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The California Speaker’s Commission on the commission would offer positive incentives to
Regionalism has sought means of promoting bettedocal governments by increasing an alternative
regional collaboration and improved regional planning revenue source.

and public policy decision-making. A critical element

of any such strategy will be the development of fiscal The property for sales tax swap proposal would
mechanisms to finance infrastructure and otherincrease the amount of property taxes received by local
investments and the crafting of fiscal incentives to 90vernments, and in so doing increase the incentive
promote improved regional responses to the publictO @PProve property tax generating land uses such as

policy challenges confronting California. housing. This type of swap proposal would be of most
benefit to those entities that have relatively fast

This paper outlines the results of the California growing property tax bases.

Institute for County Government'’s (CICG) analysis _ _ _

of a series of proposals for revenue sharing orThe incentives created by an alternative sales tax
reallocation under consideration by the Commission.&/location formula would depend on the specific
The proposals are all designed to change the set dPrmula adopted. This formula could be tailored to
fiscal incentives that local governments currently facecréate incentives designed to address a specific
in order to promote improved land use decision- regional need or public policy objective. For example,

making and encourage regional responses to publi@ Performance or policy-based allocation
policy challenges. methodology could be developed in which revenues

would be distributed to those jurisdictions that met
The Commission asked CICG to evaluate two broadspecific performance criteria such as developing low-

classes of revenue restructuring options: income housing or protecting open space. At the
_ _ _ request of the Commission, CICG evaluated the
1. swapping a portion of the growth in results of population-based and an income-based
sales tax revenues for increased property  gjjocation methodologies. These methods seek to
taxes, and allocate a portion of sales tax revenues according to EIEG

the needs of the local entities, rather than based on

2. allocating a portion of the sales tax . .
where retail transactions occurred.

growth according to a per capita, income-

based or other locally determined formula. Thjrg, while each of these proposals would act, on

puerage, to improve local fiscal incentives, application
of a single formula across the state’s more than 500
cities and counties ensures imperfection. Under each

First, each of these restructuring arrangements woul@®f the formulas analyzed, cases emerged in which
reduce the reliance of local governments on the sale¥/ealthy communities were rewarded at the expense
tax. Reducing the relative importance of the sales tax0f poor ones, or fast growing entities were benefited
will in turn help to reduce the current “fiscalization” at the expense of their slower growing neighbors.
of land use decisions, in which local governments seelfurthermore, a proposal that appears to work well in
out those development projects likely to generate thePhe region may not work as well in another. In fact,
greatest amounts of increased sales tax revenues. TH€ of the conclusions of our analysis is that no
result of these fiscal incentives is often a continueduniform, statewide revenue restructuring formula is
decentralization of retail activity, as newer suburbslikely to achieve all of the desired results. The only

attract retail activity at the expense of older, centralWay to prevent unwanted outcomes is for each region
urban areas. to tailor these general proposals to meet the specific

needs of that community.
Second, beyond simply reducing the reliance on situs-

based sales taxes, each of the options considered Hyourth, it is certainly the case that these proposals
will be viewed through the lens of current economic

Our analysis of these restructuring proposals yielde
five important conclusions:
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conditions. That is, the characteristics of our recentor allocating a revenue source according to a different
past experience will inevitably color the consideration formula. Many alternative swaps or reallocation
of these prospective proposals. For example, the sale®rmulas are possible. The analysis of these proposals
tax has recently been growing more rapidly than theis intended to allow regions throughout the state to
property tax. This stands in contrast to the longer-termexamine what a specific proposal would migauthat
historical trend in which property taxes have grown regionand to serve as a starting point for discussion
more quickly. As a result, proposals that swap salesf regional fiscal solutions. To facilitate the analysis
taxes for property taxes may look undesirable today,of the restructuring proposals, CICG developed a very
but may look much better a year from now, if property flexible simulation model that can illustrate the effects
taxes continue growing even as a slowing economyof a wide range of restructuring proposals beyond
reduces sales tax growth. those specifically discussed in this report.

Fifth, creating a new revenue source for regional
purposes may be more feasible than reallocating an
existing revenue source. Simply put, consideration of
any proposal to reallocate existing revenues must
confront the reality that some jurisdictions will, at least
in the short term, do better than others. That is, any
proposal to reshuffle existing revenues will create
perceived “winners and losers.” The proposals
analyzed in this paper all apply only to revenue
growth, so that no jurisdiction would actually
experience a reduction in revenues. Instead, the
proposals would result in some jurisdictions receiving
more revenue growth relative to others. Nevertheless,
though the region as a whole can expect to benefit
from reduced competition for retail development,
improved cooperation among local entities,
availability of resources to finance regional projects,
and other benefits, the political difficulty of
implementing any such proposal cannot be ignored.

In order to avoid these political obstacles while
accomplishing the goals of financing regional projects
and improving cooperation among local entities, the
Commission may wish to recommend the
development of a new revenue source. These new
revenues could come from a variety of areas, and
could be allocated for any set of regional purposes,
from infrastructure investment to workforce
development to preservation of open space.

Finally, the specific proposals analyzed are intended
to be illustrative, rather than serve as

recommendations of the Commission or CICG. These
proposals represent broad classes of reallocation
formulas: swapping one revenue source for another,



The Speaker’s Commission on Regionalism hasOne of the clearest and most discussed manifestations
sought means of promoting better regional of this “every jurisdiction for itself” system has been
collaboration and improved regional planning and the increased “fiscalization” of land use decisions.
public policy decision-making. A critical element of While land use decisions have always been based on
any such regional strategy will be the development offiscal incentives to a certain extent, the current system
fiscal mechanisms to finance infrastructure and otherof fiscal constraints on local governments in
investments and the enactment of fiscal incentivesCalifornia has lead to a growing sense that land use
designed to promote improved regional responses talecisions are being made primarily based on the
the public policy challenges confronting California. amount of sales tax that a proposed development
_ _ project s likely to produce. With sales tax generating
The current system for financing local governments canacity as a principal consideration, the likely impact
does not adequately address a fundamental aspect gf, 5 neighboring jurisdiction — to say nothing of the

modern California: the regional nature of economic region as a whole — is given relatively little attention
and geographic regions. In other words, localj, the planning process.

governments are organized and financed as discrete
entities - cities and counties - without regard for the Without regional governance structures, and given the
fact that economic activity, environmental impacts of presence of fiscal incentives that promote sales tax
development, and people themselves don't necessarilgenerating projects to the detriment of many others,
fitinto these jurisdictional boundaries. Instead, thesechanging the set of fiscal incentive that local
forces of modern California are regional in scope. Asgovernments face may be an appropriate response to
the Public Policy Institute of California’s Fred Silva consider.
has pointed out, “regions are defined in economicand , o o
geographic terms without governance or fiscal powers\ith these considerations in mind, the Commission
tomatch.? As aresult, local governments frequently ha_s o_IeC|ded to evaluate various means ofreallocating C|CG
make decisions without regard for the regional €Xisting revenue sources, sharing revenue growth, or "~ age 3
implications of those decisions. In many cases, thedeveloping entirely new revenue sources in an effort
impacts of these projects spill over into neighboring t© improve fiscal incentives and promote improved
jurisdictions. For example, construction of a new mall "égional policy making.
may increase sales tax revenue for one jurisdiction
while reducing revenue for a nearby jurisdiction as
retail activity is transferred from one location to
another within the same region. Similarly, a new mall
may generate benefits in excess of costs for the entityJsing the options outlined for the Commission by
that receives the sales tax revenues but may generafeed Silva as a guide, the California Institute for
few benefits for a neighboring jurisdiction that may County Government (CICG) through the California
still face increased costs as a result of the newState University Faculty Fellows Program was asked
development, for example from increased traffic. ~ to model and evaluate the potential impact of three
revenue sharing or reallocation proposakach of
Currently, there are few public policies able to managethe three would reallocate growth in existing revenue
this development process. Put another way by Elisasources, either by swapping growth in one revenue
Barbour and Michael Teitz, ertlng ina report for the source (Sa|es taxes) for growth in another (property
Commission, “the crux of the regional planning taxes), or by sharing the growth in sales taxes within

problem is how to develop coordinated policies 10 g region according to a specific formula based on
address problems that are regional in scope in théyopulation or income.

absence of general-purpose governments operating at
aregional scale*”
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Specifically, CICG developed a computer-based Analysis of the PFOpOS&lS
model to demonstrate the effects of three proposals: . o
Each revenue sharing proposal would benefit a slightly

1. swapping a portion of the growth in different group of local entities. Swapping some of
sales tax revenues for increased property  the growth in sales tax for additional property taxes
taxes, would be of most benefit to those entities that have

_ _ relatively fast growing property tax bases. Sharing
2. allocating a portion of the sales tax sales tax growth on a per capita basis would benefit
growth on a per capita basis as opposed  those entities that currently receive relatively small
to asitus basis, and amounts of sales taxes per capita. And sharing sales

tax growth according to average income would be of
most benefit to those entities with relatively low
average per capita incomes.

3. allocating a portion of the sales tax
growth according to an income-based
distribution formula.

h én order to evaluate the specific effects of each of the

Each of these proposals woild serve to reduce t restructuring proposals, CICG developed a series of
reliance of local governments on the sales tax and, in g prop ’ P

so doing, diminish the incentives for “fiscalization” ilfThuelatlrgn ongggecl)i 2:?{;‘1‘2:9 rl:lsljci(t:rt?;?] rgfhg‘sggg
of land use decisions. prop ju :

The models were designed to be highly flexible, so

These proposals represent broad classes ofat policy makers can easily see the effects of a
reallocation formulas: swapping one revenue sourcedifferent set of assumptions or a modification to the

for another, or allocating a revenue source accordingS_PeC'f'? proposals evaluated. For exampl_e, the
to a different formula. Many alternative swaps or Simulation models are capable of demonstrating the
reallocation formulas are possible. For example, theeffects of swapping a varying amount of the growth

specific proposals analyzed apply only to the growthin sales taxes, from zero to 1QO%. In gddltlon, Iogal

in sales tax revenue, not to the sales tax revenue basgovernments can by grouped into regions according
The sales tax base could also be swapped of0 any definition of a region selected by the user. To
reallocated (with a correspondingly larger illustrate the specific effects of these proposals, we
improvement in fiscal incentives). Nevertheless, we chose sample values for the models’ adjustable
have modeled the effects of swapping a portion ofparameters, including regional definitions and amount
the growth only out of an awareness that many localof sales tax revenue that is shared.

jurisdictions have already made budget OIECiSicmsFor urposes of this report, we evaluated the effects
based on expectations that the current level of purp port,

. 0 L
revenues will continue. That is, the idea is to of sharing 50% of the sales tax growth and divided

encourage future changes in policy without pen alizingthe state into regions based on the current definitions

past policy decisions based on historic revenueus‘ed by the state’s councils of gove_rnménTshe
distribution systems. effects of each proposal were then simulated for an

actual three year historical period, from 1995 through
Clearly, alternative allocation formulas could be 1998 (the most recent year for which revenue data

developed. Sales tax growth could be allocated, forare available). By using an actual historical period
example, according to poverty rates, or other measure¥/e are able to compare the impact of the revenue
of need. An allocation formula that took account of a Sharing or restructuring proposals with what in fact
local entity’s performance on a specified criteria, suchoccurred in each jurisdiction. In addition, while our

as how well the entity had done in building low results apply statewide, we selected one area — the six
income housing’ could also be deve|0ped_ county Sacramento region —to demonstrate the effects

of each proposal in more det&ilThe Sacramento
region, consists of the counties of Sacramento, Placer,



El Dorado, Yolo, Sutter, and Yuba, and the twenty property taxes going to cities and counties. (The lost

cities within those counties (Citrus Heights was school property taxes would be made up with

excluded because it was not an entity during the entir@dditional state general fund revenues, so there would

study period§. The relevant data was collected on a be no impact on school revenues.) The reduced sales

fiscal year basis. tax and increased property tax bases would each grow
at the respective underlying growth rates.

Model 1: Sales Tax for Property Tax This model is not “revenue neutral” from the

Swap perspective of the region. To the extent that sales taxes

e . grow more rapidly than property taxes, the state would
This first proposal would swap half of the growth in benefit while the local entities in the region would be

sales taxes in each jurisdiction for an equal amount, ,+ \when property tax growth exceeds sales tax
of property tax. Under the proposal, the state’s ShaLregrowth, local entities would receive additional

of the .sales tax is increased a_nd the school ofe en 65 while the state would need to make up the
Educational Revenue Augmentation Fund (ERAF) shortfall

share of the property tax decreased, with the additional

Figure 1. Percent Growth In Revenue Sources Over Time
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Sources: California State Controller's Office
and California State Board of Equalization

Historically, growth in property tax revenues has For the recent three-year period that we analyzed from
outstripped growth in sales taxes. Figure 1 shows thel995 through 1998 (corresponding to years 1 through
growth in taxable sales and assessed values to 1998.in Figure 1), sales tax growth outpaces property tax
As the figure indicates, during the seven years leadinggrowth. While assessed property value, the basis for
to 1998, sales tax growth exceeded property taxcalculating the property tax, increased statewide by
growth. Going back further in time, however, it can 5%, taxable sales, the basis for calculating sales tax,
be seen that the long-term growth in property taxesincreased 19%. (Note that, because of periodic
has substantially exceeded the long term growth inchanges in tax policy, tax revenue from either source
sales taxes. is not solely dependent on the underlying base values,
taxable sales or assessed value.)
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Because sales tax revenue grew faster than propertgains of at least 30% during the study period,
tax revenue during the period we analyzed, localexperience revenue reductions. Meanwhile the cities
governments would have lost money to the state undeof Auburn, Marysville, Placerville, Rocklin, South
this revenue swapping proposal during this period.Lake Tahoe, and the counties of El Dorado, Placer,
For example, the Sacramento region would have losaind Sacramento, all of whom had sales tax revenue
nearly $3.5 million to the state between 1995 andgrowth of less than 10%, show revenue increases
1998. In our statewide model for the three years 1995under the proposal.

1998, only 5 of the 37 regions had net gains; the other _ _

fiscal incentives by reducing the reliance on the sales
This effect is period specific, and relates to the tax and offers the potential for providing fiscal relief
different recovery rates for property values and retail to local entities, it does not serve to equalize disparities
sales after the recession of the early 1990’s.in the level of per capita sales tax revenues (which
Specifically, taxable sales tend to decline faster andsome have suggested is an important goal for
farther than assessed values during periods of sloimproving regional cooperation). For example, the per
economic growth. Assessed values, meanwhile, tenctapita sales tax revenue in 1998 in our example region
to be relatively stable during downturns. Were this ranged from $23 per year to $308 per year, with an
revenue sharing proposal applied to a different timeaverage value of $113. Of the 13 local government
period, the results would likely show an influx of entities that received lower revenues under this
revenue to local entities from the State. For example proposal relative to the current tax regime, only five
though data are not yet available for modeling actually had above average per capita sales tax
purposes, it is likely the case that sales tax revenuesevenue; meanwhile, half of the entities that had above
have begun to slow significantly, while assessedaverage per capita sales tax revenues would actually
values continue to climb throughout most areas of thereceive an increase in revenues under this model. This
state. Were this proposal applied on a prospectiveeffect is caused by applying the model only to the
basis, itis likely that most regions would benefit from growth in sales tax revenue, rather than to the base
increased revenues. (for reasons described above), and by not using

_ - population as a factor for allocating revenues in the
Under this proposal local government entities thatyygnosal,

experience rapid growth in the sales tax base face

moderate (in the context of overall revenues) The results of the sales tax for property tax swap for
reductions in revenues relative to the current taxthe Sacramento region are shown in Table 1. Base
regime, while entities with relatively slow growing year revenues are actual revenues received by each
sales tax bases (as compared with their respectivéocal entity in that year and are not affected by the
property tax bases) receive modest gains. For examplanodel. The unadjusted and adjusted columns refer to
in the Sacramento region, cities such as Folsomthe amounts received by each local entity under
Lincoln, Loomis, and Wheatland and the counties of current law and the restructuring proposal
Sutter and Yuba, all of which had sales tax revenuerespectively.

Characteristics of Sales Tax for Property Tax Swap:

u Reduces reliance on the sales tax, thereby reducing the incentive to seek out sales tax generating
land uses.
| Over long periods of time, the property tax tends to grow faster than the sales tax, so local

governments tend to benefit, with the state paying for the cost of the differential growth rates.
| Helps entities with relatively fast growing property tax bases.

| Hurts entitites with realtively fast growing sales tax bases.



Table 1: Sales Tax for Property Tax Swap in the Sacramento Region

Individual Entity’s Revenues From Sales Tax and Property Tax
Base Year Unadjusted Adjusted Unadjusted Adjusted Unadjusted Adjusted 3 Year Gain/

1995 1996 1996 1997 1997 1998 1998 (Loss)
REGION TOTAL 431,855,498 450,283,857 449,978,190 461,448,474 459,093,608 470,192,013 469,421,745 -3,430,801
AUBURN 3,432,392 3,349,620 3,302,282 2,874,540 3,164,666 3,436,532 3,393,426 199,682
COLFAX 493,761 508,237 550,973 519,665 558,792 575,560 587,346 93,649
DAVIS 6,986,665 7,407,147 7,378,918 7,928,190 7,750,018 8,086,729 7,964,379 -328,751
EL DORADO CO. 28,608,269 28,959,060 29,345,977 30,361,375 30,684,134 31,648,051 31,785,843 847,468
FOLSOM 10,602,919 10,370,537 9,743,293 11,792,652 10,859,712 14,616,130 13,553,940 -2,622,374
GALT 1,253,482 1,337,838 1,334,369 1,250,188 1,281,980 1,362,844 1,358,517 23,996
ISLETON 138,360 134,801 135,245 162,070 161,764 162,070 161,764 -168
LINCOLN 847,031 837,873 855,982 954,412 943,820 1,054,091 1,023,989 -22,585
LIVE OAK 318,493 333,573 340,025 345,208 342,589 367,210 369,051 5,673
LOOMIS 617,518 627,914 631,515 768,809 697,941 875,519 763,567 -179,219
MARYSVILLE 2,567,610 2,753,131 2,803,188 2,541,271 2,606,135 2,381,854 2,487,178 220,246
PLACER CO. 40,656,249 42,661,478 42,901,050 44,706,786 44,966,973 46,227,637 46,696,952 969,074
PLACERVILLE 2,097,202 2,397,186 2,590,600 2,123,421 2,580,571 2,123,421 2,580,571 1,107,713
ROCKLIN 4,082,743 4,300,724 4,328,606 4,446,088 4,355,368 4,540,767 4,616,615 13,009
ROSEVILLE 18,887,752 20,561,203 21,106,550 22,206,405 22,042,994 24,747,509 24,074,046 -291,528
SACRAMENTO 80,721,726 85,836,159 83,437,145 86,146,829 83,132,296 87,875,300 84,792,921 -8,495,926

SACRAMENTO CO. 169,145,265 175,322,580 176,973,338 176,653,740 177,769,621 173,017,456 177,224,668 6,973,851

SO. LAKE TAHOE 6,138,311 6,295,058 6,230,104 6,693,783 6,773,080 5,928,986 5,928,913 14,270

SUTTER CO. 8,486,335 8,912,064 8,799,229 9,455,180 9,240,258 9,594,479 9,348,022 -574,214

W. SACRAMENTO 11,667,795 12,182,182 11,988,206 12,201,999 12,011,203 12,466,271 12,219,951 -631,093

WHEATLAND 96,799 121,199 112,157 138,335 117,028 137,593 116,698 -51,244
WINTERS 578,493 576,093 570,304 606,138 589,218 611,904 592,907 -41,706
WOODLAND 9,371,220 9,846,596 9,820,563 10,069,837 10,098,689 10,648,206 10,686,240 40,853
YOLO CO. 10,298,248 10,541,506 10,577,127 12,232,537 12,248,593 13,132,234 13,118,378 37,821
YUBACITY 7,534,411 7,565,233 7,597,363 7,886,210 7,883,914 8,077,395 7,722,088 -325,473

YUBA CO. 6,226,449 6,544,865 6,524,082 6,382,806 6,232,253 6,496,265 6,253,775 -413,826
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Model 2: Reallocate Sales Tax Growth a period of time when property tax revenues increase
on a Per Capita Basis faster than sales tax revenues.

This proposal would reallocate half of the growth in There would be some legal hurdles to such a
sales taxes on a per capita basis, with the remainingistribution method, however, there are a variety of
sales taxes allocated on a situs basis, as in current lagolutions available to lawmakers to navigate these
obstacles. One benefit of the shared sales tax revenue
Because more local government services (revenugool s that it creates, for the first time, a regional
demand) are provided to people than to retailers, irevenue pool. Under the current model the entire
may make sense to consider population in theamount of the pool is distributed to local entities,
distribution of sales tax revenue rather than just thegyt it would be possible to retain a portion of the
location of retailers. However, there are specialpool for use for regional expenditures. Another
revenue needs for retail heavy areas, such as increasg@nefit is that under this proposal all entities in the
roadway demand, waste removal needs, and policgegion would benefit from new sales tax producing
and fire protectiort. Thus a balance between pysinesses, thereby reducing the potential for

pOpUlation and situs based distribution of sales ta)tonﬂicts among local entities and encouraging a
revenue is desirable. Our computer-based modeytual effort towards long-term growth.

allows users to select any ratio of regional vs. situs

based distribution desired; the examples in this writtenThis second model’s inclusion of population as a

report we selected a 50% split. factor in allocating revenues allows it to do a better
job of equalizing disparities in the amount of per

As with the other models, reducing the situs baseccapita sales taxes that each entity received. However,

sales tax revenue reduces the incentive for retail salegecause only a portion of the growth in sales taxes is

CICG development, but including population in the model gliocated according to population, some portion of
Sage 8 might also increase incentive to encourage housinghese disparities would remain, at least for the near
development? term, even under this proposal. For example, in the

. o , .. Sacramento region, of the 14 entities that receive less
This proposal is “revenue neutral” from a statewide

erspective because taxes are simpl reaIIocateéE venue than they would under current law, 8 had
PeTsp > are SImply rez igher than average per capita sales tax revenues; of
among local government entities within a region, thus

N0 redion gains or loses monev to the state. In Othe 12 entities that received revenues in excess of
examgle rg ion. 18 of 26 local yovernment éntitiesWhat they would have received under current law, 9
pie region, g had lower than average per capita sales tax revenues.

receive more revenue under model two verses m . L .
oencee h(e;weovsr tiisazlt\e/;n tiee moa?ebe r%vgrzgz duor?nejrhus this proposal does serve to equalize disparities
’ g y th per capita sales tax allocations, at least to some

extent.
Characteristics of a Population Based Sales Tax Allocation:

u Reduces reliance on the sales tax, thereby reducing the incentive to seek out sale tax
generating land uses.

u All entities in the region benefit from new sales tax producing businesses, thereby
reducing the potential for conflicts amoung local entities and encouraging long-term
growth.

u Helps entities with relatively low sales tax growth rates or low sales taxes per person.

u Hurts entities with relatively fast growing sales tax bases or relatively high sales tax

revenues per person.



Table 2: Reallocate Sales Tax Growth on a Per Capita Basis in the Sacramento Region

Individual Entity’s Revenues From Sales Tax

REGION TOTAL

AUBURN

COLFAX

DAVIS

EL DORADO CO.

FOLSOM

GALT

ISLETON

LINCOLN

LIVE OAK

LOOMIS

MARYSVILLE

PLACER CO.

PLACERVILLE

ROCKLIN

ROSEVILLE

SACRAMENTO

SACRAMENTO CO.

SO. LAKE TAHOE

SUTTER CO.

W. SACRAMENTO

WHEATLAND

WINTERS

WOODLAND

YOLO CO.

YUBACITY

YUBA CO.

Base Year
1995

175,129,232

2,085,130

395,338

2,689,919

5,055,201

3,735,003

471,687

65,646

446,884

108,400

266,754

1,823,590

7,588,809

2,068,111

2,134,453

12,913,310

39,823,602

70,216,513

2,814,533

1,402,888

6,489,074

40,351

150,835

5,054,520

1,221,321

4,845,273

1,222,087

Unadjusted
1996

183,550,760

2,072,009

389,891

2,886,529

4,480,093

4,465,723

507,757

63,491

424,943

105,021

267,154

1,926,342

7,573,392

2,358,568

2,221,803

13,712,426

44,777,727

70,849,902

2,956,747

1,661,630

6,947,343

61,068

158,769

5,334,905

1,187,377

4,842,159

1,317,991

Adjusted
1996

183,550,760

2,105,918

396,078

2,913,381

5,036,590

4,199,485

526,505

66,551

454,962

119,310

281,345

1,904,583

7,802,274

2,234,358

2,242,498

13,455,699

43,220,947

72,161,914

2,940,695

1,615,736

6,790,221

55,343

167,103

5,297,776

1,254,149

4,924,805

1,382,537

Unadjusted
1997

189,426,427

1,517,637

400,491

3,265,524

4,842,631

5,338,470

432,297

77,232

514,293

121,141

412,554

1,767,563

7,921,617

2,081,683

2,408,821

15,272,792

45,520,670

72,025,375

2,987,203

1,910,078

6,955,644

80,386

182,661

5,406,065

1,423,056

5,073,157

1,487,386

Adjusted
1997

189,426,427

1,849,633

404,204

3,197,550

5,438,636

4,684,995

521,174

75,086

516,620

137,869

365,333

1,849,586

8,153,511

2,121,383

2,388,895

14,340,410

44,302,340

73,691,638

2,996,842

1,798,233

6,850,888

66,939

188,674

5,416,083

1,414,045

5,105,570

1,550,290

Unadjusted
1998

190,678,613

2,176,885

456,075

3,263,993

5,382,814

6,513,477

522,147

77,232

584,309

123,066

498,995

1,630,459

7,871,930

2,081,683

2,308,265

17,308,849

46,441,000

66,944,489

2,719,867

1,979,665

7,150,382

79,695

186,991

5,709,855

1,578,967

5,442,558

1,644,965

Adjusted
1998

190,678,613

2,245,324

432,396

3,221,588

5,774,783

5,204,021

576,117

75,385

552,833

140,846

403,209

1,784,037

8,169,425

2,124,604

2,358,313

15,318,735

44,941,843

71,404,739

2,876,842

1,843,385

6,955,675

67,476

192,532

5,581,392

1,493,987

5,300,613

1,638,511

5 Year
Gain/ (Loss)

0

434,344

-13,779

-83,527

1,544,471

-2,229,169

161,595

-933

869

48,796

-128,817

213,842

758,271

-41,588

50,817

-3,179,223

4,274,266

7,438,526

150,561

-294,019

-456,585

-31,391

19,887

-155,574

-27,218

-26,886

120,995
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Model 3: Reallocate Sales Tax Growth This proposal overcomes what might be perceived as
on an "Equity” Basis aflaw in the earlier models. All of the models transfer

some sales tax revenue to those local government
entities that have had slow growth of sales tax revenue
—and this includes wealthy residential communities
that have restricted all forms of commercial

entity, with the other half of the sales taxes development to preserve a certain quality of life. Such

allocated on a situs basis. Along with other changes'€Strictions on commercial development should
to the current tax regime, with this model wealthier Certainly be allowed, but policy makers may not wish
entities would receive less revenue and poorer to reward such a choice with additional revenues at

entities more revenue under the formula. the expense of poorer ne_ighbor_ing communities. The
population based model is particularly vulnerable on
The argument for the second proposal over the firsths point. As Lewis and Barbour put it, “switching
proposal was that, since revenue use was more closelyward a more population-based system would seem
tied to population than to the number of retail tg have the perverse effect of rewarding high-status
establishments, it made sense to consider populatioggmmunities for their ‘not in my backyard’ approach
in the distribution of revenue. This proposal takes thatig commercial developmerit"A good example from
argument one step further. Many local governmentthe Sacramento region of this flaw and its remedy
services are targeted to or heavily utilized by lower ynder Proposal 3 is Rocklin, a city with the second
income people. This proposal uses the formulapjghest median income and a low sales tax revenue
underlying model two as a foundation, allocating a growth rate as well as low sales tax revenue per capita.
percent of growth in sales tax revenues according tQnder Proposal 1, Rocklin would receive $13,009
population. In addition, a portion of the growth in sales more than it would have under the current regime.
tax revenues is allocated based on the median incomginder Proposal 2, Rocklin would receive an extra
in each local jurisdiction. $50,817. But under Proposal 3, Rocklin would receive
$5,294 less than it would have under the current tax
distribution method.

This model reallocates half of the growth in sales
taxes according to a formula based both on
population and on the median income for a local

Characteristics of an Equity Based Sales Tax Allocation:

[ Reduces reliance on the sales tax, thereby reducing the incentive to seek out sales tax
generating land uses.

u All entities in the region benefit from new sales tax producing businesses, thereby
reducing the potential for conflicts among local entities.

[ Helps entities with relatively low median incomes, low sales tax growth rates, or low
sales taxes per person.

u Hurts entities with relatively fast growing sales tax bases, sales taxes per person, or
high incomes.



Table 3: Reallocate Sales Tax Growth on an “Equity” Basis in the Sacramento

Region

Individual Entity’s Revenues From Sales Tax

Base Year Unadjusted Adjusted Unadjusted Adjusted Unadijusted Adjusted 5 Year

1995 1996 1996 1997 1997 1998 1998 Gain/ (Loss)

REGION TOTAL 175,129,232 183,550,760 183,550,760 189,426,427 189,426,427 190,678,613 190,678,613 0
AUBURN 2,085,130 2,072,009 2,134,599 1,517,637 1,897,781 2,176,885 2,298,792 564,641
COLFAX 395,338 389,891 522,672 400,491 621,375 456,075 672,410 570,001
DAVIS 2,689,919 2,886,529 2,911,295 3,265,524 3,188,256 3,263,993 3,210,831 -105,664
EL DORADO CO. 5,055,201 4,480,093 4,936,515 4,842,631 5,258,641 5,382,814 5,671,249 1,060,867
FOLSOM 3,735,003 4,465,723 4,164,452 5,338,470 4,617,955 6,513,477 5,127,758 -2,407,506
GALT 471,687 507,757 557,594 432,297 572,196 522,147 632,142 299,732
ISLETON 65,646 63,491 181,841 77,232 272,940 77,232 294,050 530,875
LINCOLN 446,884 424,943 503,068 514,293 598,116 584,309 643,006 220,645
LIVE OAK 108,400 105,021 451,109 121,141 706,798 123,066 769,686 1,578,365
LOOMIS 266,754 267,154 301,070 412,554 398,680 498,995 440,260 -38,693
MARYSVILLE 1,823,590 1,926,342 2,038,300 1,767,563 2,078,612 1,630,459 2,037,749 830,298
PLACER CO. 7,588,809 7,573,392 7,719,566 7,921,617 8,002,310 7,871,930 8,003,131 358,068
PLACERVILLE 2,068,111 2,358,568 2,350,186 2,081,683 2,319,285 2,081,683 2,343,668 491,206
ROCKLIN 2,134,453 2,221,803 2,232,761 2,408,821 2,367,883 2,308,265 2,332,951 -5,294
ROSEVILLE 12,913,310 13,712,426 13,407,485 15,272,792 14,245,193 17,308,849 15,207,475 -3,433,914
SACRAMENTO 39,823,602 44,777,727 42,827,014 45,520,670 43,590,622 46,441,000 44,137,889 -6,183,872
SACRAMENTO CO. 70,216,513 70,849,902 71,391,554 72,025,375 72,480,501 66,944,489 70,090,756 4,143,044
SO. LAKE TAHOE 2,814,533 2,956,747 3,001,547 2,987,203 3,100,394 2,719,867 2,991,430 429,555
SUTTER CO. 1,402,888 1,661,630 1,648,498 1,910,078 1,850,416 1,979,665 1,901,419 -151,040
W. SACRAMENTO 6,489,074 6,947,343 6,871,578 6,955,644 6,988,032 7,150,382 7,108,631 -85,129
WHEATLAND 40,351 61,068 131,852 80,386 198,154 79,695 212,505 321,362
WINTERS 150,835 158,769 208,911 182,661 259,893 186,991 271,453 211,836
WOODLAND 5,054,520 5,334,905 5,292,898 5,406,065 5,402,810 5,709,855 5,567,340 -187,777
YOLO CO. 1,221,321 1,187,377 1,290,867 1,423,056 1,474,740 1,578,967 1,562,078 138,285
YUBA CITY 4,845,273 4,842,159 4,998,592 5,073,157 5,228,684 5,442,558 5,437,091 306,493
YUBA CO. 1,222,087 1,317,991 1,474,937 1,487,386 1,706,158 1,644,965 1,812,863 543,616
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Choosing a Restructuring Long-term Benefits of Regional

Proposal Public Finance Policies

Development of regional financing mechanisms andOver the long-term, public policies that encourage
improved local fiscal incentives will be fundamental better regional decision-making, reduce competition
to any effort aimed at creating regional responses tdor tax revenues, and provide more equal distribution
important public policy challenges. The three revenueof tax revenues have the potential to increase
reallocation proposals analyzed here would all serveeconomic prosperity and improve quality of life for
to improve the fiscal incentives faced by individual residents. Because the behavioral responses of specific
local entities throughout the state. Each would reducdocal entities to a change in revenue allocation are
the reliance of local governments on sales taxes, angomewhat uncertain and may take several years to
thereby decrease the incentive for approval ofmanifest themselves, we were not able to model the
development projects aimed at generating sales takkely dynamic effects of these three proposals.
revenues. The sales tax for property tax swap proposdilevertheless, these benefits can be anticipated to
has the added benefit of creating a mechanism foroccur, and should be incorporated into any discussion
providing local entities with fiscal relief, at least to Of whether or how to more effectively reallocate
the extent that property tax revenues grow morefévenues to local governments. Future work to identify
rapidly than sales tax revenues. Proposals two andhe likely long-term economic effects of a specific
three would encourage local governments to supporProposal could aid local policy makers as they
economic development wherever it occurs within a €valuate competing proposals.

region by giving all local entities a stake in the sales

taxes generated by new development within that

region. Potential Pitfalls

Each proposal would have different effects in different In €valuating these revenue reallocation proposals, it
regions across the state. For example, regions wits important to consider the potential pitfalls
relatively fast growing property tax bases may preferassociated with each. All three proposals, if adopted
the sales tax for property tax swap proposaL OnestatEWide, would have the effect of Continuing the
conclusion of this analysis is, therefore, that no single,reliance of local government entities on the state rather
statewide reallocation formula is likely to work than promoting increased local autonomy. Also, under
effectively across the entire state. Instead, each regioAny of the three proposed reallocation formulas, some
should consider which formula, if any, best meets thelocal entities would receive more revenue than they
needs and goals of that region. Specific revenugvould under the current allocation method while other
sources and models of distribution could be decidecentities would receive less, at least in the sort term.
on a region-by-region basis, allowing for solutions Absent a clear demonstration of long-term benefits
more tailored to each region, rather than using Onéo the region, those entities that receive less revenue
statewide formula. The computer-based models thatinder a particular proposal are likely to vigorously
are the foundation of this report would be useful in OPPOSe any change.

selecting appropriate regional models; workshops ,
g approp g P Furthermore, the “winners” and “losers” from any

demonstrating the use of the models could be iven nronosal may not alwavs be what policy maker
presented to stakeholders within each region to see ip'ven prop y way POTICY MAKErs
mfend. For example, while a proposal to reallocate

a consensus can be reached on an appropriate regiongales taxes on a per capita basis may aid entities where
revenue allocation alternative for each region. P P y

sales tax revenues have been slow to develop in spite
of local economic development efforts, such a



proposal may also inadvertently aid entities that haveDevelopment of a regional revenue source would
purposefully avoided retail development. Such Provide a source of funding for important regional
entities are often wealthier communities that policy Projects, such as economic development, protection

makers may not wish to reward with additional Of open space, infrastructure investments, or transit
resources. improvements. Itis worth noting, however, that these

revenue raising options would not change the current
Developing a means of compensating (at least someet of land use incentives faced by local governments.
of the) “losers” and identifying long-term benefits of Future research to identify the most feasible revenue
any proposal will be important if any change is to be raising options and analyze the likely fiscal and
successfully adopted. economic impacts of these options would provide

another valuable tool to regional policy makers.

Creating a New Regional

Revenue Source

Though each of the proposals analyzed in this report
offers the potential for benefits to California’s regions,
each also brings with it potential pitfalls and
challenges, notably including the likely political
difficulties in attempting to adopt a specific proposal.
A policy that created a new revenue source for regional
purposes could avoid much of the potential conflict
between winners and losers under a reallocation plan.
Any new revenues could be allocated according to a
pre-determined formula, or allocated by a regional
decision-making body such as a COG.

There are a wide range of potential revenue raising
options available, although each would require a state
law change and/or a vote of the local electorate for
implementation. Some options for new revenue

sources include the following:

1. Increase the sales tax rate

2. Expand the sales tax to cover services

3. Establish a local income tax

4. Implement a regional development fee

5. Establish a regional tipplers tax

6. Create a regional hotel tax add-on

7. Create a regional tax on rental cars

8. Create aregional real property transfer tax

9. Establish a regional parcel tax

CICG
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Appendix 1: Details of the
Sacramento Region

The table below contains details of the current sales tax distributions in the Sacramento region.

Select Characteristics of Sacramento Region Entities

1995 per 1998 per  Percent

1995 1998 Percent capita sales capita sales change Rank
Place sales and use sales and use change and use anduse 1995 to median
taxes ($) taxes ($) 1995 to 1998  taxes ($) taxes ($) 1998 income
AUBURN 2,085,130 2,176,885 4% 187 187 0% 7
COLFAX 395,338 456,075 15% 276 308 1% 23
DAVIS 2,689,919 3,263,993 21% 52 60 15% 13
EL DORADO COUNTY 5,055,201 5,382,814 6% 46 46 2% 6
FOLSOM 3,735,003 6,513,477 74% 94 145 54% 1
GALT 471,687 522,147 1% 32 32 0% 1
ISLETON 65,646 77,232 18% 79 93 18% 20
LINCOLN 446,884 584,309 31% 57 70 23% 12
LIVE OAK 108,400 123,066 14% 21 23 8% 26
LOOMIS 266,754 498,995 87% 45 82 83% 4
MARYSVILLE 1,823,590 1,630,459 11% 146 134 -8% 24
PLACER COUNTY 7,588,809 7,871,930 4% 83 83 1% 5
PLACERVILLE 2,068,111 2,081,683 1% 236 233 1% 22
ROCKLIN 2,134,453 2,308,265 8% 83 78 5% 2
ROSEVILLE 12,913,310 17,308,849 34% 229 257 13% 3
SACRAMENTO 39,823,602 46,441,000 17% 104 115 1% 15
SACRAMENTO COUNTY 70,216,513 66,944,489 5% 104 11 6% 8
SOUTH LAKE TAHOE 2,814,533 2,719,867 -3% 122 18 -3% 18
SUTTER COUNTY 1,402,888 1,979,665 41% a4 55 34% 16
WEST SACRAMENTO 6,489,074 7,150,382 10% 217 237 9% 21
WHEATLAND 40,351 79,695 98% 21 a1 98% 17
WINTERS 150,835 186,991 24% 30 36 18% 10
WOODLAND 5,054,520 5,709,855 13% 120 128 7% 9
YOLO COUNTY 1,221,321 1,578,967 29% 59 75 27% 14
YUBA CITY 4,845,273 5,442,558 12% 145 156 8% 19
YUBA COUNTY 1,222,087 1,644,965 35% 26 35 38% 25




Appendix 2:

The equations that define each of the models examined follow, where A = sales tax revenue, B = shift
percent, C = population, D = percent of shift based on income, E = 1989 median income, F = the
adjustment factor, G = property tax revenue, i = local entities, and t = years:

Model 1:

A=A+ BAL-A)

it+1

G, -G
Git+1= (Git+(1'B(Ait+1'Ait)))( ’tG+1 ’t'+1)

it

Model 2:

A=At BA, - A) + (1-B) (A -A)C,/C)

Model 3: e CICG

_ e page 15
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! Silva, J. Fred , “Local Finance Reform From a
Regional Perspective,” p. 2.

2 Barbour, Elisa and Teitz, Michael, “ A Framework
for Collaborative Regional Decision-Making.”
Prepared for the Speaker’s Commission on
Regionalism, May 2001.

% See J. Fred Silva “Local Finance Reform from a
Regional Perspective,” 2001, for further discussion
of the various revenue restructuring proposals
evaluated by the Commission.

4 Any set of regional definitions can be
accommodated by the model. The definitions selected
were chosen in consultation with the SCOR.
>Results from any region in the state can be produced
and evaluated from the model developed.

¢ See Appendix 1 for more information about the
Sacramento region.

"Throughout this report we refer to each fiscal year
by its end year, thus 1998 refers to the fiscal year July
1997 through June 1998.

¢ These same column definitions apply to Tables 2
and 3.

® See Lewis and Barbour, “California Cities and the
Local Sales Tax,” Public Policy Inst. of Cal.: 1999,
pp. 113-115.
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