Bill Luna
County Executive Officer

Jay E. Orr
Assistant County Executive Officer

Executive Office, County of Riverside

October 5, 2009

Board of Supervisors

County of Riverside

Robert T. Anderson Administrative Center
4080 Lemon Street

Riverside, CA 92501

SUBJECT: Eastvale Incorporation Revenue Neutrality Agreement
Honorable Board Members:

On September 29, 2009, the Executive Office presented to you Agenda Item 3.13 recommending your
approval of a conceptual framework on which to base a revenue neutrality agreement pertaining to the
proposed incorporation of the community of Eastvale. The purpose of such an agreement is to mitigate
the negative impact on the county that will result if the incorporation occurs.

Since initiating that item, the Executive Office has continued work on framing the structure of the
agreement, which must be presented to the voters in Eastvale as part of the incorporation election. We
continue to seek ways to simplify and streamline the terms and conditions so they are most easily
understood by the electorate and more easily administered in the event incorporation occurs.

In doing so, we looked to the methods used by other counties since revenue neutrality requirements
became law. It appears from CA LAFCO records there have been ten incorporations completed since the
law took effect. Two of those were the Menifee and Wildomar incorporations in Riverside County, for
which revenue neutrality agreements were not necessary since their incorporations saved the county
money, rather than causing a net loss.

Attached is a report entitled “Overview of Terms & Conditions: Recent California Incorporations”
obtained from the CA LAFCO website that compares information on seven of those ten incorporations
(Attachment A). In this comparison, we see that Sacramento and Santa Barbara Counties took stances
to mitigate the negative annual financial impact over the long term, as we recommend, while Orange
County tock the approach of accepting defined amounts over shorter periods. Sacramento’s three
incorporations have terms of 25, 25.5 and 31 years, while in Santa Barbara’s one incorporation the
county receives a portion of certain revenues for ten years and defined percentages property tax and
sales tax in perpetuity.

Robert T. Andersen Administrative Center
4080 Lemon Street » 4th Floor # Riverside, California 92501 # (951) 955-1100 & Fax (951) 955-1105
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Board of Supervisors
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October 5, 2009
Page 2

We found Santa Barbara County’s approach both to the terms of payment and relative simplicity of their
agreement to be sound models for approaching revenue neutrality. We reassessed our analysis from
this perspective and found that we could reach the same level of annual mitigation we originally
proposed by receiving 24 percent of both property and sales tax annually.

We offer you this approach as “Alternative B” for your consideration, attached in mark-up form as
Attachment B. This method yields projected payments to the County of Riverside that are within tens of
thousands of dollars of the original projections, as seen in Attachment C, but in a way that will be easier
for everyone involved to understand and administer.

We therefore recommend the Board of Supervisors substitute Alternative B in the original motion and
direct the County Executive Office to return on October 20, 2009, with a revenue neutrality agreement
based on this alternative framework. Time is of the essence. If the Board does not take action to
approve a revenue neutrality agreement in some form prior to the LAFCO hearing on October 22, there
is a very real risk LAFCO may impose conditions by default that might cause the county to lose an
estimated $26 million over the proposed thirty year term, and that is a risk we want to avert.

Most respectfully,

Paul McDonnell
County Finance Director
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Attachment B

Eastvale Incorporation
County Revenue Neutrality Offer

Alternative B

1. Establish the base year County deficit amount as whatever amount is established by
LAFCO in their approved CFA.

2. Annual payment from the City to the County of 24 percent of the property tax received
and 24 percent of the sales tax received in any given year during the term of the
agreement.

5.3. Deferral of neutrality payments for FY2011, FY2012 & FY2013.
84. Repayment of amount deferred in ten equal annual installments beginning in FY2014.

+5.__Accrual of interest on the_ amounts-owed-deferred at a rate of 3% compounded
quarterly.

8-6. Payment of reconciling adjustments within 60 days following completion of the City’s
audited annual financial report.

+6-7. Term of agreement to extend through the end of the 30th year from date of
incorporation.
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