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DATE:    August 28, 2018 
 
TO:    District Board of Directors 
 
FROM:   Mike Geary, General Manager   
 
SUBJECT:  Information Only ‐ California Property Tax Apportionment System 
 
BACKGROUND:  The District Board was requested by a member of the Board of Directors of the 

Squaw Valley Mutual Water Company (MWC) to consider allocating a portion of 
the District’s property tax revenue used to fund expenses related to the District’s 
water system to customers of the MWC.  The basis for the request is that the 
District receives property tax revenue from all property owners in Olympic Valley 
which are used to benefit the District’s water customers by offsetting their user 
fees while customers of the MWC do not receive any benefit.  As the MWC is not 
a governmental agency (e.g., a taxing entity) and is a private corporation, it does 
not receive property tax revenue.  

 
  The District uses property tax revenues to fund its water, sewer collection, fire 

protection and emergency medical services (EMS). The following table shows 
how the District allocated its property tax revenues between those services over 
the last ten fiscal years.  It does not include water and sewer rate revenues: 

 

 
 

Fiscal Year Tax Revenue Fire Water Sewer

2018‐2019 3,530,497$    3,412,997$  117,500$  ‐$          

2017‐2018 3,448,583$    3,379,611$  68,972$     ‐$          

2016‐2017 3,342,349$    3,157,996$  184,353$  ‐$          

2015‐2016 3,298,009$    2,773,179$  524,830$  ‐$          

2014‐2015 3,015,928$    2,688,493$  153,615$  173,820$ 

2013‐2014 2,903,880$    2,627,109$  256,153$  20,618$    

2012‐2013 2,882,549$    2,598,525$  216,016$  68,008$    

2011‐2012 2,799,511$    2,427,616$  312,970$  58,925$    

2010‐2011 2,874,088$    2,448,166$  322,320$  103,602$ 

2009‐2010 3,225,523$    2,512,555$  408,878$  304,090$ 
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Proposition 13, Senate Bill (SB) 154, and Assembly Bill (AB) 8 are the bases for 
how property taxes in California are set and apportioned.  An explanation of the 
complex system by which the State of California apportions property tax revenue 
may assist the Board in their consideration of this request. Please note that while 
the information found at the links below and attached explain how property tax 
revenues are apportioned among governmental agencies, none of the material 
explains why privately‐owned Mutual Water Companies do not receive property 
tax revenue.  Since the MWC is a private corporation whose members own 
shares, the MWC is ineligible to receive tax revenues.  In some cases, Mutual 
Water Companies may be required to pay taxes. 
 
The information below is provided to show that the implementation of Prop. 13, 
SB 154 and AB 8 was, and is, imperfect and resulted in significant inequities 
between governmental jurisdictions that provide similar services. 
 
Staff researched the topic but did not attempt to re‐summarize the information; 
the following information is referenced: 

 
1. General Property Tax Information ‐ attached and here: 

https://www.placer.ca.gov/~/media/aud/documents/ptax/genptaxinfo/gene
ralpropertytaxinformation.pdf?la=en 
 

2. Demystifying the California Property Tax Apportionment System ‐ here: 
https://www.sccgov.org/sites/fin/Controller‐
Treasurer%20Department/Property%20Tax%20Apportionment/Documents/
Demystifying‐the‐CA‐PT‐Appt‐System_41706.pdf 
 

3. Reallocating Property Tax Revenue According to Needs and Preferences ‐ 
Table of Contents, Chapter 1 and Chapter 2 are attached. 

 
4. Property Taxes: Why Some Local Governments Get More Than Others – 

attached and here: 
https://lao.ca.gov/1996/082196_prop_taxes/property_tax_differences_pb82
196.html 

 
5. Understanding California’s Property Taxes – here: 

https://lao.ca.gov/reports/2012/tax/property‐tax‐primer‐112912.aspx 
 

6. California Property Tax: An Overview – here: 
http://www.boe.ca.gov/proptaxes/pdf/pub29.pdf 

 
DISCUSSION:  Under SB 154, enacted by the state legislature immediately following passage of 

Proposition 13 in June 1978, the District’s current share of property tax is based 
on its share of the property tax received by the District prior to passage of Prop. 
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13.  If the District had a higher tax rate prior to Prop. 13, it would enjoy higher 
property tax revenues today. 

 
  Interestingly, the District would likely have had a higher tax rate prior to 1978, 

and would receive more property tax revenue today, if the MWC did not exist in 
1978.  However, since the MWC did exist in 1978, the District served up to 281 
fewer residential properties than if the MWC did not exist. Consequently, the 
expense of running a smaller water system was likely less, which resulted in a 
smaller share of the property tax as determined under SB 154, which persists 
today. 

 
  The District is not required to share its property tax revenues but can do so at its 

discretion, provided that contributions comply with State and Federal laws. 
 
  The Board can provide direct financial assistance to the MWC, provide operation 

and maintenance services at a rate less than currently contracted for, or set 
aside funds to use for costs related to the consolidation of the two water 
providers.  These costs could include capital expenses to upgrade the MWC 
system and construct inter‐ties between the two entities, or other expenses 
associated with appraisals and negotiations related to implementing 
consolidation efforts. 

 
ALTERNATIVES:  This agenda item is for information only and no action can be taken at this 

August 28, 2018 meeting.  Some of the potential alternatives the Board may 
consider for action at a future meeting include: 
1. Deny the request and do not contribute a portion of the District property tax 

revenue to the Squaw Valley MWC. 
2. Contribute a portion of the District’s property tax revenue to a fund 

dedicated to the purpose of offsetting expenses related to the District’s 
acquisition of the MWC. 

3. Contribute a portion of the District’s property tax revenues directly to the 
MWC. 

4. Contribute a portion of District’s property tax revenues to the MWC to offset 
the cost the MWC currently pays to the District to provide operation and 
maintenance services for the MWC’s water system. 
 

FISCAL/RESOURCE IMPACTS:  Any contribution to the MWC from the District’s property tax 
revenue will result in an equal increase in water rates charged to the District’s 
customers. 

 
  This report intentionally omits discussion of how a portion of the District’s 

property tax revenues that may be contributed to the MWC be apportioned as 
there are several options which can be considered if and when an action from 
the Board of Directors is approved. 
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RECOMMENDATION:  The Board is advised to consider fairness to the taxpayers they represent 

as well as the political implications of any decision to provide the MWC with a 
portion of the District’s property tax revenues.  The Board is also advised to 
acknowledge that any contribution to the MWC will trigger an equal increase in 
rates or a reduction in the levels of service provided to the District’s water 
customers. 

 
The Board is advised to direct staff whether this issue should be placed on a 
future agenda for potential action. 

 
ATTACHMENTS:    General Property Tax Information (Placer County Auditor ‐ Controller) 

 

 Reallocating Property Tax Revenue According to Needs and Preferences 
(Public Policy Institute of California) – (portion ‐ Table of Contents, 
Chapter 1 and Chapter 2 only) 

 

 Property Taxes: Why Some Local Governments Get More Than Others 
(Legislative Analyst’s Office, August 1996) 

 
DATE PREPARED:  August 24, 2018 



General Property Tax Information 
 
 
Overview 
 
California schools, counties, cities and special districts depend on property tax as a primary source of 
revenue. The information in this document is intended to provide an overview of the property tax process 
in Placer County. It includes a broad description of the functions of various county departments from the 
generation of property taxes through the distribution to local government agencies. 
 
 
Historical Tax Rate Information 
 
Prior to the passage of Proposition 13, tax rates were established independently by each taxing entity. 
Those entities forwarded their tax rates to the Auditor to apply to the properties within their respective 
taxing jurisdictions. The total of the tax rates for a property was unlimited by the State Constitution.  
 
Two types of tax rates were set in Placer County prior to 1978/79: 
 

1. For the ongoing maintenance and operation of a taxing entity 
2. For the entity’s voter-approved general obligation bonds and other indebtedness 

 
Proposition 13 was approved by California voters on June 6, 1978. It is the basis for the current property 
tax process. Proposition 13 limits the property tax rate to 1% of assessed value, plus any additional ad 
valorem (based on value) tax rate necessary to fund local voter-approved bonds and other indebtedness. 
The entities that formerly set a tax rate for maintenance and operations (M&O) were given a proportional 
percentage of the taxes generated by the 1% countywide tax ratei. In Placer County, this includes about 
100 different entities encompassing schools, cities, the County and special districts. 
 
Assembly Bill 8 (AB8) was passed by the California legislature and became law, effective in 1979/80. This 
provided the ongoing legal structure for distributing the 1% tax rate allocations initially created by 
Proposition 13. Since the passage of Proposition 13, the California legislature, the courts and the voters 
have continually altered, interpreted and implemented changes to the property tax laws. For more 
detailed information, please see the link on our office’s main Property Tax web page to the write-up titled 
Demystifying the California Property Tax Apportionment System. Also see the Property Tax Distribution 
section below. 
 
The portion of the pre-Proposition 13 tax rates set to cover the entity’s general obligation bonds and other 
indebtedness could be passed by a majority vote. Proposition 13 changed this by requiring a two-thirds 
vote. In the November 2000 election, voters approved Proposition 39 allowing the voting threshold for 
school general obligation bonds to be lowered to 55%, if the school board so chooses. 
 
In 1998, a new law permitted the formation of School Facility Improvement Districts (SFIDs) with a two-
thirds vote. In 2001, this threshold was lowered to 55% for certain SFID bonds. 
 
The Placer County Auditor-Controller has tax rates for each year dating back to 1963/64. 
 
 
Direct Charges 
 
Direct charges are non-ad valorem (not based on value) amounts levied on a per parcel basis. The 
Auditor-Controller performs the ministerial duty of placing these direct charges on the annual tax bills, as 
legally authorized within the boundaries of the taxing entities determining these charges. Direct charges 
are levied for a number of purposes. For a complete current-year list of them, please visit the link on our 
office’s main Property Tax web page.  
 



Property Tax Process 

 
 
Taxable property is assessed (valued) by the Assessor each year as of January 1st (called the lien date) 
to generate tax revenue for the fiscal year that begins on the upcoming July 1st. The Assessor delivers an 
assessment roll to the Auditor by July 1st of each year. 
 
The Auditor-Controller computes the amount of tax due by multiplying the taxable value of the property by 
the appropriate ad valorem tax rate, then adding any applicable direct charges to determine the amount 
of tax. This tax extension occurs after the County Board of Supervisors has adopted the tax rates for the 
current year. These tax rates are also applied to the valuation assessed by the State on utility property.  

The Tax Collector mails the tax bills and collects the amount due.  

It is the Auditor-Controller’s responsibility to determine the allocation of and to distribute the property 
taxes to the various taxing entities within the County in accordance with California law. 

Throughout the year, the Assessor sends roll changes to the Auditor for processing. The Auditor 
calculates the revised tax amount and either notifies the Tax Collector to send a new bill or processes a 
refund. Notification of tax roll changes needed is also received from the Tax Collector, the County 
Assessment Appeals Board and the State Board of Equalization (BOE). 
 
Tax Roll Types 
 
In California, there are three different tax rolls - secured, unsecured, and supplemental. Although the 
same basic tasks are applied to all three rolls (valuation, extension, collection, distribution and 



maintenance), there are different time frames. The following provides a brief summary of these tax types. 
More information can be found on the Tax Collector's web site. 
 

• Secured Tax Roll 
The term "Secured" means taxes that are assessed against real property, (e.g., land or 
structures). The tax is a lien that is "secured" by the land/structure even though no document was 
officially recorded. This means that if the taxes remain unpaid after a period of 5 years, the 
property may be sold to cover the taxes owed.  
 

• Unsecured Taxes 
The term "Unsecured" refers to property that can be relocated and is not real estate. The tax is 
assessed against such things as business equipment, fixtures, boats and airplanes. If the 
unsecured tax is not paid, a personal lien is filed against the owner, not the property. 
 

• Supplemental Assessment Roll 
A supplemental assessment is created each time property is revalued by the Assessor due to a 
change in ownership or completion of new construction. The date either of these occurs is called 
the “date of event”.  
 
Supplemental taxes are calculated for the portion of the fiscal year for which the change in value 
applies. A factor based on the date of event is set by state law and this factor is applied to the tax 
rate calculation. The Auditor issues refunds when supplemental assessments result in a 
decreased value. 
 
The value of a supplemental assessment is the difference between the prior and the new 
assessed values. The taxes are prorated based on the date of event on which the change of 
ownership occurred or the new construction was completed to the end of the fiscal year on June 
30th. Depending on the date of event, either one or two supplemental assessments may be 
generated. If the event date was between January 1st and June 30th, there are two supplemental 
assessments because two different tax years are affected. The following show examples of how 
two assessments might occur. Please remember that taxable property is assessed by the 
Assessor each year as of the January 1st lien date to generate tax revenue for the fiscal year that 
begins on the upcoming July 1st. 
 

o If property was purchased in February 2011, then one assessment is for the value 
difference for the remainder of the 2010/11 fiscal year. The other assessment is for the 
value difference for the 2011/12 fiscal year since the event occurred after the 1/1/11 lien 
date for the 2011/12 secured roll. This value difference will not be picked up on the 
annual secured roll until the 1/1/12 lien date, which is for the 2012/13 tax roll. 

o Multiple “Supplement Events” occurred (such as a change in ownership followed by 
completion of new construction OR multiple completions of new construction) within a 
fairly short time span. A separate assessment will be calculated for each Supplemental 
Event.  

 
Property taxes for the various tax rolls are calculated as follows: 
 

• Secured Taxes   = (Net Assessed Value x Tax Rate) + Direct Charges 
• Unsecured Taxes = (Net Assessed Value x Prior Year Tax Rate) + Direct Charges 
• Supplemental Taxes = Net Assessed Value Difference x Tax Rate x Proration Period for each  

appropriate tax year until the difference is included on the annual 
secured roll 

 
Tax Rate Areas (TRAs) and Jurisdictional Changes 
 
A Tax Rate Area (TRA) is a geographical area comprised of a unique combination of taxing entities. 
Placer County currently has over 600 TRAs.  
 
The State Board of Equalization (BOE) maintains an official chart of all TRAs within each county within 
the State. They also maintain a listing of the taxing entities they track within each TRA. A jurisdictional 



change occurs when a taxing entity’s boundaries change. The change may be due to such actions as an 
annexation or detachment of properties from a taxing entity, a reorganization of existing taxing entities or 
city incorporation. A taxing entity frequently initiates the jurisdictional change process through the 
County’s Local Agency Formation Commission (LAFCo), and the change also is submitted to the BOE 
and the Auditor-Controller’s Office. 
 
TRAs are used to maintain and manage such items as: 
 

• Local special district boundaries. Some districts (called multi-county districts) have boundaries 
that cross multiple county lines 

• School district boundaries. Please note that the TRA structure does not provide information on 
specific schools within a school district. These intra-district boundaries are maintained by the 
individual school district. Please contact the school district to confirm the appropriate school 
district and/or specific school for a particular property.  

• City boundaries 
• Levying of ad valorem tax rates 
• Tax roll extension/tax bill calculation 
• AB8 1% property tax, Utility roll, airplane and racehorse tax and former redevelopment agency 

calculations/allocations 
• Determination of the assessed values within a taxing entity 

 
The format of all TRAs in Placer County is XXX-XXX. The first 3 digits (primary) typically represent the 
elementary/unified school district OR the incorporated city to which the property taxes are allocated. The 
last 3 digits (secondary) are assigned by the BOE, typically in the chronological order in which the TRA 
was created. The primary TRAs have the following meaning in Placer County: 
 

• 000 BOE’s Utility Rolls (Unitary & Railroad Unitary) and the locally assessed pipelines  
 

Incorporated Areas: 
• 001 City of Auburn 
• 002 City of Colfax 
• 003 City of Lincoln 
• 004 City of Rocklin  
• 005 City of Roseville 
• 006 Town of Loomis 
 
Unincorporated Areas’ Principal School District: 
• 051 Ackerman Elementary 
• 053 Alta-Dutch Flat Elementary 
• 056 Auburn Elementary 
• 058 Center Joint Unified 
• 062 Colfax Elementary 
• 065 Dry Creek Elementary 
• 067 Elverta Elementary 
• 069 Eureka Elementary 
• 071 Foresthill Elementary 
• 076 Western Placer Unified 
• 078 Loomis Elementary 
• 081 Newcastle Elementary 
• 083 Placer Hills Elementary 
• 087 Rocklin Unified 
• 088 Roseville Elementary 
• 091 Tahoe Truckee Unified 
• 095 Pleasant Grove Elementary 

 
 
 



Property Tax Distribution 
 
The distribution of property taxes to the individual taxing jurisdictions is based on Proposition 13 (as 
described above in the Historical Tax Rate Information section) and subsequent legislation. SB 154 was 
enacted immediately following the passage of Proposition 13. Under SB 154, a local government's share 
of the property tax was based on the share of the property tax going to that local government before 
Proposition 13. AB8, enacted in 1979, provides a methodology, whereby, the increase or decrease in a 
local government’s share of the property tax is based on the increase/decrease in property values in that 
jurisdiction within the County. 
 
These bills provided the method for determining the tax base for each taxing agency with the AB8 1% 
allocation process. They also established that each agency is entitled to receive this tax base plus (or 
minus) a proportional share of revenues resulting from the assessed value growth (or decline) above the 
base for each subsequent year. The combined base plus growth/decline for the current year would then 
become the following year’s base. The Auditor measures the annual assessed value growth (or decline) 
at the tax rate area (TRA) level resulting from annual changes of property values and other factors, 
including jurisdictional changesii and any adjustments due to new legislation. This annual growth (or 
decline) amount is called the annual tax increment (ATI). 
 
Each TRA is comprised of the taxing entities within its boundaries. In the AB8 process, each taxing entity 
within a TRA has an ATI distribution factor. These factors equal 100% within each TRA and are used to 
allocate the ATI within a TRA. These factors generally do not change without a negotiated jurisdictional 
change agreement between affected jurisdictions. 
 
Adding to this already complex tax allocation process, to resolve serious budget deficits in 1992/93 and 
1993/94, the State legislature permanently shifted $3.6 billion of annual AB8 property tax revenue from 
counties, cities, and special districts statewide to the newly created Educational Revenue Augmentation 
Fund (ERAF). ERAF also receives its share of each year’s ATI. ERAF funds have been used by the State 
to help school and community college districts meet minimum funding requirements.  
 
In addition to this, legislation (SB1096) was enacted in 2004/05 requiring further allocation changes. For 
cities and the counties only, SB1096 permanently swaps Motor Vehicle License Fee revenue for Property 
Taxes (the "VLF Swap") and temporarily exchanges Sales Tax Revenues ("Triple Flip") for Property 
Taxes. The Triple Flip expires when the State’s Economic Recovery Bonds are retired in approximately 
15-20 years after their initial issuance in 2004. The legislation specifies that the property tax revenues 
necessary for the VLF Swap and the Triple Flip are to be taken from ERAF. 
 
 
Alternative Method of Apportionment (Teeter Plan)  
 
Beginning in 1993/94, Placer County implemented the alternative method of apportionment commonly 
referred to as the Teeter Plan. The basic concept of the Teeter Plan is that the County apportions to 
taxing agencies 100% of their secured (and supplemental secured) levy (adjusted for roll changes), with 
the County owning the delinquent receivables. Placer County “Teeters” all secured ad valorem taxes as 
well as all direct charges (with the exception of 1915 Act Bond and Mello Roos charges). 55% of the 
current secured roll is apportioned in December, 40% in April and 5% in June. Also in June, we distribute 
any adjustments due to roll changes processed during the year. 
 
 
 
                                            
i Proposition 13 actually established a 4% tax rate since the “taxable value” at the time was calculated as 
¼ of the appraised (market) value of properties. This equated to 1% of appraised value. Effective for 
1981/82, the law was changed to simplify this to be a calculation of 1% of assessed (taxable) value. 
 
ii See section on tax rate areas and jurisdictional changes. 
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Chapter 1: Introduction 

 Over twenty years ago California voters approved Proposition 13, limiting 
the rate at which property is taxed to one percent, limiting increases in 
assessments, and giving state government the authority to allocate local 
property tax revenues.  Prior to the passage of Proposition 13, local 
governments were able to adjust their property tax rate annually, to 
accommodate changes in needs and demands for services.  Under Proposition 
13, the state determines the allocation of the property tax collected in each 
county among the various local entities.  Implementing legislation passed in 
1979, known as Assembly Bill 8 (AB 8), set the share of the revenues allocated 
to each local jurisdiction based on the proportion of countywide property tax 
revenues they received before Proposition 13.  Although this allocation scheme 
was designed to reflect local jurisdiction obligations and priorities at the time, 
much has changed since then and the constraints of local governments have led 
to many unintended consequences.  Both local government officials and state 
legislators agree that the current system is unfair, outdated, inflexible, and has 
led to inefficient land use decisions. 

 California property owners pay about $20 billion in property taxes each 
year, which is roughly the same amount that is raised by the state’s income tax 
or the state and local sales tax.  Property tax revenues are allocated to local 
governments within the county in which the property is located.  Specifically, 
K-12 schools and community colleges received, on average, 52 percent of all 
property taxes collected statewide in 1997-98.  Counties received 19 percent, 
cities received 11 percent, and other districts received 18 percent.  However, 
there is considerable variation among jurisdictions in the share of property 
taxes received, the amount of property taxes received per capita, and the 
amount of property taxes received per dollar of assessed valuation.  For 
example, individual counties received between 64 percent (Alpine) and 6 
percent (Orange) of property taxes collected within their borders in 1997-98.  
On a per capita basis, Stanislaus County received $65 per resident while Mono 
County received $749 per resident, and on a per-thousand-dollars-of-assessed-
value basis, Orange County received $1.57 while Sierra County received $6.75.  
There is just as much variation in the amount of property taxes received by 
cities.  For example, within Los Angeles County alone, Baldwin Park received 
$2.89 per resident while Beverly Hills received $397. 

 Much of the variation in local government property tax receipts can be 
explained by AB 8, the state’s property tax allocation law.  While other factors 
contribute to these variations including differences in the assessed value of 
property, differences in service responsibilities, and differences in the extent 
of redevelopment areas, two local governments that are identical today with 
respect to these other factors could still receive very different amounts of 
property taxes because of the static AB 8 formulas established in the 1970s.  
Thus AB 8 has led to inequities in property tax allocations. 



 5

 Local governments’ loss of property tax revenues and control over their 
primary revenue source are said to have led to inefficient resource allocation 
decisions resulting in the depletion of open space, growth in low paying retail 
jobs at the expense of other industry, and a shortage of housing due to 
increased local reliance on the sales tax which has encouraged retail growth 
and development as opposed to other land uses such as residential or 
manufacturing.  If changes in the needs or preferences of a local community 
increase the demand for locally provided services, local governments have few 
financing options available.  Since 1978, they have been unable to increase the 
property tax rate; and since passage of Proposition 218 in 1996, they cannot 
increase property related fees and exactions without the approval of property 
owners.  This has led to increased competition for sales tax revenues and the 
consequent expansion of retail development. 

 The Legislature responded to growing criticism of the property tax 
allocation system in 1999 by passing AB 676 (Brewer), which declared that 
California’s system for allocating property taxes is “seriously flawed.”  The 
legislative intent of AB 676 was to facilitate revision of the property tax system 
that would increase taxpayer knowledge of the allocation of property taxes, 
provide greater local control over property tax allocation, and give local 
governments greater fiscal incentives to approve other than retail 
developments.  The statute directed the Legislative Analyst’s Office (LAO) to 
develop alternatives for restructuring the property tax allocation system.  
Their February 2000 report1 highlights five alternative reforms ranging from 
property tax allocations based on set but uniform property tax shares for all 
jurisdictions statewide to a shift in authority to allocate property taxes from 
the state to counties.  The LAO had earlier supported a decentralized approach 
due to the difficulties in ascertaining the needs and priorities of each California 
community: “Decentralization would allow the debate regarding the 
appropriate distribution of local revenues to be carried out locally, rather than 
in Sacramento, and offers Californians the best chance of aligning tax revenues 
with local needs and preferences.”2 

 The current study explores alternative strategies for allocating property 
tax revenues among the local governments in a county.  Our objective is to 
identify allocation rules that are sensitive to and flexible with respect to local 
responsibilities, needs, and preferences and yet are not overly complex.  

This study, accepts Proposition 13 as a given feature of California’s fiscal 
landscape; it assumes that Proposition 13 will remain in place.  Proposition 13 
is controversial, to say the least, with many strong supporters and strong 
opponents.  We do not enter this debate.  Our assumption that Proposition 13 
will remain in place should not be taken as advocacy of it.  Rather, we focus on 

                                                 
1 California Legislative Analyst’s Office (2000). 
2 California Legislative Analyst’s Office (1996), p. 9. 
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reform that could be undertaken by the legislature.  The legislature does not 
have the power to revoke Proposition 13, but it does have the power to alter 
the manner in which it is implemented.  The legislature could change the way 
in which tax revenues are allocated among jurisdictions. 

 In Chapter 2, we examine closely the current system for allocating 
property tax revenues among local governments.  Pre- and post-Proposition 13 
situations are compared using simple examples that illustrate the redistributive 
nature and complexity of existing rules.  The resulting variations in property 
tax shares are presented and the need for reform is discussed. 

 We begin to develop our revenue allocation proposals by deriving 
measures of community needs and preferences in Chapter 3.  Our approach 
assumes that the needs and preferences of a community are reflected in actual 
spending patterns of the jurisdictions that serve them.  Reduced form per 
capita spending models are estimated for both cities and counties using annual 
data covering the period 1992-98.  Factors found to be significant determinants 
of local government spending include population size and composition, extent 
of urbanization, growth, income, wealth, crime rate, and unemployment rate.  
These estimated relationships are then used to predict spending levels for each 
city and county in California based on its individual characteristics. 

 Two different approaches to allocating property tax revenues are 
developed and compared in Chapter 4.  Both approaches use the predicted 
expenditures from our econometric model.  Our first approach, the 
“countywide approach,” assigns revenue to each jurisdiction in proportion to 
its predicted expenditure.  This approach pools all non-school property tax 
revenues countywide and divides it among the cities and the county.  The 
second, or “situs approach,” allocates all revenue paid by a particular property 
owner among the city and county governments that have jurisdiction over that 
property. 

 The property tax shares we derive in Chapter 4 are used as a benchmark 
because they are based on estimates of local government needs and 
preferences.  In Chapter 5 we show that much simpler formulas can generate 
shares that are very similar to our benchmark. According to these simple rules 
a city’s or county’s share of property tax revenues is determined by its share of 
assessed value, population, or both.  These rules, while simple to understand 
and implement, still allow for responsiveness to changes in needs and 
preferences.  We conclude, in Chapter 6, that a simple rule that determines a 
local government’s share of property tax revenues based on both its share of 
assessed value and population, as opposed to one or the other, is preferred. 

Chapter 2: Background 

In order to formulate and evaluate proposals for changing the allocation 
of property tax revenue among local jurisdictions, we must understand how the 
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property tax is administered in California.  This chapter discusses aspects of 
the history of the property tax in California necessary for such an 
understanding.  Additional background information concerning the role of the 
property tax, other reform proposals, and allocation methods in other states 
can be found in Appendix 1. 

The current revenue allocation system was put into place following the 
passage in 1978 of Proposition 13, California’s constitutional amendment to 
limit property taxes.  Revenue allocation is governed by two pieces of 
legislation, Senate Bill 154 (SB 154) and AB 8, which were passed to implement 
Proposition 13. 

A close examination of SB 154 and AB 8 shows that the current system 
redistributes revenue from jurisdictions that had relatively low tax revenue to 
ones that had relatively high tax revenue prior to Proposition 13.  Our 
discussion will also explain how the revenue patterns of the late 1970s have 
been built inflexibly into current revenue allocations.  There is no mechanism 
for changing the division of revenue among the different governments that 
serve a particular area. 

Property Taxation in California Prior to Proposition 13 

 California began its long history of taxing property when the first state 
legislature passed the Property Tax Law of 1850.  For the next 60 years, from 
1850 to 1910, the property tax was the major source of revenue for both state 
and local governments.  By 1900-1901, the property tax accounted for over 85 
percent of state revenue and taxpayers began to complain about the unfair and 
excessive tax burden on property.  The 1910 California State Legislature, under 
the guise of property tax relief, eliminated the statewide property tax.  
However, the expected relief never materialized for many taxpayers as local 
taxing jurisdictions increased local tax rates to capture the revenue that was 
previously collected by the state. 

 Between 1910 and 1960 property tax reform efforts focused on issues 
concerning non-uniform assessment practices and several attempts were made 
to equalize assessments across and within counties.  The struggle for property 
tax relief began again in earnest in 1962.  The inability of the state legislature 
to pass relief measures over the next 15 years led ultimately to California 
voters passing Proposition 13 in June 1978 by an overwhelming majority. 

Proposition 13 

 Proposition 13 amended the state constitution, sharply limited property 
taxes and fundamentally altered the state and local government fiscal 
relationship.  The key provisions of Proposition 13 included: 
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1. The maximum property tax rate was limited to one percent of 
assessed value except as necessary to cover preexisting voter-approved 
indebtedness. 

2. The assessed value of all property was “rolled back” to its “full cash 
value” as of March 1, 1975, or as of the date the property changes 
ownership or is newly constructed after March 1, 1975. 

3. Subsequent annual adjustments in assessed value were limited to the 
rate of inflation, not to exceed two percent per year. 

4. State and local governments were prohibited from imposing any other 
property taxes, sales taxes, or transactions taxes on real property. 

5. New or increased state taxes required a two-thirds approval vote in 
each house of the legislature and new or increased local “special” taxes 
required a two-thirds vote of the qualified electorate. 

Between June 6 and July 1 of 1978, there was much work to be done by 
the legislature to implement Proposition 13.  Among the key issues to be 
resolved was how to divide up the revenues from the one percent property tax 
rate among all local jurisdictions because Proposition 13 only required that 
those revenues be “apportioned according to law.”  The legislature had to 
develop a system to share or apportion total property tax revenues within each 
county to all of its cities, school districts, and special districts.  
Understandably, the legislature tried to minimize the reduction in revenue for 
all jurisdictions.  However, in doing so, little, if any, provision was made to 
allow flexibility in revenue allocation following demographic change.  
Consequently, jurisdictions with high tax revenue in the late 1970s still receive 
relatively large allocations, at the expense of jurisdictions whose revenue was 
relatively low at that time. 

Legislation implementing Proposition 13 came in two steps: SB 154, 
which was passed shortly after voters approved Proposition 13, followed by AB 
8 a year later.  In combination, they present us with a remarkably complex 
revenue allocation system. 

SB 154 

 The emergency “bailout” legislation, SB 154 (Petris), provided a 
temporary solution.  SB 154 specified the rules for allocating the one percent 
property tax for the fiscal year immediately following the passage of 
Proposition 13, fiscal 1978-79.  In addition, it provided state assistance in the 
form of block grants to local governments to replace lost property tax 
revenues, and provided for state assumption of the costs of several state-
mandated health and welfare programs. 
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 County property tax revenues for 1978-79 were allocated to local 
agencies (cities, special districts, school districts, and the county) on the basis 
of their average share of countywide taxes (exclusive of taxes collected for 
debt retirement) over the previous three fiscal years.  Specifically, 1978-79 
property tax revenues were first apportioned into two categories: local agency 
(cities, special districts, county) revenues and school (school districts, county 
superintendent of schools, community college districts) revenues.  The local 
agency share and school share were determined by their respective shares of 
total countywide property tax revenues collected in 1977-78.  Then each local 
agency’s share of the total property tax revenues allocated to all local agencies 
was the average amount of property tax revenue the local agency collected in 
the three previous fiscal years divided by the average amount of property tax 
revenues collected by all local agencies during those three years. 

 The State minimized the immediate impact on local governments by 
using an existing state surplus to replace lost property taxes.  State assistance 
in the form of block grants was also tied to historical collections of property 
tax revenues.  Counties were further assisted by state assumption of just over 
$1 billion of mandated health and welfare program costs.  The state relieved 
the counties of their previous obligations to share in the costs of Medi-Cal, 
Supplemental Security Income/State Supplemental Program (SSI/SSP), AFDC, 
Boarding Homes and Institutions (BHI), food-stamp administration, mental-
health programs, and alcohol and drug-abuse programs. 

 Ignoring the “bailout”, the allocation formula of SB 154 resulted in a 
redistribution of property tax revenues among local governments, from what 
had previously been low-tax areas to high-tax areas.  For example, consider 
two cities A and B located in the same county.  Suppose both cities have the 
same market value of taxable property equal to $1 million.  Before Proposition 
13, all residents of the county paid property taxes of 1.5 percent of market 
value to the county.  However, property taxes paid to cities differed, with 
residents of city A (the low-tax city) paying city taxes of 0.5 percent and 
residents of city B (the high-tax city) paying 1.5 percent.  Table 2.1 shows that 
City A therefore collected $5,000 of revenue and City B collected $15,000 of 
revenue prior to Proposition 13.    Total property tax collections in the county 
prior to Proposition 13 were $50,000:  $30,000 collected by the county and 
$20,000 collected by the two cities in combination. 
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Table 2.1: Revenue Received by Cities Before and After Proposition 13 
 City A City B 

 Tax Rate Amount 
Paid 

Revenue 
Received Tax Rate Amount 

Paid 
Revenue 
Received 

Before Proposition 13: 
County 1.5% $15,000 $15,000 1.5% $15,000 $15,000 
City 0.5% 5,000 5,000 1.5% 15,000 15,000 
Total 2.0% $20,000 $20,000 3.0% $30,000 $30,000 
Post-Proposition 13: 
County   $6,000   $6,000 
City   2,000   6,000 
Total 1.0% $10,000 $8,000 1.0% $10,000 $12,000 

Following the implementation of Proposition 13, property taxes in the 
county were limited to 1 percent or $20,000.3  In city A, tax collections fell 
from a total of $20,000 for the city and county to $10,000 (1% of the city’s 
$1,000,000 of assessed value).  In city B, tax collections fell from a total of 
$30,000 for the city and county to $10,000. 

 SB 154 would allocate the total $20,000 in taxes paid in the county 
among the county government and the two city governments on the basis of 
each local government’s average share of total county revenues from the 
previous three years.  To keep the example as simple as possible, assume that 
the pre-Proposition 13 taxes shown in Table 2.1 also represent the average of 
the previous three fiscal years.  Recall that the county government had $30,000 
of revenue, City A had $5000, and City B had $15,000.  Total revenue for these 
three governments prior to Proposition 13 was $50,000.   The county share of 
the post-Proposition 13 revenues was 60 percent ($30,000/$50,000), City A’s 
share was 10 percent ($5000/$50,000), and City B’s share was 30% 
($15,000/$50,000).  The revenue received by each jurisdiction under SB 154 is 
determined by these shares.  Recall that the total county tax revenue under 
Proposition 13 is 1% of assessed value, or $20,000.  The county will receive 60% 
of this, or 12,000.  City A will receive $2000 (10% of $20,000) and City B will 
receive $6000 (30% of $20,000)   

Now, consider the revenue benefiting residents of each city.  The 
residents of both cities share equally in the benefits of county government 
revenue; in effect receiving $6000 of revenue benefits each from the $12,000 
county revenue.  Residents of City A, therefore, receive a total of $8000 of 
revenue benefits, $2000 through their city government and $6000 through the 
county government.  Residents of City B, however, receive a total of $12,000 of 
revenue benefits.  Tax revenues were redistributed from the previously lower-

                                                 
3 This ignores any rollback in assessed valuations after Proposition 13, and 
assumes that the county tax base consists only of the property in these two 
cities.   Note that some examples in the literature on Proposition 13 use a tax 
rate of 4%, which was then applied to 25 percent of market value which is 
equivalent to levying a 1 percent tax on full market value. 
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tax city A to the higher-tax city B.  Residents in city A pay a total of $10,000, 
yet the county and their city receive only $8,000; city B residents pay the same 
total, but the county and their city receive $12,000.  An amount equal to 
$2,000 has been redistributed from city A to city B.  In general, an effect of SB 
154 was that residents of low-tax areas subsidized residents of high-tax areas.   
This is a consequence of the legislature’s objective of minimizing the 
percentage by which revenue was reduced in any jurisdiction.  To prevent high-
tax jurisdictions from losing high percentages of revenue, they were given 
relatively large fractions of the revenue available under Proposition 13. 

AB 8 

 Redistribution was not the only unpopular feature of the property tax 
apportionment formula.  Because SB 154 pooled all property tax revenue at the 
county level, revenues from new construction were distributed countywide.  As 
a result, fast growing jurisdictions were short changed and it was feared that 
local governments would be reluctant to approve new development, thus 
creating a “no-growth” atmosphere.  It was also obvious by early 1979 that the 
“bailout” was not a viable permanent solution.  There was no guarantee that 
state budget surpluses would be available indefinitely for purposes of relieving 
local governments and such reliance involved too much uncertainty in the local 
government budgetary process. 

 In 1979 the legislature passed AB 8 (Greene), which revised the 
allocation of property taxes and made permanent the “bailout,” or the vast 
majority of it, by shifting property tax revenues from school districts to cities, 
counties, and special districts.  The state, in turn increased assistance to 
school districts to make up the loss in property tax revenues.  In addition, the 
growth in property tax revenues due to growth in assessed valuations was 
allocated to local governments on a situs basis; that is, it was given to the 
jurisdiction(s) in which the property was located.  Under AB 8 each local 
jurisdiction receives a “base” allocation equal to the property tax revenues it 
received in the prior year plus an “increment” equal to its share of any growth 
in property tax within its boundaries.   

 The 1979-80 base allocation for each local agency was equal to its 1978-
79 share of property taxes plus an amount determined by its 1978-79 SB 154 
block grant (bailout).4   The base revenue figures for each jurisdiction made 
                                                 
4 Each school district’s property tax share was reduced to fund the permanent 
bailout, with state funds replacing lost property tax revenue.  Specifically, 
school districts received their 1978-79 property taxes minus a prorated share of 
the total amount of state assistance received by local jurisdictions in the 
county in which they were situated.  Cities received 82.9 percent of their 1978-
79 block grant plus one-half of any outstanding debt as of June 30, 1978 for 
museums, whereas special districts received 95.2 percent of their 1978-79 
grant.  The base for counties was somewhat more complicated.  They received 
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permanent the redistribution of revenue created by SB 154.  This redistribution 
is not apparent to many government officials or taxpayers today, however, 
because the base was computed back in 1978, and because the mechanism by 
which the base was computed at that time is not widely remembered today. 

 Incremental allocations (allocation of revenue generated by incremental 
or additional assessed value above the base level) were determined by the 
growth in assessed valuations within each jurisdiction’s boundaries, regardless 
of whether the growth was due to the annual 2 percent increase in assessment, 
new construction, or reassessment triggered by changes in ownership.  These 
incremental revenues were allocated first to tax rate areas5 based on the 
location of the growth, and then among the local jurisdictions that serve the 
area.  These funds were distributed among the tax rate area’s jurisdictions in 
proportion to the amount of revenue each jurisdiction raised from that tax rate 
area in the prior fiscal year.  These proportions are known as AB 8 factors and 
are constant over time.  Since AB 8 factors are based on 1970s revenue 
patterns, they perpetuate the 1970’s status quo. The lack of flexibility in these 
factors has led to calls for revenue allocation reform.   

 Because SB 154 had allocated property tax revenues and block grants in 
1978-79 without any reference to tax rate areas, the legislature had to define 
the amounts of revenue each jurisdiction raised from different tax rate areas in 
1978-79.  The solution was to attribute each jurisdiction’s 1978-79 revenues 
among tax rate areas in which it was situated in proportion to the taxable 
assessed valuation located in those tax rate areas.  For example, if a tax rate 
area contained 10 percent of a city’s taxable assessed valuation, then 10 
percent of the city’s 1978-79 property tax revenues were attributed to that tax 
rate area. 

In subsequent years, 1980-81 and thereafter, each city, county, special 
district, and school district received a base allocation equal to the amount it 
received in the prior year plus its AB 8 share of additional revenues generated 
by assessed-value growth within its boundaries. 

 An example that illustrates the implementation of the AB 8 
apportionment rule and compares the allocation of revenue before Proposition 
13 to those under SB 154 and AB 8, is presented in Appendix 2.  Aside from 
providing greater detail for the interested reader, the example illustrates the 
complexity of the current allocation formula.  This complexity was 
                                                                                                                                                 
their 1978-79 share of property taxes plus 100 percent of their 1978-79 block 
grant, less the state grant for county health services.  An addition was made in 
the amount of reduced state funding of AFDC. 
5 A tax rate area is a specific geographic area all of which is within the 
jurisdiction of the same combination of local agencies (city, county, special 
district) and school entities (school district, county superintendent of schools, 
community college district). 



 13

compounded by AB 8’s use of SB 154 base revenue.  An understanding of the 
current formula therefore requires an understanding of SB 154 as well as of AB 
8. 

To recap, the revenue redistribution among local governments created 
by SB 154 persists under AB 8 because SB 154 generated the 1978-79 base 
revenue that has been carried forward in each subsequent year as part of base 
revenue.  In addition, the incremental allocations were determined, as in SB 
154, on the basis of historical shares of property tax revenues.  Thus, as was 
true under SB 154, residents in jurisdictions that had low tax rates prior to 
Proposition 13 have subsidized residents in jurisdictions that had high tax rates.  
The extent of redistribution decreases over time as growth in assessed 
valuations increases the importance of the incremental share of revenues 
relative to 1978-79 base revenues.  However, the division of revenue among 
jurisdictions governing a particular property or tax rate area will still be in 
proportion to those jurisdictions’ spending patterns in the 1970s unless reform 
is undertaken.  These fixed shares are what makes the current system 
inflexible and unable to respond to changes in demographic conditions and to 
changes in demand for and cost of government services. 

    SB 154 and AB 8 still form the foundation for the allocation of property 
tax revenues today; however, subsequent decisions by the legislature and 
voters have altered the rules somewhat.  In particular, since 1979 there have 
been two changes to the original property tax allocation system.  First, the 
legislature has gradually increased the share of property taxes going to certain 
cities that levied a low, or no property tax, or were not incorporated as cities, 
prior to Proposition 13.  Secondly, in response to budget deficits in the midst of 
the 1992-94 recession, the state shifted property tax revenues from counties, 
cities, and special districts to schools. 

No/Low Tax Cities 

 Since property tax allocations under AB 8 depend upon historical shares, 
cities which didn’t exist in 1979, had never levied a property tax, or levied a 
low rate property tax received no share or a very small share of the property 
taxes generated within their boundaries.  There were 31 no-tax cities and 
roughly 60 low-tax cities that received less than 10 percent of the property tax 
paid by their residents.  Some of these cities had no or low taxes because they 
provided few municipal services and thus their costs were low at the time.  
However, it soon became obvious that some flexibility (in the form of 
deviations from historical shares) was needed to accommodate boundary 
changes, new incorporations, and shifts in service responsibilities. 

 The first adjustment in AB 8 allocations was made by the legislature in 
1984 (SB 794, Marks) when the city of Yorba Linda was statutorily granted a 
special share of the property taxes generated within its limits.  Property tax 
allocation is a zero-sum game; that is, the revenues allocated to Yorba Linda 
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had to come from some other local government’s share, and so funds were 
shifted from Orange County to Yorba Linda. 

 This precedent-setting shift was followed by more general legislation in 
1987 (SB 709, Lockyer) that directed counties to transfer some of their 
property tax revenues to the no/low share cities.  No/low tax cities were 
guaranteed a minimum 10 percent of the property tax revenue generated 
within their boundaries.  This shift from counties to the no/low tax cities was 
modified in 1988 (AB 1197, W. Brown) by phasing-in a 7 percent shift over 
seven years and by allowing the no/low tax cities to benefit from the growth in 
their property tax base.  Special provisions still exist for the no/low tax cities 
in Los Angeles, Orange, San Mateo, Santa Clara, and Ventura counties.6 

Education Revenue Augmentation Fund (ERAF) 

 The state faced a serious budget crisis in 1992-93 as the recession 
continued to depress state revenues.  Tax increases were politically infeasible 
since taxes had been increased $7.3 billion the previous year and legislators 
were unable or unwilling to agree on sufficient spending cuts.  On September 
2, 1992, the legislature finally passed a “compromise” budget, a record 64 days 
after the beginning of the fiscal year. The compromise solution shifted $1.4 
billion of property tax revenues from counties, cities, special districts and 
redevelopment agencies to schools via the Education Revenue Augmentation 
Fund (SB 617, SB 844).  Lawmakers viewed this move as a reversal of the 
property tax shift of 1979 (AB 8) that had allocated part of the school’s share 
of the property tax to other local governments and used state funds to backfill 
the loss of property tax to schools.  Increasing local revenues to schools eased 
the pressure on the State General Fund since every new dollar of property tax 
revenue for schools freed up a dollar for other state spending priorities.    

 The shift continued the next year as state tax revenues again were 
insufficient to cover budgetary needs.  In 1993-94 counties, cities, and special 
districts lost an additional $2.6 billion to schools (SB 1135, Senate Budget & 
Fiscal Revenue committee). Despite local governments’ ongoing efforts to 
overturn these property tax shifts, they remain in force today.  Table 2.2 
indicates the actual shifts that took place in 1992-93, 1993-94, and 1998-99 by 
level of local government.  

                                                 
6 See California Revenue and Taxation Code §98-§98.4. 
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Table 2.2: Property Tax Shifts 
 1992-93 Shift 

(Millions) 
1993-94 Shift 

(Millions) 
1998-99 Value of 

Ongoing Shifts 
Counties $585 $2,023 $2,798 
Cities 240 313 537 
Special Districts 375 244 285 
Redevelopment 
  Districts 200 65  

Total $1,400 $2,645 $3,620 
Source: California Legislative Analyst’s Office, Shifting Gears: Rethinking 
Property Tax Shift Relief, Sacramento, California, 1999. 

 A wide variety of methodologies were used to allocate the property tax 
shifts among the various levels of local government but most of the formulas 
reflect an attempt to reverse the SB 154 “bailout” (which was perpetuated by 
AB 8), and thus the amount of property tax shifted from a particular entity is 
largely proportionate to its share of the permanent bailout under AB 8.7  
However, some local governments have persuaded legislators to grant 
exceptions and exemptions to the formula determined shift amounts for such 
things as relief for revenues lost because of natural disasters, Oakland’s 
museum, newly-incorporated cities, special districts’ debt service, countywide 
water agencies, small rural fire districts, multi-county special districts, hospital 
districts, resource conservation district donations, police protection districts, 
transit districts, veterans’ memorial districts, and others.   

Special Districts and Redevelopment Districts 

 A significant portion of property tax revenue goes to local agencies other 
than county and city governments.  Special districts received 16% and 
redevelopment districts received 17% of non-school property tax allocations 
respectively in 1998.  Any property tax allocation plan must include these 
districts.  This section gives background on the nature of these districts to 
facilitate informed decisions about how to incorporate them into revenue 
allocation proposals. 

Special Districts 

 Special districts are legally constituted governmental entities that are 
granted substantially the same powers as other local governments under the 
State Constitution and state statutes to provide specified services and facilities 
to a community.  A special district may be limited to a single function or may 
perform multiple functions.  It may be geographically small, covering a portion 
of a city or county, or be multi-city or multi-county in scope.  Its territory may 
be contiguous or non-contiguous.  There are nearly 4,800 special districts in 
California whose overall expenditures totaled $16.5 billion in 1996-97. 

                                                 
7 Legislative Analyst’s Office (1999). 
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 After passage of Proposition 13, special district property tax revenues 
fell from $954 million in 1977-78 to $532 million in 1978-79.  Special districts, 
like other local government entities also lost the flexibility to raise the 
property tax rate in response to changes in priorities or needs.  In 1978-79, 
special districts received $162 million of “bailout” funds under SB 154 and SB 
2212, which were given to counties to distribute, based on a criteria of 
maintaining 1977-78 levels of police and fire protection.  Each county board of 
supervisors received a share of these funds based on its county’s special 
districts’ property tax losses in relation to statewide special district property 
tax losses. For 1979-80 and after, AB 8 shifted property taxes from schools to 
cover 95.24 percent of the special district bailout.  These funds were placed in 
a Special District Augmentation Fund (SDAF) controlled by counties for 
distribution to special districts. 

 In subsequent years, each special district made an annual contribution of 
property tax revenues to the SDAF based on its 1978 bailout in relation to the 
growth in its assessed valuation since then.8  The county board of supervisors 
then allocated the SDAF to districts usually based on priorities, needs, or the 
district’s contribution.  While some county supervisors returned each district’s 
contribution, it was not uncommon for contributions to be redistributed 
between districts.  Consequently, controversies were common and continued 
up until 1992-93 when the property tax shift (ERAF) eliminated the SDAF.   

Redevelopment Districts 

 Local officials have constitutional and statutory authority to establish 
redevelopment agencies that are allowed to issue bonds to finance 
redevelopment in “blighted” areas, or redevelopment districts, under the 
premise that the redevelopment will generate enough additional property tax 
revenue to service the bonds.  A redevelopment agency receives the property 
tax revenues generated by incremental increases in property values within the 
redevelopment district.  While AB 8 requires property tax revenues to be 
allocated among local agencies in proportion to their historical shares, the 
creation of a redevelopment agency allows a city to keep all or most of the 
incremental revenue in the community.9 

 Redevelopment tax-increment financing has grown considerably since 
the passage of Proposition 13 as has redevelopment agencies’ shares of 
property tax revenues.    Table 2.3 shows the statewide average shares of 
property tax revenues for local governments in 1982-83 and 1997-98.  In 1982-
83, redevelopment agencies received 3.6 percent of total property tax 
revenues but by 1997-98, their share had grown to 7.9 percent.  Because of the 

                                                 
8 O’Brien (1985). 
9 For a close look at the purposes of redevelopment agencies, their incentives, 
and how they operate see Dardia (1998). 
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zero-sum nature of property tax allocation, this growth in redevelopment’s 
share necessitated a decrease in the shares of other local governments.  

Table 2.3: Allocation of Property Tax Revenues10 
 1982-83 1997-9811 
Cities 13.6% 10.7% 
Counties 35.2% 18.3% 
Schools 36.1% 53.1% 
Less than countywide12 1.9% 1.2% 
Special districts 9.6% 8.8% 
Redevelopment 
districts 3.6% 7.9% 

Source: California Legislature, Property Tax Allocation: The Summary Report 
from the Interim Hearing of the Senate Local Government Committee, 
September, 1999. 

 There is considerable variation across counties in the extent to which 
local officials have implemented tax-increment financing.  Table 2.4 indicates 
the share of property tax revenue siphoned off by redevelopment agencies in 
the top 12 counties.  Nearly a fifth of all property tax revenue goes to 
redevelopment agencies in Riverside, San Bernardino, and Solano counties.  
Redevelopment districts had been established in 30 counties by 1982-83 and in 
43 counties by 1997-98. 

Table 2.4: Redevelopment’s Share of Property Tax Revenue: Top 12 
Counties 

County 1982-83 1997-98 
Riverside 4.0% 19.9% 
San Bernardino 4.6% 17.8% 
Solano 3.0% 17.4% 
San Benito 0.0% 14.4% 
Yolo 0.0% 11.1% 
Santa Clara 5.1% 11.1% 
Butte 1.9% 10.0% 
Los Angeles 6.7% 9.2% 
Imperial 1.7% 9.1% 
Santa Cruz 0.5% 8.7% 
Contra Costa 5.9% 8.4% 
Orange 3.7% 7.8% 
Statewide 3.6% 7.9% 

Source: California Legislature, Property Tax Allocation: The Summary Report 
from the Interim Hearing of the Senate Local Government Committee, 
September, 1999. 

                                                 
10 Data were supplied by the California State Board of Equalization and 
assembled by the California Research Bureau. 
11 The 1997-98 shares include the shifts to ERAF. 
12 “Less than countywide” includes county fire departments and county free 
libraries that received property taxes as if they were special districts. 
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Property Tax Shares 

 According to data from the California State Board of Equalization, 
schools and cities currently receive about the same share of property taxes, on 
average, as they received prior to Proposition 13 (see Table 2.5).   In 1977-78 
cities received an average 10 percent and schools 53 percent of total property 
tax revenues. The county share of property tax revenues has declined from an 
average of 30 percent in 1977-78 to 19 percent in 1998-99 while other districts’ 
share has risen from 7 percent to 18 percent. However, as Table 2.6 illustrates 
there is wide variation across counties in the shares received by different levels 
of government.  For example, Sierra County received 52 percent of property 
taxes collected in the county in 1998-99, while its one city received 1 percent.  
In contrast, Orange County received only 7 percent of countywide property 
taxes and its cities received 11 percent.  There is also variation within each 
county in the share of property taxes allocated to each city.  These shares 
reflect the revenue patterns that existed prior to 1978. 

Table 2.5: Local Government Shares of Property Tax 
Fiscal Year Cities Counties Schools Other 
1970-71 .10 .32 .52 .06 
1971-72 .10 .32 .52 .06 
1972-73 .10 .31 .52 .06 
1973-74 .11 .30 .53 .06 
1974-75 .10 .31 .53 .06 
1975-76 .10 .31 .53 .06 
1976-77 .10 .31 .53 .06 
1977-78 .10 .30 .53 .07 
1978-79 .09 .26 .54 .11 
1979-80 .13 .31 .39 .16 
1980-81 .13 .33 .39 .15 
1981-82 .13 .33 .38 .16 
1982-83 .13 .33 .38 .16 
1983-84 .13 .33 .38 .17 
1984-85 .13 .33 .37 .17 
1985-86 .13 .33 .37 .17 
1986-87 .13 .33 .37 .18 
1987-88 .13 .33 .36 .18 
1988-89 .13 .33 .36 .18 
1989-90 .13 .33 .36 .18 
1990-91 .13 .33 .36 .19 
1991-92 .13 .33 .35 .19 
1992-93 .12 .30 .41 .17 
1993-94 .11 .21 .51 .17 
1994-95 .11 .19 .52 .18 
1995-96 .11 .19 .52 .18 
1996-97 .11 .19 .52 .18 
1997-98 .11 .19 .52 .18 
1998-99 .11 .19 .52 .18 

Source: California State Board of Equalization, Annual Report, various years. 
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Table 2.6: 1998-99 General Property Tax Dollars 
County Cities’ Share County Share Schools Share Other Districts 

Share 
Alameda $0.20 $0.15 $0.45 $0.20 
Alpine  0.64 0.26 0.1 
Amador 0.04 0.32 0.62 0.02 
Butte 0.05 0.13 0.65 0.17 
Calaveras 0.01 0.19 0.67 0.13 
Colusa 0.05 0.28 0.59 0.08 
Contra Costa 0.09 0.13 0.48 0.3 
Del Norte 0.01 0.19 0.64 0.16 
El Dorado 0.03 0.23 0.49 0.25 
Fresno 0.12 0.12 0.64 0.12 
Glenn 0.06 0.21 0.68 0.05 
Humboldt 0.03 0.2 0.62 0.15 
Imperial 0.08 0.17 0.63 0.12 
Inyo 0.01 0.3 0.62 0.07 
Kern 0.05 0.26 0.57 0.12 
Kings 0.06 0.24 0.57 0.13 
Lake 0.03 0.24 0.57 0.16 
Lassen 0.04 0.2 0.71 0.05 
Los Angeles 0.16 0.24 0.42 0.18 
Madera 0.03 0.15 0.73 0.09 
Marin 0.12 0.18 0.56 0.14 
Mariposa  0.25 0.7 0.05 
Mendocino 0.02 0.26 0.6 0.12 
Merced 0.06 0.23 0.62 0.09 
Modoc 0.03 0.27 0.64 0.06 
Mono 0.03 0.31 0.42 0.24 
Monterey 0.07 0.16 0.62 0.15 
Napa 0.1 0.22 0.65 0.03 
Nevada. 0.06 0.15 0.6 0.19 
Orange 0.11 0.07 0.61 0.21 
Placer 0.06 0.19 0.63 0.12 
Plumas 0.01 0.22 0.66 0.11 
Riverside 0.06 0.13 0.49 0.32 
Sacramento 0.1 0.19 0.5 0.21 
San Benito 0.02 0.12 0.59 0.27 
San Bernardino 0.07 0.12 0.46 0.35 
San Diego 0.13 0.14 0.63 0.1 
San Francisco  0.65 0.28 0.07 
San Joaquin 0.11 0.22 0.57 0.1 
San Luis Obispo 0.06 0.23 0.66 0.05 
San Mateo 0.11 0.15 0.62 0.12 
Santa Barbara 0.05 0.19 0.61 0.15 
Santa Clara 0.08 0.15 0.6 0.17 
Santa Cruz 0.06 0.15 0.6 0.19 
Shasta 0.06 0.14 0.68 0.12 
Sierra 0.01 0.52 0.34 0.13 
Siskiyou 0.06 0.23 0.67 0.04 
Solano 0.14 0.16 0.45 0.25 
Sonoma 0.07 0.21 0.61 0.11 
Stanislaus 0.06 0.12 0.76 0.06 
Sutter 0.07 0.19 0.63 0.11 
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County Cities’ Share County Share Schools Share Other Districts 

Share 
Tehama 0.04 0.26 0.67 0.03 
Trinity  0.31 0.64 0.05 
Tulare 0.06 0.21 0.61 0.12 
Tuolumne 0.01 0.29 0.63 0.07 
Ventura 0.08 0.16 0.53 0.23 
Yolo 0.18 0.1 0.57 0.15 
Yuba 0.03 0.21 0.65 0.11 
Total $0.11 $0.19 $0.52 $0.18 

Source: California State Board of Equalization, 1997-98 Annual Report. 

The Need for Reform 

 Variations across local governments in the amount and share of property 
tax revenues existed before Proposition 13 and are not necessarily bad.  In fact 
they are desirable to the extent that they reflect differences in 
responsibilities, needs, or preferences.  Some California cities and counties 
provide a full array of government services, including fire protection, water 
service, parks and recreation programs, and libraries, while others rely upon 
special districts to provide some or all of these services.  Counties must provide 
municipal services to residents of unincorporated areas, and there is a wide 
variation across counties in the proportion of residents living in such areas.  
Local governments that provide more services require more tax revenues, and 
the pre-Proposition 13 property tax system reflected these differences.  
Problems have arisen however, because AB 8 perpetuates tax revenue patterns 
in effect in the 1970's while local government needs and responsibilities have 
changed.  According to Marianne O’Malley of the Legislative Analyst’s Office, 
“We’ve flash-frozen the property tax preferences of the 1970s, and like 
anything that’s been left in the freezer too long, it’s not particularly 
palatable.”13 

Proposition 13 and subsequent legislation have resulted in many 
unintended consequences as local governments have reacted to the loss in 
property tax revenues and the loss of control over this important revenue 
source.  In the wake of Proposition 13, local governments turned to creative 
financing mechanisms, such as fees and exactions, to pay for local services but 
these too are now subject to restrictions since passage of Proposition 218 in 
1996.14  Local governments have turned to competing with one another over 
the only revenue source that is left: sales taxes.  Increased local reliance on 
sales taxes has influenced land-use decisions by encouraging retail growth and 
development as opposed to other land uses such as residential or 
                                                 
13 California Legislature, Senate committee on Local Government (1999). 
14 Proposition 218 limits the authority of local governments to impose taxes and 
property-related assessments, fees, and charges; requires that a majority of 
voters approve increases in general taxes; and requires that a two-thirds 
majority of voters approve special taxes. 
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manufacturing.  This phenomenon is commonly referred to in California as the 
"fiscalization of land use."  Among the alleged results of fiscalization is the 
depletion of open space, growth in low paying retail jobs at the expense of 
other industry, and a shortage of housing. 

 After twenty years of voter initiatives, legislative reactions, and local 
adjustments, government leaders, community advocates, and academics have 
come to realize that the state's system of local government finance is in need 
of reform.   During the past few years several political and civic groups have 
gathered to formulate proposals for improving California's state/local fiscal 
system.  Although no consensus has been reached regarding solutions, there is 
general agreement and recognition of the problems that need to be addressed.  
These include the following: 

1. Local governments lack a stable and predictable revenue source over 
which they can exercise control.  They relinquished control over the 
property tax with the passage of Proposition 13 and the State has 
since further reduced the local government share of property tax 
revenues. 

2. Increased local reliance on the sales tax has created undesirable 
land-use incentives that have led to increased retail and reduced 
housing and manufacturing development. 

3. Taxpayers find the state/local fiscal relationship incomprehensible.  
The current property tax allocation system is far too complex.  
Citizens are unable to see the connection between the taxes they pay 
and the services they receive and hence are unable to hold 
government officials accountable. 

4. The state/local fiscal system, as it has evolved, is inequitable.  Local 
jurisdictions with similar populations and service needs receive vastly 
different revenues because of different property tax shares and 
differing amounts of retail development. 

In the following chapters, we propose a mechanism for allocating 
revenue among governments within counties that takes into account the needs 
and preferences of those governments relative to each other.  Our proposal is 
based on an econometric model, but ultimately is presented in the form of a 
simple allocation rule based on assessed value and population.  This simple 
approach accommodates jurisdictional needs and preferences much better than 
current revenue allocation does.  

Chapter 3: Measuring “Needs and Preferences” 

A system of state and local governments should allow for flexibility and 
variation with respect to the type and amount of government services provided 



Legislative Analyst's Office, August 20, 1996

Some cities, counties, schools and other local governments receive more property taxes than others. The
extent of this local government revenue variation is consider able, whether measured on the basis of dollars
per resident or as a percent of property taxes collected in a community. Lately, this variation in property tax
receipts has been the subject of legislative interest.

Why do some local governments receive more property tax revenues than others? Four factors account for
most of this variation. Specifically, property tax revenues tend to be higher for those local governments where:

Land is extensively developed.
Few services are provided through special districts.
Redevelopment is not used extensively.
The government's property tax rate in the 1970s was relatively high.

This policy brief examines the variation in property tax receipts of local govern ments. It then reviews the four
principal factors underlying this revenue variation, including "AB 8" (Chapter 282, Statutes of 1979)--the
state law governing the distribu tion of property taxes. The policy brief concludes with a discussion of the
concept of "equalizing" local property tax receipts.

California property owners pay about $19 billion in property taxes each year. As a source of revenue, the
property tax annually raises about as much as the state's income tax or the combined state and local sales tax.
Unlike the income and sales taxes, however, property taxes are used exclusively for local purposes. All
property taxes are allocated to local governments within the county in which the tax is collected. Specifically,
property tax revenues are distributed to K-12 schools and community colleges, counties, cities, special
districts, and redevelopment agencies as shown in Figure 1.
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While Figure 1 shows how property taxes are distributed statewide, there is considerable variation among
communities. Some local governments receive far more property taxes than others, regardless of whether the
tax allocation is measured on the basis of dollars per resident, or as a percentage of total property taxes
collected in the area. For this reason, there is currently considerable interest in the concept of "equalizing"
local property tax receipts.

This policy brief examines the variation in property tax receipts by providing information on revenues to a
variety of local governments. It then discusses the four principal factors underlying this property tax variation.
The policy brief concludes with a discussion of the merits of reducing the variation in property tax receipts
among local governments.

While the property tax rate and assessment practices are uniform statewide, there is considerable variation in
the distribution of property taxes among local govern ments. Specifically, (1) the amount of property taxes
and (2) the share of property taxes a local government receives differ significantly throughout the state.
Counties, for example, receive between 65 percent (Alpine) and 10 percent (Yolo) of the property taxes
collected within the county lines. Measured in terms of property tax revenues per resident, Butte County
receives about $45 per resident, while eight counties receive more than $200 per resident: Alpine ($1,068),
Amador ($208), Colusa ($232), Inyo ($394), Mono ($537), Plumas ($212), San Francisco ($476), and Sierra
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($563).

As Figure 2 shows, there is even greater variation in the amount of property taxes received by cities. While
the average city receives about $75 per resident in property taxes, some receive more than $200 per resident
and many receive less than $25 per resident. (Cities incorporated after 1978 commonly receive very low
property tax revenues for reasons discussed later in this policy brief.)

Figure 2

How Much Property Taxes Do Local Governments Get?
Property Tax Receipts for Selected Local Govern ments

Cities

Property
Taxes per
Resident Counties

Property
Taxes
per

Resident Schools

Property
Taxes
per

Student

Industry $2,792 Sierra $563 Inyo $3,993

Beverly Hills 467
San
Franciscoa 476 Mono 3,454

Los Angeles 137 Inyo 394 Marin 3,428

Oakland 118 Colusa 232 San Mateo 3,194

Long Beach 105
San Luis
Obispo 197

San
Francisco 2,558

Vallejo 79 Los Angeles 136 San Diego 1,769

State Average 75
State
Average 115

State
Average 1,510

Santa Barbara 70 Alameda 102
Los
Angeles 1,319

Stockton 64 Sacramento 94 Stanislaus 1,192

San Jose 60 Riverside 78 Fresno 913

Anaheim 54 Orange 69
San
Bernardino 862

Compton 21 Fresno 59 Merced 811

Bellflower -- Butte 45 Kings 687

Note: All values shown are for 1994-95 and exclude debt levies.

a San Francisco is a city and county.
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School districts also report widely different amounts of property taxes per enrolled student, ranging from
around $4,000 to less than $1,000. The state "tops off" school district property tax revenues with state funds,
however, to bring most schools to a comparable spending level for general purposes. Finally, special districts
and redevelopment agencies also receive widely varying amounts of property taxes. Data limitations,
however, preclude us from summarizing this variation on a statewide basis.

Four factors account for most of this variation in local government property tax receipts. These factors are the:

Number and Value of Homes and Businesses in the Area. Generally, high property values yield high
property tax revenues.
Extent to Which a Local Government Provides Municipal Ser vices. Local governments that provide a
full range of municipal services- -rather than relying upon special districts or other local entities--
typically receive more property taxes than governments that provide fewer services.
Extent to Which Land Is Included in a "Redevelopment" Area. Redevelopment activities may reduce
property taxes to cities, counties, special districts, and schools in the area.
State Laws Governing the Sharing of Property Taxes by Local Governments Serving a Community.
Generally, the jurisdictions that had a relatively high property tax rate in the 1970s get a larger share of
tax revenues today.

We discuss each factor separately below. This document also contains a detailed addendum on the state laws
governing the sharing of property taxes.

High Property Values
Yield High Property Taxes

Market forces, government infrastructure investments, natural geography, and local land use choices have
acted together to create a diverse array of California communities. Some of these communities are extensively
developed and have many high-value homes and businesses. Others have few land developments, or few
high- value developments. These differences in the extent and value of land developments affect the amount
of property taxes a community receives.

Because property taxes are levied in proportion to the assessed value of property, communities with more land
developments and higher-value land developments receive more property taxes than communities with fewer
developments. (Assessed value is generally the market value of a property at the time of purchase adjusted
annually by a maximum of 2 percent for inflation.)

This relationship between the extent of land development and a community's property tax revenues is
common throughout the United States. Typically, local communities with more land developments require
more public services, such as streets, water systems, and police and fire protection.

All Local Governments
Are Not the Same

Not all California cities, counties, and special districts have the same responsibili ties. Some cities and
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counties provide a full array of government services, including fire protection, park and recreation programs,
and water service. Other cities and counties rely upon special districts to provide some or all of these services.
Statewide, for example, there are 557 special districts providing fire protection services and 293 special
districts providing park and recreation services. Figure 3 highlights this variation in governmental
responsibilities for three cities.

Figure 3

All Cities Do Not Provide the Same Services

Service
Los

Angeles Mission Viejo Concord

Police x x x

Fire x - -

Emergency Medical x - -

Sewers x - o

Parks and recreation x x x

Libraries x x -

Water x - -

x City provides service or pays others to provide service.

o City is partly responsible for providing or paying for service.

- Service provided by a special district or county.

In addition to this variation in program responsibilities, county governments also vary in the extent to which
their residents live in cities. In some counties, such as Los Angeles and Alameda, the vast majority of
residents live in cities and receive some municipal services from their city government. Other counties have
few or no cities--or function as both a city and a county. These counties have relatively more responsibilities.

How do these differences in responsibilities affect local government property tax receipts? If all other factors
are the same, a local government providing more services generally requires more tax revenues to pay for
these services. In the past, most local and state decision making regarding the allocation of the property tax
has reflected this relationship. Thus, local governments with wider responsibilities typically receive more
property taxes than governments with fewer responsibilities.

Use of Redevelopment Influences
Property Tax Receipts

The use of redevelopment also influences the amount of property taxes local governments receive. This is
because when a local government creates a "redevelop ment project area," most of the growth in property
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taxes from this area goes to the redevelopment agency, rather than other local jurisdictions, such as the
schools, county, city, and special districts. Redevelopment agencies use these property tax revenues to finance
improvements to revitalize the project area. After the redevelop ment work is complete (typically, 30 to 40
years later), the redevelopment agency's property tax revenues are reallocated to the other local governments
in the area. To date, however, only a very small percentage of all redevelopment projects have been
completed.

As shown in Figure 1, nearly 8 percent, or $1.4 billion, of property taxes is allocated to redevelopment
agencies statewide. Some of these property tax revenues otherwise would have been allocated to other local
governments in the community. The use of redevelopment varies extensively throughout the state. Some cities
have placed most of their developed land in redevelopment project areas. Other communi ties do not have any
redevelopment project areas.

State Determines How
Property Taxes Are Shared

Finally, the amount of property taxes allocated to local jurisdictions is also a function of state property tax
allocation laws, principally AB 8 (Chapter 282, Statutes of 1979). The responsibility for allocating the
property tax was assigned to the state by Proposition 13 which stated that property taxes were to be allocated
"according to law." Assembly Bill 8 allocated property taxes among the local governments within a county
and provided fiscal relief to partially make up for property tax losses result ing from Proposition 13's tax
limitation provisions.

The formulas contained in AB 8 (for more detail see the addendum on page 10) were designed to allocate
property taxes in proportion to the share of property taxes received by a local entity prior to Proposition 13. In
general, each local government that provided services within a community was awarded a share of total
property taxes collected within that community. Over time, as assessed values grow, the amount of property
taxes received by a local government also grows. However, the share of property taxes does not change. For
example, if a county, city, special district, and school district each receive 25 percent of property taxes
collected within a community under AB 8, they will continue to receive 25 percent of taxes collected
regardless of how much property taxes grow. These "AB 8 shares" were developed based on the historical
share of property taxes received by local jurisdic tions prior to Proposition 13. Local jurisdictions that had
received a large share of property taxes prior to 1978 received a relatively large share of property taxes under
AB 8. Thus, the variation in property tax receipts in effect at the time was continued.

Since 1979, as discussed in more detail in the addendum, there have been just two significant changes to the
original property tax shares contained in AB 8: legislation designed to aid cities that receive no, or very low,
property taxes and the property tax shifts of 1992-93 and 1993-94. Despite these changes, however, the state
property tax allocation system developed in 1979 in response to Proposition 13 continues to be the basis for
the property tax allocation among local governments.

Which Factor Is
Most Important?

The four factors discussed above account for most of the variation in local government property tax receipts.
Our review indicates that the relative importance of each factor differs on a community-by-community basis.

In some cases, the state's property tax allocation law--AB 8--is the major factor determining the amount of
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property taxes a local entity receives. Specifically, two local governments that are very similar today may
receive very dissimilar amounts of property taxes because AB 8 continues the tax sharing ratios of the 1970s.

In other cases, however, the amount of local development, the reliance upon special districts, or the use of
redevelopment is more determinant than AB 8. School districts in Alpine County, for example, receive a
lower share of the property taxes under AB 8 than do most other school districts in the state, and school
districts in Stanislaus County receive a higher share. Nevertheless, school districts in Alpine County receive
nearly twice as much property taxes per student than do schools in Stanislaus County. The difference is due to
Alpine County's high property values relative to the number of students.

Similarly, cities in Riverside County and the county itself, tend to receive rela tively low amounts of property
taxes per resident. These lower amounts of property taxes reflect, in part, Riverside communities' higher
reliance upon redevelopment and special districts. Specifically, Riverside communities have placed large land
areas under redevelopment, with the result that 19 percent of all property taxes in the county are allocated to
redevelopment agencies. In addition, special districts provide some services to Riverside communities that
elsewhere are provided by cities or counties.

Over the years, various proposals for reducing the variation in local govern ment property tax receipts have
been advanced. In considering these proposals, we recommend the Legislature first consider the causes for
local government property tax revenue variation. In some cases, this variation appears to serve impor tant
policy objectives. For example:

Allocating more property taxes to extensively developed communities helps these communities pay for
services to the land developments and to the people who live and work in them. The higher tax receipts
also provide an incentive for commu nities to promote economic development.
Providing more property taxes to local governments with more municipal program responsibilities helps
the jurisdictions pay for these services.
Allowing redevelopment agencies to keep most of the growth in property taxes in economically-
distressed neighborhoods helps facilitate economic develop ment and the eradication of urban blight.

It is less clear, on the other hand, whether property tax variation caused by the AB 8 property tax sharing
methodology continues to serve important policy objec tives. While this sharing methodology originally was
designed to closely approximate Californian's preferences for local services, this methodology has not been
updated for nearly 20 years. Since that time, California's population has grown by nearly 50 percent and the
needs and preferences of local voters have surely changed. In some cases, local residents may prefer to have a
special district's share of property tax revenues reduced and their city's share expanded--or the other way
around.

In considering ways to update the AB 8 methodology, however, the Legislature faces major difficulties.
Specifically, several thousand local governments-- including over 1,000 school districts--receive a share of
local property taxes. Updating the AB 8 methodology to reflect local preferences would require the
Legislature to ascertain the needs and priorities of each California community and each local government.
This is a task which, in our view, cannot be undertaken in a centralized manner.

For this reason, we believe that ultimately the control over allocating the property tax--or at least the
nonschool portion of the property tax--should be decentralized. Decentralization would allow the debate
regarding the appropriate distribution of local revenues to be carried out locally, rather than in Sacramento,
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and offers Californians the best chance of aligning tax revenues with local needs and preferences.

Addendum:

The current system for allocating property taxes in the state is governed to a large extent by two bills
developed by the Legislature nearly 20 years ago. Following the passage of Proposition 13, the voter
approved property tax limitation measure, the Legislature enacted two property tax allocation and fiscal relief
bills, SB 154 (Chapter 292, Statutes of 1978) and then AB 8 (Chapter 282, Statutes of 1979). This addendum
provides background information relating to the formulation of these two bills which have influenced state-
local fiscal interactions for nearly two decades.

Before Proposition 13--Tax Allocation Determined Locally

Prior to the 1978 passage of Proposition 13, each local jurisdiction authorized to levy a property tax set its
own tax rate (within certain statutory restrictions). The rate set by each local government was independent of
the rates set by other jurisdictions. A property owner's total property tax bill reflected the sum of the
individual rates set by each taxing entity. A given piece of property might, for example, be subject to a
separate tax rate for the city, county, and local school district as well as any special districts that provided
services to the property.

Under this system, each local jurisdiction made a determination every year as to the amount of revenue
necessary to finance the desired level of services. Based on this determination, each local entity set its
property tax rate so as to collect the necessary revenue. Local residents could influence the level of both
services and taxes in their community through their voting decisions. The product of this system was a set of
local government services that generally reflected the individual preferences of each community in the state.

Proposition 13 Required Legislature To Design New System

Proposition 13 fundamentally changed local government finance. Property tax receipts to local governments
fell by more than 50 percent as the average statewide property tax rate fell from 2.67 percent to a
constitutional maximum of 1 percent. Moreover, voters required the state, rather than local government, to
allocate these revenues between competing jurisdictions within a county.

The First Allocation System--SB 154

Immediately following the passage of Proposition 13, the Legislature approved SB 154 in an effort to avoid
local government service diminutions and significant fiscal distress. Senate Bill 154 allocated the property
taxes collected at the 1 percent rate to counties, cities, special districts, redevelopment agencies, and schools.
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Under SB 154, a local government's share of the property tax was based on the share of the property tax going
to that local government before Proposition 13. For example, if a county government received 10 percent of
the property taxes collected by all local jurisdic tions in that county prior to the passage of Proposition 13, the
county government would receive 10 percent of the property taxes collected at the 1 percent rate. This
allocation system became the foundation of the property tax distribution mechanism subsequently enacted in
AB 8.

Senate Bill 154 also relieved counties of a portion of their obligation to pay for certain health and welfare
programs and provided "bailout" block grants to partially offset the revenue loss resulting from the reduction
in property tax revenues. Specifically, SB 154 provided $250 million in block grant funds for cities and $436
million for counties. These funds were allocated based on each local jurisdiction's property tax loss (adjusted
for surplus local revenues and the value to counties of the state health and welfare "buyout") as compared to
the total property tax loss for all cities and counties statewide. Special districts also received $125 million in
fiscal relief from SB 154 as well as $68 million from related legislation.

The Current Property Tax Allocation System--AB 8

A year after enacting SB 154 the Legislature adopted AB 8, a long-term policy to reallocate property taxes
and provide fiscal relief to local governments. A primary objective of AB 8 was to provide local governments
with a property tax base that would increase over time as assessed value grew, thereby providing a financing
mechanism for growing communities. The base property tax allocation contained in AB 8 was essentially the
same as that provided for in SB 154. However, rather than provide block grants, AB 8 increased the share of
the property taxes allocated to counties, cities, and special districts while reducing the share of the property
tax going to schools. School losses were in turn made up with increased state funds for education.

The amount of the increased property tax allocation in AB 8 was based on the block grant amount provided in
SB 154. Specifically, cities received increased property taxes equivalent to 82.91 percent and special districts
95.24 percent of their SB 154 block grant amount. Under the provisions of AB 8, counties received a
combination of increased property taxes, reduced expenditure obligations, and a state block grant for indigent
health programs. The major components of the expenditure reductions included complete state assumption of
the costs for Medi-Cal and the State Supplementary Program (SSP) portion of SSI/SSP, as well as an
increased state share of the costs for the Aid to Families with Dependent Children (AFDC) program. In
addition, AB 8 provided counties with a block grant to provide health services for the indigent. The increased
share of the property tax going to counties under AB 8 was calculated as the value of the SB 154 block grant
plus a small adjustment for AFDC costs less the amount of the indigent health block grant.

What are "Negative Bailout" Counties? Under the provisions of AB 8, six counties (Alpine, Lassen,
Mariposa, Plumas, Stanislaus, and Trinity) were not awarded additional property taxes. The same calculations
were applied to these counties as were applied to all others, however the value of the indigent health block
grant was so great in these counties that it exceeded the value of the adjusted SB 154 block grant. (Generally,
this was the case when a county had very low property tax losses from Proposition 13 and/or when a county
benefitted disproportionately from the health and welfare fiscal relief components of AB 8.) In order for these
counties to be treated in the same way as all other counties, the amount of property taxes allocated to these
counties was reduced. Because these counties received a smaller percentage of total property taxes collected
after imple mentation of AB 8 relative to their pre-Proposition 13 shares, these counties are termed "negative
bailout counties."

Two Changes to the AB 8 System

Property Taxes: Why Some Local Governments Get More Than Others https://lao.ca.gov/1996/082196_prop_taxes/property_tax_differences_p...

9 of 10 8/23/2018, 5:09 PM



The state property tax allocation system developed in 1979 in response to Proposi tion 13 continues to be the
basis for the property tax allocation among local govern ments today. Since 1979, there have been just two
significant changes to the original property tax shares contained in AB 8. The first relates to the so-called "no
and low property tax cities." Certain cities that did not levy a property tax, levied only a very low property
tax, or were not incorporated as cities prior to the passage of Proposition 13 were not allocated a significant
share of the property tax under AB 8. The Legislature has acted to gradually increase the share of property
taxes going to these cities.

The second significant legislative action that affected property tax allocations was the property tax shifts of
1992-93 and 1993-94. In response to severe budget deficits, the state shifted $3.6 billion in property taxes
from counties, cities, and special districts to schools. This action reduced the state's General Fund contribution
by an equivalent amount. The property taxes were shifted roughly in proportion to the benefit received by
local agencies from AB 8. Thus, the property tax shifts did not fundamentally alter the property tax allocation
system developed by the Legislature in 1979.
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