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Executive Summary

The modern story of the state-local fiscal relaiup in California, despite its arcane status in
the broader public policy debate, is one that lbedse told. This relationship affects the
provision of services that government provideddaitizens. It also defines the power of the
state relative to its local governments. Stakeshagh because it defines some of the most
fundamental of California governments’ respondiledi to their citizens.

The state-local fiscal relationship is, by manyaagts, out of balance. This lack of balance,
observers argue, is creating fiscal, governanad)ard use problems that must be addressed.
Many leaders and thinkers across California propogariety of solutions to the problems as
they perceive them. In order to further the ongaliscussion, and in an attempt to provide
helpful information, this paper provides a brieftbry of the issues and a summary of recent
proposals that address the state-local fiscalioelstiip in California.

History

In 1978, California voters amended their Consttutdy passing Proposition 13, which had two
significant effects for local governments acrossgtate. First, it immediately cut property taxes
by about fifty percent, which helped taxpayersdnaistically reduced — and forever limited — a
significant source of local government revenue lbyiaating governments’ authority to adjust
the property tax rate for local needs. Secorghve the state government the power to allocate
the remaining property tax revenues. In shortpBsdion took away local government
resources and power, and gave them to the statsrgoent.

Since then, numerous Propositions and other gowvamhactions have continued to erode local
government resources. Declining federal grantsaital expenditure limitations on local
governments, continued population growth, econasuessions, and increasing program costs
have all left local governments scrambling, at 8rdesperately, for answers to their revenue
demands.

When California’s economy took a downturn in thdyea990's, the Legislature struggled with
how to balance the state budget. Part of the resspby the Legislature and Governor Wilson
was to use its allocation power over property tagen to the state in 1978, to shift property
tax revenues from cities, counties, and specialiclis to schools. These transfers, referred to as
ERAF shifts, decreased the state’s need to ussvitsGeneral Fund money for schools and
returned more of the responsibility for funding edlion back to the locals — a responsibility that
was taken over in large part by the state as [pdeostate bailout to local governments

following the passage of Proposition 13.

Recently, in light of large budget surpluses, antha ranks of the Legislature have become
filled with former representatives from local gowerent, the Legislature has raised the question
of returning these ERAF shifts to cities, countes special districts. Some legislators also
address larger issues within the state-local fisglationship.



Problems and Solutions

Problems embedded in the state-local fiscal relatigp cut across a broad set of public policy
issues and pose a great challenge to Californiate and local leaders. Forming creative
solutions to these problems — rooted in histortipas, and reactions, - will require careful

study, analysis of all possible consequences, astohply a considerable amount of risk. The
most basic question to ask is: what is the righdrize of power and wealth between the state and
its local governments? Following from this questi®: how best do we divide the resources and
the power to control them in order to provide otirgovernance for California?

In the past decade, much has been written ondbalfielationship between the state an its local
governments, detailing problems and proposing aadyf solutions. The property tax shifts of
the early 1990’s fueled the fire of reform. Bel®maan abbreviated list of identified problems in
the debate and the solutions that have been prdfysthe eight most commonly cited reform
proposals. For more detailed information aboutpittdlems and proposals listed below, see the
body of the text and Appendices A and B.

Identified Problem Proposed Solution

Local governments are fiscally constrained. Guarantee local government funding.
2. Reallocate the property tax.

3. Increase funding.

4. Reform ERAF.

Increased reliance on the sales tax skewsl. Swap property tax and sales tax at the
local land use incentives. local level.
2. Change sales tax from a point-of-sale to

a per-capita allocation.

Misaligned government responsibilities | 1. Realign responsibilities.

result in a lack of government 2. Improve accountability.

accountability — to itself and to its citizens.

State mandates on local governments Process mandates claims in a timely
manner.

2. Add local government representatives
to the Commission on State Mandate

Recent Legislative Action

In the 1999 and 2000 legislative session, legistatdroduced over fifty ERAF relief bills.
Several of these bills targeted relief to particslaecial districts. Other bills took a broader
approach and sought to “cap” ERAF contributionddmal governments.

Several bills introduced in the legislature in 2@@€kled the issue of broad reform in addition to
providing relief from the ERAF shifts. These reafobills were all reduced to intent language
and held up so that a joint legislative conferecm@mittee could collectively deliberate on all of
the proposals.

This joint legislative conference committee usedeksbly Speaker Villaraigosa’s AB 1396 as
their vehicle to discuss all reform proposals aratipce a solution for the Legislature. Broad



agreement existed on the basic problems and braad gf reform, but disagreement remained
on the magnitude of these problems and the ap@atepaction to take to remedy problems.

The committee adjourned and submitted as its pto&iBcl 396, now authored by Assembly
Member Aroner as Chair of the committee. AssembllylB396 (Chapter 903, Statutes of 2000)
was a relief bill devoid of any real reform. AsdaynBill 1396 provided $212 million in one-
time relief for cities, counties, and special dits: $100 million based on population, $100
million based on ERAF shift proportions, $10 miflitco counties based on population, and $2
million to independent recreation and park dissremhd independent library districts based on
ERAF contributions. An important part of this Isigition was the $12 million appropriated to
counties, parks, and libraries, because it wadinstdime the Governor and the Legislature
formally recognized that counties and some distisciffered disproportionately from the
property tax shifts compared with other local agesc

While reform solutions were not enacted, severglartant things came out of the conference
committee: participants recognized that the proklembedded in the state-local fiscal
relationship would take time and substantial en¢ogsolve. Also, conferees came away with
the understanding that any reform would involvegtoahoices that would produce both winners
and losers. Last, legislators acknowledged thatisns might need to be different for different
types of jurisdictions (cities, counties, and spkdistricts) because of the various ways
historical actions affected them and their diffénerles as local governments. Conferees
adjourned with an understanding that there wasone-Size fits all approach” to these tough
problems.

The beginning of the 2001-2002 legislative session

In the recently ended case®dnoma County v. State of Californiagarding the county’s claim
that the ERAF shifts constituted a state mandadettauns are reimbursable by the state, the
appellate court reversed the lower court and dédléavor of the state. Sonoma County
appealed to the California State Supreme CourttHautourt announced on February 28, 2001
that it would not hear the matter, officially engdithe dispute with a victory for the state.

There are also rumors of a possible statewide tiaikative (Proposition) on the issue from
local government associations. No one is sure fanat an initiative to the voters would take or
what its chances of success would be.

Finally, Legislators continue to pursue legislatreenedies for ERAF relief as well as reform.
Already this year, legislators have introducedesxt ERAF related bills (See a list in Appendix
D). In addition, Assembly Speaker Hertzberg hamaped a Commission on Regionalism to
discuss, among other things, the state-local fisgdationship. And, while the Governor again
only allocates local government relief in his prepd January budget ($250 million), and
although the energy crisis casts a looming shadaw the robust economy, the state enjoys a
healthy surplus. Hope remains that some type adder legislative reform on the subject will
come from this session.



Introduction

Surveying the history of the state-local fiscahtelnship in California, one observer concludes
that, “The evolution of public finance in Califoenis the story of a shifting balance of power
between the state and local governmentsThroughout California’s history, the concentratio

of resources, and whether the state or local govents hold them, has produced dramatic shifts
in governance.

Since the state’s beginning, Californians have laidul a preference for home rule and local
autonomy, exemplified by the Bear Flag Rebelliod®46 and the instigators’ frustration with
their far-off Mexican government. The Californiaigstitution Revision Commission described
the first thirty years of statehood as “marked wtistrust and meddling in the affairs of local
communities by the California Legislature.Progressive Era legislation shifted wealth and
power back to local governments, signaling thenbafthome rule for local governments. It
became a “self-evident truth that local governméais the authority to tax residents and to fund
services with the revenue*a “self-evident truth” until the 1970s when thexgelum of power
and wealth began to swing back to the state govenohm

In what was the most fundamental change for looaeghance in the state since the Progressive
Era, the voters amended the California Constitutppassing Proposition 13 in 1978This
amendment changed state-local relations in twafgignt ways. First, it immediately cut
individual property taxes by about fifty percefthis cut helped taxpayers, but drastically
reduced - and forever limited - a significant seuof local revenue by eliminating governments’
authority to adjust the property tax rate for locaéds. Second, it gave the state government the
power to allocate the remaining property tax reesnulhese fundamental changes weakened
the autonomy of local governments and once ag&imned power to the state. In short,
Proposition 13 took away local government resouacespower, and gave them back to the
state.

Almost twenty-five years later, the state governteamtinues to wield great influence over
local government. Numerous propositions and ogogernment actions have continued to
erode local government resources and power, whadkesithem unable to craft policy that is
particular to their local needs. Local governmdegsd strapped for cash and caught between
providing essential services to citizens and fugdivandated programs. Many think that
California’s local tax structure (which relies hépwn sales tax) is negatively affecting local
land use practices. California’s large networkoofl governmentswith its complex tax
allocation system also seems to not have kept tipthe needs of its citizens. Many observers
argue that the system is confusing and out of d&tbe needs of California’s communities have
evolved, but the structure of providing for theilaaging needs has not.”

! Silva, Fred and Barbour, Elisa (1999). The Stateal Fiscal Relationship in California: A ChangiBglance of
Power. San Francisco, California: Public Policstitute of California.

2 California Constitution Revision Commission (199&jinal Report and Recommendations to the Goveandrthe
Legislature.

% Silva, Fred and Barbour, Elisa (1999). The Stateal Fiscal Relationship in California: A ChangiBglance of
Power. San Francisco: Public Policy Institute ofifGemia. Foreword by David W. Lyon, PPIC.

* Article XIIIA, California Constitution.

® Including 58 counties, 475 cities, 3,800 spedisiritts, and 1,100 school districts.

® Swenson, Jennifer. (2001) Interview. Sacramenatifd@nia: Senate Committee on Local Government.



Since the passage of Proposition 13, interestdtepdrave been suggesting reforms to
California’s state-local fiscal structure. Ovee tyears, the state has studied this relationship
through interim hearings and staff studiek addition, commissions, policy research
organizations, state analysts, and local govern@aévcates have produced numerous reform
proposals. All of them make recommendations fdrisg the myriad of problems embedded in
this complex state-local fiscal relationship. Hewe major reform has been, and continues to
be, elusive.

" Examples include:

» Governor’s Office, Office of Local Government Aiffs. (1983). New Partnership Task Force on StateLocal
Government: interim report. Sacramento.

» California State Assembly Local Government Conmeeitt (1990, October 16). Interim Hearing on Alégives
for Reforming Local Government Finance. Sacrame®#mn Farr, Chair.

« California State Legislature. (1994, January 2B)int Informational Hearing, “Restructuring thatg-Local
Relationship.” Assembly Local Government Commitee Assembly Select Committee on Restructuring
Government.

» Governor’'s 1994-1995, 1995-1996, and 1996-1997gBt«l

« California State Senate Fiscal Retreat. (1994)an30-February 1). “The Three ‘Rs’ of Local Gowaent:
Restructuring, Responsibility, Reality.” SponsolgdCalifornia Policy Seminar, University of Califéa and
Senate Budget and Fiscal Review Committee.

* California State Senate Committee on Local Govermt(1999, September 21). Property Tax Allocgtithe
Summary Report from the Interim Hearing of the $e@ommittee on Local Government. Sacramento:d&dh
Rainey, Chair.



History:
A Synopsis of California’s State-Local Fiscal Relahs

The first crunch: 1978 and Proposition 13

With the passage of Proposition 13, and the movéeofggower and resources back toward the
state, two very dramatic things occurred. Firsbp@sition 13 cut the property tax rate, which
substantially and permanently decreased the taxfoasocal governments. Citizens called
upon their local governments to function with less.

Second, Proposition 13 shifted power from localegaments by placing the responsibility of
property tax allocation into the hands of the sgateernment. The state, guided by the voters,
was given ultimate control in deciding how moneyswédocated to local governments.
Proposition 13 effectively changed the local proptax into a state controlled tax. The courts
have buttressed this state control with suppodiegjsions. Experts have commented that it is
this shift in the allocation power of property taxand not just the overall decrease in tax
revenues, that is the most fundamental changetiregfiom Proposition 13.

In 1978, a very significant change occurred witljarels to the property tax. And

by this | am not referring to the drop in propeey from about 2 1/2 percent to

one percent statewide, or the shift to acquisitialue-based assessment. Instead, |
refer to the change in authority over #ilcation of the tax, the shift of power

from local communities to the state — a changehhathad a far greater impact on
governance in California than the rate reductisalit In 1978, the locus of the
debate over property tax shifted from local cityealls and boards of supervisors’
chambers to the state Capitol. Since 1978, Caldiamay be the only place in the
United States where the topic of the allocatioprafperty tax is discussedoreat

the state Capitol than in local communities.

When Proposition 13 passed, and the Legislatunedfaself with the responsibility of allocating
these scarce property tax revenues, it had thre&siste devise a plan. The result was SB 154
(Rodda)™® To address its new responsibility in the leastufitive way possible, the state
allocated money to schools, cities, counties, gedial districts based on each local
jurisdiction’s historical revenues and its previdosal allocations. This allocation scheme,
combined with a large bailout from the state infthren of block grants, minimized disruption in
local government! The state’s coffers were sufficiently full andtfwthe bailout, local
governments were able to avoid significant cuts finst year.

& County of Los Angeles v. Sas&k994) 23 Cal. App.©1442. County of Sonoma v. Commission on State
Mandates, et al(2000)84 Cal. App. 4 1264, andSan Miguel Consolidated Fire Protection Dist. v.vB(1994)
25 Cal. App. ¥ 134.

° O’'Malley, Marianne. (1999, September 21). Comimérom Senate Local Government Committee Hearing o
Property Tax Allocation. Sacramento: Legislativealyst’s Office.

19 Chapter 292, Statutes of 1978. Senate Bill 154 thva final report of the Conference Committee BrilS4
(Members: Senators Rodda (Chair), Mills, and CartipAesemblymen McCarthy, Boatwright, and Priolo).

1 “The formula (in SB 154) relied on the averagecpatage of all property tax revenues that eachtg&ulocal
agencies had collected in the three prior fiscatye. Additionally, SB 154 provided $878 million frothe State
General Fund to local governments as block grantsterl_the Legislature supplied an additional $3[fionito
help special districts with their unmet needs.”l{fGeia State Senate Committee on Local Governm@99,



The next year, AB 8 (L. Greerféenacted a long-term property tax allocation systémmany
ways, it solidified SB 154’s temporary policies gmdctices. However, instead of providing
annual bailouts to local governments through bigieants (as SB 154 did), the state chose to
shift property taxes from schools to cities, coesitiand special districts. The state made up for
the loss to schools with its General Fund. In way, the state took over a much greater portion
of California’s responsibility for funding educatio Local shares of property taxes for schools
went from an average of 53% to 37% through AB 8ecause one of the responsibilities of
counties is to administer programs for the stéwe state was able to help counties significantly
after Proposition 13 by assuming responsibilit@shfealth and human services costs. Cities and
special districts were also largely helped by tbe state policies. Effectively, the state helped
preserve most of the pre-Proposition 13 budgetsifis, counties, and special distritts.

Since the reduction in property tax revenue in 19itBnerous events in the 1980s continued to
erode local government resources. Declining fddgeats, tax and expenditure limitations
(such as Proposition 4 - Gann spending limits)fiooed population growth, economic
recessions, and increasing program costs that &oatplocal revenues and left local
governments scrambling, at times desperately,fewars to their revenue demand.”

The next big hit: California’s recession of the edy 1990’s and ERAF

When California’s economy took a downturn in thdye&990s and experienced its most severe
recession since the Great Depression, the Legislatruggled with how to balance the state
budget. This recession, combined with tighterrregdns on lending in the wake of the savings
and loan crisis, military base closures acrosstae, and the end of the Cold War spending on
military procurement and research and developnmeatle many fear that California faced an
indefinite economic slowdown. In 1991, the statgegnment faced a budget deficit of $14
billion. The constitutional mandate (from Propmsit98) to fund education at guaranteed levels
further increased the challenge of balancing thtediudget. Part of the response by the
Legislature and Governor Wilson in 1992, and thgairain 1993, included shifting property tax
revenues from cities, counties, and special distt@ schools, undoing in large part what the
state had done to provide bailout money to locakgoments in the aftermath of Proposition 13.

September 21). Property Tax Allocation, The SumniEport from the Interim Hearing of the Senate Guttee
on Local Government. Sacramento: Richard Rainégjr

12 Chapter 282, Statutes of 1979.

13«AB 8 created a local property tax allocation swleethat allowed local agencies to benefit fromgtmwth in
property tax revenues produced by growth in asdesslees. Instead of an annual bailout from tfeeSGeneral
Fund, AB 8 shifted some of the school districtgperty tax revenues to counties, cities, and spdigticts and
then replaced the schools’ losses with increassd stibsidies. Before Proposition 13, schoolsvedeabout 53%
of all property tax revenues. By 1985-1986, tiskiare was just 37%. This “AB 8” shift increasedrekcal
agency’s share of the property tax by the amouits @B 154 block grant, as reduced to hold dovenstiate’s
cost.” (California State Senate Committee on Léa@avernment. (1999, September 21). Property Tagcalion,
The Summary Report from the Interim Hearing of $mmate Committee on Local Government. Sacramento:
Richard Rainey, Chair.)

14 Specifically, “Cities received 83% of their SB 1Blbck grants, special districts received 95% efrthlock
grants, and counties received the sum of the 1978 block grant, plus an amount specified in ARBresenting
the reduction in the state’s buy out of AFDC (cqwntin programs) minus a new state grant for cobesjth
services.” Ibid.

15 California State Senate Committee on Local Govemtm (2000, February 25). Analysis of SB 198206At).
Sacramento.
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These transfers decreased the state’s need toamadb Fund money for schools and returned
more of the share for funding education back tallpcoperty taxes. In each county, these
property taxes were deposited into a newly createchtywide fund for schools, the
“Educational Revenue Augmentation Fund,” (ERAF)e Y&fer to these shifts as the “ERAF
shifts.”

In those two years, the state required local gawents to shift a total of $4 billion of their
property taxes to schools. In 1992, they shifted Billion into ERAF, and in 1993, they shifted
an additional $2.6 billio® Counties benefited most from the state bailothélate 70s, and,
maybe because of this, were the hardest hit biRwF shifts. While individual figures vary
across the state, more than two-thirds of ERAF cliome counties. Instead of providing relief,
the state, with its huge deficit, became a direacbgetitor with local governments for limited and
precious public funds.

The property tax revenue shifts into ERAF helpebatance the budget and keep the state
government solvent. In shifting funds from citiesunties, and special districts, the state
recognized that it was seriously impacting localegaments. Over the next several years, it
helped to make up for the shifts by providing sal/gypes of mitigation measures. While not
everyone agrees on the list, some of these mea@mee implemented explicitly to mitigate the
ERAF shifts, and others implemented for differezasons but with the same result) incltfe:

* A one-half cent state sales tax allocated to cesrand cities for financing
local public safety?

e State funding for trial courts.

* The Citizens’ Option for Public Safety (COPS)gmam, which provided more money for
police?°

 Fines and forfeitures for citie's

» Reimbursement to cities for booking fees paiddontie$?

» Exceptions and outright exemptions from the ERAFRts to several
local government entities, primarily special dists?>

®Chapters 699, 700, and 1369, Statutes of 1992 hagt€r 68, Statutes of 1993. See California’s Regeand
Taxation Code Sections 97.2 and 97.3 for additigrfaFmation.

Y Hill, Elizabeth G. (1999, February 2). Shifting&s: Rethinking Property Tax Shift Relief. Saczatn,
California: Legislative Analyst's Office, Policy iBf.

18 At first, this tax was temporary, then in Novemt883, the voters passed Proposition 172, a cotistitl
amendment, permanently extending the program. erhuesls (worth almost $2 billion per year), musispent for
public safety purposes. The funds do, howeveireaty free local government budgets, allowingnth® spend
money they already have for other purposes. (Hiigabeth G. (2000, February 3). Reconsidering8ABxploring
Alternative Ways to Allocate Property Taxes. Sawato, California: Legislative Analyst's Office, IRy Brief).

¥ The state assumed growth in trial court costs the994-1995 level, absorbed all trial cost imBrmounties,
and reduced costs to other counties. Relief pesvabout $768 million per year for local governraegéneral-
purpose budgets. Ibid.

0 This provides $100 million statewide to cities amdinties to augment law enforcement expendituféss
money is appropriated annually in the state budbt.

2L Cities receive a greater share of revenues frokets issued for moving traffic violations. Funday be used for
general purposes. Relief probably exceeds $62omiinnually. Ibid.

2 Counties charge fees to cities, special distransg, schools to recover the costs of booking ardesersons into
county jails (SB 2557, Maddy, 1990). Counties gbbut $50 million a year in booking fees, maintynf cities.
Source: Senate Local Government Committee. (1988uét 19). Analysis of SB 225 (Rainey). Sacramento,
California.
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It is important to note that local governments ldistretionary money with the ERAF shifts and
generally received targeted relief funds. Thesasuees, therefore, were not a dollar-for-dollar
return because the money was earmarked for sppcdgrams as determined by the state.

Where the history leaves us

Currently, the state is not in a recession. Imsté#as enjoying large budget surpluses. Many
stakeholders believed the ERAF shifts were a fonotif the state’s recession, and would cease
when the state came out of its budget crunch. tHetstate continues to shift property tax
revenues to ERAF — a total of $3.9 billion in 19830. Mitigation measures now provide
about $2.4 billion yearly in relief to local govenents, bringing the overall net shift to roughly
$1.5 billion. The vast majority of this reliefgovided to cities and counties, with very little
going to special districts.

In light of large budget surpluses, and as thesarikkhe Legislature have become increasingly
populated by former local government officials, ERAF issue has become a hot topic in the
Capitol. Many legislators are interested in reitugrthe ERAF shifts, while others want to find a
way to limit them. However, there is no widespregdeement about how to return these funds
and many would like to couch the relatively redeRAF issue into a larger discussion of more
fundamental reform of the state-local fiscal relaship.

The ERAF issue has overshadowed reform questiotheipast few years. However, as local
governments continue to focus on ERAF, and as #dugslature responds with increasing
numbers of ERAF exception and exemption bills al$ agemitigation and relief measures, many
continue to look for long term fiscal reform thadwd include, but not be limited to, the ERAF
shifts.

% Examples include local hospital districts, floamhtrol districts, transit districts, police protiect districts,
veterans memorial districts, fire protection ditj and certain water districts.
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Problems:
A Description of the Major Issues

The problems embedded in the state-local fiscatigeiship cut across a broad set of public
policy issues and pose a great challenge to Caldtwr state and local leaders. Forming creative
solutions to these problems - rooted in historyipas, and reactions - will require careful study,
analysis of all possible consequences, and prolzabbnsiderable amount of risk.

Most of the problems identified as part of theestatcal fiscal relationship do not stand alone.
Their inherent connection to one another and tergbblicy issues gives any one problem-
solving action intendednd unintended results. To assist in the monumeasil of studying
problems and solutions, and to help sort througkehissues, it is helpful to develop an
explanatory backdrop. Examining the broad ovesalles in terms of power and wealth, and
noting the interaction between the two, provides such backdrop.

The most basic question to ask is: what is the figlance of power and wealth between the
state and its local governments? Following from tfuestion is: how best do we divide the
resources and the power to control them in orderawide optimal governance for California?
Many are dissatisfied with the current balanceatld the division of responsibilities between
the state and its local governments.

Power

While a strong and powerful state may not be ingaieblematic, the following metaphorical
description of California’s local government sturet with respect to the state presents the
current balance power in a decidedly negative light

Home rule for local governments in California rebéas a ‘hollow sphere.” On the
surface, California’s local governments have maiye trappings of home rule,
including constitutional standing, charter authgritexible statutory authority, and
a political tradition that honors local control.owever, local officials lack the
power to set their own property tax rates, facegasingly expensive entitlement
programs, operate under both collective bargaimegt system limits, and must
cope with state-mandated procedural requiremerdagen together, these factors
erode the reality of local control, even thoughshd&ace image of home rule
appears to be intatt.

This metaphor of the “hollow sphere” makes an ingoarjudgement on the power of
California’s current local government structureneTmetaphor presents this structure as
insufficient because it is not backed up by thditseaf a solid “core” of financial strength.

24 Sokolow, Alvin D. and Detwiler, Peter M. (2000°'California,” in Home Rule in America: A Fifty-Stat
Handbook. Krane, Rigos & Hill, eds. WashingtonCDCongressional Quarterly Press.
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Wealth

If the lack of fiscal independence - essentially fdick of wealth - for local governments is the
missing “core” of home rule, as Al Sokolow suggesiten this independence is lackinglmth
sides of the accounting ledger: local officialsklaiscretion over both revenue and expenditures.

Revenues

The revenue side of the story is one largely destale propositions. In addition to reducing
revenue, Proposition 13 also decreased the baseagped the property tax rate, taking away
local governments’ ability to raise local dollafBroposition 13 is the most dramatic example of
local revenue loss, but is one of many.

Since Proposition 13, a long series of successdite allot propositions and other government
actions have limited local revenue stregmsor example, Proposition 62 (1986) declared
(ultimately, after numerous court challenges) thajority voter approval was needed in all
counties and general law cities in order to raases$ — a right originally reserved for elected
representatives of local government. Propositib® @996), essentially strengthened
Proposition 62 by placing these regulations ingtate constitution, thus requiring charter
cities (in addition to general law cities) to folldhe same voter approval laws for taxes. In
addition, Proposition 218 imposed tougher procesltoeimposing local benefit assessments
and fees.

Expenditures
On the expenditure side, the story is more dive&@ate propositions, legislative action, the

economy, and changing demographics have all canédbto a decline in local fiscal control.

Proposition 4 instituted Gann limits, which limibernment spending of tax proceeds “to prior-
year amount, adjusted for population and inflatithln addition, funds provided from the state
to local governments come increasingly attached watiuirements on how that money is spent.
They come earmarked for certain purposes, andutilsnful to spend this earmarked money in
any way inconsistent with the law. Examples of tlype of money include transportation funds
given to local governments from the .5% sales tamfProposition 111. Also, the Citizens’
Option for Public Safety (COPS) program provide8Gnillion per year to local governments,
but its use is earmarked specifically for additidaa enforcement. Proposition 172 added yet
another half-cent sales tax for law enforcemend, raquires maintenance of effort on the part of
local government&’ In another strings-attached stream of moneysthi provides subventions
to local governments from the vehicle license féas stipulates that part of this money be spent
on program realignmeft.

zz Cohen, Michael. (1997, December) “California Uggda Sacramento: Legislative Analyst’s Office.

Ibid.
% |n effect, the new taxes supplement local expenelit but don’t supplant them. If they were to aeplother
locally levied funds, money would be freed for atbees.
% Realignment shifted responsibilities for progréaasn the state to counties. It altered prograni-sbaring
ratios, and provided revenues for these prograrnissaies tax and vehicle license fee revenues. nivarre
information, see the Legislative Analyst’'s Februéyy001 report on realignment. (Hill, Elizabe{2001, February
6). Realignment Revisited: An Evaluation of th®1%¥xperiment in State-County Relations. Sacramento
California: Legislative Analyst’s Office, Policy i&if).
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Complicating all these local government spendingst@ints is the fact that California’s
population continues to increase. The Legislafimalyst tells us, “For much of the prior two
decades, California’s population has grown at rbuthice the rate of the other forty-nine
states.?® This growth is expected to continue at unprectterates. The California
Department of Finance estimates that by 2020, thidt&e 45.5 million people in the stai®.

As populations multiply across the state, local oamities, especially counties, will need to
provide more services for larger numbers of reg&fénThis will affect the expenditure needs of
local governments as much as any other singlerfacto

Discussed below are specific problems plaguingsthte-local fiscal relationship. Depending on
the level of detail that one wants, it is possibl@add to this list indefinitely. The following &n
attempt to highlight and explain the major concaypscally addressed in a way that makes
sense. Embedded within the broad categories béh@ng are several sub-categories of
problems. There are many possible ways to charaetihnese problems, and the set listed below
is one of those. Please note that some cut attress artificially-derived division lines

altogether, and because of this, all deserve sidmissed within the broader context used above.

Specific problems

Local governments are fiscally constrained.

Proposition 13 drastically reduced revenues, aadistory of propositions and government
action since then has left local governments weth ways to raise additional money.
Fundamentally, there is less overall money in gs#esn, making the funds still available more
precious then ever.

There are few fully discretionary funds for localvgrnments to raise or to spend. Some of the
most important include the 1% Bradley-Burns sadgs part of the vehicle license fee (VLF)
subvention from the state, and the transient oguzyptax (the hotel tax). The Bradley-Burns
sales tax is a particularly important local taxd @an comprise as much as 60% of city budgets,
but it is inherently unstable and thus difficultgmject with accuracy. The property tax, on the
other hand, is a relatively stable tax and hasgmde grow predictably over time. However,
revenues have been permanently reduced througlo$ttiop 13 and are subject to re-allocation
by the state. These property tax allocations aseth on the local formulas from before
Proposition 13, but are now a quarter of a centloly As pointed out earlier, the needs and
preferences of California’s communities have chdnget the allocation system remains the
same, sometimes locking communities out of thalitglto change according to their newer
needs and desires.

The institution of ERAF, while essentially takingdk what the state had given local
governments after Proposition 13 passed, has tgaificant amounts of discretionary funds
from counties, cities, and special districts, aftithem even more strapped for cash. While the
state has provided mitigation funds, they are egdethfor special purposes. This, in effect,

29 Hill, Elizabeth G. (1998, December). Cal Faciacramento, California: Legislative Analyst's Offic

% The population of California in 2001 is 34.4 nuii

31 The population is also expected to change inditspmsition. It is becoming both older and youngezaning
that the population percentage that the young lamald represent will increase. On the natura yibung and old
tend to utilize more government programs (schdwsjth services, etc...), creating more expectedresgsefor the
local governments that provide these servicestimecis.
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negatively affects the bottom line, since local gowments are constrained in their choice of how
to spend this money, resulting in a less than dédliedollar return of shifted ERAF funds.

In addition, local governments are concerned thaniother economic slowdown, taxes sent to
locals that are not constitutionally guaranteedlisas property tax, VLF taxes, and/or relief
funds) face further cuts.

Another significant factor in the discussion of #resion of property tax shares for local
governments is the role of redevelopment ageri¢ia¥hile these agencies can be a worthy use
of local government time and money, they are furidgzhrt by growth in property taxes within
their borders (tax increment financing) which fregthe property tax revenues available for
other local governments. Ten years ago, thesesfambunted to only 3.6% of total property
taxes. Now this figure is up to 7.9% (and in s@areas up to as much as 20%), affecting the
total property tax available for uses in neighbgrommunities?

Increased reliance on local sales tax skews |laadnggntives.

As noted above, locglovernments rely heavily on their share of thesstd®, a discretionary

tax, to provide significant amounts of local revesudespite its sensitivity to the business cycle.
Sales tax is generated by retail establishmentsireany observers claim that the reliance on this
type of tax for revenue provides incentives foralogovernments to chase sales tax,
disproportionately favoring retail over other typdsievelopment. The result can be that a large
amount of public money is spent luring retail. ther, because sales tax is point-of-sale based,
its revenue generating power encourages local gowents to actively compete with one another
for retail establishments, often from neighborimgnenunities. No overall regional or statewide
economic gain is realized from this rivalry betwéecal governments for sales tax revenues,
and taxpayers lose the money used to attract etailell as the time and energy of their public
officials engaged in this fight.

Having lost property tax revenue, a major sourclecdl! discretionary
income, and having little control over how to spemach of the State relief,
local governments have turned increasingly to dloallsales tax to backfill
their discretionary coffers. The 1% Bradley-Bulmsal sales tax is
distributed on a point of sale basis, meaningiietarned to the jurisdiction in
which the sale took place. As jurisdictions has@mbled to replace lost
revenue, observers note a trend toward favorirgsgalx-generating land
uses, such as big-box retailers, at the expensthef uses such as housing
and other non-retail development. In 1999, reseascat Public Policy

32 A redevelopment agency is a state-authorized progmplemented by local governments to “eradicéitb”
Redevelopment agencies “finance themselves thrtaxgmcrement financing. This theory assumes dhat
revitalized project area will generate more proptakes than were being produced before redevelopnihe tax
valuation of a project area prior to redevelopnaativity is the ‘base’ number. As the redeveloptmanject
improves the property , the increase in taxes beybe ‘base’ is the redevelopment agency’s prdis.the
redevelopment agency captures additional tax mgeegrated within its borders, it takes not only mpthat
would have gone to the city, but money that woudmally have gone to other taxing agencies likeostHistricts,
special districts, counties, and the state. Tt sback-fills’ the lost revenue to schools, bat to other entities.
They are net losers to redevelopment.” (Hamilteshdia. (2000). Creative Evasion: The BlightedddesKeene,
Barry, Editor. Berkeley, California: Institute Governmental Studies.)

3 For more information on this issue, see: Dardighdel. (1998, January). Subsidizing Redeveloprimen
California. San Francisco: Public Policy InstitofeCalifornia.
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Institute of California found that “retail land ssare preferred over
residential and heavy industrial uses by a larggyma®*

This phenomenon, often called tigcalization of land usdjas been cited as one of the reasons
for the huge expansion of strip malls and big betait establishments in California. As
California experiences both rapid population groetia rapidly deteriorating infrastructure
resources, local governments are largely respanfblfacing these challenges, suggesting the
need to plan properly and carefully for the futafe€alifornia’s communities.

In another blow to land use planning in Califorrsudies indicate that it actually costs more for
local governments to provide local services (tramtsgtion, water, police services, etc.) for
housing and other business uses than the addifioopérty tax supplied by the new housing or
business provides in retuth.This, in effect, means that developing additidmalsing in many
communities is a net drain on city coffers, cregtiregative incentives for these communities to
develop housing (particularly low and moderate medousing), despite population increases
and the powerful demand for housing in California.

If the overall decline in revenue (discussed egnias addressed to local governments’
satisfaction, these negative incentives for larelplanning would probably be a non-issue.
However, as local governments continue to scrarigbleevenues, the economic incentives to
compete for scarce resources remain powerful arfthps irresistible.

Misaligned government responsibilities result iagk of government accountability.

The evolution of the local government financialsture has created a complex system of
intergovernmental responsibilities. Propositiond atate government actions have created
complexities that often are not efficient or cle@his results in a lack of government
accountability, both to itself and to its citizens.

Government is not accountable enough to itself.
The LAO best summarizes this problem.

California’s existing “system” of government clgadoes not work together to
achieve the public’s goals. Rather, in our systii® component parts have no
common conception of mission, and often work assfpurposes with each
other. Local governments complain that state requents interfere with their
ability to satisfy local community needs. The atam turn, issues more
requirements to ensure that its service objectwesuniformly achieved.
Governments compete amongst themselves to obtaierlahares of dwindling
resources. Citizens observe declining levels aradity of service and find that
they cannot hold any particular agency responsilieshort, we find that
California’s existing “system” of government is fiysctional®®

34 California State Senate Committee on Local Govemin(2000). Analysis of SB 2000 (Polanco). Saenam
% eary, Patricia. California State Association afu@ties. (2000). Study for AB 1396 Conference Caditer.
% Hill, Elizabeth. (1993, February). Making Goveremh Make Sense: A More Rational Structure for S
Local Government. Sacramento, California: Legisithnalyst's Office, Policy Brief.
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Another observer pointed out the same issue imghtsi different way in saying,

One source of confusion and frustration in Califarcomes in sorting out the
roles and responsibilities of different levels oisfgrnment. The complexity of
these roles and the misalignment of program respitiysand accountability
often create inefficient and skewed incentivesgimvernments to engage in
cost-shifting and blaming. Many proposals havedcthe need for program
realignment between state and local entitfes.

Government is not accountable enough to its cifizen

Citizens and taxpayers want good government. et their tax dollars to be spent wisely
and effectively. They expect government to be pengorocess that promotes accountability.
Because the tax allocation system is so compléx difficult for taxpayers to know how and
where their tax dollars are being spent. This derity is not in and of itself a problem when

the public receives services that are acceptaliteeton and for a dollar amount that they consider
reasonable. However, when government does not amditizens feel it should, it is difficult to
know who can address their concerns or who to Aotduntable. One observer described the
problem as such:

For an individual citizen, this confusion (over bgirogram delivery and the
property tax allocation system) means that it iy fficult if not

impossible to decipher who is responsible when ranog do not work as
citizens hope or expect them to. Also, with theead of Proposition 13,
taxpayers no longer were able to tell from theoparty tax bill where their
dollars were being spent. This leads to frustmatamnfusion, and a
decreased faith by citizens in their governni&nt.

37 Silva, Fred J. and Barbour, Elisa (1999). TheeStacal Fiscal Relationship in California: A ChamgBalance
of Power. San Francisco: Public Policy InstituteCafifornia.

* Ibid.
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State Mandates

Mandate?’ from the state to its local governments have asi@gen controversial. Since
California’s inception, an independent spirit hagely characterized our society, culture, and
government. Because of this, requirements frorhdri¢evels of government are often not taken
with a high degree of enthusiasm. Local governsiefien raise the issue of state mandates, and
while the state has enacted change, local govensnaes not satisfied. This particular issue gets
to an important part of governments’ relative fisstability. It is also embedded in concerns
about the misalignment of government responsibility

These days, when people talk about state mandaégsare usually referring to one of two
things: either program mandates or process mandBi&h can cost money, and both create
tension between different levels of government,dadh affects cities, counties, and special
districts to varying degrees and in different ways.

Counties are mainly concerned wgtogrammandates. Since counties act as extensions of the
state, if the state requires its counties to p@witbre public programs, counties must respond.
Often, this results in less discretionary dollamsdounties. Counties, cities, and special ditstric
claim that the mandates placed on them, in additidhe other financial constraints faced by
government, make it difficult to remain fiscallywsal.

The other type of mandates regulatespiteeessedy which local governments run. For
example, the continued expansion and revisione@Bifown Act since its enactment in 1953,
which regulates virtually all public meetings, aslvas the Public Records Act, which ensures
access to government documents and restricts diselof specified files, exemplify the types of
process mandates placed on local governments Istatee While these mandates might be
annoying and frustrating to a government that faetscapable of running itself without outside
intervention, these often do not have the samalfesifect as program mandates. For many local

% The term “state mandates” has at least threerdiffaneanings in practical use:

1. State-reimbursable legal mandates are “new progiior higher levels of services” enacted afte51&8¥ for
which the state must reimburse local governmemtstsc

2. Pre-1975 legal mandates are more prevalent@merglly control how local governments operate. ekample
of this type of mandate is Welfare and Instituti@mle Section 17000 et seq., which requires couoffityials to
provide general relief assistance.

3. Practical mandates do not require complianceldawe local officials with little choice. Maimance-of-effort
(MOE) requirements and matching fund requiremeresaamples of practical mandates.

Current law allows local agencies to obtain reinsleanent of state-mandated costs in two ways. Ifetislation
creating the mandate contains an appropriationmdg for reimbursement of increased locals’ cdbkts) a local
agency may then file a claim with the State Cotgrdbr its share of these funds.

If the original legislation does not appropriateds for the mandate, a local agency may file & tksm” with the
Commission on State Mandates (CSM). After a ndtjmeblic hearing process, the CSM makes a detetimman
the merits of the test claim, and if it finds thateimbursable mandate exists, the CSM requestingifior the
mandate from the Legislature in the form of a lg@ternment “claims bill.” Once funds have beeprapriated
for the costs of a mandate, any local agency wigels it is entitled to reimbursement may file ailei with the
State Controller. The annual Budget Act makes ae@Gd Fund appropriation to reimburse mandatedscdState
officials generally pay local agencies through anual claims process, and the amounts are subjecidit. Newly
enacted legislative mandates are funded afterwelviethe CSM and legislative approval in the anroeal
government claims bill.
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governments, these types of mandates are muchabotg home rule and autonomy than about
money.

If local autonomy and home rule are important gadlsn trying to reform state mandates can be
a worthy use of time and energy. Similarly, if fiszal strength of local governments is
strategically important to the state, then it pd@a a second, and stronger, reason to study the
state mandates process.

Other Issues
In addition to the major issues discussed abovergiroblems exist. Among those commonly
mentioned:

. Property tax allocation is based on outdated Ipaatities.

. Federal income tax liability is larger than it dedo be for Californians because
California’s current tax structure does not all@xgayers to take advantage of as many
federal tax breaks as possibe.

. There is no local representation in the execuinamch of state government.

. The current state tax structure results in urifarriers to new business and development.
This puts new businesses in an unfair positiorgtorg less competition and therefore
negatively affecting overall economic growth in giate.

0 At the federal level, sales tax is not deductible, property and income tax are.
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Proposed Solutions:
A Discussion of Recent Reform Proposals

Discussed below are the responses to the problestsided in the previous section, using the
eight most commonly cited state-local relationsiiiorm proposals since ERAE. These
proposals were submitted to legislators by commissipolicy research organizations, state
analysts, and local government interests over ds¢ geveral years. This section provides a
general discussion of the proposed reforms. Fooe in-depth description of each proposal
and a chart comparing them, see Appendices A and B.

The reader will note the similarities between mahthe proposals, despite the number of years
and differing economic conditions between themesghrecurring similarities are at least
partially because many of the earlier proposalstuaggely unheeded by decision-makers in
California. The Governor, the Legislature, localgrnments, and other stakeholders have long
looked at these issues and considered reformhbunbmentum to solve this perennial set of
problems has been growing in the past few yeatss i partially evidenced by the sheer
numbers of proposals as well as the amount ofllga introduced on the subject.

The recent flurry of attention paid to this issugsvprobably fueled by the end of the recession,
and perhaps by Governor Davis’ message that wengside his signature of AB 1661
(Torlakson, 1999). In his message, he apportioakef funds from ERAF diversions, but
directed the Legislature to look to more fundamiergi@mrm, promising no more relief without
reform. Interestingly, since then, the Legislatoas worked to come up with workable reform
solutions, but without success, and, lacking funelatad change, two more relief measures have
been enacted into law.

Regarding local governments’ fiscal constraints

Each proposal cited contains recommendations fengthening local governments’ fiscal
power. Although the proposals do this in a varadtyays, there are common themes.

*1 The eight proposals include:

1. Hill, Elizabeth. (1993, February). Making Gowerent Make Sense: A More Rational Structure foteSaad
Local Government. Sacramento, California: Legisithnalyst's Office, Policy Brief.

2. California Constitution Revision Commission (899 Final Report and Recommendations to the Gaveand
the Legislature.

3. Silva, Fred J. and Barbour, Elisa (1999). TtseSLocal Fiscal Relationship in California: A Glging Balance
of Power. San Francisco, California: Public Poligstitute of California.

4. California State Controller Kathleen Connell§29September). State Municipal Advisory Refornaifie
SMARTER. Sacramento: State of California, Offi¢ghee Controller.

5. California State Assembly Speaker’'s Commissioistate and Local Government Finance. (2000, MarEimal
Report of the Speaker's Commission on State andll®overnment Finance. Sacramento: Villaraigosapaio R.
6. Hill, Elizabeth G. (2000, February 3). Recoesidg AB 8: Exploring Alternative Ways to AllocaRroperty
Taxes. Sacramento, California: Legislative Anady€iffice, Policy Brief.

7. California State Association of Counties (CSAZ)00, February 2). “A Dollars and Sense Plan focdl
Government.” Sacramento.

8. League of California Cities. (2000, January 1Rgport of the League Special Task Force on FReédrm.
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Guarantee funding.

Several proposals suggest constitutionally guaeamgecurrent levels of local funding to protect
local governments’ already-existing revenues. $peaker's Commission, the California State
Association of Counties (CSAC) proposal, and thaduee of California Cities' proposal all
contain recommendations to guarantee differentstgbe@evenues that local governments receive
from the state.

Reallocate property tax.

Several proposals suggest allocating property texasnanner that would fit local collection
and spending preferences and that would grant tnoa¢ autonomy. Some of them, like the
1999 PPIC report, suggest that the state showddad# taxes differently to ensure that programs
are adequately funded. The Constitutional Revi€lommission recommends amending
Proposition 13 and returning the power to allo¢hé&eproperty tax back to local governments.
One LAO suggestion (the LAO’s “Rethinking AB 8” pmasal #2) would link local tax levels
with local preferences, making local officials reapible for taxing decisions by decreasihg
property tax to .9% of assessed value, and alloVeiogl governments to decide if they wanted
to raise the property tax rate back up to 1%. Wthis measure may leave even less money in
the system overall, it would allow local governngrib a certain degree, the power to enact their
particular taxing preferences.

Increase funding.

Several reports suggest ways to increase the daenalunt of government funds available. The
CSAC proposal recommends changing voter requiresrfengeneral and special taxes (which
would make it easier to pass local bond measdfe$he LAO, in “Making Government Make
Sense,” suggests eliminating the minimum fundingaage for schools (Proposition 98), while
their “Rethinking AB 8” proposal #4 presents anioptof amending Proposition 13 to allow for
a gradual increase or decrease in property tag.rdt@lso suggests an intricate switch of taxes
between schools, other local governments, andtéte. sThe goal would be to increase the
wealth that stays in California by reducing fedgraernment taxes and by amending
Proposition 13 so that nonresidential propertyiet according to its market value as opposed
to its assessed value.

Reform ERAF.

A handful of reports call for ERAF reform, rangifrgm a recommendation to cap ERAF
diversions (SMARTER) to a $1 billion total settleméSpeaker Villaraigosa’s Commission) of
the ERAF question, to a total return of ERAF: $ilBon yearly to cities, counties, and special
districts (CSAC, League of California Cities).

Regarding increased reliance on sales tax and this¢alization of land use

Swap property and sales taxes.

To address the skewed land use incentives caustet lmyrrent tax structure, a variety of
proposals make suggestions using two main mechanidime first mechanism, recommended
by the PPIC report, the LAO’s “Making GovernmentkdeSense,” and considered by the

“2 Interestingly, Proposition 39 passed in Novemt¥(2 lowering the vote threshold for local schoohtls from
two-thirds voter approval to fifty-five percent.
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League of California Cities, would swap equal anteuri sales and property tax between local
governments and the state. By decreasing lodahiad on the sales tax, it is argued that this
tool would reduce local government incentives twfaetail over other development.

In a related proposal, the Legislative Analyst'stRnking AB 8” proposal #3 would allocate
50% of all property taxes to fund municipal sergicd his would increase property taxes to
cities and special districts. Since counties waurly receive modest amounts of this municipal
service money, the state would provide backfitoainties using the Bradley-Burns 1% sales tax
and some revenues from vehicle license fees.

Move from a situs to a per capita sales tax allonat

The second type of proposal (offered by SMARTERACSand the LAQO’s “Rethinking AB 8”
proposal #4) would change the local sales tax fagmint of sale to a population-based
allocation. This would effectively make the sdi@s a regional tax wherein neighboring
communities would not have incentive to competdwite another for revenue and would be
more willing to engage in regional planning.

Regarding misaligned government responsibilities ahthe resulting lack of accountability

Realign responsibilities.
Most of the proposals address the issue of realgggovernment responsibilities. A variety of
reforms are suggested, but most fall within thesgdthemes:

* Returning control over programs to the lowest l@fgovernment appropriate
while still addressing goals of continuity and wnihity among some services.

» Creating accountability through contracts andrgaghip relationships.

* Implementing a system of incentives and sanctions.

Improve accountability.
Four proposals address government’s need to be acomeintable to its citizens. Their
suggestions include:

* Creating “community charters” for which both statel local governments would
be responsible (California Constitutional Revis@@ommission).

» Linking local tax levels to match local preferes@nd making local officials
responsible for taxing decisions (Rethinking AB3.#

» Highlighting the different expenses between theous functions of county government,
creating property tax reporting requirements, amgpkfying property tax bills to show
rates for different services provided (Speaker'sn@ussion and Rethinking AB 8 #4).

Regarding the state mandates process
The League of California Cities and CSAC make dpesuggestions for reforming the state

mandates process. They are especially concerrtbdhe timely processing of claims and with
the appointment of local government representativése Commission on State Mandates.
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The Legislative Response:
Recent Legislative Efforts at Reform

In early 1999, State Senator Steve Peace, as Qtthe Senate Budget and Fiscal Review
Committee, conducted a series of local financerfraround the state. Senator Peace’s
objective was to gather local leaders to discusssbues surrounding the state-local fiscal
relationship and to gather input about reform. hidkel hearings in Los Angeles, Placerville,
Oakland, San Diego, San Bernardino, Merced, andiJkirhese meetings were important
because for the first time, state officials went tmuformally listen to local leaders interested in
fiscal reform.

Later in 1999, the Legislature passed and Govddawis signed AB 1661 (Torlakson), a budget
trailer bill that provided, for the first time sie&RAF, direct and no-strings-attached fiscal felie
to local governments. A total of $150 million wdistributed to cities, counties, and special
districts - $75 million was distributed to countessd cities on the basis of population, and $75
million was returned based on relative ERAF conttifns. In his message, the Governor stated
that while he was glad to provide some relief, aisvtime for genuine reform.

Although I concur with the need to address theedtatal fiscal relationship, AB
1661 presupposes that capping the ERAF and ststieng@sions of certain
prospective administration costs incurred by theesenties are appropriate
solutions to reforming local government financbkelieve sustainable state and
local government finances must be approached moegedly and
comprehensively and not be restricted to examinaifahe property tax oni{?

Encouraged by the Governor’'s message, legislatweeasingly energetic interest in these
issues, and the state’s growing surplus, refornaaisvity in 1999-2000 outpaced efforts in
previous years. Legislation on this issue followsed tracks: ERAF relief legislation and
broader reform legislation aimed at fixing struelussues between the state and local
governments. A list of relevant legislation fronet1999-2000 legislative session is available in
Appendix C.

ERAF relief legislation

In the 1999 and 2000 legislative session, ovey ERRAF relief bills were introduced. Several of
these bills targeted relief to particular speciatritts. Other bills took a broader approach and
sought to “cap” ERAF contributions by local goverms. One bill, AB 1757 (Oller), called for
a $12 billion ERAF “refund.”

One example of an ERAF bill is SB 2080, introdubgdsenator Leslie as part of the Senate
Republican reform packadé.Senate Bill 2080 attempted to provide a one-H280 million
base reduction of the amount of property taxed fjocadictions transfer to their counties’
Educational Revenue Augmentation Funds (ERAF).s Bili died in the Senate Appropriations
Committee.

“3 Callifornia Governor Gray Davis, signing messageAB 1661(Torlakson). July 12, 1999.
* The package also included SB 2048 (Leslie) andra¢budget items.
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As a bill authored by the President pro TemporthefSenate, Senator Burton’s ERAF relief bill
(SB 1637) met with greater succé3sSenate Bill 1637 capped ERAF shifts from local
governments at their 2000-2001 levels, phased én thwee years. It made its way unanimously
through the Legislature, but was ultimately vetbgdsovernor Davis. In his veto message, the
Governor reiterated that, “The state local fiseddtionship should be approached more broadly
and comprehensively and not be restricted to exatmim of the property tax only.” He also
expressed concerns about the “substantial, ongeargral Fund costs that would increase
dramatically over time?*®

Reform legislation

Several bills introduced in the legislature in 2@@€kled the issue of broad reform in addition to
ERAF relief. Senator Alpert's SB 1982, and acconyrag constitutional amendment, SCA 18,
suggested several fundamental changes based on’€8&Gmmendations. Specifically, SB
1982 would have:

* Changed the 1% Bradley-Burns local sales tax aioc from a situs based method to a
combined situs, population, and equity based method

» Allowed counties to tax countywide, not just inngorporated areas.

* Required the state to pay for the schools’ propoal cost of administering the property
tax.

» Established a Secretary of Local Government Reiati

* Created state/county compacts to govern stategaregyrun by counties.

* Eliminated the State Controller and Director afdice as members of the Commission on
State Mandates, reducing the members from seviveto

* Provided for a local government representativieet@ppointed as an alternate to the
Commission on State Mandates.

» Streamlined the mandate claims process.

From the Controller's SMARTER proposal came SB 2800 SCA 17, authored by Senator
Polanco. The bill would have changed the allocatieethod of the local sales tax from a situs
basis to a combined situs and per capita basiscifgmlly, SB 2000 would have allocated 90%
of local sales tax revenue on a situs basis anddi%countywide per capita basis in the first
year. In all subsequent years, each jurisdictionld receive a base amount equal to the first
year’s allocation, plus a per capita share of aoywth. Senate Constitutional Amendment 17
would have made the accompanying amendments ©Gdlirnia Constitution.

Senate Bills 1982 and 2000, and SCAs 17 and 1& walereduced to intent language and held
up so that a joint legislative conference commitieeld collectively deliberate on all reform
proposalg’

*5 |t was the first major ERAF bill to make it to t@overnor's desk since AB 2797(Aguair), which wasoed by
Governor Wilson in 1996.

“5 Governor Davis’ veto message, SB 1637 (Burtonpt&aber 28, 2000.

47SB 1982 and SB 2000 were held at the Assembly.d8€IA 17 went to the inactive file on the Senéerfand
SCA 18 died in the Senate Constitutional AmendmeEatsimittee.
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This joint legislative conference committee was posed of Assembly Members Dion Aroner
(Chair), John Longville, and George Runner and ges&teve Peace, Don Perata, and Charles
Poochigian. The Committee used Assembly Spealkiar&igosa’s AB 1396 as their vehicle to
discuss all reform proposals and come up with atew. The conference committee met six
times in May and June of 2000. They heard testinfaym numerous perspectives on the
perceived problems, the goals of reform, and sugdegsform measures. At the first few
meetings, the committee asked counties, citiegialpdistricts, the state, business, and taxpayer
interests to present their perspective on the problinherent in the state-local relationship.
Broad agreement existed on the basic problems aadi lgoals of reform, but disagreement
remained on the magnitude of these problems andppepriate action to take to remedy
problems.

The committee submitted AB 1396 (Aroner, 208@s its product, which was a relief bill devoid
of any real refornt’ Modeled after Assembly Member Torlakson’s AB 166399), AB 1396
provided $212 million in one-time relief for citiesounties, and special districts that was divided
in the following way: $100 million based on popidat $100 million based on ERAF shift
proportions, $10 million to counties based on papah, and $2 million to independent
recreation and park districts and independenttybdgstricts based on ERAF contributions. One
important part of this legislation was the $12 raillappropriated to counties, parks, and
libraries, because it was the first time the Gogeand the Legislature formally recognized that
counties and some districts suffered disproportelgdrom the property tax shifts compared
with other local agencies.

While reform solutions were not enacted, severalartant things came out of the conference
committee. First, participants recognized thatgreblems embedded in the state-local fiscal
relationship would take time and substantial enéogsolve. Second, conferees communicated
that any reform would involve tough choices thatulggproduce both winners and losers.

Finally, legislators acknowledged that solutionglimineed to be different for different types of
jurisdictions (cities, counties, and special dits) because of the various ways historical actions
affected them and their different roles as localegpments. Conferees adjourned with the
understanding that there was no “one-size fita@gtiroach” to these tough problems.

8 Assembly Bill 1396 was introduced by Assembly eea/illaraigosa, but was later authored by Assgmbi
Member Aroner, as Chair of the Conference Committee
9 Chapter 903, Statutes of 2000.
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The beginning of the 2001-2002 legislative session

In the recently ended case®dnoma County v. State of Californiagarding the county’s claim
that the ERAF shifts constituted a state mandatengare thus reimbursable, the appellate court
reversed the lower court and decided in favor efdtate. The Court concluded,

The state is not obligated to reimburse local govents for the challenged
change in allocation of property tax revenues amoaoal entities. The
reallocation of revenue resulting from the challeshéggislation imposes no
reimbursable cost on local governments and is eedlinew program” nor a
“higher level of service” within the meaning of tB@nstitution. The
Legislature is the proper forum to address thosegneed inequalities and to
seek fiscal relief®

Sonoma County appealed to the California Statee®a@iCourt in the above matter. However,
the court announced on February 28, 2001 thatuiadvoot hear the matter, officially ending the
dispute with a victory for the state.

There are also rumors of a possible statewide tialkative (Proposition) on the issue from
local government associations. No one is sure fanat an initiative to the voters would take or
what its chances of success would be.

Finally, many continue to pursue legislative reneedbr ERAF relief as well as reform.
Already this year, legislators have introducedesxt ERAF relief bills (See a list in Appendix
D). In addition, Assembly Speaker Hertzberg hamaped a Commission on Regionalism to
discuss, among other things, the state-local fisgationship. And, while the Governor again
only allocates local government relief in his prepd January budget ($250 million), and
although the energy crisis casts a looming shadaw the robust economy, the state enjoys a
healthy surplus. Hope remains that some type adder legislative reform on the subject will
come from this session.

%0 County of Sonoma v. Commission on State Mandatek,8 Cal. App. % 1264.
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Appendix A:

Selected Reform Proposals of the Post-ERAF Era

The eight most commonly cited proposals for stated fiscal reform since the enactment of
ERAF in 1992 are described below in chronologicdko.

1. The Legislative Analyst, 1993. “Making GovernmentMake Sense:
A More Rational Structure for State and Local Govenment”>*

One of the first reports to propose or suggest cehgnsive reform in the state-county
relationship came from the Legislative Analyst'diGd# (LAO) in the May 1993 analysis of the
Governor’s revised budget.

Buried under a $14 billion deficit and the inevitd of a second and much larger ERAF action,
the Legislature faced bleak economic times andhaugestions about funding priorities and
responsibilities. The LAO, charged with providirggommendations to the Legislature on
budget related issues, responded in part withpiftiposal. In these recommendations, the LAO
stated, “...California’s existing ‘system’ of goverent is dysfunctional,” and, “...fundamental
reorganization of state and local government resipdities is required.” The report cited the
following as problems in the state-local relatidpsh

» Counterproductive Fiscal Incentives

* Inappropriate Assignment of Responsibilities

* Failure to Avoid Duplication and Realize Scale Emmies
* Inappropriate Exercise of Administrative Oversight

» Unproductive Competition for Resources

 Lack of Accountability for Program Outcomes

* Erosion of Local Control

The LAO suggested that the “highest level of gowent should take over the income
distribution programs, and therefore advised realig program responsibilities. Specifically,
the state would assume responsibility for mentalthepublic health, trial courts, and be given
more control over schools, while local governmewtsild take responsibility for incarceration,
community based service programs, job training, lamgsing.

The LAO also believed that the use of multi-ageagseements and cooperation between
different levels of government would be effectiveldeneficial. It suggested incentives and
sanctions be built into the new system of locakpliction and responsibility.

In order to pay for the increased responsibilitbesl governments would bear, the LAO
recommended the following changes to the tax siract

L Hill, Elizabeth. (1993, February). Making Goveram Make Sense: A More Rational Structure for Saaig
Local Government. Sacramento, California: Legisithnalyst's Office, Policy Brief.
http://lac.ca.gov/imgms_reprint_02-93.html
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» Swap property tax from schools to cities and tegrand transfer the
Bradley-Burns Sales tax to the state.

* Re-determine each community’s allocation of propeaxes.

* Repeal earmarking of realignment and cigareitegaenues.

* Amend Proposition 98 by eliminating the schoathimum
funding mandate.

2. The California Constitution Revision Commission1996. “Final Report
and Recommendations to the Governor and the Legidiare” >

The Commission, convened by the Governor and tigeslagure in 1994 to conduct a
“fundamental review of California government, submitted its final recommendations in 1996.
One of the major subjects tackled by the Commisgias the state — local relationship.

The Commission recommended two broad reforms o imelre clearly define responsibility and
establish a larger amount of home rule for localegoment. First, it suggested amending
Proposition 13 in order to return control of prdgeax rates and allocation of revenues back to
local communities. Second, it recommended creaistte-local realignment plan that would
establish citizen commissions to form new “commyharters.” These charters would allocate
taxes according to individual local preferencese €tharters would be adopted by the
Legislature and reviewed every four years.

The Constitutional Revision Commission made thevalpoposals in combination with other
major recommendations for a broad overhaul of ggaternment. The entire package was
offered to lawmakers in two bills in 1996: SCA 3dllea) and ACA 49 (Isenberg). Some
observers believe that the Commission’s recommentator local government reform went
largely unheeded by the Governor and the Legigatupart because they were combined with
the Commission’s broader, more controversial recemuations regarding unrelated issues.
However, their state — local reform recommendatmnginue to generate discussion in the halls
of the Capitol.

*2 California Constitution Revision Commission (199&)nal Report and Recommendations to the Goveandr
the Legislature. http://www.library.ca.gov/CCRC/.
53 i

Ibid.
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3. The Public Policy Institute of California, 1999.“The State-Local
Fiscal Relationship in California: A Changing Balarce of Power®*

The Public Policy Institute of California (PPIC)agrivate, nonprofit organization specializing
in research on economic, social, and politicalessa California. Founded in July 1994, PPIC
studies California and provides research usedftormeffective policymaking. Providing a
perspective that is largely void of political press this report from PPIC discusses the
historical evolution and constant shifting of poveetween the state and local governments.

In providing recommendations, this report specifjcaddressed the issue of local fiscal
authority and acknowledged the inherent tensiowden the state’s desire to achieve equity and
individual local governments’ goals in serving th@ivn uniqgue communities. The authors
describe the situation this way:

The state could use its re-distributive power tocate property taxes based
on a standard of fiscal need, but it has not don&srthermore, the current
allocation system, based on local tax liabilitydrefthe enactment of
Proposition 13, increasingly fails to reflect lopakéferences. Rather than
using its power to devise a new system to matcal loeeds or preferences,
or some combination of the two, the state in regeats has exerted its
power over the tax primarily for the purpose of mtaining its own fiscal
health in a time of economic stress.

This critique accuses state government not onhegtecting to choose well between equity and
individual preferences, it has also leveragedeiative power to compete with locals for these
funds when the state’s General Fund ran low.

The report suggests ameliorating this problem Btituiting a constitutional amendment to
Proposition 13 and returning property tax allogag@wer back to local governments. The
amount of school funding would still be essentiagétermined by the state, but within each
county, remaining property tax allocation rateslddie set by local officials and ratified by
voters.

Another concern discussed in the report is theablmunty government. In its current
configuration, the report argues that countiesoasrburdened with program responsibilities but
too low funded to effectively carry out these maeda The authors suggest either restoring
more decision-making and revenue-generating posveotinties or distributing many of their
responsibilities to the state and cities.

* Silva, Fred and Barbour, Elisa (1999). The Stateal Fiscal Relationship in California: A ChangiBglance of
Power. Public Policy Institute of California. SBrancisco. www.ppic.org.
55 i

Ibid.
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4. The State Controller Kathleen Connell’s State Mnicipal Advisory
Reform Team, 1999. “SMART” and “SMARTER” *°

State Controller Kathleen Connell called togetieaders from across the state and formed
SMART (State Municipal Advisory Reform Team) to fpéocal governments find money for
unmet needs.” In her view,

The state’s economic good health and continued furtahe is threatened
by a decades-long imbalance between state andfioaating. The current
system of municipal financing has resulted in thglect and deterioration
of public services and land use planning decisitbasdo not serve the
public need’

The identified objectives of the team were as fotio

» Identify stable sources of local-government reeetinat are not susceptible to
preemption by state government

* Identify budgetary and auditing processes thdtemsure the delivery of local
government services and mitigate the expanse oplyamg with State-mandated
programs

* Recommend local government land-use policiesdaatpromote long-term growth
without jeopardizing local government finances.

In June 1999 the team released its first reportABRVL To further clarify its recommendations,
it released its “enhanced report,” SMARTER in Sepier 1999, which included the following
recommendations to heal the state-local relatignshi

* End gradually the “point-of-sale” distribution lofcal sales taxes and shift to a per-
capita distribution within each county to addrdsesfiscalization of land use.

e Cap ERAF contributions from local government$&e billion annually.

* Eliminate unfunded state mandates to municigalitly ensuring payment before
mandates become active.

* Incorporate bilateral compacts between the stadelocal entities that would define
expectations and obligations for each entity’s oesjbilities under the compact.

The Controller’s proposal was introduced as legmtaby Senator Polanco in 2000 as SB 2000
and SCA 17. They were ultimately held by the Sehatcal Government Committee so that a
joint legislative conference committee could deldte on all reform proposals submitted in
2000.

% California State Controller Kathleen Connell (19$@ptember). State Municipal Advisory Reform Team
SMARTER. Sacramento: State of California, Offi¢g¢le Controller. www.sco.ca.gov
57 i

Ibid.
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5. The Speaker's Commission on State and Local Gavenent Finance,
March 2000. “Final Report of the Speaker's Commissn on
State and Local Government Finance™

This commission, created by Assembly Speaker Antdfillaraigosa in 1998, was asked to
recommend changes that would enhance communitypmyee the financing and delivery of
local services. The goals of the Commission inetljdestablishing a local finance system that
would facilitate balanced state, regional and l@caiservation and development; avoiding
dependency by local government on one revenue epaind enhancing the transparency of state
and local government.”

The Commission made broad recommendations thatyggsues should inform reform
decisions. In his report message, the Speaker¥dlten | formed the Commission, |
challenged it to help us achieve fairness and loalama way the various levels of government
work with each other to benefit all the people afifornia.” He hoped to find a way in the new
system to help reduce the gap between affluentamincome Californians.

The Commission also acknowledged that in the cusgstem winners and losers exist, and that
any reform would also involve tough decisions thatild also produce winners and losers. The
Speaker put it this way:

The extent to which this agreement exists and stegis should be taken,
predictably, varies depending on one’s perspectAgwith any aspect of
government, there are institutions and groups wiheebenefit from the status
quo or who feel secure in its familiarity. There &ranches of government that
enjoy their enhanced powers and jurisdictions llaae learned to take fiscal
advantage of the rules, just as there are thoseswtier both loss of authority
and wealth. In short, there are winners and losepsesent, and there will be
winners and losers if reforms are implemented enftiure.

The March, 2000 report of the Commission recommetrtde following:

» Reform the state fiscal relationship by:
» Swapping a portion of the locally levied salesftaxan equivalent amount of the
property tax.
» Settling the property tax shift issue with $1ibitl total return to cities, counties, and
special districts.
» Constitutionally guaranteeing the existing VLF geition and the existing half-cent
countywide sales tax.
* Increase government accountability by:
» Developing performance measures for state and $ecaices.
» Establishing a new model for the state-countytiaiahip.
* Revising the county budged requirements to disisigthe various roles of county
government.
* Instituting an annual reporting requirement fosgaerty tax allocation.

%8 Villaraigosa, Antonio R. (2000, March). Final Repof the Speaker's Commission on State and Local
Government Finance. www.speaker.metroforum.org
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The Speaker intended to introduce his commissi@temmendations in AB 1396. Instead, his
bill was used as the vehicle for implementing thaeommendations of the joint legislative
conference committee regarding the state-locahffiseationship.

6. The Legislative Analyst, February 2000. “Recondering AB 8:
Exploring Alternative Ways to Allocate Property Taxes™®

In February 2000, LAO issued a report for the stagislature (from AB 676, Brewef§,setting
forth a wide spectrum of proposals for propertydda&cation reform. As a backdrop for her
proposals, the Legislative Analyst pointed out wdta felt were prerequisites for real reform.
The conditions included:

* An acceptance that no perfect solution exiatsgl reform will come only with tradeoffs.

* Focused attention on the solutiofiThe LAO suggested the creation of a joint lkedge
committee to discuss and evaluate reform propasals)

» Stateset-aside fundsire a necessary incentive to arrive at a solution.

Also, the Legislative Analyst discussed inherenstens that make the system so difficult to
change. These tensions are:

» Property tax ratetaxpayer stability versus local control

» Property tax allocationlocal versus state control

» Focus of governmensgpecial purpose agencies versus general-purgpessrgnents
* Local finance reformreform versus fiscal stability

After taking these considerations and tensionsactmunt, the LAO proposed
five types of reform and analyzed them based onethgions listed above.
Below is a short accounting of each reform prop8sal

#1 Set uniform property tax rates
Each jurisdiction would be allocated a share offtaperty tax based on the
services it provides. Based on a statewide stdrfdathe cost of various
municipal services, state statute would providexedf share of the property tax
for each service. Under this approach local agsnaichool districts, and
special districts within each county would recesveet share of the property tax
based on a statewide standard.

9 Hill, Elizabeth G. (2000, February 3). ReconsiogrAB8: Exploring Alternative Ways to Allocate Ryerty
Taxes. Sacramento: Legislative Analyst's Officaljdy Brief. www.lao.ca.gov.

€0 Chapter 94, Statutes of 1999.

®1 Silva, Fred J. and Lewis Paul G. (2000, May 1@hanging the Order of Things: Six Proposals fordldtnance
Reform. Prepared for the Conference on Local Fied®eform. Davis, California. Public Policy Insti of
California.
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#2 Provide local control over ERAF
Cities and counties would be given direct authavitgr the rate and allocation of
a share of property tax. Under this approachstae would lower the property
tax rate from one percent of market value to .2g@etr  The ERAF would be
reduced by the property tax reduction. The statelavbackfill the school
districts for the loss. Cities and counties wdugdauthorized to “raise” the tax
rate back to the 1- percent tax rate limit if tlelpse to do so.

#3 Set property taxes for municipal services and bools
The allocation of every property tax bill would igentical: half to local
municipal services and half to schools. For thestshare, the property taxes
would be allocated from a countywide fund. Theaanmg property tax would
be allocated to the city in which the propertyasdted. The county would
receive all of the non-school property tax in tidngorporated area. The county
property tax funds could only be used for municgeivices in the
unincorporated area of the county. Cities or cegntould elect to contract for
the services of other local agencies such as dpbstects, the county, or
redevelopment agencies. In effect, the city orcwenty would have complete
control over the property tax dedicated for muratsgervices.

#4 Revise the tax burden
Under this alternative, four basic changes wouldlaele in the mix of local
revenues.

1. The state and local sales tax would be lowered.

2. Local governments would increase their shatbeproperty tax
by trading a portion of the Vehicle License Baekfill.

3. Local governments would be allowed to raisepitugperty tax
over the current one- percent limit under a hewt.

4. Nonresidential property would be assessed dtghaalue.

These changes would reduce the state’s relianae npadeductible taxes, provide
a more balanced set of local government fiscalntices for land-use decisions,
give communities more control over the propertyribe and allocation, and
reduce the barriers to entry for new businessesrum acquisition-based system.

#5 Making government make sense: realign state arldcal programs and finance

In 1993, the Legislative Analyst recommended a jpdameforming the state-local
relationship. Under that plan, the responsibdité state and local government
would be realigned to improve program coordinatibime guidelines for this
realignment included maximizing the separation leetwstate and local duties;
transferring program responsibility for programsandhuniformity is important;
placing program funding and control at the samelle¥ government; relying on
financial incentives to promote intergovernmentadrclination; and matching state
goals for economic development with fiscal inceasivor local communities.
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7. The California State Association of Counties (C&C), 2000.“A Dollars and Sense
Plan for Local Government”®?

Representing county interests, CSAC, is a majdesialder in the debate. All of California’s 58
counties belong to CSAC. Counties have threemdisservice functions. First, they are a local
extension of state government for providing proggamd administering services where an
overriding statewide interest prevails. Secondinties provide regional services such as tax
collection, the district attorney, and jails to @unty residents. Third, counties provide
municipal services to residents living outsidelthets of cities. Counties contribute the largest
proportional share of funds to ERAF, and are tlmeeéspecially concerned with this issue.
They are also interested in regional issues aslarand more global government than cities. In
their reform proposal, they recommended the follmxehanges:

» Change the Bradley-Burns local sales tax allocathethod from a situs method to a
combined point of sale, population, and equity dasethod.

» Allow counties to tax countywide, not just in noorporated areas.

* Require the State to pay the schools’ proportioast of administering the property tax.

» Establish a Secretary of Local Government Relatio

» Create state/county compacts to govern state@msgrun by counties.

* Eliminate the State Controller and Director afi&ice as members of the Commission on
State Mandates, reducing the members from seviveto

* Provide for a local government representativied@ppointed as an alternate to the
Commission on State Mandates.

» Streamline the mandate claims process.

Senator Alpert introduced these proposals as kgslin 2000 (SB 1982 and SCA 18). The
bills were ultimately held in the Senate Local Gowveent Committee so that a joint legislative
conference committee could deliberate on all refpraposals submitted in 2000.

8. The League of California Cities, 2000. “Reporof the League Special
Task Force on Fiscal Reform®?

The League of California Cities, representing aapthajor stakeholder group in this issue, also
adopted a plan. The League of California Citiggesents all of California’s 475 cities. Cities
are interested in the ways ERAF and state mantatesaffected both local finances and local
autonomy. The League’s board of directors apprdkedollowing reform proposal in 2000.
The three recommendations of the proposal werellasvs:

* Increase the allocation of the property tax t@sj counties, and special districts.

* Authorize cities to swap sales tax with propé¢aty for future growth in these tax
revenues.

* Provide constitutional protection against unfuthdtate mandates.

%2 www.csac.counties.org
8 www.cacities.org
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Other Proposals

Throughout this recent time period, other grougswssed and many suggested reforms
regarding the state-local fiscal relationship. atpl list includes:

» Business Higher Education Forum (1993)

« California Governance Consensus Pr8fect

« San Diego Association of Governments: A propésiastate-local fiscal reforfi
« Metropolitan Forum Projet

« The League of Women Votéfs

« Commission on Local Governance for thé' Zentury®® 1997

% This group worked in the late 1990’s and disbandken broad consensus was not reached.

% San Diego Association of Governments. (1998, Mpar@ Proposal for State-Local Fiscal Reform idifoania.
Proposed Constitutional Amendment: Local Taxpayetdetion and Fiscal Stability Act. San Diego, i@ahia.
& www.metroforum.org

" The League of Women Voters of California. (1998he Road to Reforming Government in California.
Sacramento, California.

% www.clg21.ca.gov
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Appendix C:

Fiscal Reform and

ERAF Legislation

1999-2000 Legislative Session

Bills Sent to the Governor

Bill

Chapter

Topic

AB 223 (Wiggins)

Chapter 34, Statutes of
1999

Excludes some fire districts from the ERAF shifts.

AB 349 (Torlakson)

Vetoed

Property tax revenuectmn: Teeter plan for five
counties.

AB 417 (Floyd)

Chapter 464, Statutes 0
1999

fExcludes some special districts from the ERAF shi

AB 494 (Davis)

Chapter 824, Statutes @
1999

fShifts county property taxes to the San Diego f¥ara

AB 676 (Brewer)

Chapter 94, Statutes of
1999

Directs the LAO to study property tax allocation
alternatives.

AB 1036 (Wesson)

Chapter 602, Statutes
2000

pExtends the property tax administration loan progra
for counties.

AB 1396 (Aroner)

Chapter 903, Statutes ¢
2000

fAllocates $212 million to local governments for
ERAF relief.

AB 1615
(Longville)

Chapter 604, Statutes of
2000

Addresses property tax apportionment in Riverside
County.

AB 2219 (Battin)

Chapter 1076, Statutes
2000

d¥lakes cities whole for costs incurred in paying jai
booking fees to other cities.

SB 161 (Monteith)

Vetoed

Directed the State to fmyall costs for the Pelosso
and Sund murder cases.

SB 166 (Baca)

Chapter 45, Statutes of
1999

Authorizes the County of San Bernardino and thg (
of Chino Hills to an annual transfer of propertyds.

Cit

SB 225 (Rainey)

Chapter 1075, Statutes
2000

&xpands the eligibility of local agencies to reeeiv
state reimbursement of jail booking fees paid to
counties.

SB 316 (Chesbro)

Vetoed

Revised the state-locdlst@sing formula for
homicide trials.

SB 1396 (Burton)

Chapter 611, Statutes ¢
2000

piReturns excess ERAF revenues to local agencies |
Marin County.

SB 1637

Vetoed

Capped the ERAF shifts over a thiese-period.
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Bills not sent to the Governor

AB 24(Maddox)

Capped ERAF at the 1998-1999 amount.

AB 24 (Runner)

Specified that bank in-lieu taxesabecated to cities and counties rather than t
General Fund.

he

AB 30 (Pescetti)

Appropriated $100 million yearty peace officer salaries currently paid from
federal funds.

AB 112 (Florez)

Required the treasurer to estalaispecial fund to deposit tobacco settlement
revenues and authorized local governments to assigell such revenues.

AB 115 (Maddox)

Eliminated the January 1, 2001 stidste on the COPS program.

AB 165 (Knox)

Eliminated the January 1, 2001 susé¢ on the COPS program.

AB 284 (Strom-
Martin)

Specified additional regulations on the Teeter pl@he increased amount of
property taxes allocated to schools would incluaedased ERAF allocations.

AB 304 (Wildman)

Specified as a trailer bill fordiecing ERAF shifts.

AB 328 (Bates)

Allowed Orange County a reductiofeBfAF contributions by $610,000 yearly.

AB 333 (Papan)

Reduced ERAF for community servaissicts that provide police services
which wholly supplant county law enforcement segsigvithin the district
boundaries.

AB 550 (Torlakson)

Specified as a trailer bill feducing ERAF shifts.

AB 915 (Dickerson

Specified those counties without cities would becated VLF and motor vehicle
fuel taxes currently allocated to cities accordim@ certain formula.

AB 1167 (Frusetta)

Eliminated ERAF shifts for vetie's memorial districts.

AB 1194 (Leonard)

Specified as a trailer bill feducing ERAF shifts.

AB 1195
(Longville)

Reduced ERAF to 90% of the previous year’s shift fiscal year 1999-2000 yea
only.

=

AB 1402 (Mazzoni)

Specified that the ERAF shiftalshe limited to the amount needed to fulfill sta
entitlement funding. In counties where the limdwd be operative, the limit
would reduce local property tax funding for speeidlication and would trigger
replacement with money from the General Fund.

~—~t

|

AB 1757 (Oller)

Appropriated $3 billion from the Geral fund, and would have committed the
state to appropriating the balance of the totallamshifted to ERAF in future
years.

AB 1806 (Pacheco

Capped ERAF at the 1999-2000 amou

AB 1821 (Mazzoni)

Limited the amount of funds tbhah be allocated by a county to ERAF.

AB 1867 (Papan)

Specified that Broadmoor Policdrigisnot be subject to ERAF shifts.

AB 1880 (Brewer)

Used ERAF moneys to establish.&%5loor for property tax allocations to
county governments.

AB 2146 (Bates)

ERAF allocation for the city of luaga Niguel.

AB 2549
(Strickland)

Stated intent to repeal state mandates when cgeragw state mandates.

AB 2624 (Cox)

Changed procedures for reimbursiatestnandated costs.

AB 2658 (Baugh)

Raised the percentage of ERAF atlons in certain counties and capped the
percentage that any county may be required shERAF.

ACA 11 (Briggs)

Capped ERAF using a constitutiomalendment.

ACA 17 (Leonard)

Reduced ERAF using a constituti@maendment.

ACA 23
(Torlakson)

Constitutionally protected local government revenue
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SB 165 (Rainey)

Stated intent to respond tcSbroma Countfpecision if necessary.

SB 215 (Dunn)

Exempted single-county transit ditsrfrom ERAF.

SB 1581 (Escutia)

Prohibited a county from redu@raty’s TEA allocation under certain
conditions.

SB 1883 (Sher)

Required a county to reduce TEA mayato cities in Santa Clara County relative
to tax increases and reductions.

SB 1919 (Chesbro)

Expanded the exclusion of fis¢ridis from the ERAF shifts.

SB 1982 (Alpert)

CSAC'’s proposal for state-locaktal reform.

SB 2000 (Polanco)

State Controller's SMARTER pr@bdsr state-local fiscal reform.

SB 2024 (Lewis)

Limited the amount of the ERAF &htb 40% of the current level.

SB 2048 (Leslie)

Allocated $250 million for locallgic works.

SB 2080 (Leslie)

Allocated $250 million for a baselERAF reduction.

SCA 6 (Rainey)

Constitutionally protected local gagunment revenues.

SCA 17 (Polanco)

Constitutional amendment compatoddB 2000 (Polanco).

SCA 18 (Alpert)

Constitutional amendment comparim®&B 1982 (Alpert).
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Appendix D:

ERAF Legislation Introduced in 200%

Senate Bills
Broad:
SB 423 (Torlakson) ERAF return and city and cguand use behavior

Limited:
SB 74 (Speier and McPherson) ERAF exemption — bybdsstricts
SB 92 (Torlakson and Figueroa) ERAF exemption € Histricts
SB 93 (Figueroa and Torlakson) ERAF exemption r&a&ton and park districts
SB 94 (Torlakson and Figueroa) ERAF exemption +dmpdistricts

SB 452 (Oller) ERAF exemption — County Serviaeds —
ambulance service
SB 810 (Ackerman) ERAF exemption - Single CouFrignsit Districts

Assembly Bills

Broad:
AB 1076 (Canciamilla) ERAF reform (spot)
AB 1355 (Daucher) ERAF reform (reallocation)
ERAF Cap:
AB 3 (Ashburn) ERAF cap
AB 100 (Simitian) ERAF cap
AB 859 (Wiggins) ERAF cap
Limited:
AB 279 (Strom-Matrtin) ERAF exemption — Animal cooltdepartments
AB 315 (Dutra and Thomas) ERAF exemption — Librdistricts
AB 1034 (Florez) ERAF exemption — Fire districts
AB 1544 (Bates) ERAF relief — Laguna Niguel Conmity Services

District

% Source: California State Senate Committee on L6aalernment. (2001, March). Sacramento.
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