OPR Incorporation Guidelines Appendices

APPENDIX A
INCORPORATION PRIMER

The purpose of this document is to provide basic information and practical advice on the entire
incorporation process—starting with a group of residents discussing their community’s future to
the first months of a newly incorporated city’s life. It is hoped this will help both citizens and
Local Agency Formation Commission (LAFCO) staff unfamiliar with incorporations to avoid
potential risks or pitfalls.

. INTRODUCTION

This primer is NOT intended to be an all-inclusive and definitive guide to the requirements for
incorporations. Interested parties should obtain a copy of The Governor’s Office of Planning and
Research (OPR) Incorporation Guidelines wh1ch explain the minimum legal requirements of the
Cortese-Knox-Hertzberg Act of 2000. In
addition, many individual LAFCOs have adopted
policies and procedures augmenting the
minimum legal requirements. It is critical that
any individual, group, agency or community
interested in incorporation carefully review the
- e e o ; -+ OPR Incorporation Guidelines and meet with

LAFCO staff must communicate clearly the st ' your LAFCO staff.

of review, the requirements, the estimated cost and
the probable timing of an incorporation proposal. l I B EFORE Y ou ST ART

Incorporations usually start with a group of residents forming a committee to explore the
possible incorporation of their community. An incorporation committee defines and articulates
incorporation goals, raises funds, collects signatures, assembles application materials, works
with LAFCO staff and consultants, testifies at hearings and negotiates changes in the proposal.
While each incorporation is unique, a committee of interested local residents is typically the
impetus for incorporation.

A. Be Realistic

For any incorporation to succeed, it must have widespread community support since the voters
e miUst approve all successful incorporations.  Therefore,
ensuring that the residents are educated about the
incorporation is critical during the incorporation process.
It is recommended that the incorporation committee
meet with people living in the incorporation area and in
adjoining communities which may be directly affected by
the proposal. Fund raising is another crucial task because

unusual for an incorporation to cost more : , :
than $100,000. the proponents of the incorporation are responsible for
developing the information that will go into an

application and for paying the costs of processing the application.

October 2003 1



OPR Incorporation Guidelines Appendices

B. Look at Alternatives

Most unincorporated communities face the same challenges that cities face—changes in the
character of their community, housing/jobs balance, provision of services, increased traffic and
growth. Some communities see incorporation as a means to help address their problems without
being aware of other alternatives. OPR strongly encourages any community investigating
incorporation to explore a range of alternatives with their fellow residents, elected
representatives, LAFCO and county officials before embarking on an incorporation effort.

. A 1og1cafmcorporat1on bcundary should not, if at al possr e: Sp1 a parcel by mty boundanes

s A logical incorporation boundary should not, if at all possible: Create islands which are unincorporated areas
surrounded by ifcorporated territory. LAFCO is prohibited by law from creating istands.

» A logical incorporation boundary should not, if at all possible: Use school districts, zip codes, postal addresses
or other boundaries which often serve multiple jurisdictions.

C. Consult with LAFCO

Of all the actions incorporation proponents can take which will help to ensure a successful
incorporation process, early and frequent consultation with LAFCO is the most important. The
incorporation process can seem long and complicated and LAFCO staff can help the incorporation
proponents avoid the most common pitfalls. It is strongly recommended that proponents
develop the proposed boundaries of the new city with LAFCO staff early in the process—even
before deciding to move forward with any incorporation efforts. The inclusion (or exclusion) of
territory has a profound impact on the incorporation proposal and the preparation of the
comprehensive fiscal analysis (CFA).

D. Why Incorporate?

Incorporation shifts local government responsibility for an unincorporated area under the
jurisdiction of a county board of supervisors to a newly established city council. The reasons for
incorporation efforts may vary and can include, but are not limited to, the following:
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SERVICES: Incorporations can be proposed to improve local public services. Cities can provide
extensive services but are also required to fund their share of the cost to provide countywide
services though a process called “revenue neutrality” which is explained in following sections.

2 nment (assessor treasurer recorder

« Libraries (in some cases) tax collector, etc.)

o Animal control

REVENUES: Incorporation may be proposed to capture increased revenues to support local
services.

LOCAL CONTROL: An incorporation may |
be proposed to give a community more

local control over land use, growth,
planning policy and other governmental |
activities.

| League of ~Cal1forma Cmes‘ hbrary Whl(‘.h contams many |

REPRESENTATION: Incorporations may | St Pudgets. o
also be proposed to create a politically
accountable governing body (a city council) in a limited geographic area. Some incorporations
are proposed because residents feel that a city council may be more accessible, more visible and
responsive to the needs of their particular community.

E. But Can It Fly? An Initial Feasibility Review

If incorporation seems to be a potentially feasible option, the next step may be to conduct an
initial fiscal analysis of the proposed incorporation. Some communities have found that a
preliminary assessment of the potential to incorporate a community has been valuable. An
initial feasibility review is designed to help community
groups conduct a quick appraisal of the potential for
incorporation. Many incorporation groups focus on the
fiscal impacts of incorporation—does the community
have the financial resources to support a municipality?
However, there are other issues which must also be
addressed which would help a community determine if
incorporation is right for them.

¢ times and more expense

At a minimum, any community which is considering
incorporation should first think about the following questions (taken from Institute of
Governmental Affairs booklet “Choices for the Unincorporated Community”):
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« What is the problem, if any, driving the desire for change in the existing governmental
structure? Can the problem be addressed by other, more efficient means?

e What is the role of the County government in the community? Is the county willing or
able to address the identified problems?

¢ What is the community’s relationship to other adjacent communities?

e What would the proposed boundaries look like and how would that affect other agencies
and communities?

e What is the past history of local efforts to incorporate?

e How is the community changing?

e What is the community’s capacity for self-governance?

e How are services currently provided and how would they change?
o Who is likely to benefit from a change and who is likely to lose?

Incorporations have to be financially feasible. While this is often seen as the primary test for
incorporation, it is only one of many standards of review LAFCO will use.

F. The Comprehensive Fiscal Analysis (CFA)

The primary issue for most incorporations is the fiscal feasibility of the proposed new city and
the law requires that a Comprehensive Fiscal Analysis (CFA) be prepared. Determining the fiscal
feasibility of an incorporation through preparation of the CFA can be expensive and the cost is
usually borne by the incorporation proponents. The OPR Incorporation Guidelines recommend
that a CFA be started after an application is submitted to LAFCO to help keep costs at a
minimum.

The OPR Incorporation Guidelines contain detailed information on the preparation of a CFA,
sources of revenues, examples of financial calculations and a one-year fiscal feasibility
spreadsheet to help incorporation proponents.

IIl. THE MAIN STEPS IN THE INCORPORATION PROCESS

The procedure for the incorporation of an unincorporated community in the State of California
may require at least a year of formal review. The purpose of such a process is to ensure that any
proposed incorporation is economically feasible, in the best interests of the community and
environmentally and logically sound. The procedures for incorporation should be followed
carefully to avoid delays and to reduce the risk of potential litigation.

The processing of an incorporation proposal can be divided into several separate stages. These
are:

1) Initiating the incorporation process;

2) Application to LAFCO;

3) LAFCO staff review;

4) LAFCO Commission hearing;

5) Election and the first year;
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A. Initiating the Incorporation Process

Incorporation can be initiated in one of three ways--by resolution of a public agency, by petition
of registered voters or by petition of landowners. A notice of the proponents’ intent to circulate
a petition must be filed with LAFCO before starting and there are strict, legal time limits for
gathering signatures. Proponents and LAFCO should use the “Notice of Intent” filing as an
opportunity to review the petition and schedule to ensure legal conformance.

Once enough signatures are collected, the petitions
are submitted to LAFCO and must be verified by the
appropriate agency. If there are irregularities with
petitions or signatures, some signatures may be
disqualified which may mean that additional
signatures may need to be obtained.

to compensate for invalid signatures.

B. Application to LAFCO
Once the petitions are verified, proponents must prepare a LAFCO application. The application
must include:
¢ A map and legal description of the boundaries of the proposed incorporation area;
o Justification for the proposal;

e A plan for the transfer/provision of
public services; and

e Other information as requested by
LAFCO.

If the application is deemed complete by LAFCO, the Executive Officer will issue a Certificate of
Filing and schedule a public hearing.

C. LAFCO Staff Review

The staff reviews all the application materials submitted, conducts its own analyses, performs
the environmental review, determines the property tax transfer and revenue neutrality
payments, solicits comments and produces a final report. The comprehensive fiscal analysis
(CFA) is also usually prepared at this stage.

The CFA is one of the crucial elements of an
incorporation application. It provides the
financial information LAFCO needs to ensure
that the proposed new city is fiscally stable,
self-sufficient and the reallocation of
revenues among affected agencies is
equitable.  The preparation of a CFA is , oty
complex, must satisfy legat reqmremgnts a_nd fncorporatmn Gméehnes fer more mformatmn on
should not be started without consulting with | revenue neutrality.

LAFCO.

LAFCO’s Executive Officer can request the submittal of additional information/studies or make
changes in the original proposal. LAFCO’s staff review can take as long as twelve (12) months.
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Incorporation proponents are required to pay fees and costs for processing of the application and
providing any additional information requested by LAFCO.

LAFCO staff works cooperatively with all interested parties
to ensure that a thorough, complete and accurate proposal
is developed for LAFCO’s Commission’s consideration. When
the proposed incorporation is ready for a public hearing,
LAFCO’s Executive Officer will schedule the item for a
public hearing and prepare a report with a recommendation
which will be sent to the proponents, interested parties and

LAFCO’s Commission prior to the public hearing. incorporation  hearings and/or
distribution of incorporation
D. LAFCO Commission Hearing reports.

LAFCO’s Executive Officer is responsible for preparing a staff report that will be considered at
the public hearing. At the public hearing, LAFCO’s Commission hears the staff report and
testimony of interested parties both supporting and opposing the incorporation. LAFCO’s
Commission may continue the hearing to a future date or close the public hearing and act on the
proposal.

LAFCO’s Commission has the authority to approve, deny or conditionally approve the
incorporation proposal. If LAFCO’s Commission approves the proposed incorporation, it must
adopt a written resolution approving the incorporation and it must contain the following
information:

e Confirmation that LAFCO has considered all the information and factors that it is
legally required to consider,

e Written findings regarding consistency between the incorporation and the intent of
the Cortese-Knox-Hertzberg Act,

e Conditions of approval, if any,

e Any other terms and conditions,

e A description of the final boundaries of the incorporating area,

e A temporary name for the new city if none has been assigned, and

o The effective date of the incorporation.

If LAFCO’s Commission denies the proposed incorporation, no similar application can be filed for
at least one year unless LAFCO’s Commission waives that prohibition.

E. Request for Reconsideration
Any person or agency may file a request for reconsideration with LAFCO’s Commission within 30

days after the resolution of approval is adopted. LAFCO must not take any further action on the
incorporation proposal until a public hearing is held and the Commission acts on the request.

F. Protest Hearing
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If the approval of the incorporation still stands after a request for reconsideration, LAFCO’s
Commission will hold a public hearing to count protests to the incorporation. A protest hearing
will be held after being duly noticed. LAFCO does not have the discretion to modify the
incorporation proposal. LAFCO must terminate the incorporation proceeding if a majority
protest is recorded.

G. Election and First Year

If not terminated by a majority protest, the
incorporation will be placed on the ballot of
the next general election (unless a special
election is requested). LAFCO’s Executive
Officer must draft an impartial analysis of the
incorporation issue for inclusion on the ballot.
The Commission may review and approve the
impartial analysis. A simple majority vote is 12
required for final approval of the ; mm evelopment j
incorporation. fevi>ew ocal housing elements for compliance with
State law.

After the incorporation is approved by the
voters, LAFCO’s work is complete. However, the work of the new city has just begun. It is
recommended that all new cities contact the League of California Cities which offers several
publications, classes and workshops for new city councils.
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