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Introduction 

In accordance with the Cortese-Knox-Hertzberg Act of 2000, each LAFCO is required to adopt a 
proposed budget by May 1st of each year and a Final Budget by June 15th

• Following adoption of 
the Proposed Fiscal Year 2024-25 Budget by the Commission on April 18th

, the proposed budget 
was transmitted to the Board of Supervisors, each City, the City Selection Committee, and to each 
independent special district. As of the date this Executive Officer's Report was completed (May 8, 
2024) no input has been received from any of the entities who received the Proposed Budget. If 
any comments are received by the scheduled May 16th public hearing on the Final Budget, they will 
be shared with the Commission. The schedule and noticing provisions for LAFCO's budget process 
are contained in Government Code section 56381 (a) of the Cortese-Knox-Hertzberg Act. 

Total Final Budget Cost 

Based upon the anticipated amount of application submittals to LAFCO in the next fiscal year and the 
continued work on updating municipal service reviews (MS Rs) the Commission adopted a proposed 
budget for the 2024/25 fiscal year in the amount of $222,395. This includes an "appropriations for 
contingencies" account based on 4% of the total budget, which would require the Commission's prior 
approval before any funds are spent. However, due to an error in adding up the transportation and 
travel costs in Account No. 22500, the Proposed Budget total did not reflect the full itemized 
expenses for the CALAFCO Staff Workshop in the additional amount of $524 and there was a 
rounding error in Account No. 21840 that reduced the account by one dollar. As a result, the total 
budget amount increased slightly to $214,364, and applying the 4% contingency amount to this new 
total added another $21 dollars. Therefore, so the corrected Final Budget amount recommended in 
this Executive Officer's Report is now $222,939, a $544 increase over the Proposed Budget. 

However, even with this minor increase, the total budget is $26,974 less than adopted for the current 
2023/24 fiscal year's budget of $249,913. This reduction is primarily due to the reduced consultant 
costs to prepare municipal service review updates. In the current fiscal year, $85,000 was budgeted 
for MSR updates for the City of Los Banos and the resource conservation districts within the County. 
In the proposed FY2024-25 budget, only $35,000 is proposed in the MSR account as a placeholder 
for a future MSR update. 

Work Program Priorities 

Each year, the primary component of the work program involves governmental reorganization 
application processing (annexations, detachments, reorganizations, out of boundary service 
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extensions) which have remained at a slow pace in recent years, but are increasing at the end of 
the current fiscal year and are expected to continue into FY 24-25 with many pending proposals on 
the horizon. These include the long awaited annexation of the UC Merced Campus and neighboring 
Virginia Smith Trust property into the City of Merced which were the subject of a study session with 
the Commission in September 202 3 ,  and several special district annexations in process. The 
attached "Budget Statistics and Revenue" document identifies the number of applications 
processed and MSRs prepared back to FY 2020 /2021, and the projection in coming FY2024-25. 

Sphere of Influence & Municipal Service Review Updates 

The Commission has historically supported funding the state- mandated LAFCO responsibility under 
the Cortese-Knox-Hertzberg Act of 2000 that require a review of Sphere of Influences every five 
years, and the corresponding review of the related Municipal Service Reviews (MSRs). Section 

564125(9) of the Act requires that" .. every five years .. , the commission shall, as necessary review 
and update each sphere of influence." As a parallel requirement, Section 56430 (c) contains a 
requirement that the commission conduct a service review before the establishment or update of a 
sphere of influence. Recent and proposed MSR update activities are described below to meet the 
five-year review "as necessary" requirement. 

The Commission adopted the "Agricultural Irrigation Service Providers MSR" under contract with 
Economic and Planning Systems (EPS) in association with Berkson Associates in June 2022 . This 
involved 14 special districts who are involved primarily in the supply of agricultural irrigation water. 
Currently underway with the assistance of EPS are the City of Los Banos MSR and sphere of 
influence update, as well as the MSR update for the five resource conservation districts (RCDs) 
located within Merced County. An Administrative Review draft of the RCD MSR is nearing 
completion and will be forwarded to each of the RCDs covered in the review - although two of the 
five RCDs currently are not active, so staff will consult with the National Resource Conservation 
Service (NRCS) on coordinating a review and recommendations. EPS is currently on the data 
gathering stage with the City of Los Banos coordinating with various departments and the Finance 
Department. 

In the Final Budget, Staff is recommending the allocation of $35,000 in Account No. 21810 
"Professional and Special Services" for a potential consultant contract with EPS to update the 
Cemetery District MSR which was originally prepared in 2009. The only other remaining original 
MSR that has yet to be updated was the "Other Special Service District" MSR also prepared in 2009 
which covered a variety of more unique districts including drainage, healthcare, levee, reclamation 
and the County's Service Area No. 1 serving the unincorporated county. 

Staff Support 

Staff support for application processing and MSR support activities has been limited only to the 
Executive Officer, in his consultant role over the past year. Based on staff turnover and competing 
assignments, professional planning staff has not been available from the County's Community and 
Economic Development Department as in past years. However, Clerk services have been provided 
by the County, currently performed by Danielle Bettencourt, along with limited Planning Technician 
support for mapping and legal notice mailing. 
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The professional planner support situation may change in the future, and estimated support costs 
for a Planner II continue to be allocated in Account No. 21840 "Professional and Special Services­
Administrative Services." 

However, based on the level of work performed by the Executive Officer during the 2023-24 fiscal 
year - averaging around 45 hours per month - an increase of 100 hours is identified in Account No. 
21810 "Professional and Special Services - Contractual Agreements" reflecting an increase from 
400 hours to 500 hours for the fiscal year. 

A budget transfer has also been requested on the May 16 Commission agenda to add funding for 
the current fiscal year to reflect the increase in hours over the 33.3 hours per month that was 
budgeted in order to have funding to cover the current Fiscal Year costs. An increase in the hourly 
pay rate of the Executive Officer will occur in July based on the increase in the Consumer Price 
Index for the Western Urban Index Size B/C jurisdictions (which is estimated at a 3.5% increase 
based on projected trends) as the Commission approved through a contract amendment in June 
2022. 

For comparison, last year's CPI increase was 4.4% resulting in the current hourly rate of $197.34. 
The net increase in Executive Officer expenses in the FY 2024-25 budget would be an increase of 
$22,745 reflecting the additional 100 hours and an estimated 3.5% CPI adjustment. In terms of 
actual dollars, the current budget allocated $79,380 for Executive Officer costs based on 400 total 
hours, and the FY 2024-25 budget proposes a $22,745 increase to $102,125 based on 500 total 
hours. 

Legal support will continue under contract with the law firm of Best, Best & Krieger, and the total 
amount budgeted is not changing: $25,920. The billing rate of $345 per hour for Partner Attorneys 
will increase as of July 1, 2024, based on the Consumer Price Index. 

Approval of a "Memorandum of Understanding" agreement with the Board of Supervisors is also 
listed for action on today's May 16th agenda to cover the County staff support function and related 
costs. 

Training 

The other component of the work program involves costs for commissioner and staff training 
through attendance at the educational conferences sponsored by the California Association of 
LAFCOs (CALAFCO). The last Annual Conference was held in Monterey with attendance by four 
Commissioners and the Executive Officer. In the coming Fiscal Year, the Annual Conference will be 
held in October at the Tenaya Lodge in Yosemite, and the Spring Staff Workshop will be held in 
Southern California, possibly in Temecula in April 2025. In the Proposed Budget funding is provided 
to register five Commissioners and one staff member at the Fall Annual Conference, and two staff 
to attend the Staff Workshop in the spring. 

Total Budget Revenues 

Revenue for LAFCO comes from application processing fees and the state mandated subsidy from 
the County and six cities within the County. In terms of application fees, a total of $19,756 has been 
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received through April 30, 2024, which amounts to approximately 79% of the anticipated revenue of 
$24,946 in Account No. 96920 (which excludes the special MSR costs paid by the City for the 
pending update to the Los Banos MSR). 

The amount of cash retained in the Treasury for LAFCO at the end of each fiscal year is monitored 
by staff in consultation with the County Auditor's Office. As an independent agency, any revenue 
received in excess of expenditures by the Commission is retained in interest bearing Account No. 
94200, and is available for the following fiscal year ($1,000.96 in interest received as of 3/31/24). 

An update on the current cash balance will be presented at the public hearing, and the Commission 
has historically strived to maintain a minimum balance of $100,000 for unanticipated costs such as 
litigation. This cash balance will be used to calculate the actual billing amount to be requested from 
the six cities and county for the current fiscal year, and it typically results in a cost savings. 

As identified in the attached "Line Item Justification Form for Revenue" (in Account Numbers 95636 
and 95637) the combined City share, and equal County share, of LAFCO operation costs is 
estimated to be approximately $97,187. This amount is approximately $10,453 greater than 
anticipated in the current fiscal year which is primarily due to the special revenue received in the 
current fiscal year from the City of Los Banos for their MSR update costs. Revenue from 
application fees is anticipated to generate $27,066 in FY 2024-25. While actual costs are typically 
less as staff time and overall LAFCO expenses have historically been lower than budgeted based 
on recent yearly application levels, this trend could change in the upcoming fiscal year. 

Recommendation 

Staff recommends the Commission adopt the Final Fiscal Year 2024/25 Budget finding that the 
reduction in budget amount from the prior fiscal year will allow the Commission to fulfill the purposes 
of the Act and direct the Executive Officer to forward the adopted budget to the County, the six 
Cities and all independent special districts within the County as dictated in the Cortese-Knox­
Hertzberg Act. 

Respectively submitted, 

LOCAL AGENCY FORMATION 
COMMISSION OF MERCED COUNTY 

Bill Nicholson, Executive Officer 

Enclosures - Final Budget Statistics & Revenue Summary and Final Fiscal Year 2024/25 Budget 
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LINE ITEM JUSTIFICATION FORM 

FOR APPROPRIATIONS 

LOCAL AGENCY FORMATION COMMISSION 

BUDGET UNIT# 76800 

Account Number, Description & Justification 

21500 MEMBERSHIPS 

California Association of LAFCOs Annual Dues 

TOTAL MEMBERSHIPS 

21700 - OFFICE EXPENSE-GENERAL 

a. Metered Mail

b. Supplies

c. Copies/Departmental

TOTAL OFFICE EXPENSE-GENERAL 

12 X $30 

12 X $30 

12 X $25 

= 

= 

$5,778 

$360 

$360 

$300 

$1,020 

21810 - PROFESSIONAL & SPECIAL SERVICES - CONTRACTUAL AGREEMENTS 

A. Contract with Executive Officer - $204.25/Hr x 500Hrs $102,125 

B. Professional consultant costs for updating

municipal service review as mandated by the

Cortese-Knox-Hertzberg Act with Economic

& Planning Systems or other Consultant $35,000 

$137,125 

TOTAL PROFESSIONAL & SPECIAL SERVICES - CONTRACTUAL AGREEMENTS 

21812 - INFORMATION SERVICES 

Cost to televise and broadcast LAFCO meetings 

($519.45 x 10 meetings) 

TOTAL INFORMATION SERVICES 

$5,195 

FUND# 1220 

Amount Requested 2024-25 

aiAitM 








