
 

M E MO RAN DUM  

To: Joyce Crosthwaite, Executive Officer 

Orange County LAFCO 

From: Richard Berkson 

Subject: Peer Review of Sunset Beach Annexation Study 

EPS #20077 

Date: June 24, 2010 

As you requested, Economic and Planning Systems (EPS) has reviewed 

the Sunset Beach Annexation Study (the “Study”) prepared by Ralph 

Andersen & Associates for the City of Huntington Beach (April 27, 2010). 

Key findings of our review include: 

1. Much of the Study’s cost and revenue data is derived from the 

Orange County (OC) LAFCO Island Data Matrix.  The Matrix was 

prepared with FY09 data (or earlier), which is inconsistent with the 

FY10 forecast in the Study.  Although in most cases the differences 

will not be significant (except as noted in our review), the 

discrepancy should be disclosed in the Study.  The Study should 

utilize City cost estimates, as the Island Data Matrix in many cases 

was based on County costs and would differ for Huntington Beach. 

2. The Study erroneously estimates Property Tax in lieu of Motor 

Vehicle License Fee (MVLF) revenue of $184,521.  The City will 

receive MVLF per AB 1602, which the Study separately estimates, 

but not the $184,521, which does not apply to annexations.  This is 

an example, as noted in #1 above, where the Study relied on the 

Island Data Matrix estimates which applied to the County, not to a 

city annexation. 

3. The Study segregates Structural Fire Fund revenues of $350,000 

from General Fund revenues.  It is EPS’s understanding, based on 

discussions with the Orange County Fire Authority, that upon 

annexation the City’s property tax base and tax increment factor will 

incorporate the Structural Fire Fund base and increment factor; all 

property tax revenues will be available for general purposes.  The 

resulting increase in general revenues increases the General Fund 

surplus estimated in the report, and more than offsets the correction 

for the Property Tax MVLF noted in #2 above.  The Study should 

clarify this issue. 
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4. As noted in the review, there are a number of potential corrections and clarifications that are 

required in the Study’s estimates, but many of these corrections are not of a magnitude to 

eliminate a surplus shown in Table IX (page 24 of the Study) for the “General Fund minus 

Actual Expense”.     

Generally, the Study segregates General Fund from other dedicated revenues and expenditures, 

with the exceptions noted below.  The summary of results in the text of the Study and in Table 

IX (page 24 of the Study) should not combine the General Fund with other dedicated revenues 

and expenditures.  The Study should also further segregate “other revenues” and not add them 

together as they are restricted to different uses. 

Revenues  

The Study relies extensively on information generated by OC LAFCO for its County Island Data 

Matrix.  As noted below, the OC LAFCO data is largely based on FY09, which is one year prior to 

the Study’s assumed year of annexation and City operations.  In some cases the data is older.  

As noted previously, much of the LAFCO Island Data Matrix applies to the County, not to city 

annexations. 

Following is a description of specific revenues, and a review of the data and methodology used to 

estimate the revenues. 

Property Taxes 

The Study cites estimated property tax revenue to the City of $145,306.  The source for this 

number is not cited, however, it corresponds to the estimate contained in the County Island Data 

Matrix.  The latter source was prepared for OC LAFCO, and indicates that the data year is FY 

2008-09.  However, the Study utilizes a budget year of FY 2009-10. 

The Study should utilize FY 2009-10 estimated property tax to be consistent with the rest of the 

analysis.  According to Dennis Sorensen, Finance Division of the Orange County Fire Authority, 

property taxes to OCFA are $392,000 for FY10, about 6.5% higher than FY09. 

It is EPS’s understanding that the City’s new property taxes would include the property taxes 

currently generated to the Structural Fire Fund.  Upon annexation, according to Dennis 

Sorensen, the Structural Fire Fund allocation would be added to the City’s allocation in the 

Sunset Beach tax rate area, and the Structural Fire Fund would be eliminated from the list of 

“taxing entities” receiving a share of the 1% property tax.  Therefore these revenues would be 

available to the City for general purposes, in addition to fire protection.  The Study should clarify 

this issue with the City’s legal counsel. 

EPS has not reviewed the master tax agreement between the City and the County.  Depending 

on the results of corrected Study results, the City and County may negotiate a revenue sharing 

agreement that differs from the sharing assumed in the Study, if necessary to mitigate impacts 

on either party. 

Property Transfer Tax 

The transfer tax estimate appears to be low; however a revised estimate would not produce a 

significantly larger amount.  The Study based its estimates on a Citywide “per unit” calculation, 
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which will tend to skew the result because it ignores relative differences in commercial property, 

as well as differences in property values and turnover rates between Sunset Beach and the City.   

An alternative method of calculation would multiply the tax rate by average unit values and 

turnover rates.  For example, approximately $15,000 would be generated based on values of 

$1million/unit and turnover rates of 5 percent annually.  Actual sales values and rates will differ 

in any given year; however, this example suggests that the Study’s estimate is very low by 

approximately $10,000. 

Sales Tax 

The Study cites the firm HdL as the source for the $186,857 sales tax estimate.  As noted for 

property tax, this apparently is derived from the OC LAFCO Island Data Matrix which provides 

data for a prior year.  It is also not clear in the Study whether the “Property Tax in lieu of Sales 

Tax” (see next item) has been deducted from the HdL figures; this issue should be verified.  

Typically, HdL reports actual total sales tax paid by sales tax permit holders; the deduction of 25 

percent of the sales tax, which is swapped by the State for property tax, is done after the 

collection of sales tax. 

Neither the Study nor the OC LAFCO Island Data Matrix indicate whether the sales tax estimate 

includes a share of the State and County “pool” revenues, which can add approximately 10 

percent to the sales tax estimate. 

Property Tax in lieu of Sales Tax 

The estimated property tax in lieu of sales tax appears to be low relative to the total sales tax 

estimate; generally, the amount should be 25% of the 1% local sales tax.  The numbers cited in 

the study are not consistent with this ratio; however, the source of the difference is not apparent 

in the Study.  

If the sales tax estimate of $186,857 is the 1% local sales tax after deduction of the Property 

Tax in lieu of Sales Tax, the Property Tax in lieu of Sales Tax should be about $60,000 rather 

than the $20,000 indicated in the Study. 

Motor Vehicle License Fees (MVLF) 

The MVLF estimate appears to be correctly based on the AB 1602 formula.   

Cities also receive an allocation of MVLF in addition to the “Property Tax in lieu of MVLF” 

described in the next item, however, it currently is a minimal amount (e.g., about $4/capita, or 

$4,800 for Sunset Beach). 

Property Tax in lieu of Motor Vehicle License Fees 

The AB 1602 MVLF amount attributable to annexations which is described in the item above 

provides the initial allocation of MVLF.  This allocation compensated for prior legislation which did 

not provide for an increase in the Property Tax in lieu of MVLF due to annexations.  Therefore, 

the Study should not show an increase to the City of $184,521 from this source.  The revenue is 

shown in the LAFCO Islands Data Matrix, but reflected County revenues and was not intended to 

apply to annexations. 
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Transient Occupancy Tax (TOT) 

The estimated amount of $151,356 is based on actual TOT revenues from the area.  The 

estimate is derived from the OC LAFCO Data Matrix which indicates that the numbers are for 

calendar year 2008.  The numbers should be updated and based on the most recent 12 months 

for which data is available.  

Transient Occupancy Tax (Business Improvement District, or BID) 

The TOT (BID) is also based on the OC LAFCO Data Matrix, and should be updated.  The revenue 

is restricted to BID uses and should be segregated from other General Fund discretionary 

revenues, particularly since no offsetting expenditures are shown in the analysis.  This revenue 

may require voter approval from the annexed area. 

Utility Users Tax 

The Study correctly indicates that the Sunset Beach residents would not be subject to the current 

Utility Users Tax, since the tax requires voter approval.  The residents would be subject to any 

future Citywide votes on other tax measures, or on the extension or modification of the current 

Utility Users Tax that may occur.  Should the City elect to extend the Utility Users Tax to Sunset 

Beach residents, extension of the tax would require voter approval of Sunset Beach residents 

only.  

Business License Tax 

The Study calculates business license tax based on a “per capita” approach.  This estimate will 

be reasonably accurate if the mix and type of businesses and employment in the City, and 

businesses relative to population, is similar to the mix in Sunset Beach.  A slightly more accurate 

approach would base the estimate on a “per employee” basis which would capture any significant 

differences in the amount of business activity.  Business data can also be purchased from various 

private vendors which estimate number and size of businesses within an area. 

Animal License/Shelter Fees 

The estimated revenue is equal to the revenues shown in the OC LAFCO Island Data Matrix, 

which is for the year prior to the Study’s stated year. 

Permit and Regulatory Fees 

This category of revenue is estimated in the Study, but not included in the calculation of net 

fiscal impacts.  The Study indicates that the revenues will fund offsetting costs.  The Study also 

indicates that the offsetting costs would not be significant.  This conclusion partially depends 

upon existing staff capacity to handle some increase in workload.  The Study does indicate that 

there could be some minimal diversion of staff time from existing City services to the Sunset 

Beach Area, but assumes it does not create an actual staff cost that exceeds permit and 

regulatory fee revenue. 

The Study should indicate the City’s historical “cost recovery” ratio to document the extent to 

which costs are likely to be covered.  The Study also implies that Staff capacity exists as a result 

of a reduced workload due to recessionary conditions, which helps support the conclusion that no 

significant additional staff costs are anticipated. 
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Fines and Forfeitures 

The Study projects a minimal amount of revenue from this source, based on current 

unincorporated Countywide collections per capita from FY08, two years prior to the Study’s 

target year of FY10.  The amount should be based on Huntington Beach’s per capita average, for 

a more current year. 

Other  Mun i c ipa l  Revenues  

Structural Fire Fund Property Tax 

The Study indicates that the City would receive property tax revenues currently accruing to the 

Structural Fire Fund; these revenues would continue to accrue to the Fund, but would be 

remitted to the City and would continue to be dedicated to the provision of fire protection.  The 

Study also assumes that the City would lose its current revenue of $8,000 for contract services 

to Sunset Beach once it becomes part of the City. 

As previously noted for property tax, the amount is based on the OC LAFCO Island Data Matrix, 

which is for the year prior to the Study’s analysis year.  The Study should utilize FY 2009-10 

estimated property tax to be consistent with the rest of the analysis.  According to Dennis 

Sorensen, Finance Division of the Orange County Fire Authority, property taxes to OCFA are 

$392,000 for FY10, about 6.5% higher than $368,000 in FY09.  The Study assumes $350,000. 

No offsetting costs for fire protection are projected, as discussed in the “Expenditures” section 

below.  It is EPS’s understanding that the Fire Fund property tax would become part of the City’s 

unrestricted tax factor and revenue base; however, this issue requires further research and legal 

confirmation.  Even if the revenue is dedicated to fire protection, it may effectively “free up” an 

equivalent amount of City General Fund money currently used for fire protection.  If this is the 

case, these revenues could be considered to offset other General Fund impacts of Sunset Beach 

annexation. 

FireMed 

The Study appears to use a reasonable approach to estimate revenues, based on current City 

fees and participation rates.  However, the Study applies a 33% household participation rate to 

the total population, rather than to the number of Sunset Beach households.  Applying the rate 

to 685 households results in about 226 participating households rather than the 405 households 

assumed in the Study.  The correction reduces revenues by about $11,000. 

Special Assessments 

The Study cites minimal revenues from existing assessments ($3,946) which coincides with the 

estimates in the OC LAFCO Island Data Matrix.  The Study does not indicate what the 

assessments are applied towards, and therefore it is not clear whether there are any additional 

costs that may be attributed to the City responsibility for those services.  Assuming the 

assessments are based directly on corresponding costs, there would be no net impact on the 

City.  If the assessments were for a district that will not be affected by annexation then there 

would be no assessment revenue accruing to the City.  
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Water/Wastewater Fees 

The Study correctly assumes that water/wastewater fees from the area are paying for services 

which would continue as currently provided.  The exception would be the loss of a water 

surcharge of 10 percent currently paid by Sunset Beach residents to the City.  The basis for the 

estimated loss is not documented. 

Library Property Tax 

The property tax to the City of $52,029 is from the OC LAFCO Island Data Matrix.  The Data 

Matrix indicates it is based on a “pro-rata” allocation formula; it is not apparent how the formula 

works, or whether the tax factor is shifted to the new City tax factor for the area thus benefitting 

the City. 

It is possible that this revenue would effectively “free up” revenue to help cover General Fund 

money otherwise required for library services.  Therefore, the revenue could be viewed as a 

benefit to the General Fund and not restricted solely to library services. 

Recreation Programs 

The primary revenue shown is for the Junior Lifeguard program; no source for the amount is 

cited.  Presumably there would be some effect on other recreation program costs and revenues, 

but the effects are likely to be minimal. 

Parking Fees 

Revenue from driveway parking permits are not estimated in the Study, and assumed to be 

minimal.  An exact estimate of revenue from this source is not available, but the County’s 

website indicates that parking permits cost $20 for the first permit and $10 for each additional 

permit.  

Road  Fund  Revenues  

The Study estimates additional gas tax revenues that would accrue to the City, based on current 

per capita allocations to cities.  In addition, the City would receive an additional share of Measure 

M revenues, which are allocated relative to sales tax generated in the area. 

The Study indicated that it adjusted for revenues that would accrue to the City which were not 

reflected in the LAFCO Island Data Matrix, however, the adjustments were not documented in 

the Study. 

Expend i tu res  

The Study provides estimates for expenditures based on “per capita” estimates, but indicates 

that “actual” costs are more appropriate.  EPS would agree that actual costs are a better basis, 

and per capita estimates should only be utilized in those instances where actual costs are 

unavailable. 
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Fire 

The Study indicates that Huntington Beach responds to nearly all fire service calls to Sunset 

Beach; therefore, there would be no impact on existing services.  The City would lose $8,000 of 

revenue from its current contract with OCFA whereby the City provides ALS (paramedic) service 

to portions of Sunset Beach. 

It is unlikely there would be any change to current mutual aid arrangements between the City 

and the OCFA, particularly since OCFA is an equal (or greater) beneficiary of the arrangement.  

Mutual aid is a common practice in the provision of fire services in California. 

Police 

The Study states that City staff reviewed crime statistics for Sunset Beach for Part 1 crimes and 

concluded that the level of service (39 and 44 Part 1 crimes, for 2007 and 2008 respectively) in 

addition to traffic collisions would not require additional staff.  The 44 Part 1 crimes in 2008 is 

less than 1 percent of the City’s total Part 1 crimes in 2008 of 5,725 according to the City’s 

website. 

Given the City’s size relative to Sunset Beach and its proximity, it is reasonable that existing 

capacity could be sufficient to serve the area.  The City will also be responsible for traffic control 

and investigation, which is currently the responsibility of the California Highway Patrol (CHP); the 

CHP’s role was not mentioned in the Study.  Recent court decisions which reduce pay 

requirements for police officers could potentially provide capacity to fund any additional staff 

time that may be required to serve the area. 

Animal Control 

The City’s Animal Care Services is a division of Orange County Health Care Agency.  The Study 

estimates an average number of calls of 309 based on 37 calls in 2007 and 545 in 2008.  The 

average number of calls is multiplied by the cost per call charged by the County.  The Study 

should investigate the source of the significant variation in calls to assure that the differences are 

not due to a reporting issue. 

City Clerk 

The Study estimates a minor election cost, however the basis for the estimate is not clear.  The 

costs can be compared to the City’s per capita costs; the costs should include not only the costs 

associated with the polling place, but also any costs related to City ballot measures, candidates, 

election pamphlets, etc. as well as any special election costs (if applicable). 

Beach Maintenance 

The Study estimates costs for beach maintenance, including the additional cost for a daytime 

crew due to the residential nature of the area, from estimates by the City’s Community Services 

Department.  According to information reported by Willdan Financial Services (per 

correspondence with OC Parks) additional utility costs of $42,555 should be included in the total 

costs. 

The Study’s cost for beach replenishment is based on a periodic cost comparable to Huntington 

Beach.  The basis for the estimate is not provided.  The Study then spreads the cost over 
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multiple years to arrive at $1,250 per year.  According to information from Orange County Parks 

(email from Ray Leslie, Coastal District Supervisor to Erika Rivera and Mark Denny, April 26, 

2010) the sand replenishment project completed in October 2009 cost $57,509.  Spread over 5-

7 years results in an annual cost of about $8,200 to $11,500 compared to the Study’s estimate 

of $1,250 per year.  

Marine Safety 

The cost for lifeguards is based on a current County contract amount of $333,000, according to 

the Study.  Information provided by Lyman Lokken from a meeting with the contract company 

(email from Lyman Lokken to Eric Nickell, March 16, 2010) indicated that the estimate excluded 

3 months, and therefore the cost should be $363,000. 

FireMed 

The estimates for the City’s voluntary program to effectively purchase “insurance” to pay for 

paramedic and ambulance services appear reasonable, and are based on Citywide participation 

rates and costs.  As noted in the revenue section, it appears that Study incorrectly applied a 

household participation rate to a total population number. 

Public Works/Park Maintenance 

The cost for maintenance of a 13-acre linear park/greenbelt is based on current County janitorial 

and landscape maintenance contracts, and estimates of City staff costs which would replace 

current County staff costs.  The basis for the latter estimates is not provided.  It is also not 

apparent whether all costs, including utilities, are included. 

Road  Fund  

The Study estimated road-related expenditures based on a “per capita” estimate, however, the 

estimated $118,501 corresponds to the estimates in the OC LAFCO Island Data Matrix; the latter 

source, which is for FY09 rather than the Study year of FY10, indicates that it is based on a cost 

per mile, per signal and per light based on County costs.  The road maintenance component is 

$96,800 or about $24,200 per centerline mile, which is generally in line with unincorporated area 

road maintenance costs, for roads that do not receive a high degree of heavy traffic.  The Study 

also added estimated street sweeping costs. 

The Study should reference City maintenance costs as well, since average Countywide 

unincorporated costs may differ from Sunset Beach costs. 


