taxes (“Special Taxes”) on properties, including:

e Special Tax No. 1 for Roads and Transportation Services and the Operational and
Administrative Functions of the CSD (Ordinance 96-1, as codified in the Ordinance Code of
Mountain House Community Services District, Title 3, Division 4),

e Special Tax No. 2 for Public Safety Services (Ordinance 96-2),
e Special Tax No 3 for Parks, Recreation, and Community Facilities (Ordinance 96-3), and
e Special Tax No. 4 for Public Works (Ordinance 96-4).

Each of the Special Taxes is authorized to fund specific activities as prescribed in the respective
ordinance. The Special Taxes are based on property square footage and livable area and are levied
on all parcels based on land use. Under the operative ordinance, the Special Taxes remain fixed until
such time as the MHCSD Board of Directors increases the respective Special Tax rate, which it may
do annually by no more than 4 percent each year.3” The four ordinances for the Special Taxes do
not contain a sunset date. Figure 24 shows the breakdown of said levies as of the most recent
increase prior to the Base Year that went into effect on July 1, 2021.

36 The ordinances establishing the four special taxes were originally approved by the Board of Supervisors of
the County, acting as the governing board of MHCSD in 1996. At the time of adoption, the County Board of
Supervisors acted as the governing board of MHCSD. MHCSD became self-governing in 2008 once it
reached a population of 1,000 registered voters.

37 Section 3.C of each original ordinance allows for an annual increase in rates of 4 percent.
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Figure 24 — Special Tax Rates

Residential

$35.67 / 100 livable SF
$6.23 / 100 SF up to 6,000 SF
$0.98 / 100 SF equal to 6,000 SF or above

Non-Residential

$35.67 / 100 SF

$6.23 / 100 SF up to 6,000 SF
$0.98 / 100 SF equal to 6,000 SF or above

Public Safety: Ordi 96-2, A ted 7/1/2021

Residential

$18.34 / 100 livable SF
$3.06 / 100 SF up to 6,000 SF
$0.47 / 100 SF equal to 6,000 SF or above

Non-Residential

$18.34 / 100 SF

$3.06 / 100 SF up to 6,000 SF
$0.47 / 100 SF equal to 6,000 SF or above

Parks. R ion. & Facilities: Ordi 96-3, 2 ted 7/1/2021

Residential

$3.06 / 100 livable SF
$0.60 / 100 SF up to 6,000 SF
$0.13 / 100 SF equal to 6,000 SF or above

Non-Residential
$3.06 / 100 SF

$0.60 / 100 SF up to 6,000 SF
$0.13 / 100 SF equal to 6,000 SF or above

Public Works: Ordi 06-4, 2 led 7/1/2021

Residential

$3.26 / 100 livable SF
$0.60 / 100 SF up to 6,000 SF
$0.13 / 100 SF equal to 6,000 SF or above

Non-Residential
$3.26 / 100 SF

$0.60 / 100 SF up to 6,000 SF
$0.13 / 100 SF equal to 6,000 SF or above

Rates as Amended 7/1/2021

RSG obtained documentation from past MHCSD tax increase resolutions and found that the MHCSD
has approved several rate hikes over the years. The MHCSD has enacted rate hikes in 14 of the last
20 years, including multiple periods where rates were increased consecutively. These increases were
often 4 percent particularly in the initial years but sometimes less or even zero. Over the 20-year
period, the average annual increase has been 2.4 percent.

According to the MHCSD’s financials, MHCSD collected a total of approximately $14.1 million in
special tax revenues from these four separate taxes during FY 2021-22, consisting of:

60



MOUNTAIN HOUSE COMPREHENSIVE FISCAL ANALYSIS
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Figure 25 — Base Year Special Tax Revenues

Tax Purpose Total Taxes
Special Tax No. 1 Roads and Transportation Services and Community $8,342,798
(Ord 96-1) Services Operational and Administrative Functions

Special Tax No. 2 Public Safety Service $4,251,835
(Ord. 96-2)

Special Tax No. 3 Parks, Recreation, and Community Facilities $738,610
(Ord. 96-3)

Special Tax No. 4 Public Works $766,709
(Ord. 96-4)

Total 2021-22 $14,099,952

Each of these Special Tax revenues collected by MHCSD is deposited into a special tax fund for use
on the allowable purposes, which historically has included both operational costs as well as capital
projects. The respective ordinances do not dictate how much of the Special Taxes may be spent on
operational costs or capital projects.

If incorporated, these Special Taxes will be essential to the long-term feasibility of the new city, as
described below.
Forecast and Use of Special Taxes upon Incorporation

Upon incorporation, the MHCSD ordinances would transfer to the new City and the Special Taxes
would be a revenue source for City services. For each of the four taxes, RSG projected Special Tax
revenues as follows:

e Base Year (FY 2021-22) rates established by MHCSD,

e Assumed average annual growth rate of each tax rates at 2.4 percent per year, consistent
with historic growth rates over the past 20 years, and

¢ Increased new development, as assumed by this CFA and described earlier beginning on
page 27.

These Special Taxes would be deposited into the corresponding Special Tax fund for the City upon
incorporation. The City would be expected to fund eligible services and other costs from each fund to
the extent such revenues are available.

Figure 26 below shows the assumed uses of the Special Taxes in the first full year of incorporation
(FY 2025-26), which we expect will reach nearly $18.1 million:
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Figure 26 — Special Tax Revenue Uses FY 2025-26

Projected Taxes in 2025-26 Assumed Use(s) 2025-26 Costs
Special Tax No. 1 /(Ord 96-1) 1% of Special Taxes for Community $ 59,285
38
Roads and Transportation Development
Services and Community SEIVICes | b . \orks road costs $ 3,798,968
Operational and Administrative
Functions 73% of Finance and Administration® $ 3,205,284
Road fund expenditures $ 592,345
Net Available in Special Tax Fund $ 2,663,898
2025-26 Taxes: $10,318,968 TOTAL | $10,318,968
Special Tax No. 2/ (Ord. 96-2) Law enforcement costs (to the extent $ 2,648,580
Public Safety Service Special Taxes are available)
Fire protection costs (to the extent Special $ 2,648,580
Taxes are available)
Animal control (100% of all costs) $ 97,200
2025-26 Taxes: $5,394,361 TOTAL $ 5,394,361
Special Tax No. 3/ (Ord. 96-3) Public Works (operations / maintenance) $ 160,025
Parks, Recreation, and .
Community Fagilities Recreation (100% of all costs) $ 789,400
Library (100% of all costs) $ 207,400
2025-26 Taxes: $1,156,825 TOTAL $ 1,156,825
Special Tax No. 4 / (Ord. 96-4) Public Works (operations / maintenance) $ 1,203,436
Public Works
2025-26 Taxes: $1,203,436 TOTAL $ 1,203,436

Any remaining Special Taxes not used for Departmental operating costs may be available for other
allowable uses including capital project costs at the discretion of the new City. However, it is notable
that approximately $15.4 million, or approximately 85 percent, of the projected $18.1 million of Special

38 In FY 2021-22, 1 percent of the Special Tax No. 1 revenues were used to pay for Community Development
department costs.

39 Special taxes comprise more than half of the total tax revenues collected by the new City; RSG has
conservatively assumed that approximately 73% of the costs for the Finance and Administrative services
departments would be eligible expenses under the “operational and administrative” category of Special Tax
No. 1
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Taxes in 2025-26 would be needed to cover operational costs projected in this CFA without causing
the General Fund to be in deficit, based on the assumptions utilized in this CFA. The new City will
need to be diligent on the timely adjustment of both rates and the use of the Special Taxes to ensure
overall financial feasibility after incorporation. The MHCSD currently uses the excess Special Tax
revenues for capital projects. As compared to the base year, the amount of funds that we expect to
be available for these capital projects (approximately $2.7 million of the $18.1 million projected) may
be roughly half of what MHCSD transferred to its capital projects fund in 2021-224%; should the
forecast of this CFA be realized, the new City may have relatively less revenues available for future
capital projects from these Special Taxes as compared to the base year. However, we do project the
amount of Special Tax revenues not pledged for anticipated operating costs may exceed nearly $49.0
million cumulatively at the end of ten years.

This CFA anticipates that the Mountain House City Council will exercise the same judgement and
discretion demonstrated by the MHCSD Board in determining the appropriate level of services and
facilities provided to the community and funded through local and other revenues, including adjusting
its use of Special Taxes as necessary.

Lighting and Landscaping Maintenance District Revenues

Lighting and Landscaping Maintenance District revenues and expenditures were projected to remain
flat for the duration of the forecast. These revenues and expenditures would be restricted for use
within the new City’s special revenue fund for this purpose.

Projected Special Tax and Lighting and Landscaping District Revenues

Projected Special Tax revenues are shown cumulatively each as a separate line item in Figure 27.
Accounting for the assumed new development and rate increases, the City is expected to receive
$16.4 million in the transition year or FY 2024-25. This will rise to $31.6 million in the final year of the
forecast or FY 2033-34. Lighting and Landscaping Maintenance District revenues are relatively minor
by comparison, which are also enumerated in Figure 27.

40 The MHCSD transferred $5.7 million in Special Tax revenues to capital project funds in FY 2021-22

63



MOUNTAIN HOUSE COMPREHENSIVE FISCAL ANALYSIS

FINAL

Figure 27 — Special Taxes and Lighting and Landscaping Assessments
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The City’s General Fund generally funds the following operational functions:

e City Council e Animal Control

e City Clerk e Law Enforcement

e Administration e Parks and Recreation
e Legal Services/City Attorney e Fire Protection

e Finance e Library Services

e Community Development o Non-Departmental

e Public Works

General Fund expenditures do not include transition year loan repayments or revenue neutrality
payments to the County. Expenditures are also inclusive of services that are funded from the four
Special Tax levies. These service costs are displayed by department with a line where applicable to
indicate how much of said department’s costs are transferred to the Special Tax funds. General Fund
expenditures, exclusive of costs applied to the Special Tax funds, range from $12.2 million in 2024-
25 to $22.9 million in 2033-34.

Each department will incur costs related to general operations and maintenance and are projected
by division or department according to information provided in MHCSD’s FY 2021-22 audited
financials and its FY 2021-22 Adopted Budget. From the budget and conversations with MHCSD,
RSG determined that several additional staffing positions not included in current totals are planned
to be filled prior to or shortly after incorporation. RSG included these new positions in the analysis
under the respective departments. Because MHCSD is applying for a reorganization of its current
structure to form a newly incorporated city, RSG has assumed MHCSD provided services will remain
with the current contracts at the same levels during the transition year unless otherwise noted.

As mentioned previously, all salaries projected were determined using the FY 2021-22 salary and
benefit schedules provided by MHCSD.*! A benefits to salary ratio was calculated as a reflection of
the additional cost of personnel benefits for that position as a percentage of salary. Salaries and
benefits were increased on an annual basis of 2.6 percent, based on the average CPI for All Urban
Consumers for the December 2013 to December 2022 period as determined by the Bureau of Labor
Statistics (“BLS”). It is important to note that MHCSD has a cost allocation model that identifies the
costs of providing internal services to other internal departments and reallocates them (for example,
IT services). This results in some departments appearing to have $0 in costs in the financial data.
The CFA adjusts for this and includes these costs according to the department they originated in.

All other City expenditures not otherwise noted were calculated on a per capita basis using RSG’s
population forecast and adjusted for inflation based on the CPI as determined by BLS. The following
sections delineate specific cost assumptions and applicable exceptions.

41 MHCSD participates in a pension plan administered by the San Joaquin County Employees’ Retirement
Association (SJCERA). As of December 31, 2021, MHCSD reported a net pension liability in the amount of
$6,507,632. The Annual Comprehensive Financial Report for that fiscal year states that there are no
significant payables to the plan. The City would assume these liabilities and continue to pay into the pension
fund.

65



MOUNTAIN HOUSE COMPREHENSIVE FISCAL ANALYSIS
FINAL

CITY COUNCIL

Five elected City Council members will govern the new City. The City Council will be responsible for
code and statute adoption and involved with every aspect of the City government. The City Council
will also oversee the creation of committees to address various needs in the community and approve
budgets and staffing contracts.

The City Council would presumably sit on the governing board of the Subsidiary District, in a separate
capacity. The Subsidiary District costs applicable to the Council are not included in this General Fund
forecast but will be discussed later in this CFA.

Projected costs for services for operations and maintenance were based on the FY 2021-22 Audited
Financials provided by MHCSD. It is important to note that the City Council expenditures forecast is
based on the Board of Directors & District Clerk Division of the MHCSD, which is currently within the
Administration Department. For the purposes of this forecast, City Council expenditures are projected
separately from Administration.

Stipends for each of the five City Council members (including mayor) amount to $12,400 per member
annually. In total, the City would be projected to spend $73,200 in stipends during the transition year
up to $144,000 by the end of the forecast, or FY 2033-34. Other costs for City Council members
include a travel and membership budget of $9,000 beginning in the transition year. The total costs for
the City Council in the first year after the transition, or FY 2025-26, are $106,500 increasing to
$209,700 in FY 2033-34.

Figure 28 displays the City Council forecast:
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Figure 28 — City Council
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CITY CLERK

A District Clerk serves the MHCSD Board and sits within the Administration Department. Upon
incorporation, the CFA assumes the City will reclassify the current District Clerk position.*? Projected
salaries and benefits for the City Clerk position were determined using FY 2021-22 salary and benefit
schedules posted by MHCSD for the existing District Clerk. In the CFA, the Clerk Department is a
separate entity from its current parent department, Administration. This is by no means a binding
status and should the City see fit, the City Clerk could remain as a division of the Administration
Department.

A Clerk’s office is responsible for preparing and distributing agendas, keeping minutes for legislative
and committee meetings, maintaining City documents including resolutions and municipal codes, and
responding to public record requests. The operations and maintenance forecast, in Figure 29,
includes the cost to administer local elections. In FY 2024-25, the City is projected to spend $898,700
in the City Clerk’s Department increasing to $1.6 million in 2033-34. The City Clerk is the only staff
position projected in the CFA in this Department.

42 The City Council will appoint the City Clerk.
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Figure 29 — City Clerk
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ADMINISTRATION

The Administration Department will oversee building maintenance, rent, office supplies, cost and fee
studies, research, and memberships. Administrative functions currently provided by MHCSD staff and
contractors, including the Human Resources and Risk Management divisions, will transfer to the City
in the transition year. The City Manager, currently staffed by the MHCSD as a General Manager, and
an Office Assistant will also stay in the Administration Department. Additionally, MHCSD is expected
to hire a Deputy General Manager in the near future. The CFA assumes this position will stay on after
incorporation as the Deputy City Manager. Three services are not projected as part of this Department
in this CFA but are a currently part of the existing District Department: City Council, City Clerk, and
City Attorney. These services are projected as separate divisions in this CFA. These services may
be under Administration in the future based on Council or budgetary decisions.

Under the assumptions previously outlined in this CFA, 73 percent of the costs to run the
Administration Department is projected to be expended out of the Special Tax funds. These
expenditures will be applied to the fund corresponding to Special Tax Ordinance 96-1 for Roads,
Operations, and Administration. This amounts to a reduction in costs to the General Fund of about
$1.2 million in the transition year, rising to $2.1 million in FY 2033-34.

The Administration Department expenditures from the General Fund are projected to be $453,000 in
the transition year or FY 2024-25, increasing to $765,000 by 2033-34. The forecast includes the costs
to provide services to the City through the Human Resources and Risk Management Divisions. As
described earlier on page 61, this CFA anticipates that the Special Taxes will fund a majority of the
Department’s forecasted expenditures in this CFA.

The Administration forecast is in Figure 30.
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CITY ATTORNEY / LEGAL SERVICES

The Legal Services Division provides comprehensive legal services including legal advice, research
on municipal law matters, and approval of contracts, ordinances, and resolutions. The division also
advises on personnel matters and will represent the City in litigation. Currently, MHCSD contracts
these services through Meyers Nave Riback Silver & Wilson (“Meyers Nave”). The CFA assumes that
the City will continue to contract with Meyers Nave upon incorporation.

Legal Services expenditures were estimated using the FY 2021-22 Audited Financials from MHCSD.
Initial startup legal costs of $50,000 in the transition year were projected using estimates from earlier
incorporation studies. As mentioned previously, the current Legal Services Division of MHCSD is a
division of the Administration Department. For the purposes of this CFA, RSG assumed a separate
City Attorney Department. Legal Services costs are projected to be $294,900 during the transition
year, rising to $481,900 in 2033-34.

Figure 31 shows the forecast for this Department.
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Figure 31 — City Attorney
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FINANCE

The MHCSD Finance Department oversees the safekeeping, management, and accounting of the
City’s financial assets. The Department oversees the Customer Service and Information Technology
Divisions and provides the MHCSD with accounting services, financial planning, budgeting, and
financial reporting. The MHCSD Finance Department will continue its role upon incorporation.

Projected expenditures in the Finance Department forecast are based on the FY 2021-22 Audited
Financials of the MHCSD. There are nine salaried positions projected to be a part of the City’s Finance
Department. Positions include an Administrative Services Director, Finance Director, Accounting
Manager, Customer Service Supervisor, Accountant, Accounting Technicians, and a Management
Analyst. The Administrative Services Director also oversees the Recreation Department. Therefore,
costs for the position in Finance are reduced by 50 percent to account for time spent in Recreation.
Two vacant positions, one for a Management Analyst and an Accounting Technician, are projected
to be added to the MHCSD by the transition year. Salary expenditures are based on the 2021 MHCSD
and SCO salary schedules and inflated by the CPI. Customer Service and Information Technology
Division forecasts are exclusive of personnel costs, which are accounted for in the individual salary
projections mentioned above.

MHCSD currently contracts with the County for its payroll. The CFA assumes the City will continue
to contract with the County for these services upon incorporation. The cost to provide these services
to the City are included in the Operations & Maintenance line item in the forecast.

Under the assumptions previously outlined in this CFA, 73 percent of the costs to run the Finance
Department is projected to be expended out of the Special Tax funds. These expenditures will be
applied to the fund corresponding to Special Tax Ordinance 96-1 for Roads, Operations, and
Administration, though this is subject to LAFCO Counsel opinion. This amounts to a reduction of
about $1.8 million in the transition year, rising to $2.7 million in FY 2033-34.

The Finance Department is forecasted to expend $665,000 from the General Fund in the transition
year, increasing to $989,000 in 2033-34. No existing County services are expected to transfer to the
City. The majority of the Department’s expenditures are projected to be funded by Special Taxes as
explained earlier in this CFA beginning on page 61.

The forecast for this Department is in Figure 32.
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Figure 32 — Finance
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COMMUNITY DEVELOPMENT

Community Development includes planning, building, construction management, and approval of
project development and submittals. The Community Development Department oversees code
enforcement for MHCSD, which involves the review and enforcement of MHCSD’s CC&R’s. Upon
incorporation, the City will retain the staff from the existing Department including the Community
Development Director, Associate Planner, Administrative Secretary, Engineer V, and a Senior Public
Works Inspector. Additionally, MHCSD expects to fill vacancies for an Engineer Il, and a Principal
Planner prior to or immediately upon incorporation. The CFA assumes that this Department will
initially have seven employees.

The County of San Joaquin will transfer a variety of services to the City including planning, building
inspection, engineering, code enforcement services, compliance with environmental laws, field and
construction inspections, assigning property addresses, permit issuance, tentative maps, and
construction drawing review. These services are not currently under the jurisdiction of the MHCSD,
but MHCSD partners closely with the County on all development projects. The County will continue
to review parcel and subdivision maps. Using detailed data on fee revenues and their corresponding
cost recovery ratios, RSG was able to back into the costs to provide the transferred County services.
Instead of using inflation and population, a per-permitted unit ratio was used to project the costs
forward. This more accurately ties the costs to construction instead of population and inflation.

After incorporation, the CFA includes the addition of two new employees in Community Development
to handle former County services: another Assistant Planner and a Code Enforcement Officer. This
brings the total in the department to nine. Code enforcement services transferring from the County
are not to be confused with the code enforcement services that will remain in the Subsidiary District.
The City would be responsible for the enforcement of the General Plan and Zoning Code, while the
Subsidiary District will oversee enforcement of the CC&Rs. The actual title and tasks of the two new
employees, and any additional employees hired by the City, may differ from this CFA.

This CFA assumes that building and inspection services currently provided by the County CDD, will
transfer to the City. As previously mentioned, the Construction Manager is assumed to become the
statutory Building Official for the City. The costs shown in this CFA do not breakdown building costs
by labor and overhead, and thus do not make any assumptions about new building and inspection
staff. The CFA only assumes that the City will be responsible for the costs of building and inspection
services. How the City and County determine the administration of the building and inspection
services can be officiated in LAFCO’s Terms and Conditions and/or a contract with the County.

The City would initially adopt the County’s General Plan, subject to and relying on the underlying EIR,
but would need to adopt its own General Plan, Housing Element, and certify associated environmental
documentation within 30 months of incorporation.*® Following the adoption of the General Plan, the
City will need to adopt a zoning code. Based on estimates provided by local planning consultants and
LAFCO staff, the cost of preparing or updating the General Plan, the corresponding EIR, and the
Zoning Code is approximately $1.5 million. The City can file for a two-year extension on top of the
originally allowed 30 months allocated for preparation, which is a common practice.** The CFA
assumes that the costs associated with the General Plan and Zoning Code are spread out over the
first three years after the transition year. These costs are not projected per capita nor inflated.*®

43 Government Code Section 65360

4 Government Code Section 65631

45 Due to the unpredictable nature of cost recovery, the CFA excludes a General Plan fee that many cities
charge to help defray the cost of a General Plan Update.
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All remaining costs, exclusive of costs transferred from the County, are projected from base year
actuals sourced by MHCSD’s FY 2021-22 Audited Financials. Overall, the CFA projects Community
Development Department expenditures from the General Fund to be $4.5 million in the transition
year. This fluctuates for the remainder of the forecast due to the cost of transferred services from the
County being projected on a per-permit basis as opposed to per-capita. The costs for the Department
reach as high as $6.9 million in FY 2026-27 while sliding back down to $5.2 million in FY 2033-34. A
relatively small portion of the Department’'s expenditures are anticipated to be funded by Special
Taxes, resulting in the General Fund largely responsible for costs of these services.

Figure 33 shows the Department forecast.
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Figure 33 — Community Development
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PUBLIC WORKS

MHCSD operates its own Public Works Department that would transfer to the City upon incorporation.
Public Works oversees the design and construction of publicly financed projects, asset management,
and maintenance and operations of existing community facilities. There are three divisions within the
current Department structure that are expected to remain in the City: Engineering, Regulatory
Compliance, and Operations and Maintenance. Engineering will continue to provide general
engineering services. The Regulatory and Compliance Division, through plan review and field
inspection, will continue providing guidance in compliance with state and local construction laws.
Operations and Maintenance will also continue to provide maintenance of the City’s fleet, water,
sewer, and storm drainage, park facilities, streets and roads, and signage. The CFA utilizes the
MHCSD FY 2021-22 Audited Financials to determine base year cost estimates.

Most of the Public Works Department’s funding will come from three of the four special taxes, which
are included in the CFA. In the unlikely event the City’s special taxes will not be able to cover the
costs of services, other General Fund revenues will need to be utilized to subsidize the balance.
Additionally, costs associated with the MHCSD’s water and wastewater funds are not projected as
they are outside of the scope of this CFA.

The City will continue to maintain a special Road Fund that is primarily funded by state gas tax
revenues. In addition, the MHCSD has three Lighting and Landscape Maintenance Districts (“LLMD”).
This CFA assumes these districts will transfer to the City. The LLMDs are funded primarily by property
taxes. Public Works Department expenditures related to both the Road Fund and LLMD funds have
been allocated to said funds in Appendices 2 and 3.

The CFA assumes Public Works will maintain its pre-incorporation levels, with the addition of three
staff: a Maintenance Worker Il, Engineer V, and a Utility Manager prior to or upon incorporation.*®
The Public Works Director, Operations & Maintenance Superintendent, Maintenance Worker I,
Senior Maintenance Worker, Engineer V, Engineer Il, Landscape Supervisor, and two Administrative
Assistants are all projected to remain in the Department. This CFA includes the costs of eleven Public
Works positions.

Following incorporation, the City will be responsible for meeting federal clean water requirements,
including maintaining a National Pollution Discharge Elimination System (“NPDES”) permit. The
NPDES program addresses urban runoff issues through public education, storm drain clearance,
monitoring of intake and release infrastructure, and public improvements to increase water quality.

The City would likely join the County, as well as the cities of Tracy, Lodi, Lathrop, and Patterson®*’ to
implement the Multi-Agency Post Construction Stormwater Standards. These standards were
developed to provide guidance for developers and builders to implement requirements for stormwater
standards required by state law. The City would be responsible for implementing and monitoring these
standards.

Valley Waste Disposal provides recycling and waste management services to the MHCSD. The CFA
assumes the continuation of this contract through the term of the analysis.

Additional expenditures include utility costs not associated with any District proprietary funds and plan
check costs from the County. The utility costs cover the utility costs relating to electricity, street
lighting, and traffic signals.*® The CFA calculated plan check service costs from data provided by the
County Community Development Department (“CDD”). These CDD plan check costs are assumed

46 per discussions with MHCSD staff.
47 City of Patterson is in Stanislaus County.
48 MHCSD FY 2021-22 Audited Financials
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under the new City’s Public Works Department. It should be noted that the County Department of
Public Works (“County DPW?”) provides its own Plan Check services which are assumed to remain
with the County. They are not to be confused with CDD plan check services. Corresponding fees for
the County DPW services will continue to be collected by the County and are not forecasted in this
CFA®,

The municipal operations of the Public Works Department not covered by the Road or LLMD funds,
are projected to have all costs funded by the Special Tax funds in this CFA. In the transition year or
FY 2024-25, costs transferred include $1 million to the fund for Special Tax Ordinance 96-4 for Public
Works, $48,000 to the fund for Special Tax Ordinance 96-3 for Parks, and $3.7 million to the fund for
Special Tax Ordinance 96-1 for Roads, Operations, and Administration. Therefore, no costs are
projected in the General Fund in this CFA. A breakdown of the applicable Public Works expenditures
in the Special Tax funds are shown in Appendix 9.

Figure 34 shows the detailed projection of the expenditures for Public Works.

49 County DPW provides plan check and reviews for many cities in SJ County. DPW assumed in their March
15, 2022 correspondence that they would continue these services.
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Figure 34 — Public Works
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ANIMAL CONTROL

MHCSD currently receives Animal Control services through the San Joaquin County Sheriff’s
Department, who provides the service through a contract with the City of Stockton. The CFA assumes
the services will continue after incorporation.

Projected costs for Animal Control are based on information provided by the San Joaquin County
Sheriff and the City of Stockton. Total costs for Animal Control are projected to be $88,100 in the
transition year or FY 2024-25. Forecasts increase to $173,400 in the final year of the forecast or FY
2033-34. Consistent with the Special Tax ordinances, all projected costs for Animal Control services
are projected to be funded by Special Tax Ordinance 96-2 for Public Safety and therefore are not a
net impact on the new City General Fund.

Figure 35 shows the forecast:
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Figure 35 — Animal Control
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