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FROM: Keene Simonds, Executive Officer
Michaela Peters, Local Government Analyst |

SUBJECT: Informational Report |
Property Tax Allocations and Exchanges in San Diego County

SUMMARY

The San Diego County Local Agency Formation Commission (LAFCO) will receive an
informational report in the form of a brochure on property tax allocations and exchanges in
San Diego County. The item has been prepared as an administrative holdover from the prior
fiscal year workplan with a focus on the decision-making process with respect to whether
property taxes will be reapportioned among local agencies in conjunction with LAFCO
approving jurisdictional changes. The item is being presented for information with the
opportunity for the Commission to provide feedback before staff finalizes the brochure for
formal publication and distribution.

BACKGROUND

LAFCOs and Property Tax

The 1% property tax serves as a primary funding source for the majority of municipal services
provided by the local agencies (cities and special districts) subject to San Diego LAFCO’s
regulatory and planning powers. As detailed, whenever LAFCO approves jurisdictional
changes, State law requires a determination - either directly by the Commission or through
negotiated agreements by the agencies — on whether exchanges should be made in the
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apportionments of the 1% property tax. The date of any reapportionments filed with the
State Board of Equalization by December 15t will become effective on the following July 1%t

Adopted Workplan |
Prior Direction to Prepare Informational Report on Property Taxes

San Diego LAFCO’s activities are guided by an adopted workplan outlining specific projects in
priority order and reset every fiscal year. Most projects remain on subsequent fiscal year
workplans until they are completed unless the Commission determines to drop the item and
reallocate resources to other priorities. Exceptions involve projects that are expected to be
completed between the workplan’s adoption in early May and June 30" or closely thereafter
and require limited staff resources going into the new fiscal year. These exceptions are
administrative holdovers with a current example from the prior fiscal year involving an
informational report on property taxes and relationship to approved jurisdictional changes.

DISCUSSION

This item is for San Diego LAFCO to receive an informational report in the form of a brochure
outlining the relationship and related processes between jurisdictional changes overseen by
the Commission and the allocation of the 1% property tax among local agencies. This includes
providing context on the current allocation of the 1% property tax in San Diego County and the
approval process to make any changes — or exchanges — in the apportionment to align with
LAFCO approved jurisdictional changes. The item has been prepared by staff and presented
to the Commission as an administrative holdover from the prior fiscal year workplan. The
item is for information with the opportunity for the Commission to provide feedback before
staff finalizes the brochure for formal publication and distribution.

ANALYSIS

See attachment.

RECOMMENDATION

This item is presented to San Diego LAFCO for information.
ALTERNATIVES FOR ACTION

None.
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PROCEDURES FOR CONSIDERATION

This item has been placed on San Diego LAFCO’s agenda for action as part of the business
calendar. The following procedures are recommended in the consideration of this item:

1) Receive verbal presentation from staff unless waived.

2) Invite comments from interested audience members if any.

3) Discuss and provided feedback to staff as needed.
Respectfully submitted,

MWathadss P10

Michaela Peters
Local Government Analyst |

Attachment:

1)  Property Tax Basics
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Property Tax

ALLOCATIONS, EXCHANGES, + MORE

The Basics of the 1% Prop

Taxin San Diego County

Key Takeaways

® The 1% property tax serves as the primary funding
source for most local government agencies
(County, cities, special districts, & school districts)
in San Diego County and has generated an average
annual sum of $5.9 billion over the last five years.

® Almost half of all property tax — $0.47 cents out of
every $1.00 - collected in San Diego County goes
to local school districts.

@ Most of the remaining property tax collected in San
Diego County — about $0.38 cents out of every
$1.00 - goes to the County and the18 cities.

O 40% of the County of San Diego’s general fund
revenue currently comes from property taxes.

O 34% of the 18 cities combined general fund
revenue comes from property taxes.

@ Most jurisdictional changes processed
by LAFCO include an exchange where
property taxes are reapportioned among
the subject agencies.

® LAFCO decides the exchange for
incorporations and special district
formations while the rest -
annexations, detachments, etc. — are
negotiated between local agencies.

O There are several "master tax
exchange” agreements dating
back to the early 1980s to govern
exchanges in property taxes between
the County and cities, should an
annexation (to the city) or detachment
(to the County) be approved.

Agenda Item No. 7b | Attachment One

® The master agreements provide for the
reapportionment of the County’s existing allocation
of the 1% in property taxes anywhere between 34%
(Lemon Grove) to 53% (Oceanside).

® At any time, the County, cities, and special districts
can request individual negotiations.
O A seven-step process in statute guides the

negotiations for exchanges between the County
and cities.
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Covering The Basics

Property Taxes in California

With limited exceptions, all property (land and improvements) in
California are taxed at 1% of their assessed value. The 1% rate was
set by Proposition 13, which was approved by voters in June
1978 by nearly two-thirds of the electorate. It also reset

all properties’ market value to 1975 levels while limiting

increases going forward to no more than 2% annually. All

monies generated from the 1% property tax goes to local

Five-Year Average
1% Distribution

government — and specifically counties, cites, special
districts, and school districts — and can be used for any
general public purpose.

San Diego County 1% Property Tax Allocations

- - $7,000,000,000
Property Taxes in San Diego County

Special Districts
The average annual amount of the 1% of property tax $6,000,000,000

collected and allocated in San Diego County has been
$5.862 billion over a five-year period ending in 2022~
2023.

Successor Agencies §5,000,000,000
18 Cities $4,000,000,000
San Di C ty
Almost one-half — specifically 45% — of all property tax . RgOILO NIy $3,000,000,000
collected during this 60-month period has gone to 47 local Public Schools $2.000.000.000
public-school districts (elementary, high school, unified, and U !
community college). Another 22% of the overall total has gone to the $1,000,000,000
County of San Diego with a majority therein funding public safety and II - |I = I Il I M I Il
— | m m -m

general administrative services. The remaining collection is divided between the 18
cities at 18%, redevelopment successor agencies at 12%, and special districts at 3%. Overall,
the total amount of the 1% property tax revenue collected in San Diego County has increased by

2018 2019 2020 2021 2022

® Total 1% Property Taxes | $5,260,273,094  $5,526,032,550 | $5,856,551,713 | $6,061,700,823 | $6,569,133,623

® 45% Allocated to Public $2,367,122,892 $2,502,914,648 | $2,635,448,271 | $2,727,765,370 | $2,956,110,130
School Districts

® 22% Allocated to County | $1,157,260081 $1,223,647,161 | $1,228,441,377 1 $1,333,574,181 | $1,445,209,397
of San Diego

® 18% Allocated to the $946,849,157 $1,001,165,859 | $1,054,197,308 | $1,091,106,148 | $1,182,444,052
Other 18 Cities

® 3% Allocated to Special $157,808,193 $166,860,997 $175,696,551 $181,851,025 $197,074,009
Districts
12% Redevelopment $630,180,717 $666,331,499 $701,614,894 $726,191,759 $786,982,208

20% over the five-year period and results in an average year adjustment of 4%.

Almost half of all property tax — $0.47 cents out of every $1.00 -
collected in San Diego County goes to local school districts. SO il




Significance of Property Tax Revenue

Revenue collected from the 1% property tax serves

as primary funding source for most local government
agencies’ general purpose activities in San Diego County
with the notable exception of enterprise special districts
(i.e., water and wastewater providers). For example, the
County of San Diego’s use of the 1% property tax equals
39.5% of all operating revenue for the 2021-2022 fiscal

year. Amounts and related percentages of the 1% property

tax revenue collected by the 18 cities follows.

Cities’ Collection of the 1% Property
Tax and Overall Significance

Fiscal Year 2021-2022

% of Total

City Act;:lc:'{eevv:dnue Operating

Revenue
Carlsbad $81,012,000 51.4%
Chula Vista $69,565,097 30.2%
Coronado $34,299,322 58.2%
Del Mar $7,771,396 34.6%
El Cajon $23,485,978 25.5%
Encinitas $55,505,022 60.2%
Escondido $31,209,631 25.7%
Imperial Beach $6,779,578 25.8%
La Mesa $16,687,577 23.2%
Lemon Grove $3,518,827 22.4%
National City $16,753,096 25.6%
Oceanside $74,505,579 40.0%
Poway $26,360,676 58.5%
San Diego $684,513,000 35.0%
San Marcos $26,695,907 18.0%
Solana Beach $10,523,133 41.7%
Santee $21,363,100 41.9%
Vista $28,981,824 22.9%

Average $67,751,708 343

The Mechanics

The Journey from Assessment
to Distribution

A four-part process underlies the administration of

the property tax in San Diego County with respect to

its journey from assessment to distribution.a building
permit automatically triggers notice to the Assessor and
the opportunity to initiate a reassessment if warranted.
Additionally, a property owner is entitled to request a
property value reassessment if they felt their as t

Adjusting Property Values

The assessed value of a property — and by extension, the amount subject to the 1%
property tax charge — is limited to an increase no greater than 2% each year under
Proposition 13 unless a change in ownership or new construction occurs. The

2% increase is applied to the base year value. The maximum 2% increase per year
continues to be applied until a change in ownership or new construction occurs.
The latter category — new construction - also includes improvements considered
substantive by the County Assessor’s Office. This commonly includes addition

to land or improvements (e.g., lot combination, square foot expansion) as well

as physical alternations (i.e., remolding, rehabilitation, or moderation) to a “like
new” condition. Issuance of a building permit automatically triggers notice to the

to be inaccurate.

® The County Assessor’s Office is responsible for
determining the taxable value of property (land and
structures) and preparing the annual assessment
roll. This includes applying allowable exemptions.

® The County Auditor’s Office draws from the
assessment roll generated by the Assessor’s Office
to compute tax rates and applies them to the
properties’ taxable value to generate tax bills.

® The County Tax Collector mails the tax bills
generated by the Auditor’s Office, collects monies,
and updates taxpayer accounts.

@ The Auditor’s Office completes the administrative

process and allocates and distributes monies
collected by the Tax Collector to local agencies.

40% of the County of
San Diego’s general fund
revenue currently comes from
property taxes.

Assessor and the opportunity to initiate a reassessment ifwarranted. Additionally,
a property owner is entitled to request a property value
reassessment if they felt their assessment to be
inaccurate. *For more information on assessment

Use your
phone’s
camera for
a link!

appeals, scan the QR code.

Exchanges

Since jurisdictional boundaries are subject to changes, so too are the distribution of monies collected from the 1% property
tax among local agencies. All jurisdictional changes under LAFCO oversight are subject to mandatory reviews and/or
negotiations to determine what, if any, property tax exchanges shall apply. Approval of an exchange is made either by
LAFCO or the subject local agencies depending on the type of jurisdictional change as provided below.

® LAFCO independently determines the property tax exchange for city incorporations and disincorporations as well
as special district formations. All other jurisdictional changes require negotiated tax exchanges between the subject
agencies.
® Board of supervisors are responsible for negotiating tax exchanges for jurisdictional changes involving - and with
input — from one or more special districts.
® Board of supervisors and city councils are responsible for negotiating tax exchanges involving the annexation and/or
detachment of lands between their jurisdictions.
® State law allows local agencies to mutually adopt "master tax exchange agreements” to govern all future jurisdictional
changes between the signatories. However, the local agencies retain the ability to request individual negotiations on a
case-by-case basis.
The exchange ultimately identifies the allocation of future 1% property taxes associated with the affected territory among
the subject agencies going forward, should LAFCO approve the associated jurisdictional change. The exchange may also -
and significantly - include other negotiated items among the subject agencies, such as the distribution of sales tax revenues,
infrastructure purchases, or redistribution of regional housing assignments.




N tiating Tax Exch A t
Master Tax Exchange Agreements in San Diego County egotiating fax Exchange Agreements

The process for negotiating tax exchange agreements for applicable jurisdictional changes (e.g., annexations, detachments,

Most common jurisdictional changes — but not all = in San Diego County are covered under existing master tax exchange ; i . : : : .
latent service power activations, etc.) involving the 1% of property tax is prescribed under State law and ultimately covers

agreements dating back to the early 1980s. This involves annexation of unincorporated lands to certain cities as well as

- : S . seven steps as follows.
annexation of lands to enterprise special districts (e.g., water and wastewater agencies).

@ Annexation of Unincorporated Land to 15 Cities
The County of San Diego has adopted a master
property tax exchange agreement that includes

® Annexation to Enterprise Districts: LAFCO Provides Dual Notice of Proposal to
County Assessor and Auditor's Offices
Once in receipt of a jurisdictional change

proposal, LAFCO provides dual notice to the

New Services
The County of San Diego has adopted a master

individually negotiated agreements with 15 of

the 18 cities. These individual agreements were
established during a two-year period between
1984 and 1985 and governs the percentage of 1%
property tax revenues to be transferred to annexing
cities. This master agreement specifies the base
property tax revenues and annual tax increment
generated from the affected territory shall be
apportioned to the annexing city by an agreed-upon
percentage as follows:

Carlsbad, 48%
Chula Vista, 41%
Coronado, 53%

National City, 46%
Oceanside, 53%
Poway, 43%

tax exchange agreement on behalf of all enterprise
special districts specific to annexing lands -
whether incorporated or unincorporated - involving
the establishment of new services. The agreement
species no exchange of the 1% in property taxes will
be provided.

Annexation to Enterprise Districts:

Existing Services

The County of San Diego has adopted a master

tax exchange agreement on behalf of all enterprise
special districts specific to annexing lands -
whether incorporated or unincorporated - involving
existing service functions. The agreement specifies
a full - 100% - exchange of the 1% in property taxes

County Assessor and Auditor’s Offices. The
dual notice requests information be provided to
the subject agencies’ whose boundaries and/or service

areas would be altered irrespective of whether an applicable master
tax exchange agreement exists. There is no timetable for LAFCO to
issue the notice.

Assessor's Determination and Transmittal
- ’ Following receipt of the request by LAFCO,
the County Assessor’s Office determines the
assessed value and tax rates for the affected
territory subject to the jurisdictional change. The
Assessor’s Office shall make the determination and

transmit the information to the County Auditor’s Office
within 30 days of notice from LAFCO.

Auditor’s Estimates and Transmittal
After receiving the request by LAFCO as well
e ® as information provided by the Assessor, the
4 County Auditor’s Office estimates the amount
of revenue generated from the 1% in property

tax within the affected territory subject to the
jurisdictional change. The Auditor also estimates the
current apportionments of the 1% in property tax assigned to each
local agency during the current fiscal year. The Auditor’s Office shall
transmit the estimates to all subject agencies within 45 days of
notice from LAFCO.

‘oo.

Apply Master Tax Agreement or Negotiate
New Agreement

Once in receipt of the information from the
County Auditor’s Office, the subject agencies
shall consider whether to apply an existing
negotiated master tax exchange agreement if

one exists and/or negotiate a new agreement. The
subject agencies must provide notice to LAFCO of their
decision within 60 days unless otherwise specified by
LAFCO. Any subject agency may extend the period up

©
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Del Mar, 41% San Diego, 45% will be provided. to 90 days.
El Cajon, 38% San Marcos, 23% Mediation Process, If Needed
Escondido, 36% Santee, 43% Consultation Process, If Needed Ifno ’I‘J“’_@"‘““ has b“he" "-‘:_‘"ed through ‘:e“
i If a master tax agreement does not apply and/or a consultation process, the subject agencies shal
La Mesa, 38% Vista, 41X “ y mutually select and fund a third-party mediator to

Lemon Grove, 34%

The annexing city’s percentage is applied to the
combined County and detaching special districts’
share of the base property tax revenue and annual
tax increment. The remaining balance of the base
property tax revenue and annual tax increment is
then transferred to the County General Fund.
There are no master tax exchange agreements
between the County of San Diego and Cities of
Encinitas, Imperial Beach, and Solana Beach. Any
annexation to these cities would require negotiated
agreements per jurisdictional change proposal.

separate agreement has not been reached through
open negotiations, the subject agencies shall
mutually select and fund a third-party consultant
to prepare a recommendation on a tax exchange
agreement. The consultant’s recommendation shall
utilize existing policies and plans of the annexing city
in determining the value of the tax exchange going
forward. The analysis and recommendations shall be
completed within 30 days.

facilitate a tax exchange agreement. The mediator’s
services shall be completed within 30 days.

Advisory Arbitration, If Needed
If no agreement has been reached through the
mediation process, the subject agencies shall
mutually select and fund a third-party advisory
arbitrator to determine an appropriate tax
exchange agreement based on the best and final

offer made by the subject agencies. The arbitrator’s
determination shall be presented to the governing boards as part
of a noticed public hearing and either accepted or rejected. The
arbitrator shall present their determination within 30 days.

‘ou.

If an agreement has not been accepted by all subject
agencies through the advisory arbitration process, then
LAFCO shall re-commence the process beginning with

noticing the Assessor and Auditor’s Offices. This will

continue until an agreement is reached.




