County of Los Angeles
CHIEF EXECUTIVE OFFICE

713 KENNETH HAHN HALL OF ADMINISTRATION
LOS ANGELES, CALIFORNIA 90012
(213) 974-1101
hitp//ceo_lacounty.gov

Board of Supervisors
Chief Executive Officer GLORIA MOLINA
First District

YVONNE B. BURKE
Second District

March 28, 2008 ZEY YAROSLAVSKY

DON KNABE

Fourth District

N!ICHA:EL. D. ANTONOVICH

To: Supervisor Yvonne B. Burke, Chair Fifth District
Supervisor Gloria Molina
Supervisor Zev Yaroslavsky
Supervisor Don Knabe
Supervisor Michael D. Antonovich

From:  William T Fujioka u\w/?\r/
Chief Executive Officer

SACRAMENTO UPDATE

Budget Hearings

State-Local Fiscal Relationships. On Thursday, March 27, the Senate Committee on
Budget and Fiscal Review held an overview hearing to have the Legislative Analyst’s
Office (LAO) provide the Committee with a history of the main events in the evolution of
the fiscal relationship between the State and its counties, cities and special districts.
Attending the hearing were the Committee Chair Senator Ducheny and Senators
Ackerman, Alquist, Cogdill, Kehoe, Lowenthal, Machado, Margett, Padilla, Romero,
Scott and Steinberg.

The primary focus of the LAO presentation was on the period from 1972 to the present,
but highlights of the key changes in the State-local relationship during California’s first
120 years were also provided to the Committee. Chief among these was a Senate
Constitutional Amendment approved by the voters in 1910 as the Separation of Sources
Act. This is the measure that gave counties, schools and other local entities exclusive
control over the property tax which was not changed until the enactment of
Proposition 13 in 1978 gave control of property tax allocation to the Legislature.

The year 1972 was chosen as the starting point for the period of more intensive
examination because that was the year when the first State mandated cost
reimbursement provisions were enacted into law. These mandate reimbursement
provisions were only one part of the Property Tax Relief Act of 1972 which was enacted
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in SB 90 (Leroy Greene, Chapter 1406, Statutes of 1972). The overall purpose of the
Act was to limit the ability of schools, counties and other local agencies to levy taxes.
Consequently, the language requiring the State to reimburse counties, schools and
other local entities for State-mandated costs was added to mitigate the limitation of local
taxing authority.

The attached LAO document, Major Milestones and Supplement to Major Milestones,
essentially provides an outline of the LAO’s comments to the Committee. Even though
the two LAO documents provide a statutory tour through the major State-Local fiscal
events that have occurred in the last 35 years, the complexity, impact and sheer
number of events affecting counties and other local governments is daunting.

At the end of the two and a half hour hearing, the Chair and Members of the Committee
seemed to agree that the fiscal relationship between the State and its counties, cities
and special districts was extremely tangled and not conducive to understanding by, or
accountability to, the people of California. There also seemed to be agreement that the
fiscal relationship, which Senator Cogdill called the “ultimate Gordian knot”, indicated a
major need to realign programs, revenues and responsibilities.

The Senate Budget Committee will have a hearing next Thursday at 9:30 a.m., or upon
adjournment of the Senate, to allow counties, cities and special districts to present their
perspective on today’s hearing, current fiscal conditions, and the State Budget.

Public Assistance Automation Efforts. On March 24, 2008, Assembly Budget
Subcommittee #1 held a hearing to consider several automation issues that included
the Governor’s 2008-09 budget proposals for the Statewide Automated Welfare System
(SAWS) and the LAO’s alternative budget proposal to reduce the number of SAWS
consortia from four to two systems.

Representatives from the State Health and Human Service Agency's Office of System
Information (OSI) provided background on their collaboration with the California Welfare
Director’s Association’s (CWDA) consortia strategy for a statewide welfare automation
system. The County’s LEADER system is one of the four approved consortia for public
assistance automation. LEADER’s 2007 estimated caseload is 346,958 cases
representing 34 percent of all cases statewide. OSI proposes that funding for LEADER
be decreased in the current year by $11,460, and by $597,360 in FY 2008-09 as a
result of a 13-month extension to the planning phase of the project. These amounts
support the County efforts to maintain the LEADER procurement process.

The LAO recommends enactment of legislation establishing a goal of standardizing and
limiting the State’s SAWSs system to no more than two automated systems, but did not
provide specific language for this proposal. The LAO advised that this would reduce
costs and increase efficiency. In addition, the LAO urged increasing legislative oversight
of information technology consortia contracts that support these systems.

Sacto Updates 2008/sacto 032808 budget hearings
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CWDA testified in support of the Governor's Budget Proposal to maintain the four
consortia reminding the subcommittee members that in 1995 the legislature enacted
legislation to establish no more than four consortia, to be managed locally after the
State recognized one statewide automation system was not feasible.

Assembly Member Jim Beall expressed concerns about supporting the Governor’s
proposals to fund the four consortia while cutting CalWORKs grants for families. He
suggested the Subcommitiee consider a proposal that reduces costs by possibly
consolidating systems. Overall, there was consensus among the subcommittee
members to continue discussions.

The subcommittee took no action on these items.

Status of County-Sponsored Legislation

County-sponsored SB 579 (Wiggins), as amended on March 24, 2008, would allow
the Board to permit the reinstatement of firefighters over 60 years of age who retired
after April 1, 2007 and repeal a provision requiring the County Fire Chief to retire by
April 1, 2009. SB 579 is an urgency measure that would be effective immediately, upon
approval of the Governor. A hearing has been set for April 9, 2008 in the Assembly
Committee on Public Employees, Retirement and Social Security. There is no support
or opposition on file.

County-sponsored SB 1184 (Kuehl), which would require full CD4 AIDS test
reporting, and would result in the reporting of additional HIV/AIDS cases to the State,
passed the Senate Health Committee on March 26, 2008 by a vote of 9 to 0, and now
proceeds to the Senate Appropriations Committee. A representative from the County’s
Department of Public Health testified that full CD4 reporting will bring in additional
Federal Ryan White Care Act Funds, and that the bill is an effective public health
measure to better track HIV/AIDS cases.

We will continue to keep you advised.
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C: All Department Heads
Legislative Strategist
Local 660
Coalition of County Unions
California Contract Cities Association
Independent Cities Association
League of California Cities
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Supplement to Major Milestones:
35 Years of the

State-chaI Fiscal Relationship

A ———————————

LEGISLATIVE ANALYST'S OFFICE

Presented to:

Senate Budget and Fiscal Review Committee
Hon. Denise Moreno Ducheny, Chair
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Themes in State-Local Fiscal Relations

M

Throughout the Nation

When muiltiple governments serve the same people, tensions
inevitably arise over which level of government makes the
rules for public services and which level of government pays
the bills.

A strong state role in local finance makes sense if the state’s
objective is to maximize equity in the allocation of public
resources—for example, school equalization. A strong local
role makes sense if the state’s goal is to foster experimenta-
tion, innovation, or responsiveness to local preferences—for
example, local parks and public safety.

The government that raises the revenue generally sets the
rules as to how funds are spent.

If local government does not reduce program costs to reflect
state funding limitations, interest in replacement revenues
inevitably emerges.

To promote the best program outcomes and reflect current
public preferences, state and local program responsibilities
should be reevaluated and resorted periodically.

Particularly Notable in California

Given the size and diversity of California, it is difficult for the
state fo gauge each local government’s needs and preferenc-
es. As a result, state funding formulas often default to sealing
in place revenue distributions made years—or decades—
earlier.

County shares of program costs and school property taxes
have played a role as a state-local fiscal balancer.

The lines between state and local resources—and state and
local responsibilities—have blurred, making it difficult for Cali-
fornians to know which level of government to hold account-
able and causing inter-governmental tension.

LEGISLATIVE ANALYST'S OFFICE 1
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LEGISLATIVE ANALYST’S OFFICE

Provisions

Property Tax Limit. The maximum property tax rate is 1 per-
cent of the “full cash value” of the property. Any property tax
rate approved by two-thirds of local voters for debt is in addi-

- tion to the 1 percent rate.

Assessment Limit. Full cash value is determined when

a property changes hands, or 1975-76, whichever is later.
Increases in assessed value are limited to 2 percent annually,
or the consumer price index, whichever is less.

Allocation of Property Tax. Property tax revenues are to be
collected by the counties and apportioned “according to law.”

New or Increased Taxes. New or increased state taxes
must be approved by two-thirds of the Legislaiure. Local
govemments may impose “special taxes” if they are
approved by two-thirds of the local voters.

Legislature’s Post Proposition 13 Implementation Decisions

Whether and how to help local governments respond to this
reduction in revenues.

Whether any state relief would be temporary or permanent.

How property taxes would be allocated among several
thousand local governments.
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LAO, Cal Facts, December 4, 2006

Suare-Locat Finances

Paying for County, City, and
Special District Services

Total Revenues

(In Billions) $46.3 $42.8 $8.6
Sources of Revenues
Property taxes 13% 7% 24%
Sales and other taxes 7 28 —
User charges, permits,

assessments, fines 20 43 53
Intergovernmental aid 52 8 12
Other revenues 9 13 11

a Nonentemprise special districts only.

B Countiesreceive roughly half of theirrevenues fromthe
state and federal government and must spend these
funds on specific health and social services programs.

: About one-fifth of county revenues come from local

} taxes. Counties use tax revenues to pay for public

protection and other local programs, as well as paying

the required “match” for state and federal programs.

W Cities receive over 40 percent of their revenues from
various user charges. Cities use these funds to pay
for electric, water, and other municipal services. Over
one-third of city revenues come from local taxes, the
largest of which is the sales tax. Cities spend about
one-fourth of theirrevenues on public safety programs,
such as police and fire.

B Special district financing varies significantly based on
the type of service the district provides.

LEGISLATIVE ANALYST'S OFFICE 3
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Strategies to Address Budget Gaps
1991-92 Through 1994-95

{in Billions)

Revenue
Enhancements

Program

Reductions
$16

Property Tax
14 - Shifts
12 Cost Shifts,

Deferrals and Other

ETSSEN

LEGISLATIVE ANALYST'S OFFICE 4




March 27, 2008

L AO;") LAO, Reversing the Property Tax Shifts,
iy April 2, 1996

Reallocating the Property Tax Pie
The Impact of the 1992-93 and 1993-94 Shifts

65 YEARS OF SERVICE

Before Shifts

AT e

Special Districts/

e e

Redevelopment 4
” After Shifts 5
Cities Schools b
Special Districts/ N

Redevelopment

B adye;

L e et ettt e i v o

Counties

LEGISLATIVE ANALYST'S OFFICE
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Relief Measures Associated With Property Tax Shifts
Measures Closely Linked to the Tax Shift

counties and cities. These funds ($1.9 billion in 1998-99) must be spent on |4
public safety purposes. The funds do, however, indirectly free up®local
general purpose revenues for other purposes.

i m Trial Court Funding Relief. State assumed growth in trial courts costs,
absorbed all trial cost in small counties, and reduced costs to other coun-
ties. Relief frees-up”about $472 million of local govemment general pur-
pose revenues in the budget year.

|
|
%
M Proposition 172. Provides one-half cent in sales tax revenues annually to f
I
£
The Citizens Option for Public Safety (COPS) Program. $100 million }
statewide to cities and counties to augment front line law enforcement. l
Annually appropriated in the budget.

General Assistance. State granted counties authority to reduce grant B
levels through the fiscal distress™(SB 1033) process; to tount"the in-kind |2
value of medical, housing, and other assistance; and to place a time limit & °
on employable people receiving aid. County savings are unknown, poten-

tially $100 million or more annually.

Fines and Forfeiture Funds. Cities and counties receive a greater share
of revenues from tickets issued for moving traffic violations. Funds may be
used for general purposes. Relief probably exceeds $62 million annually. -

loans to counties for property tax administration. Counties benefit from
glézéea.s'?d property tax yields. Program authorized for several years at
million.

N K K HE

Teeter. Authorized a one-time mitigation of the property tax shift {totaling
$292 million) from counties which elected to make certain changes to the
distribution of delinquent property taxes.

%
Property Tax Administration Loan Program. Provides annual forgivable i

Measures Influenced by the Tax Shift

m California Work Opportunity and Responsibility to Kids {CalWORKs).
Program changes and hundreds of million of dollars in new fiscal incen-
tives, a portion of which may be available in the future for other county
programs.

m Disproportionate Share Hospital Program. State implemented new pro-
gram to provide federal funds to county and private hospitals. Program
typically provides hundreds of millions of dollars to counties annually.

County Juvenile Probation Services. State funds {approximately
$200 million) for operations. Annually appropriated in the budget.

Public Library Foundation Program. State funds ($39 million) for public
libraries. Annually appropriated in the budget.

SR

Adult Protection Program. State provided $20 miition in cumrent year for 6
an expanded county program. '
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LAO, Cal Facts, December 4, 2006

Swmre-Locat Finances

Extensive Use of Redevelopment by
Local Agencies in Some Counties

Top Four Counties

Butte 38% 26%
Riverside 33 24
San Bemardino 35 25
Santa Cruz 26 16
Statewide Average 15 10
Setected Other Counties

‘Los Angeles 16% 10%
Sacramento 7 5
San Francisco 7 7

B i a city or county creates a redevelopment project
areatoaddress urbanblight, its redevelopmentagency
receives the future growth in property taxes from the
area. (Absent redevelopment, schools and other local
agencies receive these tax revenues.)

B Redevelopment projects range from 2 acres to over
46,000 acres. Local agencies in four counties have
placed so much property under redevelopment that
more than one-quarter of their countywide assessed
property value is under redevelopment.

M Statewide, redevelopment agencies receive 10 percent
of property taxes paid by property owners, but this
percentage varies significantly at the local level. The
City of Fontana's redevelopmentagency receives more
than 77 percent of property taxes paid in the city.

LEGISLATIVE ANALYST'S OFFICE 7
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LAO, Cal Facts, December 6, 2004

Srare-Loca Finances

Approval Requirements for
State and Local Revenues

Taxes 3 None
General obligation bonds 2R Majority
Other debt? Majority None
Fees _ Majority Nore

City or county “gensral® taxes 23 Majority

{revenues used for (Majority for

unrestricled purposes) charter cities)

City or county "special” taxes Majority 23

{revenues used for specific

purposes}

All schoo! or special district Majority 43

taxes

City, counly, and special district Majority 23

general obligation bonds

K-14 district general obligation 23 b

bonds 55 percent

Other debt? Majority None

Property assessments Majority  Majority of property
owners. Votes weighled
by assessment fiability

Property—related feas Majority  2/3 of voters or majority
of property owners®

Fees—all other Majority None

2 Jncludes revenue and lease-revenue bonds and certificates of

participation.

b Exceptions: The State Constitution {1) requires approval by two-
thirds of voters if the district does not meet certain requirements,
and (2) specifies that a majority of volers can approve bonds used
for repairing o7 replacing unsafe public school buildings.

€ No vote required for gas, electric, water, sewer, refuse, or

developer fees.

LEGISLATIVE ANALYST’S OFFICE
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m Srate-Locat. FINANCES

California's Property Tax Has
Changed Significantly

Dollars in Billions

1977 $10.3 53% 30% 10% 7%

; 1979 5.7 39 32 13 16
1994 19.3 52 19 " 18
2005 35.4 34 28 19 19
2 information for 1977 includes debt levies. Dala for 2005 is
estimated.

b Redevelopment agencles and special districts.

M 1977—Before 1978, local agencies determined the
property tax rate and its distribution of revenues.

B 1979—Proposition 13 (1978) set a maximum tax rate
of 1 percent and shifted control over the distribution of
property taxesto thestate. The state basically prorated
these revenues among local agencies except that it
gave a smaller share to schools and backfilled the
schools' losses with state aid.

B 1994—Facing fiscal pressure in the early 1990s, the
state modified the distribution of property taxes to give
a greater share to schools (thereby reducing state
school spending).

M 2005—The state shifted a greater share of property i
taxes to cities and counties to ofiset their losses due ¢
to the (1) reduction in the vehicle license fee rate and
(2) use of local sales taxes to pay the state's deficit-
financing bonds.

LEGISLATIVE ANALYST'S OFFICE Q
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Proposition 1A’s Changes to
Legislative Authority Over Local Finance

M Property Tax

M The Legislature may not permanently shift property tax rev-
enues from noneducation local governments to schools.

B The Legislature may shift property tax revenues temporarily
from noneducation local govemment to schools under the fol-
lowing circumstances:

The Governor declares a “severe state fiscal hardship.”

Two-thirds of the Legislature votes to suspend
Proposition 1A.

The amount of property taxes shifted in each county is
limited to 8 percent of prior-year noneducation agency
property taxes.

The Legislature enacts a statute to provide repayment
within three years.

B The Legislature méy not change any city, county, or special
district’s share of the property tax without a two-thirds vote of
both houses of the Legislature.

B The Legislature may not use property taxes to reimburse
noneducation agencies for mandated programs.

LEGISLATIVE ANALYST'S OFFICE 10
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Proposition 1A’s Changes to
Legislative Authority Over Local Finance
(Continued)

IZI Sales Tax

B With minor exceptions, the Legislature may not reduce any
local sales tax rate, limit existing local authority to levy a
sales tax, or change the allocation of local sales tax rev-
enues.

W Legislature may not extend the “triple flip” or reduce the prop-
erty taxes provided to cities and counties as replacement for
the local sales taxes pledged to pay debt service on state
deficit-related bonds.

|\__/'[ Vehicle License Fee (VLF)

B The Legislature may not reduce the VLF rate below
0.65 percent, unless it provides replacement funding to cities
and counties.

B If the Legislature increases the VLF rate above 0.65 percent,
there are no restrictions on the Legislature’s use of these
additional revenues.

LEGISLATIVE ANALYST'S OFFICE 11
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Proposition 1A’s Changes to Legislature’s
Mandate Reimbursement Requirements

M

M

Proposition 4 (1979) generally requires the state to reimburse
local governments for mandated new programs or higher levels
of service.

Proposition 4 did not:

® Set a time line for the state to make reimbursement
payments.

B Specify whether a state action to change a local govemn-
ment’s share of a cost for a program constituted a reimburs-
able mandate.

Proposition 1A (2004) requires the state to pay mandate bills in
the annual budget, or suspend or repeal the mandate.

| Does not apply to education or employee relations mandates.

®  Allows mandate bills from before 2004 to be paid over time.

Proposition 1A (2004) expands the definition of a mandate to
include transfers of financial responsibility from the state to local
government. Specifically, Proposition 1A says transfers may be
reimbursable mandates if:

W the program shift is by the Legislature to cities, counties, and
special districts.

m The program is required, not optional.

B The state previously had financial responsibility for it.

LEGISLATIVE ANALYST'S OFFICE 12




Major LAO Publications on the
State-Local Fiscal Relationship

LAOs,
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m

.LAO Publication -

- :V_-":'-D»ate o

FParole Realignment: LAO Alternative Budget Package

Realignment Revisited: An Evaluation of the 1991 Experiment in State-County Relations
Reconsidering AB 8: Exploring Alternative Ways to Allocate Property Taxes

Shifting Gears: Rethinking Property Tax Shift Relief

A Primer on the Vehicle License Fee

Why County Revenues Vary: State Laws and Local Conditions Affecting County Finance
A Perspeclive on the Vehicle License Fee

ERAF and the 1997-98 State Budget

Property Tax Shift

A Perspective on Counly Fiscal Restraints, P&l (p. 115-124)

Understanding Proposition 218

Property Taxes—Why Some Local Governments Get More Than Others

Reversing the Property Tax Shifts

Redevelopment After Reform: A Preliminary Look

Making Government Make Sense: Developing a Reform Proposal
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