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Proposition 65
"Local Taxpayers and Public Safety Protection Act"

Thelocal Taxpayersand Public Safety Protection Act, sponsored by the Califor-
nia State Association of Counties, the League d¢if@aia Cities, and the Califor-
nia Special Districts Association, has qualifiedtfee November 2, 2004 General
Election as Proposition 65. When an initiative swga qualifies for the ballot,
Elections Code 89034 requires each house of thsslatigre to assign the initiative
measure to its appropriate committees for publarings on the subject matter.
Any hearings must be held before the electionpnotitvithin 30 days of the date of
the election.

Accordingly, the Assembly Committee on Local Goveemt and the Senate
Committee on Local Government held a joint heaahthe State Capitol on Sep-
tember 22, 2004 to review Proposition 65.

This summary report contains the Senate and Asgeolohl Government Com-
mittees staffs' explanation of what happened ah#aging [see thehite pages],
reprints the background packet that staff provibedhe Committees' members for
the hearing [see tHalue pages], and reproduces the witnesses' writtenriakste
[see theyellow pages].

What follows is a brief description of the hearimggluding lists of the legislators
who attended and the witnesses who testified.ofulig the hearing description is
a summary of the themes that emerged from witnessesnents.

THE HEARING
When: Wednesday, September 22, 2004
Where: State Capitol, Room 112, Sacramento

Committees: Senate and Assembly Local Governmentothmittees

On September 22, the Senate and Assembly LocalrGmest Committees held a
joint informational hearing at the State Capitabismcramento to review Proposi-
tion 65. Two Senators and two Assemblymembersveddestimony from the
Legislative Analyst, the State Department of Firgrand the measure’s propo-
nents/opponents. The hearing began at 11:00 adrcantinued until noon. Ap-



proximately 40 people attended the session, whah televised. The legislators
who participated were:

Senator Tom Torlakson Chair, Senate Local Govt Committee

Senator Nell Soto
Assemblymember Simén SalingsChair, Assembly Local Govt Committee
Assemblymember Gene Mullin

Five scheduled witnesses addressed the Committezef whom offered written
materials that appear in tlgellow pages at the end of this report. Nobody rose to
offer testimony during the public comment peridthe League of Women Voters
of California and the California Budget Projectyidceed background material be-
fore the hearing that appears in bhee pages.

The witnesses:
Marianne O'Malley, Principal Fiscal and Policy Arsd*
Legislative Analyst's Office

Pat Landingham, Assistant Program Budget Manager*
State Department of Finance

Pat Leary, Legislative Advocate
California State Association of Counties

Dwight Stenbakken, Deputy Executive Director
League of California Cities

Catherine Smith, Executive Director
California Special Districts Association

*= Written material appears in tlyellow pages



WHAT WE LEARNED

Any attempt to distill all of the presentations ahsicussions into a summary must
necessarily gloss over important details and suttéces. The written materials
[see theyellow pages] convey the exact thoughts of some of theesses, but this
section summarizes the testimony. Here's whaetislators learned:

What the initiative does Marianne O’Malley of the Legislative Analyst's
Office (LAO) provided the Committees with an ovewi of Proposition 65 and
highlighted several key differences with PropositicA. She told legislators that
Proposition 65 would amend the California Congtituto substantially reduce
state authority over local revenues and operatgnsohibiting the Legislature
from taking actions affecting local government mawe sources, such as property
taxes, local sales taxes, and Vehicle License ¥eE)(revenues, without voter
approval. O’Malley also explained that the meassiretroactive and would sus-
pend any law enacted after November 1, 2003 thatdumave required voter ap-
proval under the terms of Proposition 65. Suspemaes would only take effect
upon approval of the state's voters at the nextiete

Legislators also learned that Proposition 65 inetud provision that would author-
ize a local agency to opt-out of state-mandatedl lpograms, except those related
to employee rights, if the state does not provichely reimbursement of costs as-
sociated with performing the mandate. This meaals@would expand the defini-
tion of a reimbursable mandate to include circumsta where the state increases
a local agency's share of costs of a jointly fireghprogram.

The fiscal impacts The LAO representative, Marianne O’Malley, repdr
to the Committees that Proposition 65 would havaranediate effect on local and
state finance by suspending implementation of th8 8illion property tax shift
included in the 2004-05 State Budget agreememnteiisas the $4.1 billion swap
of VLF backfill for property tax revenues. She &iped that this measure's re-
strictions on state authority to affect local rewersources could result in higher
and more stable local government revenues, possilthe range of billions of
dollars annually. However, the effect of Proposit65 on state finances would be
the opposite of its effect on local finances, resglin decreased resources being
available for state programs, potentially in thege of billions of dollars annually.
The Legislature would also have less authorityhift sevenues to address con-
cerns regarding funding for specific local governtseresulting in less change to
the revenues of individual local governments.




The Committees also learned, based on an LAO rewfestate measures enacted
in the past related to mandated local programs Riaposition 65 could result in
state reimbursement costs exceeding $100 milliowalty.

Pat Landingham of the State Department of Finamsmudsed the state budget im-
pacts of Proposition 65 from the context of thected 2004-05 budget agreement.
She agreed with the LAO that the passage of Pripo$5 would "unwind" this
year's budget agreement, increasing state cost$.Bybillion in the current year
because a reduction in local property taxes woalgrohibited without voter-
approval. Landingham explained that in additibie, $tate would not be allowed
to borrow local property tax in the future with@ustatewide vote, preventing the
level of cooperation from this year's budget agre@nmn future fiscal emergencies.
She further reported that the mandate provisioriaroposition 65 would require
the State to provide millions of dollars of reimbaments, or allow local govern-
ments to cease performing mandated activitiesgsnmienerous mandate reim-
bursements are currently being deferred.

The proponents have become the opponentdhree local government rep-
resentatives, Pat Leary, Dwight Stenbakken, andeCiaie Smith, conveyed that
the impetus for Proposition 65 was their combirmedtfation over what they per-
ceived as raids by the State of local governmerdmee sources. As a result, their
organizations formed the LOCAL Coalition (“Leave rGZommunity Assets Lo-
cal”) with the common goal of bringing stabilitydpredictability to local reve-
nues. In particular, local government represergativere looking to protect the
three largest forms of revenue: the property @oall sales tax, and VLF.

In light of what they perceived as a harsh Janbadget proposal by Governor
Schwarzenegger, the LOCAL Coalition collected lillion signatures to qualify
the Local Taxpayers and Public Safety Protectionféicthe November 2004 bal-
lot as Proposition 65.

The sponsors explained that since qualifying Pribipos65 for the statewide bal-
lot, they agreed to a superior measure with thedlagre and the Governor’s Of-
fice as part of the 2004-05 State Budget. This agmeement is found in SB 1096
(Committee on Budget and Fiscal Review, 2004), AR2(Committee on
Budget, 2004) and SCA 4 (Torlakson, 2004). SCApdears on the November 2,
2004 statewide ballot as Proposition 1A. Pat LeAl@SAC described Proposi-
tion 1A as “a much better package in the end.” gdhwiStenbakken noted that the



League of California Cities sees Proposition 1Arax the last word” but as part
of an on-going discussion. He noted the needlé&ameup legislation next year.

Pat Landingham from Finance reported that the Sctem@gger Administration
supports Proposition 1A and the local governmend@agent that was reached as
part of the 2004-05 State Budget and opposes HAtmpo85. She expressed the
Administration’s view that Proposition 1A providas historic level of protection
for local governments, while providing some assistato the state and allowing
some flexibility for dealing with future budget fxems.

Senator Torlakson asked Marianne O’Malley fromltA® to compare Proposi-
tions 65 and 1A. She noted four distinctions. Mbmthat compared to Proposi-
tion 65, Proposition 1A:

* Isnot retroactive.

» Allows the Legislature to reallocate non-schoolrekaf property tax reve-

nues without voter approval.
» Defines mandates more narrowly.
» Constitutionally guarantees VLF revenues to localagnments.

The initiative process The local representatives explained that the 21%)4-
State Budget agreement requires the state to assupplemental voter guide de-
scribing both Proposition 65 and Proposition 1AuisTadditional publication al-
lowed the proponents of Proposition 65 to reviserthallot argument which, as
revised, argues in favor of Proposition 1A and asfaProposition 65.

Legislators learned that if both measures pas$anplosition 1A receives a
greater number of votes, none of the provisionBroposition 65 will take effect.
However, if both measures pass and Propositioeé&ivres more votes than
Proposition 1A, or if Proposition 65 passes angPBsdion 1A fails, key provi-
sions of the 2004-05 budget agreement would beilpted, including shifts of
property tax revenues from cities, counties, aretisp districts to the state.

The local representatives noted that the absenseppiort for Proposition 65 has
resulted in the measure becoming an "orphan” tivéaon the November ballot.
Even though the sponsors of the measure are nooph@nents, Proposition 65
cannot legally be removed from the ballot.

Closing remarks. In closing, Senator Torlakson observed tha gaod to
have an historic partnership among local groupsthat it is unfortunate that it




takes a crisis to bring about clear thinking. Helfer noted that other important
Issues remain, including new revenue tools, mangdédem, adequate housing,
and infrastructure needs.

Assemblymember Salinas recognized this new patiipees an historic step in es-
tablishing trust among the parties. He articuldked he hopes to continue to work
with all involved.

Senator Soto concurred and noted that it's tingetgoast the “state vs. local”
mentality. Assemblymember Mullin hoped that thiealbot measures would be a
springboard to other changes.

Senator Torlakson asked a final question, wonddrow the local groups were
helping to clarify for the electorate the Propasit65-Proposition 1A switch.
Dwight Stenbakken mentioned the ballot argumeRist Leary indicated that they
were approaching it “one group at a time,” usingogwl boards, town hall meet-
ings, and other local gatherings as chances t@aexahd clarify. Catherine Smith
explained that CSDA is including explanations ieithmaterials and that they have
stopped talking about Proposition 65 and are promgdroposition 1A instead.
They are also encouraging special districts to passutions supporting Proposi-
tion 1A.



