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PRIMARY ELECTION
California

Tuesday, March 2, 2004

CERTIFICATE OF CORRECTNESS

I, Kevin Shelley, Secretary of State of the State 

of California, do hereby certify that the measures

included herein will be submitted to the electors

of the State of California at the Primary Election

to be held throughout the State on March 2, 2004,

and that this guide has been correctly prepared in

accordance with the law.

Witness my hand and the Great Seal 

of the State in Sacramento, California, 

this 6th day of January, 2004.

Kevin Shelley

Secretary of State

Official Voter Information Guide

SUPPLEMENTAL
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SECRETARY OF STATE

Dear Fellow Voter,

You may have already received the “regular” Voter Information Guide for
the March 2, 2004, election. The regular Guide has a green cover.

We are sending you this Supplemental Voter Information Guide (blue
cover) for the March 2, 2004, election in order to provide you with
information on measures that qualified for the ballot too late to be
included in the regular Guide.

This Supplemental Voter Information Guide includes information on
Propositions 57 (The Economic Recovery Bond Act) and 58 (The
California Balanced Budget Act).

As always, I urge you to carefully review these materials. I hope you will
also visit the Secretary of State’s website at www.MyVoteCounts.org for
more information concerning the March election.

Most importantly, do not forget to vote on March 2nd!

www.MyVoteCounts.org 
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2

VOTER BILL OF RIGHTS

1. You have the right to cast a ballot if you are a valid registered voter.
A valid registered voter means a United States citizen who is a resident in this state, who is at least 18 years of

age and not in prison or on parole for conviction of a felony, and who is registered to vote at his or her current

residence address.

2. You have the right to cast a provisional ballot if your name is not listed on the voting rolls.

3. You have the right to cast a ballot if you are present and in line at the polling place prior to
the close of the polls.

4. You have the right to cast a secret ballot free from intimidation.

5. You have the right to receive a new ballot if, prior to casting your ballot, you believe you
made a mistake. 
If at any time before you finally cast your ballot, you feel you have made a mistake, you have the right to

exchange the spoiled ballot for a new ballot. Absentee voters may also request and receive a new ballot if they

return their spoiled ballot to an elections official prior to the closing of the polls on Election Day.

6. You have the right to receive assistance in casting your ballot, if you are unable to vote
without assistance.

7. You have the right to return a completed absentee ballot to any precinct in 
the county.

8. You have the right to election materials in another language, if there are sufficient residents
in your precinct to warrant production.

9. You have the right to ask questions about election procedures and observe the elections
process. 
You have the right to ask questions of the precinct board and election officials regarding election procedures

and to receive an answer or be directed to the appropriate official for an answer. However, if persistent

questioning disrupts the execution of their duties, the board or election officials may discontinue responding

to questions.

10. You have the right to report any illegal or fraudulent activity to a local elections official or to
the Secretary of State’s Office.

If you believe you have been denied any of these rights, or if you are aware of any election 
fraud or misconduct, please call the Secretary of State’s confidential toll-free

VOTER PROTECTION HOTLINE
1-800-345-VOTE (8683)

Secretary of State | State of California

81801_VoterBillofRights  1/7/04  8:31 PM  Page 2
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3Ballot Measure Summary

Summary
One time bond of up to fifteen billion dollars
($15,000,000,000) to retire deficit. Fiscal Impact: One-time
increase, compared to previously authorized bond, of up to 
$4 billion to reduce the state’s budget shortfall and annual
debt-service savings over the next few years. These effects
would be offset by higher annual debt-service costs in subse-
quent years due to this bond’s longer term and larger size.

Yes  
A YES vote on this measure
means: The state would sell
$15 billion in bonds to pay
existing budgetary obliga-
tions.

No 
A NO vote on this measure
means: The state would not
sell $15 billion in bonds, but
could instead sell bonds previ-
ously authorized by the
Legislature to pay a smaller
level of existing budgetary
obligations.

Bond Act
Put on the Ballot by the Legislature

BALLOT MEASURE SUMMARY

The Economic Recovery Bond Act.57

What Your Vote Means

Pro
For three years, state govern-
ment spending has exceeded
revenues, creating a deficit.
This measure will consolidate
the deficit and allow
California to get its finances
in order—without raising
taxes. Proposition 57 will
keep the state from running
out of money and prevent
drastic cuts in education and
health care.

Con
Proposition 57 doesn’t end
our deficit. It postpones and
then increases it. It plunges us
$15 billion deeper in
debt––plus billions more in
interest—costing more than
$2,000 per family. The recall
told Sacramento: NO NEW
TAXES. NO on 57 will tell
them: STOP BORROWING
AND OVERSPENDING.

Arguments

For Additional Information
For
Tom Hiltachk
Join Arnold
455 Capitol Mall, Suite 801
Sacramento, CA 95814
916-442-7757
info@joinarnold.com
www.joinarnold.com

Against
Senator Tom McClintock 
1029 K Street, Suite 44
Sacramento, CA 95814
916-448-9321
http://tommcclintock.com

PROP

Summary
Requires the enactment of a balanced budget, addresses fiscal
emergencies, and establishes a budget reserve. Fiscal Impact:
Net state fiscal effects unknown and will vary by year, depend-
ing in part on actions of future legislatures. Reserve provisions
may smooth state spending, with reductions during economic
expansions and increases during downturns. Provisions requir-
ing balanced budgets and limiting deficit borrowing could
result in more immediate actions to correct budgetary short-
falls.

Yes 
A YES vote on this measure
means: The State Constitution
would be amended to provide
for: (1) the enactment of a
balanced state budget, (2)
state budget reserve require-
ments, and (3) limits on
future borrowing to finance
state budget deficits.

No 
A NO vote on this measure
means: The State Constitution
would not be amended to add
new requirements on state
budgetary practices.

Legislative Constitutional Amendment
Put on the Ballot by the Legislature

The California Balanced Budget Act.

What Your Vote Means

Pro
Proposition 58 will require
the Governor and the
Legislature to enact a bal-
anced budget. It will require
that spending not exceed
income each fiscal year and
will require building at least
an $8 billion reserve. It will
prohibit borrowing in the
future to pay off deficits.

Con
With the $15 billion bonds,
we were SUPPOSED to get a
strong spending limitation
measure. But Prop 58 DOES
NOT LIMIT SPENDING!
It allows short-term borrow-
ing to balance the budget, the
budget reserve is largely
unprotected, and the door is
wide open for massive spend-
ing increases and higher taxes.

Arguments

For Additional Information
For
Tom Hiltachk
Join Arnold
455 Capitol Mall, Suite 801
Sacramento, CA 95814
916-442-7757
info@joinarnold.com
www.joinarnold.com

Against
Richard Rider
San Diego Tax Fighters
10969 Red Cedar Drive
San Diego, CA 92131
858-530-3027
rrider@san.rr.com

58
PROP
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The Economic Recovery Bond Act.57PROPOSITION

Final Votes Cast by the Legislature on ABX5 9 (Proposition 57)
Assembly: Ayes 65 Noes 13

Senate: Ayes 27 Noes 12

OFFICIAL TITLE AND SUMMARY Prepared by the Attorney General

The Economic Recovery Bond Act.
• A one time Economic Recovery Bond of up to fifteen billion dollars 

($15,000,000,000) to pay off the state’s accumulated General Fund deficit as of 
June 30, 2004.  

• The Economic Recovery Bond will only be issued if the California Balanced Budget  
Act is also approved by the voters.  

• The bonds will be secured by existing tax revenues and by other revenues that could be
deposited in a special fund.

Summary of Legislative Analyst’s Estimate of Net State and Local Government Fiscal Impact:
• One-time increase, compared to a previously authorized bond, of up to $4 billion to

reduce the state’s budget shortfall.
• Annual debt-service savings over the next few years. 
• Above effects offset in subsequent years by higher annual debt-service costs due to this

bond’s larger size and the longer time period for its repayment. 

Proposition 57

4 Title and Summary
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ANALYSIS BY THE LEGISLATIVE ANALYST

Background
California’s Recent Budget Problems.

California’s General Fund budget supports a variety
of programs, including public schools, higher
education, health, social services, and prisons. The
General Fund has experienced chronic shortfalls
between revenues and expenditures since 2001–02,
when the economic and stock market downturns
caused state revenues to decline sharply. To deal with
these shortfalls, policymakers have reduced program
expenditures, raised revenues, and taken a variety of
other measures. They have also engaged in various
forms of borrowing from special funds, local
governments, and private credit markets.

Deficit-Financing Bond. One of the key actions
taken to deal with the projected current-year
(2003–04) budget shortfall was the authorization of
a $10.7 billion deficit-financing bond. The purpose
of this bond was to “wipe the slate clean” and
eliminate the cumulative budget deficit that would
have existed at the end of 2002–03. This would
allow the state to avoid the more severe budget
actions that would have been necessary to eliminate
the deficit all at once. The repayment of the
currently authorized bond would be based on a
multiple-step financing process (see shaded box for
details). It would result in annual General Fund
costs equivalent to one-half cent of the California
sales tax—or about $2.4 billion in 2004–05 and
increasing moderately each year thereafter—until
the bond is paid off (in about five years).
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The Economic Recovery Bond Act. 57
PROP

For text of Proposition 57 see page 18.

This deficit bond is currently being challenged in
court and has not yet been issued. (In the meantime,
the carryover 2002–03 deficit is being financed
through short-term borrowing, which is due to be
repaid in June 2004.)

Repayment of Deficit Bonds

Existing $10.7 Billion Bond.The previously authorized
deficit-financing bond was designed to be repaid through a
multiple-step process that “freed up” a revenue stream
dedicated solely to repayment of the bond.This involved:

• The diversion of a one-half cent portion of the
sales tax from local governments to a special fund
dedicated to the bond’s repayment.

• A diversion of property taxes from school
districts to local governments to offset their sales
tax loss.

• Added state General Fund payments to school
districts to replace their diverted property taxes.

As a result of these diversions, there is no net impact on
local governments or school districts.The full cost of the
bond’s repayment is borne by the state’s General Fund.

$15 Billion Proposition 57 Bond. Under this
proposition, the bond repayment method described above
would be the same, except that the amount of revenues
diverted would be equivalent to one-quarter cent of the
state sales tax instead of the one-half cent.The full cost of
the bond would continue to be borne by the state’s
General Fund.

81801_NewProp57  1/8/04  10:06 AM  Page 5
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6 Analysis

ANALYSIS BY THE LEGISLATIVE ANALYST (CONT.)

Proposition 57

Projected Shortfall in 2004–05. The state is
facing another large budget shortfall in 2004–05,
which we estimate will be in the general range of
$15 billion. This estimate assumes that the currently
authorized $10.7 billion deficit-financing bond is
sold and that the carryover 2002–03 deficit is
thereby taken off the books. Absent the bond
proceeds from this sale, the budget shortfall would
be much larger.

Proposal
This proposition puts before the voters

authorization for the state to issue a bond of up to
$15 billion to deal with its budget deficit. The bond
authorized by this measure would be used in place of
the deficit-financing bond authorized last year by
the Legislature.

Repayment of Proposed Bond. The repayment of
the bond would result in annual General Fund costs
equivalent to one-quarter cent of California’s sales
tax revenues, compared to costs equivalent to one-
half cent of sales tax revenues for the currently
authorized bond. In addition, certain funds
transferred to the state’s Budget Stabilization
Account (created in Proposition 58 on this ballot, if
approved) would be used to accelerate the
repayment of the bond. The measure includes a
backup guarantee that if the sales tax revenues
dedicated to the bond are insufficient to pay bond
principal and interest in any year, the General Fund
will make up the difference.

This measure would become effective only if
Proposition 58 on this ballot is also approved by 
the voters.

Fiscal Effects
The fiscal effects of the proposed bond are

summarized in Figure 1, and compared to the
currently authorized deficit-financing bond. The
proposed bond would result in near-term budgetary
savings compared to the bond authorized in current
law, but added annual costs over the longer term.
Specifically: 

Near-Term Savings. The proceeds from the
proposed bond would be up to $4 billion more than
from the currently authorized bond. This would
provide the state with up to $4 billion in additional
one-time funds to address its budget shortfall. The
state would also realize near-term savings related to
debt service on the bond. This is because the
payments would be based on one-quarter cent of
annual sales taxes instead of one-half cent. As a result,
annual General Fund costs would be one-half of the
currently authorized bond for the next few years.

Longer-Term Costs. The near-term savings would
be offset by higher costs in the longer term. This is
because the proposed bond would be larger ($15
billion versus $10.7 billion) and it would take longer
to repay. As indicated in Figure 1, the proposed
bond would likely take between 9 and 14 years to
pay back, compared to a 5-year period for the
currently authorized bond.

57
PROP

The Economic Recovery Bond Act.
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FIGURE 1

Comparison of Bond Authorized in Proposition 57 
With Previously Authorized Bond

Previously Authorized 
Proposition 57 Bond Deficit-Financing Bond

Bond Amount $15 billiona $10.7 billion

Annual General Fund Costs:

• Annual costs related to sales tax diversion. $1.2 billionb $2.4 billionb

• Potential annual payments from Proposition 58 reserve.c $425 million in 2006–07 –
$900 million in 2007–08 –
$1.45 billion in 2008–09d –

Years to Pay Off Bond:

• Using only sales tax revenues. 14 5
• Assuming maximum $5 billion contribution from Proposition 58 reserve. 9 –

a Net proceeds to the General Fund would likely be less, depending on reserve requirements and other factors.
b Costs are for 2004–05. Amounts would increase moderately annually thereafter.
c Based on LAO out-year revenue projections and assumes no suspensions of transfer to reserve.
d These amounts would increase moderately annually thereafter until cumulative total from reserve equals $5 billion.

ANALYSIS BY THE LEGISLATIVE ANALYST (CONT.)
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For text of Proposition 57 see page 18.

The Economic Recovery Bond Act. 57
PROP
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Proposition 57

Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official agency.

REBUTTAL to Argument in Favor of Proposition 57
Proponents contradict themselves. They say that

spending is out of control, but at the same time say
they don’t want to cut it.

So their answer is to borrow an unprecedented
$15 billion—plus interest—and keep right on
spending. That’s more than $2,000 for every 
family in California.

If state spending were reduced 13.4 percent from
its current rate, the entire deficit would be cured in
18 months. And that’s still 15 percent more than we
spent when Gray Davis became governor.

Proponents say this won’t raise taxes. Where do
they think the money is going to come from to pay

back $15 billion in loans plus billions more in 
interest? Ultimately, it must come from either cuts
that proponents have already said they don’t want to
make—or from increased taxes.

Propositions 57 and 58 do nothing to reduce the
state’s out-of-control spending that ballooned the
state budget from $57.8 billion five years ago to a
projected $90.2 billion next year. They allow 
politics to continue as usual in Sacramento: spend,
borrow and tax.

SENATOR TOM MCCLINTOCK

SENATOR BILL MORROW

State government spending in California is out of
control. Over the past three years, state spending has
significantly exceeded state revenues.

The California Economic Recovery Bond Act will
consolidate the deficit and ALLOW CALIFORNIA
TO GET ITS FINANCIAL HOUSE IN ORDER—
WITHOUT RAISING TAXES.

The California Economic Recovery Bond Act will
keep the state from running out of money and prevent
drastic cuts in spending on vital programs like 
education and health care.

The California Economic Recovery Bond Act will
not take effect unless voters approve the California
Balanced Budget Act, which PROHIBITS 
BORROWING TO PAY DEFICITS ever again and
requires enactment of a BALANCED BUDGET.

The California Balanced Budget Act also provides
for a fund of up to $5 billion that can be used to PAY
THESE BONDS OFF EARLY. It also provides for a
RESERVE of at least $8 billion, which can be used to
PREVENT FUTURE DEFICITS.

Last year, the state approved $12.9 billion in bonds
to retire the accumulated budget deficit. The courts
have declared one bond issuance unconstitutional and
the other is subject to legal challenge because they
were not approved by voters. Since then, the state has

accumulated a larger budget deficit. PROPOSITION
57 WILL LEGALLY RESTRUCTURE AND 
REFINANCE THAT DEBT WITH THE
APPROVAL OF THE VOTERS.

Without this bond, the State of California may be out
of cash by June. To deal with a calamity of that magnitude
in such a short time frame, the only choice will be to 
drastically increase taxes. The California Economic
Recovery Bond will let us refinance our inherited debt and
give the state time to deal with its ongoing structural
deficit.

The California Recovery Bond and the California
Balanced Budget Act, Proposition 58, together will
give California’s leaders the tools necessary to restore
confidence in the financial management of the State.

Please join Superintendent of Public Instruction 
Jack O’Connell, the California Taxpayers’ Association,
State Controller Steve Westly, the California Chamber
of Commerce and Governor Arnold Schwarzenegger
in supporting Proposition 57. It is the only way to
ensure California’s financial future.

ARNOLD SCHWARZENEGGER, Governor
State of California

LARRY MCCARTHY, President
California Taxpayers’ Association

ALLAN ZAREMBERG, President
California Chamber of Commerce

8 Arguments
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REBUTTAL to Argument Against Proposition 57
The California Legislature has already approved

$12.9 billion in bonds to retire the accumulated
budget deficit. The California Economic Recovery
Bond Act gives the voters the power to APPROVE A
SOUND RESTRUCTURING PLAN for California.

Governor Arnold Schwarzenegger has proposed
the California Economic Recovery Plan to ALLOW
CALIFORNIA TO GET ITS FINANCIAL
HOUSE IN ORDER—WITHOUT RAISING
TAXES. Without the California Economic Recovery
Bond Act, the state could run out of money, leaving
no choice but drastic cuts in spending on vital 
programs like education and health care or a huge
tax increase. Proposition 57 will let us refinance our
inherited debt and give the state time to deal with its
ongoing structural deficit.

Remember, the California Economic Recovery
Bond Act will not take effect unless voters approve
the California Balanced Budget Act. Don’t be misled

by the opposition, the California Balanced Budget
Act will PROHIBIT BORROWING TO PAY
DEFICITS ever again and will require enactment of
a BALANCED BUDGET.

Governor Schwarzenegger needs both Propositions
57 and 58 to pass. It will give him the tools necessary
to STOP BORROWING, STOP OVERSPENDING,
and PUT OUR FINANCES BACK IN ORDER.

Please join Superintendent of Public Instruction Jack
O’Connell, the California Taxpayers’ Association, State
Controller Steve Westly and the California Chamber of
Commerce and VOTE “YES” on Proposition 57. It is
the only way to ensure California’s financial future.

ARNOLD SCHWARZENEGGER, Governor
State of California

LARRY MCCARTHY, President
California Taxpayers’ Association

CARL GUARDINO, President
Silicon Valley Manufacturing Group

California is billions of dollars in debt. Out-of-control
borrowing has already cost California the lowest 
credit rating in the nation—on a par with many Third
World countries.

Prop. 57 plunges us $15 billion DEEPER IN
DEBT—plus billions more in interest. Total debt 
service from Prop. 57 will cost an average family more
than $2,000.

What does it buy? NOTHING. This doesn’t buy 
a single school, road or park. It doesn’t put a single cop
on the street or relieve any traffic congestion. It simply
papers over the gigantic deficit that Sacramento’s
politicians created in the first place.

Instead of cutting the waste from government
bureaucracy and targeting fraud for elimination, they
have decided to use the biggest bond in California 
history to cover their spending addiction.

Since 1849, California’s Constitution has forbidden
bonds like this from being used to paper over deficit
spending. Long-term bonds are supposed to be used
for schools, parks, highways and water projects that
will serve coming generations. In order to put this
unprecedented borrowing on the ballot, the same
politicians also propose repealing this historic 

constitutional amendment—and have the audacity to
call it “a balanced budget amendment.”

Five years ago California spent $57.8 billion from its
General Fund. Next year, it will spend $90.2 billion.

Instead of adding more than a billion dollars of 
additional debt service to the state budget every 
year for the life of this bond, we need to suspend 
the state’s spending mandates and restore the power
that the Governor had from 1939 to 1983 to make
mid-year spending reductions.

The October 7th election sent Sacramento an 
important message: NO NEW TAXES.

A NO vote on Prop. 57 sends them another: STOP
BORROWING, STOP OVERSPENDING, and
PUT OUR FINANCES BACK IN ORDER!!!

SENATOR TOM MCCLINTOCK

SENATOR BILL MORROW

Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official agency.
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PROPOSITION 58 The California Balanced Budget Act. 

Proposition 58 

OFFICIAL TITLE AND SUMMARY Prepared by the Attorney General 

The California Balanced Budget Act. 
• Requires enactment of a balanced budget where General Fund expenditures do not 

exceed estimated General Fund revenues. 
• Allows the Governor to proclaim a fiscal emergency in specified circumstances, and 

submit proposed legislation to address the fiscal emergency. 
• Requires the Legislature to stop other action and act on legislation proposed to address 

the emergency. 
• Establishes a budget reserve. 
• Provides that the California Economic Recovery Bond Act is for a single object or work. 
• Prohibits any future deficit bonds. 

Summary of Legislative Analyst’s Estimate of Net State and Local Government Fiscal Impact: 
• Unknown net state fiscal effects, which will vary year by year and depend in part on 

actions of future Legislatures. 
• Reserve provisions may smooth state spending, with reductions during economic 

expansions and increases during downturns. 
• Balanced budget and debt limitation provisions could result in more immediate actions 

to correct budgetary shortfalls. 

Final Votes Cast by the Legislature on ACAX5 5 (Proposition 58) 
Assembly: Ayes 80 Noes 0 

Senate: Ayes 35 Noes 5 

10 Title and Summary 964
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ANALYSIS BY THE LEGISLATIVE ANALYST

Background 

California’s Budget Situation 
California has experienced major budget 

difficulties in recent years. After a period of high 
growth in revenues and expenditures in the late 
1990s, state tax revenues plunged in 2001 and the 
budget fell badly out of balance. Although 
policymakers reduced program spending and 
increased revenues to deal with part of the shortfalls, 
the state has also carried over large deficits and 
engaged in a significant amount of borrowing. The 
state budget faces another major shortfall in 
2004–05 and it has a variety of other obligations— 
such as deferrals and loans from special funds—that 
are outstanding at this time. 

Constitutional Provisions Relating to Budgeting 
and Debt 

There are several budget- and debt-related 
provisions in California’s Constitution that are 
affected by this proposition. 

• Balanced Budget Requirement. The 
Constitution requires the Governor to submit 
by January 10 of each year a state budget 
proposal for the upcoming fiscal year (beginning 
on July 1) which is balanced—meaning that 
estimated revenues must meet or exceed 
proposed expenditures. While this balanced 
budget requirement applies to the Governor’s 
January budget submission, it does not apply to 
the budget ultimately passed by the Legislature 
or signed by the Governor. 

• Mid-Year Budget Adjustments. The Legislature 
has met in special session during the past three 
years to consider mid-year proposals to address 
budget shortfalls. However, there is no formal 
process in the Constitution to require that mid-
year corrective actions be taken when the budget 
falls out of balance. 

• Reserve Requirement. Reserve funds are 
typically used to cushion against unexpected 
budget shortfalls. The Constitution requires 
that the Legislature establish a prudent state 

reserve fund. It does not, however, specify the 
size of the reserve, or the conditions under 
which funds are placed into the reserve. 

• Debt-Related Provisions. The Constitution 
generally requires voter approval for debt backed 
by the state’s general taxing authority. Over the 
years, courts have ruled that certain types of 
borrowing (including short-term borrowing to 
cover cash shortfalls and some bonds repaid 
from specific revenue sources) can occur without 
voter approval. The Constitution also requires 
that bonds submitted to the voters for approval 
be for a “single object or work” as specified in 
the respective bond act. For example, in past 
years, voters have been asked to authorize bonds 
for such single objects as education facilities, 
water projects, or prison construction. 

Proposal 
This proposition amends the Constitution, 

making changes related to (1) the enactment and 
maintenance of a balanced state budget, (2) the 
establishment of specific reserve requirements, and 
(3) a restriction on future deficit-related borrowing. 
The provisions are discussed in more detail below. 

Balanced Budget Provisions 
This proposition requires that the state adopt a 

balanced budget and provides for mid-year adjustments 
in the event that the budget falls out of balance. 

Balanced Budget. In addition to the existing 
requirement that the Governor propose a balanced 
budget, this measure requires that the state enact a 
budget that is balanced. Specifically, estimated 
revenues would have to meet or exceed estimated 
expenditures in each year. 

Mid-Year Adjustments. Under this measure, if 
the Governor determines that the state is facing 
substantial revenue shortfalls or spending 
deficiencies, the Governor may declare a fiscal 
emergency. He or she would then be required to 
propose legislation to address the problem, and call 
the Legislature into special session for that purpose. 
If the Legislature fails to pass and send to the 
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The California Balanced Budget Act. 

ANALYSIS BY THE LEGISLATIVE ANALYST (CONT.)

Proposition 58 

Governor legislation to address the budget problem 
within 45 days, it would be prohibited from (1) 
acting on any other bills or (2) adjourning in joint 
recess until such legislation is passed. 

Reserve Requirement 
The proposal requires that a special reserve— 

called the Budget Stabilization Account (BSA)—be 
established in the state’s General Fund. 

Annual Transfers. A portion of estimated annual 
General Fund revenues would be transferred by the 
State Controller into the account no later than 
September 30 of each fiscal year. The specific 
transfers are 1 percent (about $850 million) in 
2006–07, 2 percent (about $1.8 billion) in 
2007–08, and 3 percent (about $2.9 billion) in 
2008–09 and thereafter. These transfers would 
continue until the balance in the account reaches 
$8 billion or 5 percent of General Fund revenues, 
whichever is greater. The annual transfer 
requirement would be in effect whenever the 
balance falls below the $8 billion or 5 percent target. 
(Given the current level of General Fund revenues— 
approximately $75 billion—the required reserve 
level would likely be $8 billion for at least the next 
decade.) 

Suspension of Transfers. The annual transfers 
could be suspended or reduced for a fiscal year by an 
executive order issued by the Governor no later than 
June 1 of the preceding fiscal year. 

Allocation of Funds. Each year, 50 percent of 
the annual transfers into the BSA would be allocated 
to a subaccount that is dedicated to repayment 
of the deficit-recovery bond authorized by 
Proposition 57. These transfers would be made until 
they reach a cumulative total of $5 billion. Funds 
from this subaccount would be automatically spent 
for debt service on that bond. The remaining funds 
in the BSA would be available for transfer to the 
General Fund. 

Spending From the Account. Funds in the BSA 
could be transferred from this account to the 
General Fund through a majority vote of the 
Legislature and approval of the Governor. Spending 
of these monies from the General Fund could be 
made for various purposes—including to cover 
budget shortfalls—generally with a two-thirds vote 
of the Legislature (same as current law). 

Related Provisions in Proposition 56. 
Proposition 56 on this ballot also contains new, but 
different, requirements related to a state reserve 
fund. 

Prohibition Against Future Deficit Borrowing 
Subsequent to the issuance of the bonds 

authorized in Proposition 57, this proposal would 
prohibit most future borrowing to cover budget 
deficits. This restriction applies to general obligation 
bonds, revenue bonds, and certain other forms of 
long-term borrowing. The restriction does not apply 
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ANALYSIS BY THE LEGISLATIVE ANALYST (CONT.)

to certain other types of borrowing, such as 
(1) short-term borrowing to cover cash shortfalls in 
the General Fund (including revenue anticipation 
notes or revenue anticipation warrants currently 
used by the state), or (2) borrowing between state 
funds. 

Other Provisions 
This measure also states that: 

• With regard to the bond authorized by 
Proposition 57, the “single object or work” for 
which the Legislature may create debt 
includes—for that measure only—the one-time 
funding of the accumulated state budget deficit 
and other obligations, as determined by the 
Director of Finance. 

• Its provisions take effect only if Proposition 57 
on this ballot is also approved by the voters. 

Fiscal Effects 
This measure could have a variety of fiscal effects, 

depending on future budget circumstances and 
future actions taken by Governors and Legislatures. 
Possible fiscal effects include: 

• Balanced Budget and Debt Provisions. In 
recent years, as well as during difficult budget 
periods in the past, the Governor and 
Legislature have at times allowed accumulated 

budget deficits to carry over from one year to 
the next. This meant that spending reductions 
and/or revenue increases were less than what 
they otherwise would have been in those years. 
The provisions of this measure requiring a 
balanced budget and restricting borrowing 
would limit the state’s future use of this option. 
As a result, the state would in some cases have to 
take more immediate actions to correct 
budgetary shortfalls. 

• Reserve Requirement. The $8 billion reserve 
target established by this proposition is much 
larger than the amounts included in past budget 
plans. This larger reserve could be used to 
smooth state spending over the course of an 
economic cycle. That is, spending could be less 
during economic expansions (as a portion of the 
annual revenues are transferred into the reserve), 
and more during downturns (as the funds 
available in the reserve are used to “cushion” 
spending reductions that would otherwise be 
necessary). 

• Other Possible Impacts. The proposition could 
have a variety of other impacts on state finances. 
For example, to the extent that the measure 
resulted in more balanced budgets and less 
borrowing over time, the state would benefit 
financially from higher credit ratings and lower 
debt-service costs. 
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ARGUMENT in Favor of Proposition 58

Proposition 58 

State government spending in California is out of control. 
Over the past three years, state spending has significantly 
exceeded state revenues. 

Proposition 58 will require the Governor and the 
California State Legislature to ENACT a BALANCED 
BUDGET. Right now, the Governor is only required to 
propose, not enact, a balanced budget. This loophole has led 
to the huge budget deficits that plague California. 

The California Balanced Budget Act: 

WILL require a BALANCED BUDGET; 

WILL require that SPENDING NOT EXCEED INCOME 
each fiscal year; 

WILL require general funds to be put in a “Rainy Day” fund to 
build a RESERVE to protect California from future economic 
downturns. The Budget Stabilization Account will also be used 
to pay off the California Economic Recovery Bond early; 

WILL allow the Governor to call a fiscal emergency if 
revenues drop below expenditures or if expenditures exceed 
revenues; and 

WILL prohibit the Legislature from acting on other legislation 
or adjourning if they fail to pass legislation to address the crisis. 

California faces unprecedented budget deficits. Overspending 
has led to serious shortfalls which threatens the state’s ability to 
pay its bills and access financial markets. This proposition is a 
safeguard against this EVER HAPPENING AGAIN. 
Proposition 58 will prevent the Legislature from ENACTING 
BUDGETS THAT SPEND MORE MONEY THAN WE HAVE. 

The California Balanced Budget Act will require, for 
the first time, the Governor and the Legislature to pass a 

BALANCED BUDGET. This proposition, along with the 
California Economic Recovery Bond Act, will give us the 
tools we need to resolve California’s budget crisis. 

As California faced unprecedented budget deficits for the 
last 3 years, the problem was ignored, spending exceeded 
revenues, and there was no process in place to address the 
fiscal crisis. Proposition 58 will allow the Governor to call a 
Special Session of the Legislature to deal with future 
fiscal crises. If the Legislature fails to act within 45 days, 
then they will not be able to recess and they will not be able 
to pass any other legislation. This will force the Governor 
and the Legislature to work together to find a solution to 
the problem BEFORE IT IS TOO LATE. 

The California Recovery Bond, Proposition 57, and the 
California Balanced Budget Act, Proposition 58, together 
will give California’s leaders the tools necessary to restore 
confidence in the financial management of the State. 

Please join Governor Arnold Schwarzenegger, State 
Controller Steve Westly, Superintendent of Public 
Instruction Jack O’Connell, the California Chamber of 
Commerce, the California Taxpayers’ Association, and all 
80 members of the California State Assembly—both 
Republicans and Democrats—and support Proposition 58. 

ARNOLD SCHWARZENEGGER, Governor
State of California

HERB J. WESSON, JR., Speaker
California State Assembly

JENNY OROPEZA, Chairwoman
Assembly Budget Committee

the budget— . 

RICHARD RIDER, Chair 

JOE ARMENDARIZ, 

REBUTTAL to Argument in Favor of Proposition 58 
Reject this ruse! Remember the original deal we were 

promised by Arnold? Vote for a huge $15 billion bond to 
pay for past mistakes, and we’ll pass a solid spending limit 
so this mess doesn’t happen again. 

Prop. 57 gives us the bonds, but Prop. 58 does NOT give 
us ANY spending limit. The Legislature is free to continue 
spending like crazy, sticking us with higher taxes and more 
debt. All pain for no gain. If we approve this toothless 
“plan,” then perhaps we’ll owe Gray Davis an apology! 

Yes, the budget will be “balanced,” but by law the 
California budget ALREADY has to be balanced. The 
problem is HOW it is balanced. Prop. 58 does NOT protect 
us from the sleazy methods currently employed to balance 

accounting tricks and short-term borrowing
Proponents claim that Prop. 58 requires that “spending 

not exceed income each fiscal year.” This statement is 
factually incorrect, and they know it. As in the past, short-

term borrowing allows spending in excess of revenues 
received. 

Yes, the entire State Assembly voted for this measure. But 
we remember another bill that received such unanimous 
bipartisan approval—the terribly flawed electricity 
deregulation bill that cost us billions and billions of dollars. 

Prop. 58 does nothing except justify selling bonds. The 
vaunted budget reserve is largely unprotected. Prop. 58 
includes NO SPENDING LIMITS, leaving the door wide 
open to more borrowing and higher taxes. 

Force Sacramento to sober up. Vote NO on Prop. 58. 

San Diego Tax Fighters 
BRUCE HENDERSON, President 

Association of Concerned Taxpayers 
Executive Director 

Santa Barbara County Taxpayers Association 

14 Arguments Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official agency. 968
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ARGUMENT Against Proposition 58
The same legislature that created the biggest budget 

deficit in California’s history now wants to paper over that 
deficit by borrowing $15 billion, at a total cost of over 
$2,000 per California family. 

Our California Constitution prohibits them from doing 
so. Since 1849, the “single object or work” provision of the 
Constitution has limited long-term borrowing to projects 
like schools, parks, or water projects that will serve coming 
generations. Prop. 58 sweeps that provision aside, and 
allows them to do what no generation in California’s 
history has ever done—steal from the future. 

At a time when our state has the lowest credit rating in the 
nation—challenging Singapore and Malaysia—they want to 
borrow $15 billion more to pay for their own 
mistakes—AND STICK YOU WITH THE BILL. Our 
Constitution won’t let them. But Prop. 58 shreds that 
provision, making it possible for them to plunge us $15 billion 
deeper into debt. That is the real purpose of Prop. 58. 

They have the audacity to call it a “Balanced Budget Act.” 
How can they do that? Simple. They suspended the law that 
guarantees you an unbiased ballot title and summary— 
instead literally writing it themselves. Daniel Weintraub, 
perhaps the most respected newspaper columnist in 
California, writes that “the balanced-budget requirement doesn’t 
actually require that lawmakers approve a balanced budget.” 

Don’t be fooled. California’s Constitution already 
prohibits long-term borrowing from being used to balance 
the budget. That’s the part they’re suspending! We’ve gotten 
into this mess because of short-term borrowing—and short-
term borrowing is exempt from Prop. 58. As Weintraub says, 
Prop. 58 “does not outlaw borrowing to paper over a deficit.” 

California already has a prudent reserve requirement in 
current law—legislatures and governors have ignored it. 
Prop. 58 allows them to continue to ignore it. Weintraub: 
“The governor could suspend transfers into the reserve at any 
time. And the Legislature could transfer money out of the 
reserve . . . at any time.” It is no protection at all! 

The Governor ALREADY has the power to call the 
Legislature into session to address a developing budget 
shortfall. This initiative requires the Legislature to take 
action before it can move on to other business. But it is 
LOOPHOLE-RIDDEN. Weintraub writes: “As long as they 
passed any bill to address the shortfall, they could continue as 
usual, even if the governor vetoed their approach. In practice, 
such a provision is unlikely to yield anything very different from 
the stalemates we see today.” 

If they were serious about a balanced budget, they’d 
restore the Governor’s power to make mid-year spending 
reductions to keep the budget in balance. If they were 
serious about spending restraint, they’d restore the Gann 
Spending Limit that produced a decade of balanced 
budgets and prudent reserves from 1979 until 1990. 

But they’re only serious about one thing—they want to 
borrow more money, and this amendment gives them the power 
to do so. 

RICHARD RIDER, Chair
San Diego Tax Fighters

BRUCE HENDERSON, President
Association of Concerned Taxpayers

JOE ARMENDARIZ, Executive Director
Santa Barbara County Taxpayers Association
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REBUTTAL to Argument Against Proposition 58 
Don’t be fooled by the opponents. The California Taxpayers 

Association supports the California Balanced Budget Act. 

Proposition 58 WILL REQUIRE A BALANCED 
BUDGET for the first time. State government spending in 
California is out of control. Over the past three years, state 
spending has significantly exceeded state revenues. 

Under Proposition 58, the Governor and the California 
State Legislature ENACT BALANCED 
BUDGET. It will CLOSE A LOOPHOLE that was used 
to create the huge deficit. 

Governor Schwarzenegger’s Economic 
Recovery Plan includes both Propositions 57 and 58. 
Combined, the two measures will allow California to 
refinance its debt and prevent such a situation from EVER 
HAPPENING AGAIN. We should not be allowed to 
SPEND MORE MONEY THAN WE HAVE. 

Proposition 58 requires the Legislature to enact a 
balanced budget and if circumstances change after they 

pass the budget, the Governor is required to call them into 
special session to make mid-year changes to the budget, so 
that we end the year with A BALANCED BUDGET. And 
Proposition 58 prohibits the Legislature from acting on 
any new legislation until the budget is balanced again. 

Proposition 58 does not change the Gann Spending 
Limit. It is still the law, the BALANCED BUDGET ACT 
provides a new tool in the fight against overspending. 

Proposition 58 prohibits borrowing for future deficits. 
Proposition 58 requires building a reserve
$8 billion. Please support the California Recovery Plan 
and vote YES ON PROPOSITIONS 57 and 58. 

ARNOLD SCHWARZENEGGER, Governor 
State of California 

BILL HAUCK, Chairman 
California Constitution Revision Commission 

ALLAN ZAREMBERG, Chairman 
California Chamber of Commerce 

Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official agency. Arguments 15 969



16 State Bond Debt

AN OVERVIEW OF STATE BOND DEBT Prepared by the Legislative Analyst

This section provides an overview of the state’s
current bond debt. It also discusses the impact the
bond measures on this ballot would, if approved,
have on this debt level and the costs of paying it off.

Background
What Is Bond Financing? Bond financing is a

type of long-term borrowing that the state uses to
raise money for various purposes. The state obtains
this money by selling bonds to investors. In
exchange, it agrees to repay this money, with interest,
according to a specified schedule.

Why Are Bonds Used? The state has traditionally
used bonds to finance major capital outlay projects
such as roads, educational facilities, prisons, parks,
water projects, and office buildings. This is done
mainly because these facilities provide services for
many years and their large dollar costs can be
difficult to pay all at once. Recently, however, the
state has also used bond financing to help close
major shortfalls in its General Fund budget.

What Types of Bonds Does the State Sell? The
state sells three major types of bonds. These include:

• General Fund-Supported Bonds. These are paid
off from the state’s General Fund, which is
largely supported by tax revenues. Such bonds
take two forms. The majority are general
obligation bonds. These must be approved by the
voters and their repayment is guaranteed in the
State Constitution. The second type is lease-
revenue bonds. These do not require voter
approval, are not guaranteed, and are paid off
from lease payments (primarily from the General
Fund) by state agencies using the facilities they
finance. As a result, they have somewhat higher
interest costs than general obligation bonds.

• Traditional Revenue Bonds. These also finance
capital projects but are not supported by the
General Fund. Rather, they are paid off from a
designated revenue stream—usually generated
by the projects they finance, such as bridge tolls.
These bonds also do not require voter approval.

• Budget-Related Bonds. During the past two
years, the Governor and Legislature authorized
other bonds to help address the state’s budget
problem. These included a $10.7 billion deficit-
financing bond enacted in 2003 to pay off the
state’s deficit. This bond, which is currently
being challenged in the courts, has not yet been
sold. The cost of repaying principal and interest
on this bond would be borne by the state’s
General Fund.

What Are the Direct Costs of Bond Financing?
The state’s cost for using bonds depends primarily on
their interest rates and the time period over which
they are repaid. For example, most general obligation
bonds are paid off over a 30-year period. Assuming
current tax-exempt interest rates for such bonds
(about 5.25 percent), the cost of paying them off
over 30 years is about $2 for each dollar borrowed—
$1 for the dollar borrowed and $1 for interest. 
This cost, however, is spread over the entire 
30-year period, so the cost after adjusting for
inflation is considerably less—about $1.25 for each 
$1 borrowed.

The State’s Current Debt Situation
Amount of General Fund Debt. As of November

2003, the state had about $36 billion of General
Fund bond debt outstanding—about $29 billion of
general obligation bonds and $7 billion of lease-
revenue bonds. In addition, the state has not yet sold
about $21 billion of authorized bonds, either
because the projects involved have not yet been
started or those in progress have not yet reached their
major construction phase. (This total does not
include the authorized $10.7 billion deficit-
financing bond.)

General Fund Debt Payments. We estimate that
General Fund debt payments will be about $2.5
billion in 2003–04. This amount is lower than it
otherwise would be because of the deferral of certain
bond principal repayments to help deal with the
General Fund’s budget shortfall. Absent these one-

This overview of state bond debt replaces a similar analysis in the principal ballot pamphlet.This overview discusses the
impact of the two bond measures on the ballot—Proposition 55 (education facilities) and Proposition 57 (budget deficit).
The latter measure qualified for the ballot after the printing deadline for the principal ballot pamphlet.
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time impacts, debt payments will increase to about
$3.5 billion in 2004–05. As previously authorized
but currently unsold bonds are marketed,
outstanding bond debt costs would rise to
approximately $4.1 billion in 2007–08, and slowly
decline thereafter if no new bonds are authorized. 

Debt-Service Ratio. The level of General Fund
debt payments stated as a percentage of state
revenues is referred to as the state’s debt-service ratio.
This ratio increased in the early 1990s and peaked at
slightly over 5 percent in the middle of the decade.
The ratio currently stands at about 3.3 percent, and
is expected to increase to 4.6 percent in 2004–05,
and further to a peak of 4.9 percent in 2005–06 as
currently authorized bonds are sold. 

Effects of Bond Propositions on This Ballot
There are two bond measures on this ballot:

• Proposition 55, which would authorize the state
to issue $12.3 billion of general obligation bonds
for construction and renovation of public K–12
schools and higher education facilities.

• Proposition 57, which would authorize the state
to issue a $15 billion bond to address the state’s
budget shortfall. This bond would be used
instead of the currently authorized $10.7 billion
deficit-financing bond. 

The impacts of these measures on the state’s debt
situation are discussed below.

Impacts on Debt Payments. If the $12.3 billion in
bonds for education facilities authorized by
Proposition 55 on this ballot are approved and
eventually sold, there would be additional debt-
service payments averaging over $800 million a year
over the life of the bond. The currently authorized

deficit-financing bond would, if sold, result in $2.4
billion in added General Fund costs in 2004–05,
increasing moderately each year until the bonds are
paid off (in roughly five years). If the $15 billion in
bonds authorized by Proposition 57 is used instead
of the currently authorized deficit-financing bond,
the annual debt-service costs would be $1.2 billion
in 2004–05, increasing moderately in subsequent
years. (If the supplemental payments from the
budget reserve established by Proposition 58 were
included, annual payments could be higher in
individual years.) Because of the lower annual debt
repayment amounts and larger volume, however,
these debt-service costs on the proposed bond would
be in place for a longer time period—anywhere from
nine to 14 years.

Impacts on Debt-Service Ratio. If the $12.3
billion in education bonds on this ballot are
approved and eventually sold, the ratio would
increase to about 5.3 percent in 2006–07 and
decline thereafter. If the debt service on the currently
authorized deficit-financing bond is included in this
calculation, the total debt-service ratio would jump
to between 8 percent and 8.5 percent per year until
the bond is paid off (probably in 2009–10). If,
however, the bond proposed in Proposition 57 is
approved and sold instead of the currently
authorized bond, the ratio would increase by less in
the near term—to between 6.4 percent and 6.9
percent annually between 2004–05 and 2008–09.
However, this higher ratio would remain in place for
a longer time period, since the proposed bond would
take longer to pay off. (If supplemental payments
from the budget reserve created by Proposition 58
are included, the ratio could be higher in individual
years.)
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Proposition 57

This law proposed by Assembly Bill 9 of the 2003–2004 Fifth
Extraordinary Session (Chapter 2, 2003–2004 Fifth Extraordinary
Session) is submitted to the people in accordance with the provisions of
Article XVI of the California Constitution.

This proposed law adds sections to the Government Code; therefore,
new provisions proposed to be added are printed in italic type to indicate
that they are new.

PROPOSED LAW

SEC. 3. Title 18 (commencing with Section 99050) is added to the
Government Code, to read:

TITLE 18. THE ECONOMIC RECOVERY BOND ACT

CHAPTER 1. GENERAL PROVISIONS

99050. (a) This title shall be known and may be cited as the
Economic Recovery Bond Act.

(b) The Legislature finds and declares that it is essential to the public
welfare that an efficient, equitable, and alternative source of funding be estab-
lished in order to preserve public education and critical health and safety pro-
grams that otherwise could not be funded in light of the accumulated state
budget deficit, and that securing the availability of the proceeds of the bonds
proposed to be issued and sold pursuant to this title is the most efficient, equi-
table, and economical means available.

99051. As used in this title, the following terms have the following
meanings:

(a) (1) ‘‘Accumulated state budget deficit’’ has the same meaning as in
Section 1.3 of Article XVI of the California Constitution.

(2) The amount referred to in paragraph (1) shall be as certified by the
Director of Finance.

(b) ‘‘Ancillary obligation’’ means an obligation of the state entered into
in connection with any bonds issued under this title, including the following:

(1) A credit enhancement or liquidity agreement, including any credit
enhancement or liquidity agreement in the form of bond insurance, letter of
credit, standby bond purchase agreement, reimbursement agreement, liquidity
facility, or other similar arrangement.

(2) A remarketing agreement.
(3) An auction agent agreement.
(4) A broker-dealer agreement or other agreement relating to the mar-

keting of the bonds.
(5) An interest rate or other type of swap or hedging contract.
(6) An investment agreement, forward purchase agreement, or similar

structured investment contract.
(c) ‘‘Committee’’ means the Economic Recovery Financing Committee

created pursuant to Section 99055.
(d) ‘‘Fund’’ means the Economic Recovery Fund created pursuant to

Section 99060.
(e) ‘‘Resolution’’ means any resolution, trust agreement, indenture, cer-

tificate, or other instrument authorizing the issuance of bonds pursuant to this
title and providing for their security and repayment.

(f ) ‘‘Trustee’’ means the Treasurer or a bank or trust company within or
without the state acting as trustee for any issue of bonds under this title and, if
there is more than one issue of bonds, the term means the trustee for each issue
of bonds, respectively. If there are cotrustees for an issue of bonds, ‘‘trustee’’
means those cotrustees collectively.

CHAPTER 2. ECONOMIC RECOVERY
FINANCING COMMITTEE

99055. (a) Solely for the purpose of authorizing the issuance and sale
pursuant to the State General Obligation Bond Law of the bonds authorized
by this title and the making of those determinations and the taking of other
actions as are authorized by this title, the Economic Recovery Financing
Committee is hereby created. For purposes of this title, the Economic Recovery
Financing Committee is ‘‘the committee’’ as that term is used in the State
General Obligation Bond Law (Chapter 4 (commencing with Section 16720)
of Part 3 of Division 4 of Title 2).

(b) The committee consists of all of the following members:
(1) The Governor or his or her designee.
(2) The Director of Finance.
(3) The Treasurer.
(4) The Controller.
(5) The Secretary of Business, Transportation and Housing.
(6) The Director of General Services.
(7) The Director of Transportation.
(c) Notwithstanding any other provision of law, any member may des-

ignate a deputy to act as that member in his or her place and stead for all pur-
poses, as though the member were personally present.

(d) The Legislature finds and declares that each member of the commit-
tee has previously acted as a member of a similar finance committee.

(e) A majority of the members of the committee shall constitute a quo-
rum of the committee and may act for the committee.

(f ) The Director of Finance shall serve as chairperson of the committee.

CHAPTER 3. ECONOMIC RECOVERY FUND

99060. (a) The proceeds of bonds issued and sold pursuant to this title
shall be deposited in the Economic Recovery Fund, which is hereby established
in the State Treasury.

(b) Moneys in the fund shall be invested in the Surplus Money
Investment Fund, and any income from that investment shall be credited to the
fund.

(c) Except for amounts necessary to pay costs of issuance, administrative
costs, and any other costs payable in connection with the bonds, and to retire
or refund bonds issued and sold pursuant to this title or bonds issued and sold
under Title 17 (commencing with Section 99000), the remaining balance of
the fund, as determined by the committee, shall be transferred to the General
Fund to fund the purposes set forth in this title.

99062. Out of the first money realized from the sale of bonds as pro-
vided in this chapter, there shall be redeposited in the General Obligation
Bond Expense Revolving Fund, established by Section 16724.5, the amount of
all expenditures made for purposes specified in that section, and this money
may be used for the same purpose and repaid in the same manner whenever
additional bond sales are made.

99064. The proceeds of the bonds issued and sold pursuant to this
chapter shall be available for the purpose of providing an efficient, equitable,
and economical means of doing both of the following:

(a) Funding the accumulated state budget deficit, which may be accom-
plished in part by refunding or repaying bonds issued pursuant to Title 17
(commencing with Section 99000).

(b) Paying costs relating to the issuance of bonds under this title, includ-
ing, but not limited to, providing reserves, capitalized interest, and the costs of
obtaining or entering into any ancillary obligation, costs associated with the
repayment or refunding of the fiscal recovery bonds issued pursuant to Title 17
(commencing with Section 99000), and administrative and other costs associ-
ated with implementing the purposes of this title.

CHAPTER 4. BOND PROVISIONS

99065. (a) Subject to subdivision (b), bonds in the total amount of
fifteen billion dollars ($15,000,000,000), not including the amount of any
refunding bonds issued in accordance with Section 99075, or so much thereof
as is necessary, may be issued and sold to provide a fund to be used for carry-
ing out the purposes expressed in this title and to reimburse the General
Obligation Bond Expense Revolving Fund, pursuant to Section 16724.5. The
bonds, when sold, shall be and constitute a valid and binding obligation of the
State of California, and the full faith and credit of the State of California is
hereby pledged for the punctual payment of both principal of, and interest on,
the bonds as the principal and interest become due and payable. Additionally,
the bonds, when sold, shall be secured by a pledge of revenues and any other
amounts in the Fiscal Recovery Fund created pursuant to Section 99008. The
bonds may be secured by different lien priorities on amounts in the Fiscal
Recovery Fund.

(b) The amount of bonds that may be issued and sold pursuant to sub-
division (a) shall be reduced by the amount of bonds issued pursuant to Title
17 (commencing with Section 99000), and by the amount of bonds issued

TEXT OF PROPOSED LAWS
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pursuant to the California Pension Obligation Financing Act (Chapter 7
(commencing with Section 16910) of Part 3 of Division 4 of Title 2), except
to the extent those bonds will be retired, defeased, or redeemed with the pro-
ceeds of bonds authorized by this title.

(c) Pursuant to this section, the Treasurer shall sell the bonds authorized
by the committee. The bonds shall be sold upon the terms and conditions spec-
ified in a resolution to be adopted by the committee pursuant to Section 16731
and Section 99070. Whenever the committee deems it necessary for an effec-
tive sale of the bonds, the committee may authorize the Treasurer to sell any
issue of bonds at less than their par value. Notwithstanding Section 16754.3,
the discount with respect to any issue of the bonds shall not exceed 3 percent of
the par value thereof, net of any premium.

99066. The bonds authorized by this title shall be prepared, executed,
issued, sold, paid, and redeemed as provided in the State General Obligation
Bond Law (Chapter 4 (commencing with Section 16720) of Part 3 of
Division 4 of Title 2), and all of the provisions of that law, except subdivisions
(a) and (b) of Section 16727 or any other provision in that law that is incon-
sistent with the terms of this title, apply to the bonds and to this title and are
hereby incorporated in this title as though set forth in full in this title.

99067. For purposes of this title, the Department of Finance is desig-
nated the ‘‘board’’ as that term is used in the State General Obligation Bond
Law.

99069. Notwithstanding any other provision of this title, or of the
State General Obligation Bond Law, if the Treasurer sells bonds pursuant to
this title that include a bond counsel opinion to the effect that the interest on
the bonds is excluded from gross income for federal tax purposes subject to des-
ignated conditions, the Treasurer may maintain separate accounts for the bond
proceeds invested and for the investment earnings on those proceeds, and may
use or direct the use of those proceeds or earnings to pay any rebate, penalty, or
other payment required under federal law or take any other action with respect
to the investment and use of those bond proceeds that is required or desirable
under federal law in order to maintain the tax-exempt status of those bonds
and to obtain any other advantage under federal law on behalf of the funds of
this state.

99070. (a) (1) The committee shall determine whether or not it is
necessary or desirable to issue bonds authorized pursuant to this title in order
to carry out the purposes of this title and, if so, the amount of bonds to be issued
and sold, the times at which the proceeds of the bonds authorized by this title
shall be required to be available, and those other terms and conditions for the
bonds authorized by this title as it shall determine necessary or desirable.

(2) In addition to all other powers specifically granted in this title and
the State General Obligation Bond Law, the committee may do all things nec-
essary or convenient to carry out the powers and purposes of this title, includ-
ing the approval of any indenture and any ancillary obligation relating to
those bonds, and the delegation of necessary duties to the chairperson, and to
the Treasurer as agent for sale of the bonds.

(3) The committee shall determine the amount of the bonds to be issued
so that the net proceeds of the bonds issued to fund the accumulated budget
deficit, when added to the net proceeds of any bonds issued pursuant to Title
17 (commencing with Section 99000) for that purpose, exclusive of bonds
issued pursuant to this title for the purpose of refunding bonds issued pursuant
to this title or Title 17 (commencing with Section 99000), will not exceed fif-
teen billion dollars ($15,000,000,000) in the aggregate. Nothing in this sec-
tion shall be construed to limit the ability of the committee to authorize the
issuance of any amount of bonds that it shall determine necessary or appropri-
ate to accomplish the purposes of this title, including the refunding or redemp-
tion of the bonds issued pursuant to Title 17 (commencing with Section
99000), subject to the limit on the total amount of bonds set forth in Section
99065.

(b) Successive issues of bonds may be authorized and sold to carry out
those actions progressively, and it is not necessary that all of the bonds author-
ized to be issued be sold at any one time. In addition to all other powers specif-
ically granted in this title and the State General Obligation Bond Law, the
committee may do all things necessary or convenient, including the delegation
of necessary duties to the chairperson and to the Treasurer as agent for sale of
the bonds, to carry out the powers and purposes of this title.

99071. The principal of and interest on the bonds and the payment
of any ancillary obligations shall be payable from and secured by a pledge of
all state sales and use tax revenues in the Fiscal Recovery Fund established pur-
suant to Section 99008 and any earnings thereon. To the extent that moneys

in the Fiscal Recovery Fund are deemed insufficient to make these payments,
pursuant to an estimate certified by the Director of Finance and approved by
the committee, there shall be collected each year and in the same manner and
at the same time as other state revenue is collected, in addition to the ordinary
revenues of the state, a sum in an amount required to pay the principal of, and
interest on, the bonds and the payment of any ancillary obligations for which
payment is authorized by this title and for which the full faith and credit of
the state has been pledged. It is the duty of all officers charged by law with any
duty in regard to the collection of the revenue to do and perform each and every
act that is necessary to collect that additional sum.

99072. (a) Notwithstanding Section 13340, there is hereby continu-
ously appropriated from the Fiscal Recovery Fund established pursuant to
Section 99008 an amount that will equal the total of the following:

(1) The sum annually necessary to pay the principal of, and interest on,
bonds issued and sold as described in Section 99070, as the principal and
interest become due and payable, together with any amount necessary to satis-
fy any reserve and coverage requirements in the resolution.

(2) The sum necessary to pay any ancillary obligations entered into in
connection with the bonds.

(3) Any trustee and other administrative costs incurred in connection
with servicing the bonds and ancillary obligations.

(4) Redemption, retirement, defeasance or purchase of any bonds as
authorized by the committee prior to their stated maturity dates.

(b) Notwithstanding Section 13340, if the funds appropriated by sub-
division (a) are estimated to be insufficient to meet the requirement specified
in paragraphs (1) to (4), inclusive, of subdivision (a), as approved pursuant to
Section 99071, there is hereby continuously appropriated from the General
Fund, for the purposes of this chapter, an amount that will provide sufficient
revenues to meet whatever requirements specified in paragraphs (1) to (4),
inclusive, of subdivision (a) cannot be met from revenues appropriated from
the Fiscal Recovery Fund.

(c) The sales and use tax revenues received pursuant to Sections 6051.5
and 6201.5 of the Revenue and Taxation Code and deposited into the Fiscal
Recovery Fund are hereby irrevocably pledged to the payment of principal and
interest on the bonds issued pursuant to this title, to payment of any ancillary
obligations, and to costs necessary for servicing and administering the bonds
and ancillary obligations. The Legislature may elect to deposit additional rev-
enues in the Fiscal Recovery Fund. The pledge of this subdivision shall vest
automatically upon execution and delivery of any resolution or agreement
relating to ancillary obligations, without the need for any notice or filing in
any office or location.

99074. All money deposited in the Economic Recovery Fund that is
derived from accrued interest on bonds sold shall be reserved in that fund and
shall be available for transfer to the Fiscal Recovery Fund as a credit to expen-
ditures for bond interest.

99075. The bonds may be refunded in accordance with Article 6
(commencing with Section 16780) of Chapter 4 of Part 3 of Division 4 of
Title 2, which is a part of the State General Obligation Bond Law. Approval
by the electors of the state for the issuance of the bonds described in this title
shall include approval of the issuance of any bonds issued to refund any bonds
originally issued under this title or any previously issued refunding bonds.

99076. The Legislature hereby finds and declares that, inasmuch as
the proceeds from the sale of bonds authorized by this title are not ‘‘proceeds of
taxes’’ as that term is used in Article XIII B of the California Constitution, the
disbursement of these proceeds is not subject to the limitations imposed by that
article.

99077. The state hereby pledges and agrees with the holders of any
bonds issued pursuant to this title that it will not reduce the rate of imposition
of either of the taxes imposed pursuant to Sections 6051.5 and 6201.5 of the
Revenue and Taxation Code, which generate the revenue deposited in the
Fiscal Recovery Fund.

SEC. 8. Sections 1 to 4.20, inclusive, of this act shall become oper-
ative only if both of the following occur:

(a) ACA 5 of the 2003–04 Fifth Extraordinary Session is submitted
to and approved by the voters at the March 2, 2004, statewide primary
election.

(b) The voters adopt the Economic Recovery Bond Act, as set forth
in Section 3 of this act.

Proposition 57 (cont.)
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Proposition 58

This amendment  proposed by Assembly Constitutional Amendment
5 of the 2003–2004 Fifth Extraordinary Session (Resolution Chapter 1,
2003–2004 Fifth Extraordinary Session) expressly amends the California
Constitution by adding sections thereto and amending sections thereof;
therefore, existing provisions proposed to be deleted are printed in strike-
out type and new provisions proposed to be added are printed in italic type
to indicate that they are new.

PROPOSED AMENDMENTS TO ARTICLES IV AND XVI

First—That Section 10 of Article IV is amended to read:
SEC. 10. (a) Each bill passed by the Legislature shall be presented

to the Governor. It becomes a statute if it is signed by the Governor. The
Governor may veto it by returning it with any objections to the house of
origin, which shall enter the objections in the journal and proceed to
reconsider it. If each house then passes the bill by rollcall vote entered in
the journal, two thirds two-thirds of the membership concurring, it
becomes a statute.

(b) (1) Any bill, other than a bill which would establish or change
boundaries of any legislative, congressional, or other election district,
passed by the Legislature on or before the date the Legislature adjourns for
a joint recess to reconvene in the second calendar year of the biennium of
the legislative session, and in the possession of the Governor after that date,
that is not returned within 30 days after that date becomes a statute.

(2) Any bill passed by the Legislature before September 1 of the sec-
ond calendar year of the biennium of the legislative session and in the pos-
session of the Governor on or after September 1 that is not returned on or
before September 30 of that year becomes a statute.

(3) Any other bill presented to the Governor that is not returned
within 12 days becomes a statute.

(4) If the Legislature by adjournment of a special session prevents
the return of a bill with the veto message, the bill becomes a statute unless
the Governor vetoes the bill within 12 days after it is presented by deposit-
ing it and the veto message in the office of the Secretary of State.

(5) If the 12th day of the period within which the Governor is
required to perform an act pursuant to paragraph (3) or (4) of this subdi-
vision is a Saturday, Sunday, or holiday, the period is extended to the next
day that is not a Saturday, Sunday, or holiday.

(c) Any bill introduced during the first year of the biennium of the
legislative session that has not been passed by the house of origin by
January 31 of the second calendar year of the biennium may no longer be
acted on by the house. No bill may be passed by either house on or after
September 1 of an even-numbered year except statutes calling elections,
statutes providing for tax levies or appropriations for the usual current
expenses of the State, and urgency statutes, and bills passed after being
vetoed by the Governor.

(d) The Legislature may not present any bill to the Governor after
November 15 of the second calendar year of the biennium of the legisla-
tive session.

(e) The Governor may reduce or eliminate one or more items of
appropriation while approving other portions of a bill. The Governor shall
append to the bill a statement of the items reduced or eliminated with the
reasons for the action. The Governor shall transmit to the house originat-
ing the bill a copy of the statement and reasons. Items reduced or eliminat-
ed shall be separately reconsidered and may be passed over the Governor’s
veto in the same manner as bills.

(f ) (1) If, following the enactment of the budget bill for the 2004–05
fiscal year or any subsequent fiscal year, the Governor determines that, for that
fiscal year, General Fund revenues will decline substantially below the estimate
of General Fund revenues upon which the budget bill for that fiscal year, as
enacted, was based, or General Fund expenditures will increase substantially
above that estimate of General Fund revenues, or both, the Governor may issue
a proclamation declaring a fiscal emergency and shall thereupon cause the
Legislature to assemble in special session for this purpose. The proclamation
shall identify the nature of the fiscal emergency and shall be submitted by the
Governor to the Legislature, accompanied by proposed legislation to address the
fiscal emergency.

(2) If the Legislature fails to pass and send to the Governor a bill or bills
to address the fiscal emergency by the 45th day following the issuance of the

proclamation, the Legislature may not act on any other bill, nor may the
Legislature adjourn for a joint recess, until that bill or those bills have been
passed and sent to the Governor.

(3) A bill addressing the fiscal emergency declared pursuant to this sec-
tion shall contain a statement to that effect.

Second—That Section 12 of Article IV is amended to read:
SEC. 12. (a) Within the first 10 days of each calendar year, the

Governor shall submit to the Legislature, with an explanatory message, a
budget for the ensuing fiscal year containing itemized statements for rec-
ommended state expenditures and estimated state revenues. If recom-
mended expenditures exceed estimated revenues, the Governor shall rec-
ommend the sources from which the additional revenues should be pro-
vided.

(b) The Governor and the Governor-elect may require a state
agency, officer, or employee to furnish whatever information is deemed
necessary to prepare the budget.

(c) (1) The budget shall be accompanied by a budget bill itemizing
recommended expenditures. The

(2) The budget bill shall be introduced immediately in each house by
the persons chairing the committees that consider appropriations. The the
budget.

(3) The Legislature shall pass the budget bill by midnight on June 15
of each year. Until

(4) Until the budget bill has been enacted, the Legislature shall not
send to the Governor for consideration any bill appropriating funds for
expenditure during the fiscal year for which the budget bill is to be enact-
ed, except emergency bills recommended by the Governor or appropria-
tions for the salaries and expenses of the Legislature.

(d) No bill except the budget bill may contain more than one item
of appropriation, and that for one certain, expressed purpose.
Appropriations from the General Fund of the State, except appropriations
for the public schools, are void unless passed in each house by rollcall vote
entered in the journal, two thirds two-thirds of the membership concur-
ring.

(e) The Legislature may control the submission, approval, and
enforcement of budgets and the filing of claims for all state agencies.

(f ) For the 2004–05 fiscal year, or any subsequent fiscal year, the
Legislature may not send to the Governor for consideration, nor may the
Governor sign into law, a budget bill that would appropriate from the General
Fund, for that fiscal year, a total amount that, when combined with all appro-
priations from the General Fund for that fiscal year made as of the date of the
budget bill’s passage, and the amount of any General Fund moneys transferred
to the Budget Stabilization Account for that fiscal year pursuant to Section 20
of Article XVI, exceeds General Fund revenues for that fiscal year estimated as
of the date of the budget bill’s passage. That estimate of General Fund revenues
shall be set forth in the budget bill passed by the Legislature.

Third—That Section 1.3 is added to Article XVI thereof, to read:
SEC. 1.3. (a) For the purposes of Section 1, a ‘‘single object or work,’’

for which the Legislature may create a debt or liability in excess of three hun-
dred thousand dollars ($300,000) subject to the requirements set forth in
Section 1, includes the funding of an accumulated state budget deficit to the
extent, and in the amount, that funding is authorized in a measure submitted
to the voters at the March 2, 2004, statewide primary election.

(b) As used in subdivision (a), ‘‘accumulated state budget deficit’’ means
the aggregate of both of the following, as certified by the Director of Finance:

(1) The estimated negative balance of the Special Fund for Economic
Uncertainties arising on or before June 30, 2004, not including the effect of
the estimated amount of net proceeds of any bonds issued or to be issued pur-
suant to the California Fiscal Recovery Financing Act (Title 17 (commencing
with Section 99000) of the Government Code) and any bonds issued or to be
issued pursuant to the measure submitted to the voters at the March 2, 2004,
statewide primary election as described in subdivision (a).

(2) Other General Fund obligations incurred by the State prior to June
30, 2004, to the extent not included in that negative balance.

(c) Subsequent to the issuance of any state bonds described in subdivi-
sion (a), the State may not obtain moneys to fund a year-end state budget
deficit, as may be defined by statute, pursuant to any of the following: (1)
indebtedness incurred pursuant to Section 1 of this article, (2) a debt obliga-
tion under which funds to repay that obligation are derived solely from a des-
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Proposition 58 (cont.)

ignated source of revenue, or (3) a bond or similar instrument for the borrow-
ing of moneys for which there is no legal obligation of repayment. This subdi-
vision does not apply to funding obtained through a short-term obligation
incurred in anticipation of the receipt of tax proceeds or other revenues that
may be applied to the payment of that obligation, for the purposes and not
exceeding the amounts of existing appropriations to which the resulting pro-
ceeds are to be applied. For purposes of this subdivision, ‘‘year-end state budg-
et deficit’’ does not include an obligation within the accumulated state budget
deficit as defined by subdivision (b).

Fourth—That Section 20 is added to Article XVI thereof, to read:
SECTION 20. (a) The Budget Stabilization Account is hereby creat-

ed in the General Fund.
(b) In each fiscal year as specified in paragraphs (1) to (3), inclusive, the

Controller shall transfer from the General Fund to the Budget Stabilization
Account the following amounts:

(1) No later than September 30, 2006, a sum equal to 1 percent of the
estimated amount of General Fund revenues for the 2006–07 fiscal year.

(2) No later than September 30, 2007, a sum equal to 2 percent of the
estimated amount of General Fund revenues for the 2007–08 fiscal year. 

(3) No later than September 30, 2008, and annually thereafter, a sum
equal to 3 percent of the estimated amount of General Fund revenues for the
current fiscal year. 

(c) The transfer of moneys shall not be required by subdivision (b) in
any fiscal year to the extent that the resulting balance in the account would
exceed 5 percent of the General Fund revenues estimate set forth in the budget
bill for that fiscal year, as enacted, or eight billion dollars ($8,000,000,000),
whichever is greater. The Legislature may, by statute, direct the Controller, for
one or more fiscal years, to transfer into the account amounts in excess of the
levels prescribed by this subdivision.

(d) Subject to any restriction imposed by this section, funds transferred
to the Budget Stabilization Account shall be deemed to be General Fund rev-
enues for all purposes of this Constitution.

(e) The transfer of moneys from the General Fund to the Budget
Stabilization Account may be suspended or reduced for a fiscal year as speci-
fied by an executive order issued by the Governor no later than June 1 of the
preceding fiscal year.

(f ) (1) Of the moneys transferred to the account in each fiscal year, 50
percent, up to the aggregate amount of five billion dollars ($5,000,000,000)
for all fiscal years, shall be deposited in the Deficit Recovery Bond Retirement
Sinking Fund Subaccount, which is hereby created in the account for the pur-
pose of retiring deficit recovery bonds authorized and issued as described in
Section 1.3, in addition to any other payments provided for by law for the pur-
pose of retiring those bonds. The moneys in the sinking fund subaccount are
continuously appropriated to the Treasurer to be expended for that purpose in
the amounts, at the times, and in the manner deemed appropriate by the
Treasurer. Any funds remaining in the sinking fund subaccount after all of the
deficit recovery bonds are retired shall be transferred to the account, and may
be transferred to the General Fund pursuant to paragraph (2).

(2) All other funds transferred to the account in a fiscal year shall not be
deposited in the sinking fund subaccount and may, by statute, be transferred to
the General Fund.

Fifth—That this measure shall become operative only if the bond
measure described in Section 1.3 of Article XVI of the Constitution, as
added by this measure, is submitted to and approved by the voters at the
March 2, 2004, statewide primary election.

Sixth—That this measure shall be submitted to the voters at the
March 2, 2004, statewide primary election.

TEXT OF PROPOSED LAWS
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SECRETARY OF STATE

Dear Fellow Voter:

This is the “Supplemental” Voter Information Guide. It contains
important information on measures that were placed on the ballot
too late to be included in the regular Voter Information Guide.
Please make sure you have both Guides.

This will be one of the most significant elections in many years and
your vote could make the difference. We all know that many recent
elections have been decided by just a handful of votes. Be sure to
make your voice heard by voting on November 2nd.

One of the easiest ways to make certain your vote will be cast 
is to vote by mail. This year, you can also become a Permanent
Absentee Voter. By applying for a permanent absentee ballot you
will be able to automatically vote by mail in every election. You 
can apply for an absentee ballot right now by visiting our website 
at www.MyVoteCounts.org or by contacting your local elections
official. Don’t delay. The last day to apply for an absentee ballot 
is October 26th, but to make sure you receive your ballot in time
you should apply as soon as possible.

Remember, you’re a Californian—your vote counts!
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2 | Voter Bill of Rights

VOTER BILL OF RIGHTS

1. You have the right to cast a ballot if you are a valid registered voter.
A valid registered voter means a United States citizen who is a resident in this state,
who is at least 18 years of age and not in prison or on parole for conviction of a
felony, and who is registered to vote at his or her current residence address.

2. You have the right to cast a provisional ballot if your name is not listed
on the voting rolls.

3. You have the right to cast a ballot if you are present and in line at the
polling place prior to the close of the polls.

4. You have the right to cast a secret ballot free from intimidation.

5. You have the right to receive a new ballot if, prior to casting your
ballot, you believe you made a mistake. 
If at any time before you finally cast your ballot, you feel you have made a mistake,
you have the right to exchange the spoiled ballot for a new ballot. Absentee voters
may also request and receive a new ballot if they return their spoiled ballot to an
elections official prior to the closing of the polls on Election Day.

6. You have the right to receive assistance in casting your ballot, if you
are unable to vote without assistance.

7. You have the right to return a completed absentee ballot to any
precinct in the county.

8. You have the right to election materials in another language, if there
are sufficient residents in your precinct to warrant production.

9. You have the right to ask questions about election procedures and
observe the elections process. 
You have the right to ask questions of the precinct board and election officials
regarding election procedures and to receive an answer or be directed to the
appropriate official for an answer. However, if persistent questioning disrupts the
execution of their duties, the board or election officials may discontinue
responding to questions.

10. You have the right to report any illegal or fraudulent activity to a local
elections official or to the Secretary of State’s Office.

If you believe you have been denied any of these rights, or if you are aware of any election 
fraud or misconduct, please call the Secretary of State’s confidential toll-free

VOTER PROTECTION HOTLINE
1-800-345-VOTE (8683)

Secretary of State | State of California
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Ballot Measure Summary | 3

For Additional Information

Summary
Requires voter approval for reduction of local fee/tax revenues.
Permits suspension of state mandate if no state reimbursement
to local government within 180 days after obligation deter-
mined. Fiscal Impact: Higher local government revenues than
otherwise would have been the case, possibly in the billions of
dollars annually over time. Any such local revenue impacts
would result in decreased resources to the state of similar
amounts.

BALLOT MEASURE SUMMARY

What Your Vote Means

Arguments

Yes

A YES vote on this measure
means: State authority over
local government finances
would be significantly restrict-
ed. In many cases, the state
could not change local gov-
ernmental finances without
approval by the voters at a
statewide election.

No

A NO vote on this measure
means: The state could con-
tinue to make changes in local
government finances without
voter approval at a statewide
election.

Pro Con

Our coalition submitted Prop.
65 to the voters, but we are
now supporting Prop. 1A—
a better, more flexible alterna-
tive to protect funding for 
local taxpayers and local
public safety services. Join
Governor Schwarzenegger,
police, fire, health care, and
local government leaders. Yes
on Prop. 1A. NO on Prop. 65.

For

No contact information
available.

Against

No contact information
available.

Local Government Funds, Revenues. 
State Mandates. 
Initiative Constitutional Amendment.

65
PROP

Summary
Ensures local property tax and sales tax revenues remain with
local government thereby safeguarding funding for public 
safety, health, libraries, parks, and other local services.
Provisions can only be suspended if the Governor declares a 
fiscal necessity and two-thirds of the Legislature concur. Fiscal
Impact:  Higher local government revenues than otherwise
would have been the case, possibly in the billions of dollars
annually over time. Any such local revenue impacts would result
in decreased resources to the state of similar amounts.

Protection of Local Government Revenues

What Your Vote Means

Arguments

For Additional Information

Yes

A YES vote on this measure
means: State authority over
local government finances
would be significantly restricted.

No

A NO vote on this measure
means: The state’s current
authority over local govern-
ment finances would not be
affected.

Pro

Prop. 1A is a historic, biparti-
san agreement that prevents
the State from taking and
using local tax dollars, which
local governments use for 
fire and paramedic response,
law enforcement, health care,
and other vital services. Join
Governor Schwarzenegger, fire-
fighters, law enforcement.
PROTECT LOCAL TAXPAY-
ERS AND PUBLIC SAFETY.
YES on 1A.

Con

Proposition 1A gives local
politicians a spending guaran-
tee without fiscal oversight. 
It allows the State to perma-
nently raid the property taxes
of school districts, but not 
the property taxes of cities
and counties. It locks in the
local sales tax rate in the
Constitution, preventing the
Legislature from ever lowering
it.

For

Yes on 1A Californians to
Protect Local Taxpayers
and Public Safety

1121 L Street, Suite 803
Sacramento, CA 95814
800-827-9086
info@yesonprop1A.com
www.yesonprop1A.com

Against

Carole Migden, Chairwoman
State Board of Equalization
601 Van Ness Ave., #E3-611
San Francisco, CA 94102

1A
PROP
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PROPOSITION

1A PROTECTION OF LOCAL GOVERNMENT
REVENUES

Protection of Local Government Revenues
• Protects local funding for public safety, health, libraries, parks, and other locally 

delivered services.

• Prohibits the State from reducing local governments’ property tax proceeds.

• Allows the provisions to be suspended only if the Governor declares a fiscal necessity
and two-thirds of the Legislature approve the suspension. Suspended funds must be
repaid within three years.

• Also requires local sales tax revenues to remain with local government and be spent for
local purposes.

• Requires the State to fund legislative mandates on local governments or suspend their
operation.

Summary of Legislative Analyst’s Estimate of Net State and Local Government 
Fiscal Impact:

• Significant changes to state authority over local finances. Higher local government rev-
enues than otherwise would have been the case, possibly in the billions of dollars annu-
ally over time. Any such local revenue impacts would result in decreased resources to
the state of similar amounts.

Final Votes Cast by the Legislature on SCA 4 (Proposition 1A)
Assembly: Ayes 64 Noes 13
Senate: Ayes 34 Noes  5

BACKGROUND

Local Government Funding
California cities, counties, and special districts

provide services such as fire and police protection,
water, libraries, and parks and recreation pro-
grams. Local governments pay for these programs
and services with money from local taxes, fees, and
user charges; state and federal aid; and other
sources. Three taxes play a major role in local
finance because they raise significant sums of gen-
eral-purpose revenues that local governments may
use to pay for a variety of programs and services.
These three taxes are the property tax, the uni-
form local sales tax, and the vehicle license fee
(VLF). Many local governments also impose
optional local sales taxes and use these revenues to
support specific programs, such as transportation.
Figure 1 provides information on these major rev-
enue sources.

ANALYSIS BY THE LEGISLATIVE ANALYST

4 | Title and Summary/Analysis

OFFICIAL TITLE AND SUMMARY Prepared by the Attorney General

State Authority Over Local Finance 
The State Constitution and existing statutes give

the Legislature authority over the taxes described
in Figure 1. For example, the Legislature has
some authority to change tax rates; items subject
to taxation; and the distribution of tax revenues
among local governments, schools, and communi-
ty college districts. The state has used this 
authority for many purposes, including increasing
funding for local services, reducing state costs,
reducing taxation, addressing concerns regarding
funding for particular local governments, and
restructuring local finance. Figure 2 describes
some of these past actions the Legislature has
taken.
Requirement to Reimburse for State Mandates

The State Constitution generally requires the
state to reimburse local governments, schools, and
community college districts when the state 
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ANALYSIS BY THE LEGISLATIVE ANALYST

Analysis | 5For text of Proposition 1A see page 16.

“mandates” a new local program or higher level of 
service. For example, the state requires local agen-
cies to post agendas for their hearings. As a man-
date, the state must pay local governments,
schools, and community college districts for their
costs to post these agendas. Because of the state’s
budget difficulties, the state has not provided in
recent years reimbursements for many mandated
costs. Currently, the state owes these local agencies
about $2 billion for the prior-year costs of state-
mandated programs. In other cases, the state has
“suspended” state mandates, eliminating both
local government responsibility for complying
with the mandate and the need for state reim-
bursements.

PROPOSAL

Limitations on Legislature’s Authority to Change
Local Revenues

This measure amends the State Constitution to
significantly reduce the state’s authority over

FIGURE 1

LOCAL GOVERNMENT TAXES

Property Tax

•Local governments receive general-purpose revenues from a
1 percent property tax levied on real property.

•During the 2003–04 fiscal year, local governments received
approximately $15 billion in property tax revenues. (An
additional $16 billion in property taxes went to schools and
community colleges.)

•There is wide variation in the share of property taxes
received by individual local governments. This variation
largely reflects differences among local agency property tax
rates during the mid-1970s, the period on which the state’s
property tax allocation laws are based.

Vehicle License Fee (VLF)

•The VLF is a tax levied annually on the value of vehicles
registered in the state.

•For about a half century, the VLF rate was 2 percent of
vehicle value. In 1999, the Legislature began reducing the
rate charged to vehicle owners, with the state “backfilling”
the resulting city and county revenue losses.

•During 2003–04, the VLF (set at a rate of 0.65 percent of
vehicle value) and the VLF backfill would have provided
about $5.9 billion to cities and counties. The state,
however, deferred payment of part of the backfill to 2006.

•Under current law, most VLF revenues are allocated to
counties for health and social services programs. Some VLF
revenues are allocated to cities for general purposes.

Local Sales Tax (Uniform)

•Cities and counties receive revenues from a uniform local
sales tax levied on the purchase price of most goods—such
as clothing, automobiles, and restaurant meals. This tax is
sometimes called the “Bradley-Burns” sales tax.

•During 2003–04, this tax was levied at a rate of 1.25
percent and generated about $5.9 billion.

•Under current law, 80 percent of sales tax revenues is
distributed to local governments based on where sales
occur—to a city if the sale occurs within its boundaries, or
to a county if the sale occurs in an unincorporated area.
The remaining 20 percent of local sales tax revenues is
allocated to counties for transportation purposes.

•Beginning in 2004–05, local governments will receive
additional property taxes to replace some local sales tax
revenues that are pledged to pay debt service on state
deficit-related bonds, approved by voters in March 2004.

Local Sales Tax (Optional)

•Cities and counties can impose certain additional sales
taxes for local purposes.

•During 2003–04, 40 jurisdictions levied these optional sales
taxes and generated about $3.1 billion.

•Most revenues are used for transportation purposes.

FIGURE 2

MAJOR STATE ACTIONS AFFECTING LOCAL FINANCE
Increasing Funding for Local Services. In 1979, the state shifted

an ongoing share of the property tax from schools and
community colleges to local governments (cities, counties,
and special districts). This shift limited local government
program reductions after the revenue losses resulting from
the passage of Proposition 13, but increased state costs to
backfill schools’ and community colleges’ property tax
losses.

Reducing State Costs. In 1992 and 1993, the state shifted an
ongoing share of property taxes from local governments to
schools and community colleges. In 2004, the state
enacted a similar two-year shift of property taxes ($1.3
billion annually) from local governments to schools and
community colleges. These shifts had the effect of reducing
local government resources and reducing state costs. The
state also reduced its costs by deferring payments to local
governments for state mandate reimbursements (most
notably in 2002, 2003, and 2004) and for a portion of the
vehicle license fee (VLF) “backfill” (2003), described below. 

Reducing Taxation. Beginning in 1999, the state reduced the
VLF rate to provide tax relief. The state backfilled the
resulting city and county revenue losses.

Addressing Concerns Regarding Funding for Specific Local
Governments. In the past, the state has at various times
adjusted the annual allocation of property taxes and VLF
revenues to assist cities that received very low shares of the
local property tax.

Restructuring Local Finance. In 2004, the state replaced city
and county VLF backfill revenues with property taxes
shifted from schools and community colleges.
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6 | Analysis

ANALYSIS BY THE LEGISLATIVE ANALYST (CONT.)

major local government revenue sources. Under
the measure the state could not:
• Reduce Local Sales Tax Rates or Alter the Method of

Allocation. The measure prohibits the state from:
reducing any local sales tax rate, limiting exist-
ing local government authority to levy a sales tax
rate, or changing the allocation of local sales tax
revenues. For example, the state could not
reduce a city’s uniform or optional sales tax rate,
or enact laws that shift sales taxes from a city to
the county in which it is located.

• Shift Property Taxes From Local Governments to
Schools or Community Colleges. The measure gen-
erally prohibits the state from shifting to schools
or community colleges any share of property tax
revenues allocated to local governments for any
fiscal year under the laws in effect as of
November 3, 2004. The measure also specifies
that any change in how property tax revenues
are shared among local governments within a
county must be approved by two-thirds of both
houses of the Legislature (instead of by majority
votes). For example, state actions that shifted a
share of property tax revenues from one local
special district to another, or from a city to the
county, would require approval by two-thirds of
both houses of the Legislature. Finally, the meas-
ure prohibits the state from reducing the prop-
erty tax revenues provided to cities and counties
as replacement for the local sales tax revenues
redirected to the state and pledged to pay debt
service on state deficit-related bonds approved
by voters in March 2004. 

• Decrease VLF Revenues Without Providing
Replacement Funding. If the state reduces the VLF
rate below its current level, the measure requires
the state to provide local governments with
equal replacement revenues. The measure also
requires the state to allocate VLF revenues to
county health and social services programs and
local governments. 
The measure provides two significant excep-

tions to the above restrictions regarding sales and
property taxes. First, beginning in 2008–09, the
state may shift to schools and community colleges
a limited amount of local government property tax
revenues if: the Governor proclaims that the shift
is needed due to a severe state financial hardship,
the Legislature approves the shift with a two-thirds
vote of both houses, and certain other conditions
are met. The state must repay local governments
for their property tax losses, with interest, within
three years. Second, the measure allows the state

to approve voluntary exchanges of local sales tax
and property tax revenues among local govern-
ments within a county.
State Mandates 

The measure amends the State Constitution to
require the state to suspend certain state laws cre-
ating mandates in any year that the state does not
fully reimburse local governments for their costs
to comply with the mandates. Specifically, begin-
ning July 1, 2005, the measure requires the state
to either fully fund each mandate affecting cities,
counties, and special districts or suspend the man-
date’s requirements for the fiscal year. This provi-
sion does not apply to mandates relating to
schools or community colleges, or to those man-
dates relating to employee rights.

The measure also appears to expand the circum-
stances under which the state would be responsi-
ble for reimbursing cities, counties, and special
districts for carrying out new state requirements.
Specifically, the measure defines as a mandate
state actions that transfer to local governments
financial responsibility for a required program for
which the state previously had complete or partial
financial responsibility. Under current law, some
such transfers of financial responsibilities may not
be considered a state mandate. 
Related Provisions in Proposition 65

Proposition 65 on this ballot contains similar
provisions affecting local government finance and
mandates. (The nearby box provides information
on the major similarities and differences between
these measures.) Proposition 1A specifically states
that if it and Proposition 65 are approved and
Proposition 1A receives more yes votes, none of
the provisions of Proposition 65 will go into effect.

FISCAL EFFECTS
Proposition 1A would reduce state authority

over local finances. Over time, it could have signif-
icant fiscal impacts on state and local govern-
ments, as described below.
Long-Term Effect on Local and State Finance 

Higher and More Stable Local Government
Revenues. Given the number and magnitude of
past state actions affecting local taxes, this mea-
sure’s restrictions on state authority to enact such
measures in the future would have potentially
major fiscal effects on local governments. For
example, the state could not enact measures that
permanently shift property taxes from local gov-
ernments to schools in order to reduce state costs
for education programs. In these cases, this measure

PROTECTION OF LOCAL GOVERNMENT REVENUES
1A

PROP
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ANALYSIS BY THE LEGISLATIVE ANALYST (CONT.)

Analysis | 7For text of Proposition 1A see page 16.

would result in local government revenues being
more stable—and higher—than otherwise would
be the case. The magnitude of increased local rev-
enues is unknown and would depend on future
actions by the state. Given past actions by the state,
however, this increase in local government rev-
enues could be in the billions of dollars annually.
These increased local revenues could result in
higher spending on local programs or decreased
local fees or taxes.

Lower Resources for State Programs. In general,
the measure’s effect on state finances would be the
opposite of its effect on local finances. That is, this
measure could result in decreased resources being
available for state programs than otherwise would
be the case. This reduction, in turn, would affect
state spending and/or taxes. For example,
because the state could not use local government
property taxes permanently as part of the state’s
budget solution, the Legislature would need to
take alternative actions to resolve the state’s budget
difficulties—such as increasing state taxes or
decreasing spending on other state programs. As
with the local impact, the total fiscal effect also
could be in the billions of dollars annually.

Less Change to the Revenue of Individual Local
Governments. Proposition 1A restricts the state’s
authority to reallocate local tax revenues to
address concerns regarding funding for specific
local governments or to restructure local govern-
ment finance. For example, the state could not
enact measures that changed how local sales tax
revenues are allocated to cities and counties. In
addition, measures that reallocated property taxes
among local governments in a county would
require approval by two-thirds of the Members of
each house of the Legislature (rather than majori-
ty votes). As a result, this measure would result in
fewer changes to local government revenues than
otherwise would have been the case.
Effect on Local Programs and State
Reimbursements

Because the measure appears to expand the cir-
cumstances under which the state is required to
reimburse local agencies, the measure may
increase future state costs or alter future state
actions regarding local or jointly funded state-local
programs. While it is not possible to determine the
cost to reimburse local agencies for potential
future state actions, our review of state measures
enacted in the past suggests that, over time,
increased state reimbursement costs may exceed a
hundred million dollars annually.

PROTECTION OF LOCAL GOVERNMENT REVENUES
1A

PROP

PROPOSITIONS 1A AND 65

Propositions 1A and 65 both amend the State Constitution to
achieve three general objectives regarding state and local 
government finance. The similarities and differences between
the two measures are highlighted below.

Limits State Authority to Reduce Major Local Tax Revenues

Effect on 2004–05 State Budget.

•Proposition 65’s restrictions apply to state actions taken over
the last year, and thus would prevent a major component
of the 2004–05 budget plan (a $1.3 billion property tax
shift in 2004–05 and again in 2005–06) from taking effect
unless approved by the state’s voters at the subsequent
statewide election.

•Proposition 1A’s restrictions apply to future state actions
only, and would allow the planned $1.3 billion property tax
shift to occur in both years.

Effect on Future State Budgets.

•Proposition 65 allows the state to modify major local tax
revenues for the fiscal benefit of the state, but only with the
approval of the state’s voters.

•Proposition 1A prohibits such state changes, except for
limited, short-term shifting of local property taxes. The
state must repay local governments for these property tax
losses within three years.

Reduces State Authority to
Reallocate Tax Revenues Among Local Governments 

Effect on Revenue Allocation.

•Proposition 65 generally requires state voter approval before
the state can reduce any individual local government’s
revenues from the property tax, uniform local sales tax, or
vehicle license fee (VLF).

•Proposition 1A prohibits the state from reducing any local
government’s revenues from local sales taxes, but maintains
some state authority to alter the allocation of property tax
revenues, VLF revenues, and other taxes. Proposition 1A
does not include a state voter approval requirement.

Local Governments Affected.

•Proposition 65’s restrictions apply to cities, counties, special
districts, and redevelopment agencies.

•Proposition 1A’s restrictions do not apply to redevelopment
agencies.

Restricts State Authority to Impose Mandates on 
Local Governments Without Reimbursement

•Proposition 65 authorizes local governments, schools, and
community college districts to decide whether or not to
comply with a state requirement if the state does not fully
reimburse local costs. 

•Proposition 1A’s mandate provisions do not apply to schools
and community colleges. If the state does not fund a
mandate in any year, the state must eliminate local
government’s duty to implement it for that same time
period.
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REBUTTAL to Argument in Favor of Proposition 1A
Proposition lA was cooked up at the last minute as

part of a bad budget deal.
There were no public hearings.
Proposition 1A protects local governments, but it

hurts education by allowing the State to raid your
property taxes that fund your local schools. And it
puts that into the State Constitution!

Proposition 1A prevents the Legislature from low-
ering taxes by locking in the local sales tax rate. That
goes into the State Constitution too!

Proposition 1A jeopardizes critical programs. As
California's fiscal challenges continue, the State budget

ax will fall even harder on funding for K–12 educa-
tion, higher education, children’s health care, pro-
grams for seniors, and public safety.

Proposition 1A gives local politicians a blank check
without any scrutiny over how the money is spent.

We can do better. We deserve better.
Vote NO on Proposition 1A.

CAROLE MIGDEN, Chairwoman
State Board of Equalization

PROPOSITION 1A—A HISTORIC AGREEMENT TO
PROTECT LOCAL TAXPAYERS AND VITAL LOCAL
GOVERNMENT SERVICES.

Proposition 1A is a historic bipartisan agreement among
local governments, public safety leaders, the State
Legislature, Republican Governor Arnold Schwarzenegger,
and is authored by Democratic State Senator Tom Torlakson.

Proposition 1A prevents the State from taking and using
funding that local governments need to provide services like
fire and paramedic response, law enforcement, health care,
parks, and libraries.

These individuals and groups urge a YES vote:
• Governor Schwarzenegger
• State Controller Steve Westly
• California Professional Firefighters
• California Fire Chiefs Association
• California Police Chiefs Association
• California State Sheriffs’ Association
• California Association of Public Hospitals and Health Systems
• League of California Cities
• California Special Districts Association
• California State Association of Counties
PROPOSITION 1A IS NEEDED TO STOP THE STATE

FROM TAKING LOCAL GOVERNMENT FUNDING.
For more than a dozen years, the State has been taking

local tax dollars that local governments use to provide
essential services—more than $40 billion in the last 12 years.
Even in years with state budget surpluses, the State has
taken billions of local tax dollars.

These State raids result in fewer firefighters, fewer law enforce-
ment officers, longer waits in emergency rooms—or higher local
taxes and fees.

PROPOSITION 1A PROTECTS PUBLIC SAFETY, EMER-
GENCY HEALTH CARE, AND OTHER LOCAL SERVICES.

Local governments spend a vast majority of their bud-
gets providing critical services, including:

• Fire protection
• Paramedic response
• Law enforcement
• Emergency medical
• Health care
• Parks and libraries

Cities and counties also revitalize downtowns and create
jobs and affordable housing using redevelopment agency
funding. Redevelopment agency tax increment revenues are
already protected by the State Constitution and do not need
to be further protected by Proposition 1A.

PROPOSITION 1A PROTECTS LOCAL TAXPAYERS
AND WON’T RAISE TAXES.

Proposition 1A will not raise taxes. It simply ensures that
existing local tax dollars continue to be dedicated to local
services. It also helps ensure local governments aren’t forced to
raise taxes or fees to make up for revenue raided by the State.

PROPOSITION 1A PROVIDES FLEXIBILITY IN A
STATE BUDGET EMERGENCY—AND WON’T TAKE
FUNDING FROM SCHOOLS OR OTHER STATE 
PROGRAMS.

Proposition 1A protects only existing levels of local fund-
ing. It does not reduce funding for schools or other state
programs. And, 1A was carefully written to allow flexibility.
It allows the State to borrow local government revenues—
only in the event of a fiscal emergency—if funds are need-
ed to support schools or other state programs.

PROPOSITION 1A IS A BETTER APPROACH THAT
REPLACES THE NEED FOR PROPOSITION 65.

Proposition 65 was put on the ballot earlier this year
before this historic agreement was reached. Proposition
1A is a better, more flexible approach to protect local ser-
vices and tax dollars. That’s why ALL of the official propo-
nents of 65 are now ENDORSING PROPOSITION 1A
AND OPPOSING PROPOSITION 65.

Join Governor Schwarzenegger, Senator Torlakson, fire-
fighters, police officers, sheriffs, paramedics, health care
leaders, taxpayers, business and labor leaders.

PROTECT LOCAL TAXPAYERS AND PUBLIC SAFETY.
Vote YES on PROPOSITION 1A. Vote NO on PROPOSI-
TION 65.

GOVERNOR ARNOLD SCHWARZENEGGER
CHIEF MICHAEL WARREN, President

California Fire Chiefs Association
SHERIFF ROBERT T. DOYLE, President

California State Sheriffs’ Association

ARGUMENT in Favor of Proposition 1A
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ARGUMENT Against Proposition 1A

REBUTTAL to Argument Against Proposition 1A
Contrary to misleading claims made by the opponent of

1A, THIS MEASURE INCREASES FISCAL ACCOUNT-
ABILITY.

Prop. 1A increases local budget accountability by keeping
tax dollars close to home, where voters have more control.

Prop. 1A will also make the State more accountable by
preventing it from taking and using local government funds
—except in a fiscal emergency.

FOR YEARS, THE STATE HAS HAD A BLANK CHECK
to take your local tax dollars. PROP. 1A TEARS UP THAT
BLANK CHECK and requires the State to live within its
means.

The opponent would have you believe the State is in a
better position to manage your local tax dollars than your
city or county leaders. In fact, over the past decade, cities
and counties have tightened their belts, increased account-
ability, and prioritized spending for essential local services.

Prop. 1A does NOT increase local government funding
and does not take one dime from schools, state health care
services, or any other state program or service.

Prop. 1A does NOT increase taxes. The measure PRO-
TECTS EXISTING LOCAL TAX DOLLARS—WHICH
ARE USED TO PROVIDE FIREFIGHTING, LAW
ENFORCEMENT, EMERGENCY ROOM CARE, PARA-
MEDIC RESPONSE, and other essential local services.

Prop. 1A supporters know it’s time to end business as
usual in Sacramento and stop the State from taking and
using local government funds.

Join Governor Schwarzenegger, firefighters, law enforce-
ment officers, paramedics, and taxpayer groups.

PROTECT LOCAL TAXPAYERS AND PUBLIC SAFETY
SERVICES. VOTE YES on 1A.

SENATOR TOM TORLAKSON, Chair
Senate Committee on Local Government

LOU PAULSON, President
California Professional Firefighters

CAM SANCHEZ, President
California Police Chiefs Association

We should protect local taxpayers, not irresponsible
spending by local governments. Vote NO on
Proposition 1A.

As Chairwoman of the State Board of Equalization, I
know that too many branches of government waste too
much money.

Proposition 1A gives local governments a spending
guarantee without any fiscal accountability or oversight.
It’s a blank check for spending and turns a blind eye to
waste.

Did you know that the City of Stockton is emptying its
cash reserves to build a downtown arena, but at the
same time they’re trying to raise taxes to pay for police
officers and firefighters? They’ve got their priorities
backwards.

Did you know that the City of Los Angeles raised their
water rates, but at the same time they’re being audited
for wasting millions on unnecessary public relations
contracts?

California has a responsibility to help and support
local governments. We are all in this together. But NO
one should be exempt from fiscal oversight and
accountability. Checks and balances are essential.

Public schools in California are funded by
Proposition 98. But in 1988, California’s teachers
included specific language to hold school districts
accountable for the money they spend.

There is NO fiscal accountability provision in
Proposition 1A.

Every new school bond we’ve placed on the ballot
contains specific accountability provisions to guarantee
that the money is spent the way the voters intend.

There is NO fiscal accountability provision in
Proposition 1A.

Every one of California’s Water, Parks, and Wildlife
bonds had strict accountability provisions.

There is NO fiscal accountability provision in
Proposition lA.

California is facing serious budget challenges. There
have been great sacrifices made to meet those chal-
lenges . . . cuts in children’s health care, nursing home
care, and college admissions.

Why should local politicians get a blank check? I say
NO they shouldn’t. Why should local politicians get a
guarantee that sick children don’t get? I say NO they
shouldn’t.

This NO fiscal accountability Proposition deserves a
NO vote!

Please join me in voting NO on Proposition 1A.

CAROLE MIGDEN, Chairwoman
State Board of Equalization

Arguments | 9Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official agency.
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PROPOSITION

65 Local Government Funds, Revenues.
State Mandates. 
Initiative Constitutional Amendment.

Local Government Funds, Revenues. State Mandates.
Initiative Constitutional Amendment.

• Requires voter approval for any legislation that provides for any reduction, based on 
January 1, 2003 levels, of local governments’ vehicle license fee revenues, sales tax powers 
and revenues, and proportionate share of local property tax revenues. 

• Permits local government to suspend performance of state mandate if state fails to reimburse
local government within 180 days of final determination of state-mandated obligation; except
mandates requiring local government to provide/modify: any protection, benefit or employment
status to employee/retiree, or any procedural/substantive employment right for employee or
employee organization.

Summary of Legislative Analyst’s Estimate of Net State and Local Government 
Fiscal Impact:

• Significant changes to state authority over local finances. Higher local government revenues
than otherwise would have been the case, possibly in the billions of dollars annually over 
time. Any such local revenue impacts would result in decreased resources to the state of 
similar amounts.

BACKGROUND

Local Government Funding
California has over 5,000 local governments—

cities, counties, special districts, and redevelop-
ment agencies—that provide services such as fire
and police protection, water, libraries, and parks
and recreation programs. Local governments pay
for these programs and services with money from
local taxes, fees, and user charges; state and 
federal aid; and other sources. Three taxes play a
major role in local finance because they raise sig-
nificant sums of general-purpose revenues that
local governments may use to pay for a variety of
programs and services. These three taxes—the
property tax, the local sales tax, and the vehicle
license fee (VLF)—are described in Figure 1. 
State Authority Over Local Finance 

The State Constitution and existing statutes give
the Legislature authority over the three major
taxes described in Figure 1. For example, the
Legislature has some authority to change tax rates;
items subject to taxation; and the distribution of
tax revenues among local governments, schools,

ANALYSIS BY THE LEGISLATIVE ANALYST

10 | Title and Summary/Analysis

OFFICIAL TITLE AND SUMMARY Prepared by the Attorney General

and community college districts. The state has
used this authority for many purposes, including
increasing funding for local services, reducing
state costs, reducing taxation, and addressing con-
cerns regarding funding for particular local gov-
ernments. Figure 2 describes some past actions
the Legislature has taken, as well as actions that
the state was considering during the summer of
2004 (at the time this analysis was prepared).
Requirement to Reimburse for State Mandates

The State Constitution generally requires the
state to reimburse local governments, schools, and
community college districts when the state “man-
dates” a new local program or higher level of serv-
ice. For example, the state requires local agencies
to post agendas for their hearings. As a mandate,
the state must pay local governments, schools, and
community college districts for their costs to post
these agendas. Because of the state’s budget diffi-
culties, the state has not provided mandate reim-
bursements in recent years. Currently, the state
owes these local agencies about $2 billion for
prior-years’ costs of state-mandated programs. 
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Analysis | 11For text of Proposition 65 see page 17.

PROPOSAL

Limitations on Legislature’s Authority to Change
Local Revenues

This measure amends the State Constitution to
significantly reduce the Legislature’s authority to
make changes affecting any local government’s rev-
enues from the property tax, sales tax, and VLF.
Specifically, the measure requires approval by the

FIGURE 1

THREE MAJOR LOCAL GOVERNMENT TAXES

Property Tax

•Local governments receive general-purpose revenues from a
1 percent property tax levied on real property.

•During the 2003–04 fiscal year, local governments received
approximately $15 billion in property tax revenues. (An
additional $16 billion in property taxes went to schools and
community colleges.) 

•There is wide variation in the share of property taxes
received by individual local governments. This variation
largely reflects differences among local agency property tax
rates during the mid-1970s, the period on which the state’s
property tax allocation laws are based.

Vehicle License Fee (VLF)

•The VLF is a tax levied annually on the value of vehicles
registered in the state.

•For about a half century, the VLF rate was 2 percent of
vehicle value. In 1999, the Legislature began reducing the
rate charged to vehicle owners, with the state “backfilling”
the resulting city and county revenue losses.

•During 2003–04, the VLF (set at a rate of 0.65 percent of
vehicle value) and the VLF backfill would have provided
about $5.9 billion to cities and counties. The state,
however, deferred payment of part of the backfill to 2006.

•State law generally requires that three-quarters of VLF
revenues be allocated to cities and counties on a
population basis for general-purpose uses and the
remaining VLF revenues be allocated to counties for health
and social services programs.

Local Sales Tax

•Cities and counties receive revenues from a uniform local
sales tax levied on the purchase price of most goods—such
as clothing, automobiles, and restaurant meals.

•During 2003–04, this tax was levied at a rate of 1.25
percent and generated about $5.9 billion.

•Under current law, 80 percent of sales tax revenues are
distributed to local governments based on where sales
occur—to a city if the sale occurs within its boundaries, or
to a county if the sale occurs in an unincorporated area.
The remaining 20 percent of local sales tax revenues are
allocated to counties for transportation purposes.

•Beginning in 2004–05, local governments will receive
additional property taxes to replace some local sales tax
revenues that are pledged to pay debt service on state
deficit-related bonds, approved by voters in March 2004.

FIGURE 2

MAJOR STATE ACTIONS AFFECTING LOCAL
FINANCE

Past Actions

Increasing Funding for Local Services. In 1979, the state shifted
an ongoing share of the property tax from schools and
community colleges to local governments (cities, counties,
and special districts). This shift limited local government
program reductions after the revenue losses resulting from
the passage of Proposition 13, but increased state costs to
backfill schools’ and community colleges’ property tax losses.

Reducing State Costs. In 1992 and 1993, the state shifted an
ongoing share of property taxes from local governments to
schools and community colleges. This had the effect of
reducing local government resources and reducing state
costs. The state also reduced its costs by deferring
payments to local governments for state mandate
reimbursements (most notably, in 2002 and 2003) and for
a portion of the VLF backfill (2003).

Reducing Taxation. Beginning in 1999, the state reduced the
VLF rate to provide tax relief. The state “backfilled” the
resulting city and county revenue losses.

Addressing Concerns Regarding Funding for Specific Local
Governments. In the past, the state has at various times
adjusted the annual allocation of property taxes and VLF
revenues to assist cities that received very low shares of the
local property tax.

Proposals Under Consideration in July 2004

Reducing State Costs. The state was considering shifting 
$1.3 billion of property taxes in 2004–05 and in 2005–06
from local governments to schools and community
colleges to reduce state costs. The state also was
considering deferring 2004–05 mandate payments to local
governments.

Restructuring Local Finance. The state was considering
replacing city and county VLF backfill revenues with
property taxes shifted from schools and community
colleges.
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state’s voters before a legislative measure could
take effect that reduced a local government’s rev-
enues below the amount or share it would have
received based on laws in effect on January 1, 2003.
For example, this measure would require statewide
voter approval before a law took effect that:

• Shifted property taxes from local governments
to schools and community colleges.

• Changed how sales taxes are distributed
among cities and counties.

• Exchanged city sales taxes for increased 
property taxes. 

• Revised the formulas used to distribute prop-
erty taxes among local governments. 

Proposition 65 also would suspend any law
enacted after November 1, 2003, that would have
required voter approval under the terms of this
measure. Suspended laws would take effect only if
they were approved by the state’s voters at the next
statewide election. 

The measure provides two exceptions to these
voter-approval requirements. The state could
enact laws that (1) shift property taxes among
consenting local governments or (2) replace VLF
revenues with an equal amount of alternative
funds.

This measure also places into the State
Constitution two existing state statutes relating to
local finance. These statutes require the state to
pay deferred VLF backfill revenues to cities and
counties ($1.2 billion) by August 2006 and
reestablish the local sales tax rate at 1.25 percent
after the state’s deficit-related bonds are paid. 

State Mandates 
The measure amends the State Constitution to

reduce the state’s authority over local government,
school, and community college programs.
Specifically, if the state does not provide timely
reimbursement for a mandate’s costs (other than
mandates related to employee rights), local agen-
cies could choose not to comply with the state
requirement. The measure also appears to expand
the circumstances under which the state would be
responsible for reimbursing local agencies for car-
rying out a new state requirement. For example,
the measure may increase the state’s responsibility
to reimburse local governments when the state

increases a local agency’s share of cost for a jointly
financed state-local program.
FISCAL EFFECTS

Proposition 65 would reduce state authority
over local finances. Over time, it could have signif-
icant fiscal impacts on state and local govern-
ments, as described below.
Long-Term Effect on Local and State Finance 

Higher and More Stable Local Government
Revenues. Given the number and magnitude of
past state actions affecting local taxes, this mea-
sure’s restrictions on the state’s authority to enact
such measures in the future would have poten-
tially major fiscal effects on local governments.
For example, a legislative measure that reduces
local government revenues may not receive the
necessary voter approval required under this
measure. In addition, there may be other cases
where the Legislature and Governor do not pur-
sue legislation to reduce local revenues because
of the perceived difficulty in obtaining voter
approval. In these cases, this measure would
result in local government revenues being more
stable—and higher—than otherwise would be
the case. The magnitude of increased local rev-
enues is unknown and would depend on future
actions by the Legislature, the Governor, and the
state’s voters. Given past actions by the state, how-
ever, this increase in local government revenues
could be in the billions of dollars annually. These
increased local revenues could result in higher
spending on local programs or decreased local
fees or taxes.

Lower Resources for State Programs. In general,
the measure’s effect on state finances would be
the opposite of its effect on local finances. That is,
this measure could result in decreased resources
being available for state programs than otherwise
would be the case. This reduction, in turn, would
affect state spending and/or taxes. For example,
if the state’s voters rejected a proposal to use local
government property taxes as part of the state’s
budget solution, the Legislature would need to
take alternative actions to resolve the state’s budg-
et difficulties—such as increasing state taxes or
decreasing spending on other state programs. As
with the local impact, the total fiscal effect also
could be in the billions of dollars annually.

LOCAL GOVERNMENT FUNDS, REVENUES. STATE MANDATES. 
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ANALYSIS BY THE LEGISLATIVE ANALYST (CONT.)
Less Change to the Revenue of Individual Local

Governments. Proposition 65 restricts the state’s
authority to reallocate local tax revenues to
address concerns regarding funding for specific
local governments or to restructure local govern-
ment finance. For example, measures that
changed how local sales tax revenues are allocat-
ed to cities and counties, or that shifted property
taxes from a water district to another special dis-
trict, would not become effective until approved
by voters at a statewide election. If the state’s vot-
ers did not approve such reallocations, or if the
Legislature and Governor did not pursue them
because of the perceived difficulty in obtaining
voter approval, this measure would result in fewer
changes to local government revenues than other-
wise would have been the case.
Potential Immediate Effect on Local and State
Finance

This analysis was prepared in mid-July, before
the state’s budget for 2004–05 was adopted. At
that time, the Legislature was considering the
Governor’s proposal to shift $1.3 billion of prop-
erty taxes from local governments to schools and
community colleges in 2004–05 and again in
2005–06. This shift would reduce local govern-
ment resources by $1.3 billion in each of the two
years. It would also decrease state costs by compa-
rable amounts (because higher property taxes to

Analysis | 13For text of Proposition 65 see page 17.

schools and community colleges result in lower
state education costs). This property tax shift, if
adopted in the 2004–05 budget, would be affected
by passage of Proposition 65. That is, the proper-
ty tax shift would be suspended until voted upon
at the subsequent statewide election (currently
scheduled for March 2006). If voters approved the
shift proposal, it would go into effect. If voters
rejected the proposal, it would not go into effect,
and the fiscal impacts described above would be
reversed. That is:

• Local governments would retain the $1.3 bil-
lion in property tax revenues in 2004–05 and
in 2005–06.

• The state would experience increased costs of
comparable amounts.

Effect on Local Programs and State
Reimbursements

Because the measure appears to expand the 
circumstances under which the state is required 
to reimburse local agencies, the measure may
increase future state costs or alter future state
actions regarding local or jointly funded state-
local programs. While it is not possible to deter-
mine the cost to reimburse local agencies for
potential future state actions, our review of state
measures enacted in the past suggests that, over
time, increased state reimbursement costs could
exceed a hundred million dollars annually. 
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No argument in favor was provided for this measure.
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ARGUMENT Against Proposition 65

VOTE NO on 65.
VOTE YES on 1A.
Our coalition of local governments submitted

Prop. 65 to the voters in order to protect local rev-
enues that are used to provide essential services,
including fire protection, law enforcement, para-
medic response, and emergency medical care. For
years, state legislators have taken local government
funds used to provide these essential local services.

HOWEVER, in the time since Prop. 65 was sub-
mitted, a new and better measure—Prop. 1A—has
been placed on the ballot to prevent state raids on
local government funding. Prop. 1A is supported
by Governor Arnold Schwarzenegger, Democrats
and Republicans, local government and public

safety leaders because it is a better, more flexible
approach to protect funding for vital local 
services. Please look in the ballot pamphlet at the 
official arguments and the diverse groups support-
ing Prop. 1A.

VOTE NO on 65.
VOTE YES on 1A.

CHRIS MCKENZIE, Executive Director
League of California Cities

CATHERINE SMITH, Executive Director
California Special Districts Association

STEVEN SZALAY, Executive Director
California State Association of Counties

Arguments | 15Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official agency.
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Proposition 1A

16 | Text of Proposed Laws

TEXT OF PROPOSED LAWS

This amendment proposed by Senate Constitutional Amendment 4 of
the 2003–2004 Regular Session (Resolution Chapter 133, Statutes of
2004) expressly amends the California Constitution by amending sections
thereof and adding a section thereto; therefore, existing provisions pro-
posed to be deleted are printed in strikeout type and new provisions pro-
posed to be added are printed in italic type to indicate that they are new.

PROPOSED AMENDMENTS TO ARTICLES XI, XIII, AND XIII B

First—That Section 15 of Article XI thereof is amended to read:

SEC. 15. (a) All From the revenues derived from taxes imposed
pursuant to the Vehicle License Fee Law (Part 5 (commencing with Section
10701) of Division 2 of the Revenue and Taxation Code), or its successor,
other than fees on trailer coaches and mobilehomes, over and above the
costs of collection and any refunds authorized by law, those revenues
derived from that portion of the vehicle license fee rate that does not
exceed 0.65 percent of the market value of the vehicle shall be allocated to
counties and cities according to statute.

(b) This section shall apply to those taxes imposed pursuant to that law
on and after July 1 following the approval of this section by the voters. as
follows:

(1) An amount shall be specified in the Vehicle License Fee Law, or the
successor to that law, for deposit in the State Treasury to the credit of the
Local Revenue Fund established in Chapter 6 (commencing with Section
17600) of Part 5 of Division 9 of the Welfare and Institutions Code, or its
successor, if any, for allocation to cities, counties, and cities and counties
as otherwise provided by law.

(2) The balance shall be allocated to cities, counties, and cities and
counties as otherwise provided by law.

(b) If a statute enacted by the Legislature reduces the annual vehicle
license fee below 0.65 percent of the market value of a vehicle, the
Legislature shall, for each fiscal year for which that reduced fee applies,
provide by statute for the allocation of an additional amount of money that
is equal to the decrease, resulting from the fee reduction, in the total
amount of revenues that are otherwise required to be deposited and allo-
cated under subdivision (a) for that same fiscal year. That amount shall be
allocated to cities, counties, and cities and counties in the same pro rata
amounts and for the same purposes as are revenues subject to sub-
division (a).

Second—That Section 25.5 is added to Article XIII thereof, to read:

SEC. 25.5. (a) On or after November 3, 2004, the Legislature shall
not enact a statute to do any of the following:

(1) (A) Except as otherwise provided in subparagraph (B), modify the
manner in which ad valorem property tax revenues are allocated in accor-
dance with subdivision (a) of Section 1 of Article XIII A so as to reduce for
any fiscal year the percentage of the total amount of ad valorem property
tax revenues in a county that is allocated among all of the local agencies
in that county below the percentage of the total amount of those revenues
that would be allocated among those agencies for the same fiscal year
under the statutes in effect on November 3, 2004. For purposes of this sub-
paragraph, “percentage” does not include any property tax revenues ref-
erenced in paragraph (2).

(B) Beginning with the 2008–09 fiscal year and except as otherwise
provided in subparagraph (C), subparagraph (A) may be suspended for a
fiscal year if all of the following conditions are met:

(i) The Governor issues a proclamation that declares that, due to a
severe state fiscal hardship, the suspension of subparagraph (A) is neces-
sary.

(ii) The Legislature enacts an urgency statute, pursuant to a bill
passed in each house of the Legislature by rollcall vote entered in the jour-
nal, two-thirds of the membership concurring, that contains a suspension
of subparagraph (A) for that fiscal year and does not contain any other
provision.

(iii) No later than the effective date of the statute described in clause
(ii), a statute is enacted that provides for the full repayment to local agen-
cies of the total amount of revenue losses, including interest as provided
by law, resulting from the modification of ad valorem property tax revenue
allocations to local agencies. This full repayment shall be made not later
than the end of the third fiscal year immediately following the fiscal year
to which the modification applies.

(C) (i) Subparagraph (A) shall not be suspended for more than two
fiscal years during any period of 10 consecutive fiscal years, which 
period begins with the first fiscal year for which subparagraph (A) is sus-
pended.

(ii) Subparagraph (A) shall not be suspended during any fiscal year if
the full repayment required by a statute enacted in accordance with clause
(iii) of subparagraph (B) has not yet been completed.

(iii) Subparagraph (A) shall not be suspended during any fiscal year if
the amount that was required to be paid to cities, counties, and cities and
counties under Section 10754.11 of the Revenue and Taxation Code, as
that section read on November 3, 2004, has not been paid in full prior to
the effective date of the statute providing for that suspension as described
in clause (ii) of subparagraph (B).

(iv) A suspension of subparagraph (A) shall not result in a total ad va-
lorem property tax revenue loss to all local agencies within a county that
exceeds 8 percent of the total amount of ad valorem property tax revenues
that were allocated among all local agencies within that county for the fis-
cal year immediately preceding the fiscal year for which subparagraph (A)
is suspended.

(2) (A) Except as otherwise provided in subparagraphs (B) and (C),
restrict the authority of a city, county, or city and county to impose a tax
rate under, or change the method of distributing revenues derived under,
the Bradley-Burns Uniform Local Sales and Use Tax Law set forth in Part
1.5 (commencing with Section 7200) of Division 2 of the Revenue and
Taxation Code, as that law read on November 3, 2004. The restriction
imposed by this subparagraph also applies to the entitlement of a city,
county, or city and county to the change in tax rate resulting from the end
of the revenue exchange period, as defined in Section 7203.1 of the
Revenue and Taxation Code as that section read on November 3, 2004.

(B) The Legislature may change by statute the method of distributing
the revenues derived under a use tax imposed pursuant to the Bradley-
Burns Uniform Local Sales and Use Tax Law to allow the State to par-
ticipate in an interstate compact or to comply with federal law.

(C) The Legislature may authorize by statute two or more specifically
identified local agencies within a county, with the approval of the govern-
ing body of each of those agencies, to enter into a contract to exchange
allocations of ad valorem property tax revenues for revenues derived from
a tax rate imposed under the Bradley-Burns Uniform Local Sales and Use
Tax Law. The exchange under this subparagraph of revenues derived from
a tax rate imposed under that law shall not require voter approval for the
continued imposition of any portion of an existing tax rate from which
those revenues are derived.

(3) Except as otherwise provided in subparagraph (C) of para-
graph (2), change for any fiscal year the pro rata shares in which ad 
valorem property tax revenues are allocated among local agencies in a
county other than pursuant to a bill passed in each house of the
Legislature by rollcall vote entered in the journal, two-thirds of the 
membership concurring.

(4) Extend beyond the revenue exchange period, as defined in Section
7203.1 of the Revenue and Taxation Code as that section read on
November 3, 2004, the suspension of the authority, set forth in that section
on that date, of a city, county, or city and county to impose a sales and use
tax rate under the Bradley-Burns Uniform Local Sales and Use Tax Law.

(5) Reduce, during any period in which the rate authority suspension
described in paragraph (4) is operative, the payments to a city, county, or
city and county that are required by Section 97.68 of the Revenue and
Taxation Code, as that section read on November 3, 2004.

(6) Restrict the authority of a local entity to impose a transactions and
use tax rate in accordance with the Transactions and Use Tax Law (Part
1.6 (commencing with Section 7251) of Division 2 of the Revenue and
Taxation Code), or change the method for distributing revenues derived
under a transaction and use tax rate imposed under that law, as it read on
November 3, 2004.

(b) For purposes of this section, the following definitions apply: 

(1) “Ad valorem property tax revenues” means all revenues derived
from the tax collected by a county under subdivision (a) of Section 1 of
Article XIII A, regardless of any of this revenue being otherwise classified
by statute.

(2) “Local agency” has the same meaning as specified in Section 95
of the Revenue and Taxation Code as that section read on November 3,
2004.

Third—That Section 6 of Article XIII B thereof is amended to read:

SEC. 6. (a) Whenever the Legislature or any state agency mandates
a new program or higher level of service on any local government, the
State shall provide a subvention of funds to reimburse such that local gov-
ernment for the costs of such the program or increased level of service,
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except that the Legislature may, but need not, provide such a subvention
of funds for the following mandates:

(a)

(1) Legislative mandates requested by the local agency affected ; .

(b)

(2) Legislation defining a new crime or changing an existing definition
of a crime; or .

(c)

(3) Legislative mandates enacted prior to January 1, 1975, or execu-
tive orders or regulations initially implementing legislation enacted prior
to January 1, 1975.

(b) (1) Except as provided in paragraph (2), for the 2005–06 fiscal
year and every subsequent fiscal year, for a mandate for which the costs
of a local government claimant have been determined in a preceding fis-
cal year to be payable by the State pursuant to law, the Legislature shall
either appropriate, in the annual Budget Act, the full payable amount that
has not been previously paid, or suspend the operation of the mandate for
the fiscal year for which the annual Budget Act is applicable in a manner
prescribed by law.

(2) Payable claims for costs incurred prior to the 2004–05 fiscal year
that have not been paid prior to the 2005–06 fiscal year may be paid over
a term of years, as prescribed by law.

(3) Ad valorem property tax revenues shall not be used to reimburse a
local government for the costs of a new program or higher level of service.

(4) This subdivision applies to a mandate only as it affects a city,
county, city and county, or special district.

(5) This subdivision shall not apply to a requirement to provide or rec-
ognize any procedural or substantive protection, right, benefit, or employ-
ment status of any local government employee or retiree, or of any local
government employee organization, that arises from, affects, or directly
relates to future, current, or past local government employment and that
constitutes a mandate subject to this section.

(c) A mandated new program or higher level of service includes a
transfer by the Legislature from the State to cities, counties, cities and
counties, or special districts of complete or partial financial responsibili-
ty for a required program for which the State previously had complete or
partial financial responsibility.

Fourth—That the people find and declare that this measure and the
Taxpayers and Public Safety Protection Act, which appears as Proposition
65 on the November 2, 2004, general election ballot (hereafter Proposition
65) both relate to local government, including matters concerning tax rev-
enues and reimbursement for the cost of state mandates, in a comprehen-
sive and substantively conflicting manner. Because this measure is intend-
ed to be a comprehensive and competing alternative to Proposition 65, it
is the intent of the people that this measure supersede in its entirety
Proposition 65, if this measure and Proposition 65 both are approved and
this measure receives a higher number of affirmative votes than
Proposition 65. Therefore, in the event that this measure and Proposition
65 both are approved and this measure receives a higher number of 
affirmative votes, none of the provisions of Proposition 65 shall take effect.

Proposition 1A (cont.)
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TEXT OF PROPOSED LAWS

This initiative measure is submitted to the people in accordance with
the provisions of Section 8 of Article II of the California Constitution.

This initiative measure amends an article of, and adds an article to,  the
California Constitution; therefore, existing provisions proposed to be
deleted are printed in strikeout type and new provisions proposed to be
added are printed in italic type to indicate that they are new.

PROPOSED LAW

THE LOCAL TAXPAYERS AND PUBLIC SAFETY 
PROTECTION ACT

SECTION 1. Short Title
These amendments to the California Constitution shall be known and

may be cited as the Local Taxpayers and Public Safety Protection Act.
SECTION 2. Findings and Purposes
(a) The people of the State of California find that restoring local con-

trol over local tax dollars is vital to insure that local tax dollars are used to
provide critical local services, including, but not limited to, police, fire,
emergency and trauma care, public health, libraries, criminal justice, and
road and street maintenance. Reliable funding for these services is essen-
tial for the security, well-being, and quality of life of all Californians.

(b) For many years, the Legislature has taken away local tax dollars
used by local governments so that the state could control those local tax
dollars. In fact, the Legislature has been taking away billions of local tax
dollars each year, forcing local governments to either raise local fees 
or taxes to maintain services, or cut back on critically needed 
local services.

(c) The Legislature’s diversion of local tax dollars from local govern-
ments harms local governments’ ability to provide such specific services
as police, fire, emergency and trauma care, public health, libraries, crimi-
nal justice, and road and street maintenance.

(d) In recognition of the harm caused by diversion of local tax dollars
and the importance placed on voter control of major decisions concerning
government finance, and consistent with existing provisions of the
California Constitution that give the people the right to vote on fiscal
changes, the people of the State of California want the right to vote upon
actions by the state government that take local tax dollars from local gov-
ernments.

(e) The Local Taxpayers and Public Safety Protection Act is designed
to insure that the people of the State of California shall have the right to
approve or reject the actions of state government to take away local rev-
enues that fund vitally needed local services.

(f) The Local Taxpayers and Public Safety Protection Act strengthens
the requirement that if the state mandates local governments to implement

new or expanded programs, then the state shall reimburse local govern-
ments for the cost of those programs.

(g) The Local Taxpayers and Public Safety Protection Act does 
not amend or modify the School Funding Initiative, Proposition 98
(Section 8 of Article XVI of the California Constitution).

(h) Therefore, the people declare that the purposes of this act are to:

(1) Require voter approval before the Legislature removes local 
tax dollars from the control of local government, as described in this 
measure.

(2) Insure that local tax dollars are dedicated to local governments to
fund local public services.

(3) Insure that the Legislature reimburses local governments when the
state mandates local governments to assume more financial responsibility
for new or existing programs.

(4) Prohibit the Legislature from deferring or delaying annual reim-
bursement to local governments for state-mandated programs.

SECTION 3. Article XIII E is added to the California Constitution, 
to read:

ARTICLE XIII E

LOCAL TAXPAYERS AND PUBLIC SAFETY 
PROTECTION ACT

SECTION 1. Statewide Voter Approval Required

(a) Approval by a majority vote of the electorate, as provided for in
this section, shall be required before any act of the Legislature takes effect
that removes the following funding sources, or portions thereof, from the
control of any local government:

(1) Reduces, or suspends or delays the receipt of, any local govern-
ment’s proportionate share of the local property tax when the Legislature
exercises its power to apportion the local property tax; or requires any
local government to remit local property taxes to the State, a state-
created fund, or, without the consent of the affected local governments, to
another local government.

(2) Reduces, or delays or suspends the receipt of, the Local
Government Base Year Fund to any local government, without appropriat-
ing funds to offset the reduction, delay, or suspension in an equal amount.

(3) Restricts the authority to impose, or changes the method of distrib-
uting, the local sales tax.

(4) Reduces, or suspends or delays the receipt of, the 2003 Local
Government Payment Deferral.

(5) Fails to reinstate the suspended Bradley-Burns Uniform Local
Sales and Use Tax rate in accordance with Section 97.68 of the Revenue

Proposition 65
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Proposition 65 (cont.)
and Taxation Code, as added by Chapter 162 of the Statutes of 2003; or
reduces any local government’s allocation of the property tax required by
Section 97.68 of the Revenue and Taxation Code while the sales tax rate is
suspended.

(b) Prior to its submission to the electorate, an act subject to voter
approval under this section must be approved by the same vote of the
Legislature as is required to enact a budget bill and shall not take effect
until approved by a majority of those voting on the measure at the next
statewide election in accordance with subdivision (c).

(c) When an election is required by this section, the Secretary of State
shall present the following question to the electorate: “Shall that action
taken by the Legislature in [Chapter ___ of the Statutes of ___ ], which
affects local revenues, be approved?”

SEC. 2. Definitions

(a) “Local government” means any city, county, city and county, or
special district.

(b) “Local Government Base Year Fund” means the amount of 
revenue appropriated in the 2002–03 fiscal year in accordance with Part 5
(commencing with Section 10701) of Division 2 of the Revenue and
Taxation Code, adjusted annually based upon the change in assessed val-
uation of vehicles that are subject to those provisions of law. In the event
that the fees imposed by those provisions of law are repealed, then the fund
shall be adjusted annually on July 1 by an amount not less than the per-
centage change in per capita personal income and the change in popula-
tion, as calculated pursuant to Article XIII B.

(c) “2003 Local Government Payment Deferral” means the amount of
revenues required to be transferred to local government from the General
Fund specified in subparagraph (D) of paragraph (3) of subdivision (a) of
Section 10754 of the Revenue and Taxation Code in effect on August 11,
2003.

(d) “Local property tax” means any local government’s January 1,
2003, proportionate share of ad valorem taxes on real property and 
tangible personal property apportioned pursuant to the Legislature’s exer-
cise of its power to apportion property taxes as specified in Section 1 of
Article XIII A. “Local property tax” also means any local government’s
allocation of the ad valorem tax on real property and tangible personal
property pursuant to Section 16 of Article XVI.

(e) “Local sales tax” means any sales and use tax imposed by any city,
county, or city and county pursuant to the terms of the Bradley-Burns
Uniform Local Sales and Use Tax Law (Part 1.5 (commencing with Section
7200) of Division 2 of the Revenue and Taxation Code) in accordance with
the law in effect on January 1, 2003.

(f) “Special district” means an agency of the State, formed pursuant to
general law or special act, for the local performance of governmental or
proprietary functions with limited geographic boundaries, including rede-
velopment agencies, but not including school districts, community college
districts, or county offices of education.

(g) “State” means the State of California.

SEC. 3. Interim Measures

(a) The operation and effect of any statute, or portion thereof, enacted
between November 1, 2003, and the effective date of this article, that
would have required voter approval pursuant to Section 1 if enacted on or
after the effective date of this act (the “interim statute”), shall be suspend-
ed on that date and shall have no further force and effect until the date the
interim statute is approved by the voters at the first statewide election fol-
lowing the effective date of this article in the manner specified in Sec-
tion 1. If the interim statute is not approved by the voters, it shall have no
further force and effect.

(b) If the interim statute is approved by the voters, it shall nonetheless
have no further force and effect during the period of suspension; provided,
however, that the statute shall have force and effect during the period of
suspension if the interim statute or a separate act of the Legislature 
appropriates funds to affected local governments in an amount which is
not less than the revenues affected by the interim statute.

(c) A statute or other measure that is enacted by the Legislature and
approved by the voters between November 1, 2003, and the effective date
of this article is not an interim statute within the meaning of this section.

SECTION 4. Section 6 of Article XIII B of the California
Constitution is amended to read:

SEC. 6. (a) Whenever the Legislature or any state agency mandates
a new program or higher level of service on any local government, the
State shall annually provide a subvention of funds to reimburse such local

government for the costs of such program or increased level of service,
except that the Legislature may, but need not, provide such subvention of
funds for the following mandates:

(a) (1) Legislative mandates requested by the local agency affected ; .

(b) (2) Legislation defining a new crime or changing an existing 
definition of a crime ; or .

(c) (3) Legislative mandates enacted prior to January 1, 1975, or exec-
utive orders or regulations initially implementing legislation enacted prior
to January 1, 1975.

(b) The annual subvention of funds required by this section shall be
transmitted to the local government within 180 days of the effective date of
the statute or regulation or order by a state officer or agency that man-
dates a new program or higher level of service, or within 180 days of a
final adjudication that a subvention of funds is required pursuant to this
section. For purposes of this section, the Legislature or any state agency
or officer mandates a new program or higher level of service when it cre-
ates a new program, requires services not previously required to be provid-
ed, increases the frequency or duration of required services, increases the
number of persons eligible for services, or transfers to local government
complete or partial financial responsibility for a program for which the
State previously had complete or partial financial responsibility.

(c) If, during the fiscal year in which a claim for reimbursement is filed
for a subvention of funds, the Legislature does not appropriate a subven-
tion of funds that provides full reimbursement as required by subdivision
(a), or does not appropriate a subvention of funds that provides full reim-
bursement as part of the state budget act in the fiscal year immediately 
following the filing of that claim for reimbursement, then a local govern-
ment may elect one of the following options:

(1) Continue to perform the mandate. The local government shall
receive reimbursement for its costs to perform the mandate through a sub-
sequent appropriation and subvention of funds.

(2) Suspend performance of the mandate during all or a portion of the
fiscal year in which the election permitted by this subdivision is made. The
local government may continue to suspend performance of the mandate
during all or a portion of subsequent fiscal years until the fiscal year in
which the Legislature appropriates the subvention of funds to provide full
reimbursement as required by subdivision (a). A local government shall
receive reimbursement for its costs for that portion of the fiscal year during
which it performed the mandate through a subsequent appropriation and
subvention of funds.

The terms of this subdivision do not apply to, and a local government
may not make the election provided for in this subdivision for, a mandate
that either requires a local government to provide or modify any form of
protection, right, benefit, or employment status for any local government
employee or retiree, or provides or modifies any procedural or substantive
right for any local government employee or employee organization, arising
from, affecting, or directly relating to future, current, or past local govern-
ment employment.

(d) For purposes of this section, “mandate” means a statute, or action
or order of any state agency, which has been determined by the
Legislature, any court, or the Commission on State Mandates or its desig-
nated successor, to require reimbursement pursuant to this section.

SECTION 5. Construction

(a) This measure shall be liberally construed to effectuate its purposes,
which include providing adequate funds to local government for local
services, including, but not limited to, such services as police, fire, emer-
gency and trauma care, public health, libraries, criminal justice, and road
and street maintenance.

(b) This measure shall not be construed either to alter the apportion-
ment of the ad valorem tax on real property pursuant to Section 1 of
Article XIII A of the California Constitution by any statute in effect prior
to January 1, 2003, or to prevent the Legislature from altering that appor-
tionment in compliance with the terms of this measure.

(c) Except as provided in Section 3 of Article XIII E of the California
Constitution as added by Section 3 of this act, the provisions of Section 1
of Article XIII E of the California Constitution as added by Section 3 
of this act apply to all statutes adopted on or after the effective date of 
this act.

SECTION 6. If any part of this measure or its application to any per-
son or circumstance is held invalid by a court of competent jurisdiction,
the invalidity shall not affect other provisions or applications that reason-
ably can be given effect without the invalid provision or application.

18 | Text of Proposed Laws

TEXT OF PROPOSED LAWS

996



Dates to Remember | 19

DATES TO REMEMBER

November 2, 2004
Last day to apply for an absentee ballot
in person at the office of the county 
elections official

November 2, 2004

ELECTION DAY!

www.ss.ca.gov

October 4, 2004
First day to apply for an absentee ballot 
by mail

October 18, 2004
Last day to register to vote

October 26, 2004
Last day that county elections officials 
will accept any voter’s application for 
an absentee ballot

NOVEMBER
SU M TU W TH F SA

1 2 3 4 5 6

7 8 9 10 11 12 13

14 15 16 17 18 19 20

21 22 23 24 25 26 27

28 29 30

OCTOBER
SU M TU W TH F SA

1 2

3 4 5 6 7 8 9

10 11 12 13 14 15 16

17 18 19 20 21 22 23

24 25 26 27 28 29 30

31

Remember to Vote!
Polls are open from 7 a.m. to 8 p.m.
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CAN’T FIND YOUR POLLING PLACE?

We’ll point you 
in the right 
direction.

COME TO OUR WEBSITE TO:
• Find your polling place

• Research campaign contributions

• Watch live election results

• Obtain absentee ballot information

• View lists of candidates

www.ss.ca.gov
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THE PROCESS OF VOTING ABSENTEE

Any registered voter may vote by absentee ballot. Rather than go to the polls to cast a ballot
on Election Day, you may apply for an absentee ballot, which you will need to complete and
return to your elections official.

To apply for an absentee ballot, you may use the application printed on your Sample Ballot,
which you will receive prior to every election, or apply in writing to your county elections
official. You will need to submit a completed application or letter to your county elections
official between 29 days and 7 days before the election. The application or letter must
contain:

1. your name and residence address as stated on your registration card; 
2. the address to which the absentee ballot should be sent (if different than your

registered address); 
3. the name and date of the election in which you would like to vote absentee; and 
4. the date and your signature.

Once your application is processed by your county elections official, the proper ballot
type/style will be sent to you. After you have voted, insert your ballot in the envelope
provided for this purpose, making sure you complete all required information on the
envelope. You may return your voted absentee ballot by: 

1. mailing it to your county elections official; 
2. returning it in person to a polling place or elections office within your county 

on Election Day; or 
3. authorizing a legally allowable third party (relative or person residing in the

same household as you) to return the ballot on your behalf. 

Regardless of how the ballot is returned, it MUST be received by the time polls close (8 p.m.)
on Election Day. Late-arriving absentee ballots are not counted.

Once your voted absentee ballot is received by your county elections official, your signature
on the absentee ballot return envelope will be compared to the signature on your voter
registration card to determine that you are the authorized voter. To preserve the secrecy of
your ballot, the ballot will then be separated from the envelope and the ballot becomes as
anonymous and secret as any other ballot.

APPLY TO BE A PERMANENT VOTE-BY-MAIL VOTER:

Any voter may apply for PERMANENT ABSENT VOTER STATUS (Elections 
Code § 3201). These voters are automatically sent a vote-by-mail ballot for every
election without having to fill out an application every time. Please contact your
county elections official to apply to become a permanent vote-by-mail voter if you
wish to receive vote-by-mail ballots for all future elections. To find out who your
county elections official is, go online at www.ss.ca.gov/elections/elections_d.htm to
see a list of contact information for all county elections officials.
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Secretary of State
1500 11th Street
Sacramento, CA 95814

PRSRT STD

U.S. POSTAGE

PAID

SECRETARY OF

STATE

General Election

For additional copies of the Voter Information Guide in any of the following languages, 
please call:

English: 1-800-345-VOTE (8683)
Español/Spanish: 1-800-232-VOTA (8682)

/Japanese: 1-800-339-2865 
/Vietnamese: 1-800-339-8163

Tagalog/Tagalog: 1-800-339-2957
/Chinese: 1-800-339-2857

/Korean: 1-866-575-1558

www.voterguide.ss.ca.gov

Official Voter Information Guide

Supplemental

In an effort to reduce election costs, the State Legislature has authorized the State and counties to mail
only one guide to addresses where more than one voter with the same surname resides. You may obtain
additional copies by writing to your county elections official or by calling 1-800-345-VOTE.
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Insufficient ERAF:

Examining A Recent Issue in 
Local Government Finance
MAC Taylor •  L e g i s l at  i v e  A n a l y s t  •  December 18, 201 2

Summary

Over the last two years, a small number of cities and counties did not receive enough local 
property tax revenue to offset two complex state-local financial transactions: the triple flip and vehicle 
license fee (VLF) swap. This funding insufficiency, commonly called “insufficient ERAF” (Educational 
Revenue Augmentation Fund), requires state action if the affected local governments are to receive 
complete payment. To assist the Legislature in responding to this unanticipated development, this 
report describes the causes of insufficient ERAF and outlines a framework the Legislature may wish to 
use in considering remedies. We summarize the highlights of our report below.

Insufficient ERAF Probably Is a Limited Issue. To date, insufficient ERAF has affected local 
governments in only two counties—Amador and San Mateo—and resulted in total VLF swap 
funding shortfalls of less than $2 million. Insufficient ERAF may grow somewhat over the next few 
years. In the longer term, however, insufficient ERAF likely will be limited to a small number of 
cities and counties—or not occur at all in some years.

Two Possible Levels of Compensation for Insufficient ERAF Appear Reasonable. As 
insufficient ERAF is not the product of any particular local government actions, a strong analytical 
argument can be made that the state should reimburse cities and counties for all triple flip and VLF 
swap funding shortfalls. This would require increased state expenditures, potentially up to tens 
of millions of dollars annually. On the other hand, in recognition of the significant fiscal benefits 
cities and counties receive under the VLF swap, the Legislature may wish to reimburse cities and 
counties only where necessary to replace actual sales tax and VLF revenue losses.

Compensation Mechanisms Are Limited. We see two primary options for compensating local 
governments experiencing insufficient ERAF: provide the compensation in the annual state budget 
or through a redirection of certain local education agency property tax revenues.
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Introduction

2011‑12 and expanded to include local governments 
in San Mateo County.

In the 2012‑13 state budget, the Legislature 
appropriated $1.5 million to fully offset Amador 
County’s 2010‑11 funding shortfall. (Funding 
insufficiencies in Amador and San Mateo in 
2011‑12 were not known until after the state budget 
was adopted.) To consider the state’s options for 
addressing future claims of insufficient ERAF, the 
Supplemental Report of the 2012‑13 Budget Package 
directed the Legislative Analyst’s Office and the 
Department of Finance (DOF) to submit reports 
(1) addressing the conditions under which local 
governments may be compensated in cases where 
there are insufficient local funds to offset fully the 
fiscal effect of the triple flip and VLF Swap and 
(2) outlining one or more alternative mechanisms 
for providing such compensation. This report is 
submitted in fulfillment of our office’s requirement.

Almost a decade ago, the Legislature 
adopted two complex financial transactions with 
California’s cities and counties known as the “triple 
flip” and “VLF swap.” Under these transactions, 
city and county sales tax and VLF revenues are 
reduced, but local revenue shortfalls are offset 
annually by property taxes redirected from (1) a 
countywide educational account (ERAF) and, in 
some cases, (2) certain K-12 and community college 
districts. Local education district revenue losses, in 
turn, are offset by increased state aid.

Earlier this year, the auditor from Amador 
County reported an unanticipated development: 
available funding in 2010‑11 was not sufficient 
to fully reimburse the second financial trans-
action, the VLF swap. The county had insufficient 
ERAF—not enough revenues to fully compensate 
local governments for the triple flip and/or VLF 
swap. More recently, county auditors reported that 
insufficient ERAF continued in Amador County in 

Background

In order to better comprehend the complicated 
issue of insufficient ERAF, this report begins with 
an overview of California’s system of distributing 
property taxes amongst local governments. It then 
describes several major statutory measures that are 
integral to the issue of insufficient ERAF: the 1990s 
ERAF property tax shift, triple flip, VLF swap, and 
dissolution of redevelopment.

Property Tax Allocations Basics

Property Taxes Are Shared by Many Local 
Governments. All property tax revenue remains 
within the county in which it is collected to be used 
exclusively by local governments (cities, counties, 

special districts, K-12 schools, and community 
college districts). The county auditor is responsible 
for allocating revenue generated from the 1 percent 
rate to local governments pursuant to state law. 
The allocation system commonly is referred to 
as “AB 8,” after the bill that first implemented 
the system—Chapter 282, Statutes of 1979 (AB 8, 
L. Greene). In general, AB 8 provides a share of 
the total property tax revenue collected within a 
community to each local government that provides 
services within the community.

Property Taxes Also Affect the State Budget. 
Although the state does not receive any property 
tax revenue directly, the state has a substantial 
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fiscal interest in the distribution of property tax 
revenue because of the state’s education finance 
system under which the state guarantees each 
school district an overall level of funding. For 
K-12 districts, each district receives a comparable 
amount of per-pupil funding—a “revenue limit”—
from local property taxes and state resources 
combined. Community college districts receive 
apportionment funding from local property taxes, 
student fees, and state resources. If a district’s local 
property tax revenue (and student fee revenue in 
the case of community colleges) is not sufficient, 
the state provides additional funds. Conversely, 
if a district’s nonstate resources alone exceed the 
district’s revenue limit or apportionment funding 
level, the district does not receive general purpose 
state aid (though they typically receive funding 
for various categorical programs). These districts 
commonly are referred to as “basic aid” districts 
because historically they have received only the 
minimum amount of state aid required by the State 
Constitution (known as basic aid).

Each year, the state estimates how much each 
district will receive in local property tax revenue 
(and student fee revenue in the case of community 
colleges), then the annual budget act appropriates 
state General Fund to “make up the difference” and 
fund the district’s revenue limit or apportionment 
at the intended level. Frequently, however, the 
actual property tax revenues allocated to school 
districts may be less than anticipated. The state’s 
education finance system addresses these short-
falls differently for different types of educational 
entities. For K-12 districts, all funding shortfalls 
are backfilled automatically with additional state 
aid. In contrast, explicit state action is required to 
backfill community college funding shortfalls.

1990s ERAF Property Tax Shift

Property Taxes Shifted to Schools. In 1992‑93 
and 1993‑94, in response to serious budgetary 

shortfalls, the state permanently redirected 
almost one-fifth of total statewide property tax 
revenue from cities, counties, and special districts 
to K-12 and community college districts. Under 
the changes in property tax allocation laws, the 
redirected property tax revenue is deposited into a 
countywide fund for schools, ERAF. The property 
tax revenue from ERAF is distributed to nonbasic 
aid schools and community colleges, reducing the 
state’s funding obligations for K-14 education.

“Excess ERAF” Shifted Back. In the late 1990s, 
some county auditors reported that their ERAF 
accounts had more revenue than necessary to offset 
all state aid to non-basic aid K-12 and community 
college districts. In response, the Legislature 
enacted a law requiring that some of these surplus 
funds be used for countywide special education 
programs and the remaining funds be returned to 
cities, counties, and special districts in proportion 
to the amount of property taxes they contributed 
to ERAF. The ERAF funds that are returned to 
noneducational local governments are known as 
excess ERAF.

Triple Flip

The Triple Flip Is Reimbursed From ERAF. In 
2004, state voters approved Proposition 57, a deficit-
financing bond to address the state’s budget shortfall. 
The state enacted a three-step approach—commonly 
referred to as the triple flip—that provides a 
dedicated funding source to repay the deficit bonds:

•	 Beginning in 2004‑05, one-quarter cent 
of the local sales tax is used to repay the 
deficit-financing bond.

•	 During the time these bonds are 
outstanding, city and county revenue 
losses from the diverted local sales tax are 
replaced on a dollar-for-dollar basis with 
property taxes shifted from ERAF.
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•	 K-12 and community college district tax 
losses from the redirection of ERAF to 
cities and counties, in turn, are offset by 
increased state aid.

Triple Flip Projected to End in 2016‑17. 
Based on current projections, the Proposition 57 
deficit-financing bond will be repaid in 2016‑17 
and the triple flip will be ended. At that time, 
the $1.7 billion in ERAF monies that otherwise 
would have been used to fund the triple flip will be 
available for other uses—namely funding the VLF 
swap and offsetting state K-14 expenditures.

VLF Swap

VLF Traditionally Has Been a Local Revenue 
Source. Established in 1935, the VLF is an annual 
tax on the ownership of registered vehicles in 
California in place of taxing vehicles as personal 
property. The tax is based on the vehicle’s purchase 
price and declines in accordance with a statutory 
depreciation schedule. For most of its years, the 
primary use of VLF has been as a general purpose 
local government revenue source—with all or most 
VLF revenues distributed to cities and counties on 
a per capita basis.

State Began Reducing VLF Revenue 
Collections in the Late 1990s. While the VLF 
rate was 2 percent for over five decades, the state 
began enacting measures in 1999 that reduced the 
effective VLF rate paid by vehicle owners—thus 
reducing revenue collections. Most notably, 
Chapter 322, Statutes of 1998 (AB 2797, Cardoza), 
established an “offset” to the annual VLF paid by 
vehicle owners. Under this legislation, the VLF 
owed by a vehicle owner was initially calculated 
using the 2 percent tax rate and then the offset was 
applied, effectively reducing the rate paid by the 
vehicle owner. The amount of the tax reduction 
was shown as a credit on the vehicle owner’s regis-
tration bill. Beginning in 1999, this offset acted to 

reduce VLF collections by 25 percent. Chapter 322 
provided for a series of additional reductions 
beginning in 2001, possibly reaching a maximum 
67.5 percent beginning in 2003, if General Fund 
revenue growth met certain targets. Subsequent 
legislation accelerated the pace of these additional 
effective rate reductions, setting the VLF offset 
at 67.5 percent and reducing VLF collections a 
commensurate amount. Under this reduction, 
the effective VLF rate paid by vehicle owners was 
0.65 percent.

State General Fund Allocations Backfilled 
Local Revenue Losses. These reductions in VLF 
collections substantially reduced the revenue 
available for cities and counties. The Legislature, 
however, replaced the lost VLF revenues with 
General Fund allocations to cities and counties 
on a dollar-for-dollar basis. Funds from the 
General Fund backfill generally were allocated 
on a per capita basis so that each city and county 
received the same amount of revenue as the local 
government would have received absent the VLF 
reductions. The backfill was continuously appro-
priated and, therefore, not subject to annual appro-
priation in the budget bill.

General Fund Resources Found Insufficient 
to Cover Backfill. Chapter 322 included a “trigger” 
provision requiring the effective VLF rate to be 
increased during periods in which insufficient 
General Fund monies were available to backfill 
for city and county revenue losses. In these cases, 
General Fund expenditures for the backfill would 
be reduced, accompanied by a commensurate 
increase in VLF payments made by vehicle 
owners. In June 2003, Governor Davis determined 
that there were insufficient funds for the state 
to continue making backfill payments to cities 
and counties. As a result, backfill payments were 
suspended in June 2003. For various reasons, 
however, the effective VLF rate was not returned 
to 2 percent until October 2003. Following the 
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recall election, in November 2003 Governor 
Schwarzenegger reversed the determination of 
insufficiency. This restored the effective VLF rate to 
0.65 percent and resumed payment of the General 
Fund backfill to cities and counties. The time 
difference between the suspension of the backfill 
payments and the increase in the effective VLF rate 
resulted in revenue losses of $1.3 billion for cities 
and counties. This amount was deemed to be a loan 
from cities and counties to the state, and was repaid 
during the 2005‑06 budget year.

VLF Swap Enacted to Replace General Fund 
Backfill. In 2004, the state and cities and counties 
worked together to develop a new mechanism for 
reimbursing cities and counties for their reduced 
VLF revenue. This mechanism, known as the VLF 
swap, provides an element of increased security for 
cities and counties by replacing a state-controlled 
reimbursement with a revenue source that is subject 
to greater local control. Specifically, the VLF swap 
replaced the General Fund VLF backfill with 
property taxes redirected at the county level from 
(1) ERAF and, if ERAF revenues are not sufficient, 
from (2) nonbasic aid K-12 and community college 
districts. (All reductions in revenue to K-12 and 
community college districts are offset by additional 
state aid.) The VLF swap also specified that future 
growth in these reimbursement property taxes 
would not be distributed on a per capita basis (like 
VLF revenues and the VLF General Fund backfill 
had been). Instead, the property taxes provided as 
part of the VLF swap would grow each year based 
on growth in property values within the entity.

Redevelopment Dissolution

Dissolution of Redevelopment Increases 
Property Taxes Distributed to Schools. The 
2011‑12 budget package included legislation—
Chapter 5 (ABX1 26, Blumenfield)—that resulted 
in the dissolution of all redevelopment agencies 
(RDAs) in California effective February 2012. 

As discussed in our report, The 2012‑13 Budget: 
Unwinding Redevelopment, by diverting property 
taxes from K-12 and community college districts, 
redevelopment had the overall effect of increasing 
state costs for K-14 education. Under the dissolution 
process, the property tax revenue that formerly 
went to RDAs is used first to pay off redevelopment 
debts and obligations and the remainder is 
distributed to local governments, including K-12 
and community college districts, in accordance 
with AB 8. The shift of property taxes to nonbasic 
aid districts reduces state K-14 expenditures 
by a similar amount. Over time, as former 
redevelopment debts and obligations are retired, 
state savings from redevelopment dissolution will 
grow as school districts receive larger distributions 
of property taxes. The cash and other liquid assets 
of former RDAs also will be distributed to local 
governments in accordance with AB 8. These 
distributions will provide additional one-time 
increases in revenue for school districts in the 
current year and over the next few years.

No Change in Excess ERAF. In general, an 
increase in the amount of property tax revenue 
to school districts decreases (1) the amount of 
state funding needed by schools to reach their 
revenue limits and (2) the amount of ERAF that 
can be used to offset the state’s obligations. As less 
ERAF funding is needed to offset state education 
expenditures, more property tax is returned to 
local governments as excess ERAF. This, in turn, 
leaves fewer resources in ERAF available to make 
payments under the triple flip and VLF swap. In 
order to maximize the state’s fiscal benefit from 
the dissolution of redevelopment, the Legislature 
enacted Chapter 26, Statutes of 2012 (AB 1484, 
Committee on Budget), which directs county 
auditors to exclude revenues provided to schools by 
the dissolution of RDAs in the calculation of excess 
ERAF.
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Administering the Triple Flip and VLF Swap

shortfalls are referred to as insufficient ERAF. The 
major steps in the process are as follows.

Step 1: Return Excess ERAF. As shown in 
the figure, the first step is for each county auditor 
to determine whether the funds deposited into 
the countywide account exceed the amount 
needed by all nonbasic aid K-12 and community 
college districts in the county, plus a specified 
amount for special education. If so, the special 
education program receives funding from ERAF 
and any remaining ERAF is returned to cities, 
special districts, and the county in proportion to 
the amount of property taxes they contributed 
to ERAF. This calculation of excess ERAF was 
recently modified to exclude property taxes 
distributed to K-12 and community college districts 
as a result of redevelopment dissolution.

Step 2: Reimburse Triple Flip. Following the 
calculation and distribution of excess ERAF, state 
law directs county auditors to reimburse local 
governments for their revenue losses associated 
with the triple flip. This reimbursement is shown 
in the figure as step two. If the county auditor uses 
all available ERAF, but determines that the local 
governments have not been fully reimbursed for 
the triple flip, the county has insufficient ERAF. In 
this situation, additional state action is required if 
cities and counties are to be fully reimbursed for 
the triple flip.

Steps 3 and 4: Pay for VLF Swap. After 
reimbursing the triple flip, the next use of ERAF 
is to make payments to local governments for the 
VLF swap. If the county auditor determines that the 
remaining ERAF resources alone are not sufficient 
to fully pay cities and the county for the VLF swap, 
the county auditor redirects some property taxes 
from nonbasic aid K-12 and community college 
districts for this purpose, as shown in step 4. The 

Calculating Payments to Cities and Counties

Triple Flip Reimbursements Equal to 
Projected Annual Reductions in Sales Tax 
Revenue. Each fiscal year, DOF provides county 
auditors with an estimate of the sales tax revenue 
lost by each local government as a result of the 
triple flip. The DOF’s estimate is based on the 
actual amount of sales tax revenue distributed to 
each local government in the prior year, adjusted 
for projected growth (as determined by the State 
Board of Equalization) in the current year.

VLF Swap Payments Pegged to Growth in 
Local Assessed Property Values. In general, 
each city and county’s annual VLF payment is 
equal to its VLF losses related to the state reduc-
tions in 2004‑05, grown by the total percentage 
change in the city or county’s assessed value of 
taxable property—or assessed valuation—between 
2004‑05 and the current year. For example, if 
a city’s VLF revenue losses were $1 million in 
2004‑05 and its assessed valuation increased by 
20 percent between 2004‑05 and 2012‑13, then 
its VLF payment in 2012‑13 is $1.2 million. For 
the purposes of this calculation, county auditors 
are directed to ignore any growth in assessed 
valuation due to changes in a city’s boundaries, 
such as an expansion of boundaries through 
annexation, that occur after 2004‑05.

Reimbursement Process

Figure 1 (see next page) displays the complex 
process county auditors follow to allocate ERAF 
and to reimburse cities and counties for the triple 
flip and VLF swap. This figure also shows that, 
under certain circumstances, it is possible that the 
auditor could determine that there are not enough 
funds to fully compensate cities and the county for 
the triple flip and/or the VLF swap. These funding 
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Process to Distribute ERAF and Reimburse the Triple Flip and VLF Swap

Figure 1

County auditors shift 
property taxes from 
counties, cities, and 

special districts to ERAF.

Does the amount in ERAF 
exceed the total amount needed

by K-14 districts?

(2) Use ERAF to 
reimburse cities and 
counties for triple flip.

(1) Return excess 
ERAF to counties,

cities, and special districts.

Is ERAF sufficient to fully 
pay for VLF swap?

(5) Distribute remaining 
ERAF funds to 
K-14 districts.

(4) Negative ERAF: 
Use property taxes 

from K-14 districts that 
are not basic aid to 
pay for VLF swap.

County is 
experiencing 

insufficient ERAF.

Are K-14 district property 
taxes sufficient to fully 

pay for VLF swap?

End.

YES

NO

NO

YES

NO

YES

ERAF = Educational Revenue Augmentation Fund; VLF = vehicle license fee.

Is ERAF sufficient to fully
reimburse for triple flip?

(3) Use remaining ERAF 
to pay cities and 

counties for VLF swap.

YES

NO
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redirection of school property taxes is commonly 
referred to as “negative ERAF” because it decreases 
K-12 and community college property taxes rather 
than supplementing them (the original purpose of 
ERAF). If ERAF and nonbasic aid school district 
property taxes combined do not contain enough 
resources to make the payments required under the 
VLF swap, then the county has insufficient ERAF. 
In this situation, additional state action is required 
for cities and counties to receive the full VLF swap 
payment.

Step 5: Distribute Remaining ERAF to K-12 
and Community College Districts. Any funds 
remaining in ERAF after the other uses have been 
satisfied are distributed to schools and offset state 
education spending.

Examples of the ERAF Distribution Process

While the same rules govern the distribution 
of ERAF throughout the state, the outcome varies 
significantly from county to county. This variation 
reflects the large differences among counties in the 
amount of property taxes allocated to K-12 and 
community college districts, the number of students 
enrolled in K-14 programs, the level of ERAF 
resources and sales taxes, and other factors. Below, 
we present four examples using data from 2011‑12.

Simplest Example: Alameda County. 
Property tax collections in the county totaled 
$2 billion—of which $410 million was deposited in 
ERAF. Because the county’s K-12 and community 
college districts needed more than $410 million 
in additional property taxes to meet their revenue 
limits or guaranteed funding levels, no ERAF 
resources were returned to cities, counties, and 
special districts as excess ERAF. Instead, ERAF 
resources were available to make triple flip and 
VLF swap payments to cities and the county 
($309 million) and the remainder was distributed to 
nonbasic aid K-12 and community college districts 
($101 million).

Negative ERAF: Los Angeles County. Property 
tax collections in the county totaled about 
$10 billion—of which $2.08 billion was deposited in 
ERAF. K-12 and community college districts needed 
more than $2.08 billion to satisfy their revenue 
limits or guaranteed funding levels. Therefore, no 
ERAF funds were returned to cities, counties, and 
special districts as excess ERAF. The first use of the 
county’s ERAF (before allocating any funds to K-12 
and community college districts) was to provide 
$302 million in triple flip reimbursements to cities 
and the county. After ERAF funds were distributed 
for the triple flip, $1.78 billion remained in ERAF to 
fund VLF swap payments of $1.84 billion—resulting 
in a shortfall of about $65 million. To cover this 
shortfall, Los Angeles’ auditor redirected $65 million 
of property taxes from nonbasic aid K-12 and 
community college districts to ERAF to make the 
full VLF payment. (The numbers above exclude 
certain revenues related to the county’s policies 
regarding delinquent property taxes.)

Excess ERAF: Napa County. Property tax 
collections in the county totaled $275 million—of 
which $34 million was deposited to ERAF. In 
total, K-12 and community college districts in 
the county needed only one-fourth of the funds 
deposited into ERAF to meet their funding needs. 
Thus, $25 million of the ERAF resources were 
first used to offset state expenditures in county 
special education programs ($7 million), with the 
remaining funds ($18 million) returned to cities, 
counties, and special districts as excess ERAF. 
Following these distributions, just under $9 million 
remained in ERAF to fund the triple flip and VLF 
swap. These funds were used first to pay triple flip 
reimbursements totaling $6 million. The remaining 
$3 million was applied to a VLF swap obligation of 
$23 million—resulting in a shortfall of $20 million. 
To cover this funding shortfall, Napa’s auditor 
redirected $20 million from property taxes of 
nonbasic aid K-12 and community college districts.
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Insufficient ERAF: San Mateo County. 
Property tax collections in the county totaled 
$1.4 billion—of which $187 million was deposited 
to ERAF. In total, the county’s K-12 and 
community college districts needed $38 million 
from ERAF to meet their guaranteed funding 
levels, leaving $149 million to distribute to county 
special education programs ($18 million) and 
to cities, counties, and special districts as excess 
ERAF ($131 million). Following these distributions, 
$38 million remained in ERAF to fund the triple 
flip and VLF swap. These funds were used first to 
pay triple flip reimbursements totaling $32 million. 

The remaining $6 million was applied to a VLF 
swap obligation of $125 million—resulting in a 
shortfall of $119 million. To cover this funding 
shortfall, San Mateo’s auditor shifted property taxes 
from nonbasic aid K-12 and community college 
districts. Because many K-12 and community 
college districts in San Mateo are basic aid, 
however, the amount of K-12 and community 
college district property taxes available to be shifted 
was slightly lower ($200,000) than the $119 million 
needed to reimburse city and county for the 
VLF swap. Thus, San Mateo County experienced 
$200,000 of insufficient ERAF.

A Recent Development: Insufficient ERAF

In 2010‑11, Amador County found that the 
resources available from ERAF and nonbasic aid 
K-12 and community college district property taxes 
were insufficient to fully fund VLF swap payments 
to cities and counties. This funding shortfall—the 
first reported case—is known as insufficient ERAF. 
If insufficient ERAF occurs, state action is required 
if cities and counties are to receive full triple flip or 
VLF swap payments. In the 2011‑12, two counties—
Amador and San Mateo—reported having insuf-
ficient ERAF. This section discusses the factors 
leading to insufficient ERAF and explores the 
possibility of insufficient ERAF extending to other 
counties and affecting payments for the triple flip.

Factors Leading to Insufficient ERAF

Prevalence of Basic Aid School Districts Is 
the Most Significant Cause of Insufficient ERAF. 
In general, counties where a greater proportion of 
K-12 and community college districts are basic aid 
are more likely to experience insufficient ERAF. 
The prevalence of basic aid districts can affect the 
amount of resources available to fund the triple 

flip and VLF swap in two ways. First, if more 
K-12 and community college districts are basic 
aid, there is less capacity to use ERAF to offset 
state education costs and, therefore, more ERAF 
is returned to local governments as excess ERAF. 
Monies returned as excess ERAF are not available 
to fund triple flip or VLF swap payments. Second, 
because state law does not allow county auditors to 
shift property taxes from basic aid districts to fund 
the VLF swap, an increase in the number of basic 
aid districts decreases the pool of resources county 
auditors can draw from to fund the VLF swap. In 
2011‑12, around 10 percent of K-12 and community 
college districts in the state were basic aid. In 
contrast, about two-thirds of K-12 and community 
college districts in San Mateo County were basic 
aid and Amador County’s only K-12 district was 
basic aid.

Local Demographics, Property Values, and 
State Policies Drive Basic Aid Status. A wide range 
of factors influence whether a K-12 or community 
college district is basic aid, including economic 
and demographic factors, as well as state fiscal 
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and educational policies. In general, basic aid 
districts (1) receive comparatively high property 
tax revenue—because of substantial property 
wealth and/or they receive a higher share of the 
property tax (for more information on property 
tax allocation, see our report, Understanding 
California’s Property Taxes) and (2) serve a 
community with a comparatively smaller school-
aged population. In addition, changes in state 
policy can also influence whether a district is basic 
aid. The number of basic aid districts generally 
increases when the state decreases K-12 district 
revenue limits and community college appor-
tionment funding levels, and vice-versa. Changes 
in revenue limits and apportionment funding 
levels can be caused by state fiscal actions (such as 
a reduction of overall state K-14 expenditure) or 
by state policy changes (such as consolidation of 
categorical program funding into revenue limits). 
In addition, state actions that increase the property 
tax revenue of K-12 and community college 
districts (such as dissolution of redevelopment) can 
increase the number of basic aid districts.

Slower Growth of ERAF Contributes Modestly 
to Insufficient ERAF. Property tax revenues 
deposited in ERAF are the primary funding 
source for VLF swap payments. Historically, 
ERAF resources have grown slightly slower than 
VLF payments—by up to about 1 percent a year. 
The slower growth of ERAF relative to VLF swap 
payments (which grow at the rate of change in 
assessed valuation) has reduced somewhat the 
amount of resources available to fund the VLF 
swap, thus contributing to insufficient ERAF. The 
overall statewide effect of ERAF’s slower growth 
rate, however, has been small. If ERAF grew at the 
same pace as VLF swap payments, there currently 
would be around $340 million more ERAF to fund 
VLF swap payments—an amount equal to 6 percent 
of total VLF payments. We note that the difference 
between ERAF and VLF swap payment growth 

rates in Amador and San Mateo Counties was not 
a significant factor contributing to their ERAF 
insufficiencies.

Insufficient ERAF In Future Years

To date, insufficient ERAF has been a limited 
issue: only a small number of local governments 
have been affected and the dollar amount of the 
insufficiencies has been relatively minor. Going 
forward, it is difficult to project the magnitude of 
insufficient ERAF in future years. However, based 
on our current economic and demographic forecasts 
and our review of county triple flip and VLF swap 
financial data, in the absence of significant state 
educational policy changes, we think it is likely that 
insufficient ERAF (1) will increase over the next 
few years (potentially to tens of millions of dollars 
in some years), (2) may affect triple flip reimburse-
ments in a small number of counties, and (3) will 
abate considerably after 2016‑17 (following the 
end of the triple flip), possibly continuing to affect 
a small number of counties on an ongoing basis. 
We note that these outcomes could be influenced 
by legislative actions to increase general purpose 
funding levels for K-12 and community college 
districts—such as transitioning to a new K-12 
weighted student formula—which could substan-
tially reduce future growth in basic aid districts 
and, therefore, insufficient ERAF. Below, we discuss 
the rationale underlying our insufficient ERAF 
projections.

Property Tax Growth Over Next Few Years 
Could Create More Basic Aid Districts. In 
2012‑13 and over the next few years, many K-12 
and community college districts are expected to 
receive a significant increase in property tax revenue 
from the distribution of former RDA assets and an 
anticipated increase in property values. This growth 
in property tax revenue is likely to shift tempo-
rarily some K-12 and community college districts 
into basic aid status and, in turn, increase the 
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number and dollar amount of ERAF insufficiencies 
experienced by local governments. The ERAF insuf-
ficiency faced by local governments in San Mateo 
County is likely to increase significantly in 2012‑13, 
from $200,000 to several million or more. Also, 
at least one additional county—Napa—appears 
at risk of having insufficient ERAF in 2012‑13 or 
the near future. Despite the potential growth of 
insufficient ERAF over the next few years, the issue 
is not likely to expand beyond a small number of 
counties because the vast majority of counties have 
only a small number of K-12 and community college 
districts that are basic aid or are close to becoming 
basic aid.

Chance of Triple Flip Funding Shortfalls. 
A few counties—San Mateo and Napa—appear 
somewhat at risk of developing insufficient ERAF 
as a result of ERAF resources being inadequate 
to reimburse cities and counties for the triple flip. 
This situation can occur if a significant portion 
of a county’s ERAF revenues are distributed to 
special education programs and to local govern-
ments as excess ERAF, leaving inadequate funds 
to reimburse for the triple flip. In 2011‑12, over 
70 percent of ERAF monies in San Mateo and Napa 
counties were distributed to special education 
programs and as excess ERAF, leaving less than 
30 percent of ERAF to fund the triple flip and VLF 
swap. Most of the funds remaining in ERAF were 
used to reimburse the triple flip. For this reason, a 
relatively small increase in excess ERAF distribu-
tions—for example, a 5 percent increase in San 
Mateo County—likely would result in a triple flip 

funding shortfall. It is possible such an increase 
in excess ERAF distributions could result from 
expected growth in property values in San Mateo 
and Napa counties over the next few years. Because 
the triple flip is scheduled to end in 2016‑17, any 
triple flip related insufficient ERAF would be a 
temporary, short-term issue.

End of Triple Flip Should Decrease ERAF 
Insufficiencies. Any growth in insufficient ERAF 
that occurs over the next few years is likely to be 
reversed beginning in 2016‑17. As mentioned previ-
ously, the Proposition 57 deficit-financing bonds 
are projected to be repaid in 2016‑17 and the triple 
flip will end. At that time, there will be roughly 
$1.7 billion (about one-third of statewide VLF swap 
payments) more ERAF funding available statewide 
to fund the VLF swap—significantly decreasing 
the likelihood of VLF swap funding shortfalls. 
In addition, state K-14 expenditures are projected 
to increase consistently between 2013‑14 and 
2017‑18, likely leading to growth in revenue limit 
entitlements for K-12 districts and apportionment 
funding levels for community colleges. To the 
extent growth in revenue limits and apportionment 
funding exceeds growth in K-12 and community 
college district property taxes, the number of basic 
aid districts could decrease. The combination of 
these factors should reduce the possibility of local 
governments experiencing insufficient ERAF. As a 
result, beginning in 2016‑17, it is likely that insuf-
ficient ERAF will be limited to a small number of 
counties—or perhaps nonexistent in some years—
for the foreseeable future.

Addressing Insufficient ERAF

In addressing claims of insufficient ERAF 
in future years, the Legislature is faced with two 
primary decisions: how much compensation 
cities and counties should receive and how the 

compensation should be provided. In the sections 
that follow, we provide a framework the Legislature 
may wish to use in considering these decisions.
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How Much Should Cities and Counties Be 
Compensated for Insufficient ERAF?

Deciding the amount of compensation to 
provide is difficult and inevitably requires the 
Legislature to make trade-offs between providing 
funding for state versus local government 
programs—and weighing implicit commitments 
made by previous Legislatures. As we discuss 
below, we think a strong analytical argument can 
be made for developing a funding mechanism that 
provides full reimbursement for all shortfalls in 
triple flip and VLF swap reimbursements. However, 
it would also be reasonable for the Legislature 
to consider a lower level of reimbursement for 
VLF swap funding shortfalls in recognition of an 
additional unforeseen outcome of the VLF swap: 
cities and counties have received a significant fiscal 
benefit from the VLF swap due to unexpected 
growth in VLF swap payments. Should the 
Legislature wish to provide a lower level of support, 
we think a reasonable alternative would be to 
(1) provide full reimbursement for all triple flip 
losses and (2) reimburse VLF swap shortfalls to the 
extent that a local government did not receive more 
revenues under the VLF swap than it would have if 
the VLF rate had remained 2 percent.

Providing Full Reimbursement. The legislative 
record is unambiguous that the state intended 
to provide each city and county with (1) dollar-
for-dollar reimbursement for their local sales tax 
losses associated with the triple flip and (2) VLF 
swap payments equal to the local government’s 
2004‑05 VLF losses, grown by annual change in 
its assessed value. The Legislature specified that 
the resources to provide this compensation were 
to be property taxes in ERAF and, if necessary, 
property taxes redirected from nonbasic aid K-12 
and community college districts—a funding system 
that was believed to be sufficient to accomplish the 
Legislature’s objective. The funding insufficiency 
that has developed is a byproduct of California’s 

complex system of local finance and not the result 
of any actions by cities and counties. Therefore, 
there is no clear reason that some local govern-
ments should get lower levels of reimbursement 
simply because they are located in a county with 
insufficient ERAF.

Alternative: Fully Reimburse Actual Local 
Government Revenue Losses. While it is clear the 
Legislature intended for VLF swap payments to 
grow with annual changes in assessed valuation, it 
is not clear the Legislature could have known this 
would result in most cities and counties receiving 
VLF swap payments significantly in excess of 
their VLF losses. As discussed in the nearby 
box (see next page), VLF swap payments have 
grown relatively quickly since 2004, significantly 
surpassing the amount of VLF revenues that local 
governments lost as a result of the VLF swap. Local 
governments today are receiving $2 billion more 
annually than they would have received if the VLF 
rate had been left at 2 percent. In recognition of 
this fact, the Legislature may wish to consider an 
alternative approach to insufficient ERAF which 
limits reimbursement to the actual amount of sales 
tax and VLF losses a local government experienced. 
Under this approach, all triple flip shortfalls would 
be reimbursed, but the state would reimburse VLF 
swap shortfalls only to the extent that the local 
government had not already received at least the 
same amount of funding it would have received if 
the swap had not occurred and the VLF rate was 
2 percent. This limitation on VLF reimbursement 
would decrease the magnitude of state liabilities—
no additional reimbursement would be required for 
the cases of insufficient ERAF that have occurred 
to date. While the analytical argument for this 
alternative is less straightforward, it is consistent 
with the notion that the state’s goal was to hold 
local governments harmless from the fiscal effects 
of the VLF rate reduction—not to increase local 
government revenues overall.
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How Should Compensation  
Be Provided to Cities and Counties?

After deciding how much compensation to 
provide to local governments, the next decision for 
the Legislature is to design a financing mechanism 
to provide the funds. Given the Constitution’s 
many provisions limiting state authority over local 
finance, we see only two primary options: provide 
the compensation in the annual state budget or 
through a redirection of certain local education 

agency property tax revenues. We discuss these 
alternatives below.

Annual State Budget Appropriations. In the 
2012‑13 state budget, the Legislature addressed 
insufficient ERAF by providing the affected local 
governments with a one-time allocation from 
the General Fund. Continuing this approach 
in future years would allow the Legislature to 
weigh the expense of providing insufficient 
ERAF compensation against other state spending 
priorities on an annual basis. On the other hand, 

A Look at Growth in Vehicle License Fee (VLF) Payments

VLF Swap Payments Have Grown Faster Than VLF Revenues. Each year, a city’s or county’s 
VLF payment increases (or decreases) proportionately to the change in its assessed valuation. After 
the adoption of the VLF swap, statewide growth in assessed valuation—and, as a result, VLF swap 
payments—has significantly exceeded growth in VLF revenues. From 2004‑05 to 2011‑12, VLF 
swap payments grew by an average of about 5 percent each year, while VLF revenues declined by an 
average of about 0.5 percent each year. Consequently, annual statewide VLF swap payments now 
are roughly $2 billion (around 45 percent) greater than the VLF revenues lost by cities and counties. 
This large fiscal benefit for cities and counties was not foreseen at the time the VLF swap was 
adopted. Prior to the VLF swap, historical growth in assessed valuation and VLF revenue had been 
fairly comparable.

City and County Fiscal Benefits Vary Significantly. While most cities and counties have 
benefited from the faster growth of VLF swap payments, some cities and counties with less growth 
in assessed valuation or more growth in population have received less benefit from the VLF swap 
than other cities and counties. Our estimates of the benefits (or losses) of individual cities and 
counties—measured in terms of the percentage gain or loss in VLF swap payments relative to VLF 
revenue losses—range from losses of a few percent to gains in excess of 80 percent. In terms of the 
two counties that have insufficient Educational Revenue Augmentation Fund (ERAF) (Amador and 
San Mateo), our analysis indicates that local governments in these counties have benefited under the 
VLF swap, but not more than most other cities and counties.

Choice to Tie VLF Swap Payments to Assessed Value Was Significant. In enacting the VLF 
swap, the state departed from its prior policy of replacing city and county VLF revenue losses dollar 
for dollar and instead linked growth in VLF swap payments to growth in assessed valuation. Had 
the state adopted a mechanism that provided for reimbursement of city and county actual VLF 
revenue losses only, annual payments to cities and counties would be about $2 billion less today than 
under the VLF swap. This would reduce the occurrence of insufficient ERAF, including eliminating 
Amador and San Mateo’s status as counties with insufficient ERAF. 
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subjecting insufficient ERAF compensation to 
annual review would reduce revenue security for 
cities and counties. We note that the Legislature 
designed the current triple flip and VLF swap 
payment mechanism to be controlled at the local 
level with the objective of giving local government 
revenue security.

Redirect Property Taxes From Some Local 
Educational Entities. Current law allows auditors 
to redirect property taxes from nonbasic aid 
K-12 and community college districts to fund 
the VLF swap. These districts’ property tax losses 
are backfilled with state aid. Current law does 
not allow auditors, however, to redirect (1) K-12 
or community college district property taxes 
to fund the triple flip or (2) county offices of 
education (COE) and special education program 
property taxes to fund the triple flip or VLF swap. 
Expanding county auditor authority to redirect 
property taxes from all of these educational 
agencies for the triple flip and VLF swap would 
provide additional funding that could be used to 
avoid ERAF insufficiencies. Similar to K-12 and 
community college districts, COE and special 
education programs receive a particular level of 
annual funding through a combination of local 
revenues and state aid. If the property tax revenues 
received by COEs or special education programs 
decrease, the state typically provides additional 
state funding to achieve a specified funding 
level. Therefore, total funding to these entities 
likely would not decrease if county auditors were 
permitted to redirect some of their property taxes 
to fund the triple flip and VLF swap.

Our review indicates that redirecting property 
tax revenues from COEs and special education 
programs would cover most, but not all, of the 
current costs of insufficient ERAF in Amador 
and San Mateo Counties. Similarly, this funding 
mechanism might not be sufficient in future years 

if the scope of insufficient ERAF is constant or 
expands. Consequently, if the Legislature wishes 
to provide full reimbursement for all triple flip 
and VLF swap funding shortfalls, supplemental 
General Fund appropriations will be required to 
compensate cities and counties.

The Redirection Option Raises Two Important 
Considerations. In considering this option, the 
Legislature should be aware of two important 
considerations. First, if the actual amount of 
property taxes allocated to COEs or special 
education programs in a given year ends up being 
less than was expected at the time the state budget 
was enacted, additional state funding would need 
to be provided if COEs and special education 
programs are to reach their specified funding 
levels. State policies addressing this situation differ 
between COEs and special education programs. 
As with K-12 districts, COE funding shortfalls 
are backfilled automatically with additional 
state aid. On the other hand, an additional 
state appropriation would be needed to backfill 
special education funding shortfalls—similar to 
community colleges. While the issue of differing 
approaches to backfilling local educational 
agencies’ property tax revenues extends far beyond 
insufficient ERAF and the scope of this report, the 
Legislature should be aware that the ramifications 
of shifting property taxes from local educational 
agencies to fund the triple flip and VLF swap may 
vary across entities. Second, the Constitution 
constrains the Legislature’s ability to alter the 
allocation of property tax revenues—even in cases 
when the state would be providing cities and 
counties with increased property taxes. Legislation 
authorizing property taxes to be shifted from 
COE or special education programs may require 
approval by two-thirds of both houses of the 
Legislature.
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Conclusion

claims of insufficient ERAF, the Legislature will 
be faced with the difficult decisions of how much 
compensation cities and counties should receive 
and how it should be provided. Ultimately, in 
making these decisions, the Legislature to will need 
to balance trade-offs between providing funding 
for state versus local government programs and 
weigh implicit commitments made by previous 
Legislatures.

Over the last two years, local governments 
in two counties—Amador and San Mateo—did 
not receive enough revenue to offset two complex 
state-local financial transactions: the triple flip and 
VLF swap. It is likely this funding insufficiency, 
commonly called insufficient ERAF, will continue 
in future years, requiring state action if the affected 
local governments are to receive their full triple 
flip and VLF swap payments. In addressing future 
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