Ly

A PRIMER ON LOCAL GOVERNMENT FINANCE

Excerpted from "Perspectives on State and Local Finance" prepared
by the Senate O0ffice of Research, January 1984, Chapter II.



CHAPTER II:

I. A PRIMER ON LOCAL GOVERNMENT FINANCE

To date, the local government finance debate has centered around
broad notions of "where we are today" and "where we ought to be",
yet these discussions have occurred with a somewhat surprising
paucity of data about the players involved. Generalities about
the state's excessive influence over local financing and expendi-
tures, the loss of local control and accountability, and the
concomitant increase in local dependence upon the state have been

made with little information to support the contentions.

Proposition 13 clearly represents a watershed in local government
finance and has been a major reference point in discussions on
this issue. Because of the magnitude of ﬁhe revenue loss

($7 billion in the first year, offset to some degree by a state
bailout)}, local governments have been forced to cut expenditures
and to search for new revenues. Many have suggested returning
control, accountability and responsibility to local jurisdic-
tions, using pre-Proposition 13 years as a model. The following
information provides a detailed description of the revenue and
expenditure status of cities, counties and special diétricts in
the year prior to Proposition 13 and in succeeding years. The
intent is to provide the background necessary to evaluate the
existing local government finance structure and the numerous

proposals for reform.

lMuch of the data utilized in this section are from the Control-
ler's annual reports of financial transactions concerning cities,
counties and special districts. These data compilations are not
audited and are thus subject to accounting and reporting varia-
tions between individual local entities; they should not be con-
sidered exact, but instead indicative of general trends. {The
California Taxpayers Association is conducting an intensive field
survey of 12 local agencies, to be published early next year, in
an attempt to improve the existing data base and illuminate dif-
ferences between individual jurisdictions. Additionally, the
Controller's office has appointed an advisory subcommittee to
improve the reporting formats used for city, county and special
district financial transactions.) i
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CHAPTER II. -22-~

Notable Revenue and Expenditure Trends

A summary of particularly salient trends in local

government finance, detailed in this chapter is pre-
sented below:

Counties

County general purpose revenue has declined an infla-
tion adjusted 16% between 1977-78 and 1983-84.

State aid accounted for 23% of total county revenue
in 1977-78 and had increased to 33% in 1981-82.

_ Public protection and debt service expenditure are

the only county expenditure categories which have ex-
perienced an inflation-adjusted increase in support
since the passage of Proposition 13. :

Cities

City general purpose revenue has declined an inflation-
adjusted 9.1% between 1977-78 and 1983-84.

City reliance upon the state for general purpose
revenues has declined since 1977-78: state subventions
made up 12% of city general purpose revenues in 1977-78,
and 6% in 1983-84.

City expenditures for public safety have increased more
rapidly than any other expenditure category. Most
categories have suffered a real (inflation-adjusted) de-
cline in support. ‘

Special Districts

Enterprise revenue has increased 15% in real terms
since 1977-78 while non-enterprise revenue has declined
6% when adjusted for inflation.

The number of special districts has increased less
than 1% since Proposition 13 passed.
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I. COUNTIES

California's 58 counties are the focal point in the current
state-local fiscal debate. Counties are intimately involved with
the state by virtue of their role as the state's legal "subdivi-
sions": the state has almost unilateral authority (though cer-
tain constitutional limitations exist) to regulate their powers
and duties. Of the state's various local entities, counties
depend most on the state for revenues, and possess the most lim-

ited flexibility to decide how their revenues are expended.

A. Revenue-raising Authority

Because Article XIIIA of the State Constitution (Proposition 13)§
l1imits the local countywide property tax rate to 1% of full cash‘
value plus rates for pre-1978 voter-approved indebtedness, coun-
ties no longer possess flexibility and control over a large,
stable and growing source of revenue. Prior to Proposition 13,
counties could protect their revenue base from reductions in
state and federal aid or downturns in the economy by raising
property tax rates; the post-13 era provides few means for adapt-
ing to cuts in their overall revenue base, save reducing expendi-

tures.

Counties have little independent general revenue-raising author-
ity; the Legislature has granted them the power to impose hotel
and motel taxes in their unincorporated areas, business license
taxes solely for the purpose of regulation, and several taxes
specified in statute in lieu of the property tax (e.g., timber
vield and cotton}. Additionally, Article XIIIA grants counties
the authority to raise or impose special taxes (i.e., taxes used
for a specific purpose) with a two-~thirds vote of the electorate.

However, this authority has yet to be tested because of legal
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hesitations, because all local agencies are prohibited (either by
statute or the Constitution) from imposing most taxes presently
levied by the state, and because obtaining a two-thirds vote of
the electorate for new taxes in other jurisdictions has proven to

be quite difficult.

Counties may also raise revenues through charging fees for ser-
vices, licenses, permits and franchises and by imposing fines,
forfeits and penalties. Effective January 1, 1984, AB 151
(Hannigan) , Chapter 295, Statutes of 1983, will allow counties to
adjust most fees where state law has fixed the fee or charge.
(Legislative Counsel has opined that regulatorylfees and user
charges are not "special taxes" under the provisions of Article
XIIIA if they are limited to the cost of the service or regula-
tory activity.) County benefit assessment powers are discussed

more fully in Chapter V.

B. Revenue Trends Since Proposition 13

1. Total County Revenue -- Clearly the most significant

change in the makeup of county revenue sources since the passage
of Proposition 13 has beén a dramatic decrease in property tax
revenues and a large increase in shared state revenue. In
1977-78, the vear prior to the passage of Proposition 13, county
property tax revenues totalled $3.01 billion, representing 34% of
general revenues excluding county-owned enterprises such as
hospitals, parking structures and golf courses. In 1981~82, the
last year for which complete figures are available, property tax
revenues totaled $2.37 billion, or 22% of total county revenues,
a 21% actual decline over 1977-78, and a 44% inflation-adjusted
decline. During the same period, state aid to counties increased
from $2.09 billion in 1977-78 to $3.58 billion in 1981-82, a 71%

for inflation. State aid accounted for 23% of total county
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revenue in 1977-78; this percentage has increased to 33% in
1981-82. Other high growth revenue sources after adjusting for
inflation during this period, although relatively small portions
of total county revenue, include fines, forfeits and penalties,
which grew 27%, revenue from use of money or property {interest,
rent, royalties), which increases 119%, and other revenue {sale
of fixed assefs, revenues from discontinued district, etc.},
which grew 24%. Total county revenues (excluding county-owned
enterprises) increased by 22% between 1977-78 and 1381-82, but
actually declined by 13% when adjusted for inflation.

Oon an individual county basis, the numbers vary.significantly.
Figure 1 depicts the total general revenue for seven California
counties in both actual and real (adjusted for CPI) dollars from
1977-78 through 1981-82. As the figure illustrates, of the seven
counties, San Bernardino is the only one which has experienced an
increase in real revenue in the years since Proposition 13. Los
Angeles County has suffered the most, as its revenue has
increased by only 3% in actual dollars and has decreased 27% when
adjusted for inflation. (The Los Angeles figures are somewhat
skewed, however, by a large transfer of revenues from the county

general fund to an enterprise fund in 1978-79).

Nc single factor seems to explain why some counties have experi-
enced greater revenue declines than others. Five of the seven
counties have experienced revenue declines at a faster rate (when
adjusted for inflation) than the overall statewide rate. The two
counties which have experienced the largest revenue declines
among the seven, Los Angeles and Contra Costa, were meore

dependent upon property tax revenue prior to the
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passage

of Proposition 13 than the other five (35% and 34% of

total revenue, respectively). However, the county least depen-

dent upon the property tax prior to Proposition 13, Santa Cruz

(28% of

decline

Figures
revenue
revenue

sources

total revenue), has also experienced a fairly rapid

in inflation-adjusted revenue.

2 and 3 on the following pages illustrate total county
growth from 1977-78 through 1981-82 and compare county
sources during the same period. Table 1 compares revenue
in 1977-78 and 1981-82. All four figures and tables

represent county revenues excluding county-owned enterprises and
bond funds.
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Figure 3

COMPARISON OF COUNTY REVENUE SOURCES

CHAPTER II1
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CHAPTER II. —31~

2. General Purpose Revenues -- General purpose reve-

nues -- those funds which are not restricted to a specific use --
provide a meaningful measure of the revenue over which a
jurisdiction has some flexibility in determining program
priorities. (Functional revenues, on the other hand, are those
raised either for a direct service through charges and fees, or
earmarked for a specific purpose by-external regquirements such as
grant conditions or bond sale agreements.) Difficulties arise
when comparing the growth of county general purpose revenues
between 1977-78 and 1981-82 due to state assumption of a large
share of county health and welfare costs, which were previously

paid out of general purpose revenues, in AB 8 of 1979.

By adjusting for the county costs of state-defined health and
welfare programs, general purpose revenues show a slower rate of
growth than total revenues, indicating that programs funded from
general purpose revenues {e.g., recreation, general government)
have faréd less well than state mandates (e.qg., welfaré, court
costs) and other county programs. While total revenues declined
13% when adjusted for inflation between 1977-78 and 1981-82,

general purpose revenues declined by 16%.

Table 2 illustrates county general purpose revenues from 1977-78
through 1983-84, and Figure 4 compares total general purpose
revenues adjusted by state-defined health and welfare programs

for those years, and adjusted for inflation.
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C. Expenditures

Counties typically play three distinct roles in the provision of

services:

1. State Administrative Units

Counties run the trial courts, elections, and health and

welfare programs;

2. Service Deliverers

Counties act as municipalities in their unincorporated areas
by furnishing community services such as local parks, animal

control and fire protection;

3. Countywide Agencies

Counties provide some countywide local services such as

airports, sanitary waste dumps and libraries.

Generalizations about the nature of county expenditures can be
difficult due to the variance in demographics, needs and service
delivery structures between individual counties; however a large
percentage of their functions are determined by the state and

federal governments through mandated programs.

D. State-mandated Local Programs

State mandates -- services and benefits which local agencies must
provide pursuant to state law -- have always caused a certain
amount of friction between the state and local governments in
general, and between the counties as the state's administrative
units, in particular. With the declining fiscal condition of
counties and the state in the past several years, this friction

has increased markedly.
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Since-1972, the state has been statutorily required to.reimburse
local:agencies for the full costs: of new. state-mandated: programs.
SB. 90 (Gregorio) of 1977 established a. claims procedure through
the State Board of Control. whereby local agencies may receive:
reimbursement for mandated costs even if the initial mandated
legislation failed to include an appropriation for that purpose
(the so-called SB 90 claims:process). -Article XIIIB of the State
Constitution  (Proposition: 4), adopted in November 1979, made .
state-reimbursement to local governments for new and increased
statermandatedqcostssa-constitutionalarequirement, with specified
exceptions,;~This.reimbursement”can be achievedieither:thrOugh a

direct appropriation or through the:SB 90.claims process.

Local governments have been 1ncreaq1ngly crltlcal of the Leglsla~
ture for what they clalm is a dlsregard of both SB 90's reim-
bursement prov151ons and the Callfornla State Constltutlon,
Artlcle XIIIB. Of the nearly 2400 mandate bills passed since
1975, only-106 have contained appropriations. Additionally, in
the péet“seQerel years the Legislature has deleﬁed revenue from

) bills contalnlng approprlatlons for SB 90 clalms approved by the
Board of Control ' ' ' ' ' - '

State (and federal) mandates severely limit county flexibility to
determine funding levels of particular programs. Health and :
welfare programs have many eligibility standards and benefit
minimums-which.are determined at the state or federal levels;
court costs, probation services .and even jail capacity are deter-
mined in large part at the state level. Health, welfare and law
enforcement programs make up almost 80% of each county budget,
yet when counties must reduce expenditures, their flexibility to

do so in these areas is severely restricted.
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State-mandated local programs have been divided into two adminis-
trative categories for purposes of definition: ‘“capitated" or
"capped®” programs, which are limited by the state in either the
number of clients to be served or the amount of funds appropri-
ated; and, "entitlement" programs, which are "unlimited". Capped
programs include those for alcohol and drug abuse, county health

services, medically indigent adults, local mental health and

-

county.public heald4h.. Entitlement programs include Medi-Cal,

decause county

over. which .
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county expenditures for hospitals has been transferred from coun-
ty general purpose revenues to enterprise funds, making com-
parison of health and sanitation expenditures somewhat difficult.
Health and sanitation expenditures have grown very slowly primar-
ily because of the transfer in funds and thus do not accurately
reflect actual growth. The Controller's reports are the only
statewide compilation of local expenditure information, and the
1981-82 data used to compile Table 3 and Figure 5 are the most

recent available.

In comparing 1977-78 to 1981-82 expendlturps, the most notable
change in spending is a 39% reduction in general government
expenditures, when adjusted for inflation. General expenditures
comprised 19% of total 1977~78 expenditures (excluding enter-
prises); that figure had declined to 13% in 1981-82. During the
same period, expenditures for public protection increased an
inflation-adjusted 16%, and their relative importance in county
expenditures increased from 19% to 26%. Public protection and
debt service expenditures are the only county expehditure catego-
ries which have experienced a real (inflation-adjusted) increase

in support since the passage of Proposition 13.

Table 3 and Figure 5 illustrate the growth and comparative impor-
tance of the various categories of general county expenditures
from 1977-78 to 1981-82.
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Figure 5

CHAPTER I1

~39~

COMPARISON OF COUNTY EXPENDITURES
1977-78 AND 1981-82 DOLLARS, ADJUSTED FOR INFLATION
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