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Reform by Initiative:
Comparing Proposalsto Reform L ocal Gover nment Finance

Years of working groups, select committees, ane blbbon commissions have
filled legislative shelves with reports, studiesdaeform proposals for fixing the
state-local relationship. For all the long thodghlours devoted to this topic, the
Legislature has enacted very little real refornmtprove this well documented
problem. Frustrated by the Legislature’s faillwaatt and its continual assault on
local revenues (real or perceived), some intenesigs are taking reform
proposals straight to the voters. Concerned abeumplications for the State
budget, as well as having conflicting reform measton the ballot, legislators
want to know how the initiatives would work.

Senator Tom Torlakson, Chair of the Senate Locale@oment Committee, has
called an informational hearing to learn more altavat local government

financing reform initiatives, theocal Taxpayers and Public Safety Protection, Act
and theCalifornia Home Rule Amendmeptoposed for the November 2004
statewide ballot. The Committee has invited thenlmers of the Senate Budget
Subcommittee No. 4 to attend as well. The Committgl hold its informational
hearing on Wednesday morning, February 11, in taee&apitol.

The Committees’ February hearing is an opportuioitystate legislators to learn

more about the two proposed initiatives and thaplications for state budget
decisions and the restructuring of local finance.

About This Paper

This background paper prepares members of the (wmnttees and those who
are interested in the February 11 informationatinga The Committee will hear
from the sponsors of each initiative and engagedunestion and answer session.
There will be reaction to the two initiatives fraame of the associations
representing affected constituencies. The Comenwtiéd also reserve time for
others to give their comments and reactions tslatyrs.

There are questions throughout the paper whiclsllgrs may want to ask the
witnesses at the hearing. The suggested questipesar intalics and are
preceded with thé] symbol.



Background

Particularly since the property tax shifts in tlaelg 1990s, local officials have
been expressing their collective irritation witle tBtate for restricting, raiding, and
refusing to repay local revenue sources. Locatiafs argue (and many
legislators agree) that the State’s budgetary hehsoward local governments has
led to increasing instability and unpredictability local budgets. The convoluted
state-local funding relationship that has evolwedfthe Educational Revenue
Augmentation Fund (ERAF) shifts, General Fund “wanffsets, and most
recently, “flips” has removed revenue streams frrnd further from the services
they pay for and rendered local government finameirtually impossible for the
public (or anyone) to understand.

Many have discussed the deteriorating state-lasedifrelationship for years.
There is little disagreement about the need farref Affected constituencies
argue about the details, but not about the neechfange. The Senate Local
Government Committee’s 2001 report “Tension & Ambig A Legislative
Guide to Recent Efforts to Reform California’s $tabcal Fiscal Relationship,”
summarizes the reform efforts. It is availablettvey Committee’s website at
www.sen.ca.gov/locgov/publications.htp

The Legislature has picked away at change, bastriever fully attempted a
statewide comprehensive reform package. The nmmprehensive attempts were
SB 1982 (Alpert, 2000) and its companion piece S@AAlpert, 2000), and AB
1221 (Steinberg, 2003). The Alpert package wouigtldhanged the allocation
method of the local sales tax and streamlined thiedates claim process while the
Steinberg bill would have swapped local sales tapfoperty tax. Both efforts
met with strong resistance from both local offisiahd legislators and neither
made it to the Governor’s desk.

Local governments are increasingly concerned byaitieof a legislative solution,
the continuing attempts to shift additional propesatxes, the dysfunctional mandate
reimbursement process, and the uncertain fututieeofehicle license fee (VLF),
including the promised backfill. As a result, Dalifornia State Association of
Counties (CSAC), the League of California Citias] éhe California Special
Districts Association (CSDA) want to regain contoblocal revenue streams.
Although they continue to work closely with legisles, CSAC, the League, and
CSDA have filed a proposed November 2004 ballatative, theLocal Taxpayers
and Public Safety Protection Act



Former Assembly Speaker Robert Hertzberg has begamged in improving local
governments’ financial well being for many yeafss Speaker, he expressed
increasing concerns with a lack of stable and selogal government revenue
sources and the ensuing deterioration of Califesnacal quality of life. He has
described sales tax chasing, the lack of accouityatsi both the state and local
officials to the voters, and the resulting “blansarge” as disturbing. Continuing
his efforts to realign the state-local fiscal agament, Mr. Hertzberg, along with
Curt Pringle, Mayor of Anaheim and former Assembpeaker, and Assembly
Member John Campbell, has filed tGalifornia Home Rule Amendmefot the
November 2004 ballot.

Existing Law

The California Constitution and existing law andegthe Legislature broad
authority over the property tax, the local (BradByrns) sales tax, and the vehicle
license fee. While the Constitution sets the priyp@x rate and guarantees VLF
revenues to cities and counties, the Legislatungrols the allocation of property
tax revenues and both the rate and revenue albocatethod of the local sales tax
and VLF. The sales tax is allocated on a situsslzasl the bulk of VLF revenues
goes to cities and counties on a per-capita b&3minties receive additional VLF
revenues to fund the 1991 realignment programtti®gain 1998, the Legislature
has enacted a series of offsets to the 2% VLF edfiectively reducing the rate
paid by taxpayers. In turn, the state has baekffiities and counties’ lost
revenues.

As part of the 2003-04 Budget, and to finance a®bilion deficit bond, the
Legislature enacted a temporary Y2 cent reductidhdriocal sales tax and offset
the losses to local governments with increasedgrtppaxes (AB 1766,
Committee on Budget, 2003 and AB 7X, Oropeza, 2003 so-called “triple
flip” terminates when the bond is fully repaid.thie $15 billion bond measure
proposed by the Governor for the March 2004 b&Robposition 57) passes, the
terms of the triple flip will be modified. In adatin, the 2003-04 Budget delays
about $1.3 billion of VLF backfill payments to @8 and counties. The State is
scheduled to repay this so-called “gap loan” in 4st2006.

The California Constitution requires the statedimburse local agencies for the
costs of implementing a state mandated new programgher level of service. It
does not specify when or how often or the precisamng of “new program or



higher level of service.” Existing law requiregdb agencies to continue to
provide state mandated services even if the Swé&gyslpayments. The 2003-04
Budget deferred over $700 million in mandate reirsbments to local agencies.
The Governor’s proposed 2004-05 Budget continuesiéferral.

The Proposed Initiatives

Prelude. Both sponsors have filed several versions of fhh@posals with the
Attorney General. CSAC, the League, and CSDA leeided to pursue their
Version 3 of thd.ocal Taxpayers and Public Safety Protection. fi€éle No.
SA2003RF0067). Mr. Hertzberg’s group is still diieg among Version 2 (File
No. SA2004RF0006), Version 3 (File No. SA2004RFQO®&rsion 4 (File No.
SA2004RF0009), and Version 5 (File No. SA2004RF)@E@nheCalifornia

Home Rule AmendmenYersion 2 is the “base version” of the proposéaérsions
3 and 4 each add a different paragraph or twodd#se version. Version 5
encompasses them all. (For a detailed explanafidme variations between the
versions see Appendix 1.) This paper focuses aoside5 because it contains all
of the potential provisions. Copies of the initiat are available on the Attorney
General’s website atww.aqg.ca.gov/initiatives/activeindex.htnThey are listed
by file number.

In Brief. Both proposed initiatives seek to stabilize and/igb® predictability to
local revenues. Both achieve this goal by reduoingemoving the State’s control
of local funding sources. Thencal Taxpayers and Public Safety Protection Act
amends the California Constitution to:
* Protect the property tax, local sales tax, andalelicense fee (VLF),
including the backfill, as local funds.
* Require the State to more quickly reimburse localegnments for state
mandated services, or otherwise allow them to suspee unfunded
services.

TheCalifornia Home Rule Amendmesmicompasses most of the changes in the
Local Taxpayers and Public Safety Protection @ath some important
differences) but goes further by swapping statelacal funding sources. The
California Home Rule Amendmeamikes both constitutional and statutory changes
to:

» Protect the property tax, local sales tax, andreél@cal taxes, as local

funds.
» Trade the VLF to the State for more property tax.



» Make permanent the triple flip by trading 2 centhaf local sales tax to
the State for more property tax.

* Require the State to more quickly reimburse localegnments for state
mandated services, or otherwise allow them to suspee unfunded
services.

The Details. Understanding the details of these two initiatiigea painstaking, but
important process. Either of these two initiativesuld preclude the State from
taking some of its recent budgetary actions, inagidERAF shifts, the triple flip,
the gap loan, and the car tax cuts. Some of thetsens may be affected
retroactively. There is an additional $1.3 billiproposed ERAF shift in the
Governor’'s 2004-05 Budget, reliance on the tripperhechanism to fund the
Governor’s proposed $15 billion bond measure, delsat two pending lawsuits
challenging the Governor’s recent VLF actionsis important for legislators to
understand how the initiatives may affect thesegetaty choices.

The Local Taxpayers and Public Safety Protection Act seeks to protect local
revenue sources and improve the mandate reimbunsgmuzess. It makes two
substantial changes to the California Constitution.

Local revenue protectionThe initiative adds Article XIIIE, protectingdal
revenues. For this article it defines a “local gamment” as a city, county, a city
and county, special district, redevelopment agebayexplicitly states that it does
not include a school district, community collegstdct, or county office of
education.

Specifically, the initiative says that any measemacted by the Legislature that
reduces, suspends, or delays revenues to locatrgueats from the

* property tax,

* local sales tax,

* VLF, including the backfill amount,

* VLF backfill “gap” loan,
or fails to reinstate the suspended ¥z cent lodas gax in the triple flip on time,
must be approved by the Legislature by the sane negjuired to approve a budget
bill (2/3 vote under existing law) and does notta#ffect until it is also approved
by a majority of voters at the next statewide ébect

These provisions cover the allocation of propeatyrevenues, including
redevelopment property tax increment, any remittasfqoroperty tax to the State



or a state-created fund (e.g. ERAF), the propeartyassociated with the triple flip,
and changing the allocation method of the locastdx. They also apply to
reallocating property taxes among local governmanltsss they consent. These
provisions do not apply to a VLF (including the kit amount) reduction if the
Legislature appropriates funds to fully offset tbduction.

Because the initiative does not apply to schodtidts, it does not preclude the
Legislature from shifting property tax shares frechools to other local
governments or from returning ERAF.

These revenue protection provisions are retroatbivovember 1, 2003. Any
measure enacted into law after November 1, 2003atbald have required voter
approval under this initiative must be submittedhi® voters at the next statewide
election. Any such measure would be suspendefitas titiative’s effective

date, pending the outcome of the election. Ifitieasure subsequently fails at the
statewide election, the law never takes effectt ghsses, the law takes effect as of
the successful election and is not retroactivéstoniginal effective date unless the
Legislature reimburses the affected local goverristn their losses during the
suspension period.

[ Does this initiative achieve local government fioameform or simply
freeze an existing flawed revenue structure?

[ By locking in the existing AB 8 allocations anddbsales tax distribution
methodology, does this initiative preclude the Ekgure from enacting a
comprehensive state-local finance reform package?

H If no, does it make it harder?
[ The initiative calls for voter approval at the “riestatewide election.”
Depending on the timing, that could be as much &goayear delay. How

does that affect the State budget process?

[ Does this initiative increase the legislative vitteeshold for a local sales
tax or VLF tax breakrom a majority vote to a 2/3 vote?

[] How does this initiative affect the State’s abitiyconform to the
Streamlined Sales and Use Tax Agreement (SSUTA)?



O What measures have been enacted into law sincenbarel, 2003 that will
be retroactively affected by this initiative?

[] For any such measure, would this initiative suspéredentire law or
just the portions that require voter approval?

[ The triple flip modifications associated with thev@rnor’s bond proposal
on the March 2004, ballot were enacted into lawD@tember 12, 2003 (AB
9 (5X)). The bill contains the sales tax reductssociated with the triple
flip as well as the bond sale provisions. The alctanguage regarding the
sales tax reduction is not on the ballot althouigis bnly operative if the
voters approve the bond measure. Is AB 9 (5Xestibp the retroactive
provisions of this initiative?

[] If yes, would the operation of the entire bill isgended until the
next statewide election?

[ What if the bonds have already been sold?
[ Who decides?

State mandated local programBhe second piece of thecal Taxpayers and
Public Safety Protection Aetffects reimbursements to local governments fitest
mandated services. The initiative does not nath@definition of a “local
government” for its mandate provisions and thudiappo all local governments,
including schools.

Specifically, the initiative:
» Defines a “new program” or “higher level of servies
e creation of a new program,
* requirement to provide new services,
* increasing the frequency or duration of requiradtises,
* increasing the number of persons eligible for @
» transferring complete or partial financial respongy for a program
from the state to local government.

* Requires the state to annugtisovide reimbursements to local governments for
mandated services.



* Requires the payment to occur within 180 days thieeithe effective date of a
statute or regulation containing a mandate oral fietermination that
reimbursement is required.

» Provides that if the Legislature does not fullynmburse a local government in
the fiscal year in which it files a reimbursemelatimm, or in the budget act in
the next fiscal year, a local government may either

» Continue performing the mandate and get paid later,

» Suspend performing the mandate for all or parhefunpaid fiscal year
and continue doing so in future years until théespaovides full
reimbursement.

This provision explicitly prohibits a local goveremt from opting to suspend a
mandate that requires a local government to promidaodify any protection,
right, benefit or employment status for any locavernment employee or
retiree as well as any procedural or substantyta for any employee or
employee organization.

* Defines a mandate to be any statute, action, @raletermined by the
Legislature, any court, or the Commission on Stéaedates, to require
reimbursement under this section.

[ The existing definitions of “new program” and “highlevel of service” are
derived primarily from case law. How does thidiative change the
current understanding?

[ Does “increasing the number of persons eligibledervices” mean
caseload growth?

[] Does including “transferring complete or partiahAncial responsibility...”
in the definition of a state mandate preclude tla¢esfrom enacting another
“realignment” measure?

[ Even if the local governments agree to it?

[ The initiative requires the Legislature to reimbeies local government
within six months of a final determination that thandate is reimbursable.
It also says that if a local government is not reursed during the same (or
next) fiscal year in which they filed a claim f@imbursement the local



government may suspend performing the mandaté pdssible or even
likely that the final determination process coukdemd beyond the next
fiscal year after the claim is filed?

[ If yes, can the local government suspend the mafidat
[ Only likely with first time claims?

[ What does the suspension option exemption for geglcetiree protection
cover? Collective bargaining rights? Police O#fts’ Bill of Rights?

[] There is sometimes disagreement within the Legigats to whether a
particular statute creates a reimbursable mandatelegislative Counsel
mandate key “yes” doesn’t necessarily mean it imfirsable. And the
courts can review it. How does the Legislatureiadi=?e

[ Would their decision still be reviewable by a courthe Commission
under this initiative?

The California Home Rule Amendment seeks to protect and stabilize local
revenue sources and improve the mandate reimbunsgmuzess. It makes both
constitutional and statutory changes.

Local revenue protectionThe initiative spells out provisions for protegtlocal
revenues by amending Article Xlll, 824 of the Cadifia Constitution. It protects
revenues for cities, counties, and a city and ggumit not special districts or
redevelopment agencies.

Specifically, the initiative says the Legislaturaymot reduce, suspend, or delay
the receipt of revenues to cities or counties fthen

* property tax, or

* local sales tax,
and may not appropriate, reallocate, redistritng@pportion, reduce, suspend or
delay revenues from locally imposed taxes includivey

* business license tax,

» transient occupancy tax (hotel tax), and

 utility users tax.



These provisions cover property tax allocationy, r@mittance of property tax to
the State or a state-created fund (ERAF), and ¢hgrige allocation method of
the local sales tax. They also apply to reallocpgroperty taxes among local
governments unless they consent.

Further, the initiative prohibits the State frontaddishing tax exemptions from the
property tax or local (Bradley-Burns) sales taxesslit provides a continuous
appropriation to reimburse local governments feirttost revenues(Note: this
prohibition is in Version 3. It does not appeaMarsions 2 or 4.)

Because these provisions do not apply to spea#icis, redevelopment agencies,
or school districts, they do not preclude the Liagnse from reallocating property
tax revenues from special districts, redevelopragencies, and schools to other
local governments.
These provisions are not retroactive.
[ Special districts provide many of the same impdr@cal services that
cities and counties provide. Why does this inu@protect cities and
counties but not special districts?
[ Why doesn't it protect redevelopment agencies?

[ Does this initiative stop the Legislature from etimag tax decreases?

[] Does this prohibit the Legislature from repealithg statutory authority for
local taxes such as the utility users tax?

[ Can the Legislature cap the local tax rates?

[ How does this initiative affect the State’s abitiyconform to the
Streamlined Sales and Use Tax Agreement (SSUTA)?

[ Why does this initiative prohibit the Legislaturerh enacting a property or
sales tax exemption without reimbursing local gaweents for their losses?

[ If the State wants to enact a particular tax exeomptwhy shouldn’t

local governments participate in a statewide ecoiequolicy
decision?
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State mandated local programBheCalifornia Home Rule Amendmeaffects

reimbursements to local governments for state maddservices. The initiative
does not narrow the definition of a “local govermtidor its mandate provisions
and thus applies to all local governments, inclgdiohools.

Specifically, the initiative:

Explicitly defines a “new program” or “higher levet service” as
e creation of a new program,
* requirement to provide new services,
* increasing the frequency or duration of requiradtises,
* increasing the number of persons eligible for &,
» transferring complete or partial financial respobngy for a program
from the state to local government.

Requires the state to provide an anmeahbursement to local governments for
mandated services.

Requires the payment to occur at the end of tlalfigear of either the effective
date of a statute or regulation containing a mandat final determination that
reimbursement is required.

For mandates created on or after January 1, 2008ides that if the
Legislature does not fully reimburse a local govegent in the fiscal year in
which it files a reimbursement claim, or in the gatlact in the next fiscal year,
a local government may either:
» continue performing the mandate and get paid later,
» suspend performing the mandate for all or parhefuinpaid fiscal year
and may continue to do so in future years untilsttage provides full
reimbursement.

This provision explicitly prohibits a local goveremt from opting to suspend a
mandate that requires a local government to promidaodify any protection,
right, benefit or employment status for any locavernment employee or
retiree as well as any procedural or substantgi# fior any employee or
employee organization.

Defines a mandate to be any statute, action, @raletermined by the

Legislature, any court, or the Commission on Stéaedates, to require
reimbursement under this section.
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* Prohibits the 1991 realignment program from beingexoming a reimbursable
mandate.

[ The existing definitions of “new program” and “highlevel of service” are
derived primarily from case law. How does thidiative change the
current understanding?

[ Does “increasing the number of persons eligibledervices” mean
caseload growth?

[] Does including “transferring complete or partiahAncial responsibility...”
in the definition of a state mandate preclude tla¢esfrom enacting another
“realignment” measure?

[ Even if the local governments agree to it?

[ The initiative requires the Legislature to reimbeieslocal government at
the end of the fiscal year in which a final deteration is made that the
mandate is reimbursable. It also says that if@lgovernment is not
reimbursed during the same (or next) fiscal yeawimch they filed a claim
for reimbursement the local government may susperni@wrming the
mandate. Is it possible or even likely that tinalfidetermination process
could extend beyond the next fiscal year afteicthen is filed?

[ If yes, can the local government suspend the mafidat
[ Only likely with first time claims?

[ There is sometimes disagreement within the Legigats to whether a
particular statute creates a reimbursable mandatel_egislative Counsel
mandate key “yes” doesn’t necessarily mean it imfmirsable. And the

courts can review it. How does the Legislatureidie?e

[ Would their decision still be reviewable by a courthe Commission
under this initiative?

[ Why does this initiative prohibit realignment frdmdcoming a reimbursable
mandate?
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Two tax swaps TheCalifornia Home Rule Amendmamiquires two tax swaps. It
also sets up a new fund in order to direct the pedpevenues to schools. It
amends or adds several sections to the Califorares@ution and makes
conforming statutory changes. These swaps amntse technically difficult part
of this initiative proposal.

Swap #1: VLF for property taxJnder the first swap, cities and counties would
trade their VLF revenues (including the backfiby fncreased shares of K-14
property tax beginning July 1, 2005. RealignmebEWould be unaffected.

The initiative achieves this by:
* Repealing the Constitutional guarantee of VLF rexto cities and counties
(Article X1, 815) allowing these funds to flow tbd State.

» Directing the State Controller to allocate all mrealignment VLF and backfill
revenues (not including fees on trailer coachesnaoile homes) into the
newly created School Assistance Fund for Educd&#E) in each county on
a county-wide per capita basis. These funds atieaed to K-14 education.

» Reducing property taxes paid by cities and countieke ERAF fund. If a
county’'s ERAF fund is inadequate to finance thesvealditional property
taxes are taken from the school’s base share.aiftoeint of the swap would be
based on 2004-05 VLF funds received calculatedea®s rate.

Further, the initiative provides that
* “basic aid” school districts affected by the swap laeld harmless in the first
year but support is phased out over the next tarsyand
* local revenue sharing agreements are unaffectéaeoswap.

Swap #2: Local sales tax (1/2 cent) for property tdnder the second swap, cities
and counties permanently lose their authority Wy ke Y2 cent sales tax that was
temporarily suspended under the triple flip. Theseive increased property taxes
in exchange.

Specifically the initiative:
* Repeals city and county authority to levy the ¥4 éecal sales tax.

» Authorizes a new % cent sales tax for each coufityecof education after the
triple flip terminates.
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* Provides cities and counties with property taxesetan estimated 2004-05
sales tax revenues. In subsequent years, thisased amount is added to cities
and counties property tax base.

* Repeals the existing triple flip mechanism andaegs it with a new one to
accommodate these changes.

A new school fundAs part of its overall restructuring proposak initiative adds
Article XIllIl, 836 to the Constitution to create al®ol Assistance Fund for
Education (SAFE) in each county. All non-realigmn¥LF revenues and the post
triple flip %2 cent sales tax revenues in each cpurtuld be deposited into this
fund for distribution to K-14 schools. The inifia sets up a distribution scheme
for these payments to K-14 agencies on a per-stimesis within each county.

City and county cash flawTo address the cash flow transition between the
monthly distribution of VLF revenues and the semaal receipt of property tax
revenues, the SAFE fund loans monthly paymenta¢b eity and county in
advance of their property tax receipts. The lcaesrepaid when property taxes
are collected.

Swaps are constitutionally protectedhe initiative guarantees that both swaps
will occur and that the revenues will be used faittintended purposes by adding
Article XI, Section 15 to the Constitution. It alprovides that these provisions do
not restrict the Legislature from increasing propéax allocations to cities and
counties.

SAFE deposits are not state taxes for Proposit®p@poses The initiative
amends Article XVI, 88 of the California Constitoni to declare that all sales tax
and VLF revenues deposited in the SAFE accourtadicecated local proceeds of
taxes” and are not considered to be State Genernal Fevenues. This avoids
affecting the State’s obligation to fund education.

[ By locking down local revenue sources, does thigiive lock in the best
solution or simply remove funding flexibility frahe Legislature?

[ Does it preclude the Legislature from enacting ddyesolution?
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O Funds in the SAFE account are used both as loangie® and counties and
as funding for schools. How do funds flow to s¢haad to cities and
counties as loans at the same time?

[ Does this proposal use county ERAF funds to ine@e#éges’ property tax
shares?

[ Are there enough ERAF dollars in each county t@supthe swaps?
[ Is there data to show the impacts?

[ What is the mechanism for allocating property tabxask to cities and
counties?

[] What is the interaction between ERAF and SAFE?

[ Why is ERAF not eliminated?
[ Why is support for basic aid school districts pltheat?

[ Who will this affect?
[ Is there a simpler way to do this?
Other provisionslf the Governor’s Bond passeH.the Governor’s $15 billion
bond measure passes, AB 9 (5X) becomes operativmakes several changes to
the triple flip. Section 21 of th€alifornia Home Rule Amendmemiconfigures all
of the initiative’s relevant provisions to confommth the changes made by AB 9

(5X) to ensure that the effect of the initiativesigostantially unchanged. Section
21 only becomes operative if the bond measure passe

Conflicting measuresArticle I, 810(b) states “If provisions of 2 arore

measures approved at the same election confledetbf the measure receiving the
highest affirmative vote shall prevail.” The Califia Supreme Court concluded

in Taxpayers to Limit Campaign Spending v. FRRE90) 51 Cal.3d 744, “that
initiative ballot measures addressing the samesstibye to be examined as a
whole and, if they offer conflicting regulatory sehes for governance of that
subject, it is the "measure" receiving the higlatmative vote which prevails.
Absent an express contrary intent expressed iropheth of the initiative
measures, no part of the measure receiving therlafirmative vote becomes
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operative.” TheCalifornia Home Rule Amendmestpressly states the voters’
intent that if this initiative passes and receinege affirmative votes than a
competing measure that also passes, the provisid@alifornia Home Rule
Amendmenshall prevail over conflicting provisions or reqgments of the
competing measure.

[ If the Governor’s $15 billion bond passes, areé¢ffects of this initiative
exactly the same?

[ If not, how do they differ?

[ Is the “conflict with competing measures” provisi(fection 26 of the
initiative) different from the courts’ interpretatn of Article 11, 810(b) of the
California Constitution?

H If yes, how?

[ What other initiatives proposed for the Novembei£fballot potentially
conflict with this measure?

Key Smilarities and Differences.

Although theCalifornia Home Rule Amendme(itertzberg) appears to encompass
theLocal Taxpayers and Public Safety Protection (&3$AC), there are important
differences.

Local revenue protectionThelLocal Taxpayers and Public Safety Protection Act
protects property tax, sales tax, and VLF reverolesounties, cities, special
districts, and redevelopment agencies retroactiavember 1, 2003. The
California Home Rule Amendmanttiative only protects cities and counties.
While the CSAC initiative effectively prohibits tlstate from making further
ERAF shifts, the Hertzberg proposal leaves opemptssibility of taking

additional property taxes from special districtdl a@development agencies.

CSAC allows reductions in or reallocations of lo@lenues with a 2/3 vote of the
Legislature and a majority vote of the statewidee®rate. Under the Hertzberg
proposal, which has no comparable option, the lagise simply can’t do it.

The Hertzberg initiative protects locally leviedéa as well: business license,

transient occupancy, and utility users taxes. @&lpestections preclude the state
from tapping locally levied taxes for its own pusgs or, arguably, from capping
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the rates. The CSAC initiative does not providesthsame protections for locally
levied taxes.

State mandatesBoth initiatives amend Article XIIIB 86 of thealifornia
Constitution regarding state imposed local mandaté®ir language largely
overlaps. They both require an annual appropnatibhe Hertzberg initiative
requires reimbursement at the end of the fiscal yeahich a mandate becomes
effective or is adjudicated to require a reimbursetn The CSAC initiative
requires it within six months. The Hertzberg ititve only applies to mandates
created on or after January 1, 2005. The CSA@iive applies to existing
mandates.

Both initiatives add an identical definition of aéw program” or “higher level of
service.” Both initiatives allow local governmemtssuspend performing a
mandate if the State doesn’t pay in a timely fashislowever, the Hertzberg
initiative only allows suspension for mandates éan or after January 1, 2005.
Both initiatives prohibit local governments fronspending mandates regarding
employee or retiree rights and protections.

The Hertzberg proposal explicitly prohibits the 198alignment program from
being or becoming a reimbursable mandate.

Tax swapsThe Hertzberg initiative swaps city and countyPlevenues and Y2
cent of the local sales tax for an increased stiettee schools property tax. It
constitutionally protects the changes and rearasgkool funding accordingly.
The CSAC proposal does not include revenue swapsdnstitutionally protects
the existing structure.
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Appendix 1

This Appendix explains the differences betweerfitleeversions of the California Home Rule
Amendment currently on file with the Attorney Gealés office.

Version 1(SA2003RF0068) has been pulled.

Version 2 (SA2004RF0006) is the “base version” of CHRA.dhtains substantial revisions from
Version 1 reflecting some policy changes and numetechnical fixes.

Version 3 (SA2004RF0008) is Version 2 with the addition okgaragraph relating to state-created
classifications or exemptions from property or sabxes.

1. Addition Regarding State Exemptionsfrom Property and Sales Taxes

Section 5 of CHRA

Amendment to Section 24 of Article XIIl of the Caibstion:
Section 24 (c) The Legislature may not take anpadhat:

(5) Establishes any classification or exemptiomfrine ad valorem taxes on real
property and tangible personal property that ardlected by counties pursuant to Section 1 of
Article XIIIA or a sales and use tax imposed by eity, city and county, or county pursuant to
the terms of the Bradley-Burns Uniform Sales and Usx (Chapter 1 of Part 1.5 of Division 2 of
the Revenue and Taxation Code), which classifinaitoexemption does not include a continuous
appropriation of funds that shall be transferredcity, city and county, and county governments
in an amount equal to the net loss of revenue tiegulrom the classification or exemption.
Nothing in this subdivision (c) shall prohibit thegislature from establishing any classification
or exemption for which the Legislature does inclad®ntinuous appropriation of funds as
specified in this paragraph.

Version 4 (SA2004RF0009) is Version 2 with the addition ofree language relating to excess
ERAF/excess SAFE counties, a clarification regaydadevelopment, and a technical amendment.

1. Technical Amendment

Section 4 of CHRA

Addition of Section 16 to Article XI of the Constiton

Section 16. (c) For the 2006-07and-2@Bfiscal yearseach city, city and county, and
county shall receive property tax revenues in theunts not less than those specified in other
applicable provisions of the California Home Ruleméndment and other laws implementing the
Provisions of the California Home Rule Amendment.
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Appendix 1 continued

2. Amendmentsregarding Excess SAFE/ERAF Counties
Section 6 of CHRA
Addition of Section 36 to Article Xl of Constitign.

Section 36. (aY1) A county School Assistance Fund for Education is
hereby created in each county.

(2) The county auditor shall allocate moneys in thelfaccording to
this section.

(3) Moneys in the fund may only be allocated and eppated for the
purposes specified in this section.

(4) The county auditor shall calculate and allocate exmfor the
county’s School Assistance Fund for Education &ediducational Revenue
Augmentation Fund, and shall determine the ordewvliich these calculations
and allocations are made. Any excess moneys ramgaafter these calculations
and allocations will be returned to each city, atyd county, county, and special
district in proportion to their contribution to the&aid funds. The intent of
requiring each county auditor to determine the ergdewhich these calculations
and allocations are made is to ensure that alksticity and counties, counties,
and special districts that were previously receiviands pursuant to Section
97.2, subdivision (d)(4)(B)(i) and Section 97.3diuision (d)(4)(B)(i) are not
adversely impacted by the establishment of thetgtmuBchool Assistance Fund
for Education. This paragraph shall also applyatoy city, city and county,
county, or special district that, after the effgetdate of this section, becomes
eligible to receive funds pursuant to Section 93ubdivision (d)(4)(B)(i) and
Section 97.3, subdivision (d)(4)(B)(i).

[No changes to (b) and (c)]

(d) (1) (A) On August 20 of the 2005-06 fiscalky, and on the 20th
day of each sixth month thereafter, the countytaughall allocate all moneys
from the county’s School Assistance Fund for Edocat school districts and
county offices of education on a per-student basiset forth in this sectiorAny
funds remaining after allocation of a per-studeasis as set forth in this
subdivision shall be allocated among the citiey; ahd counties, counties, and
special districts in proportion to their contribot to the county’s School
Assistance Fund for Education.

3. Amendments Regarding Redevelopment Agencies

Section 12 of CHRA
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Appendix 1 continued

Addition of Section 97.68 to the Revenue and TaxaGode

97.68 (e) Nothing in this section shall do anyhaf following:

(1) Require an increased ad valorem property Evenue allocation to a community
redevelopment agency. Nor shall anything in teidien result in a community redevelopment
agency being allocated, for project areas existisgf the effective date of this section, an
amount of tax increment revenue in excess of tlmianthat otherwise would have been
allocated absent the enactment of this section.

4. Conforming Amendments

Section 21 of CHRA

Amendments to Section 21 mirroring amendments 12aaloove

Version 5 (SA2004RF0010) is Version 2 with the combined clesngf Versions 3 and 4.

Source: Edward Takashima, Director of Specialdatsj LA Tomorrow.
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