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http://www.youtube.com/watch?v=OtSC1MX-NlQ
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~= Local Government Revenue Sources

e From providing police and fire protection to Did you know?

maintaining Sewage SyStemS and bUIldIng Tax revenue from new businesses helps our community.

parks—everything local governments do must be =

funded o

. : . N7

e Increased public expectations and growing ;g%; 5

. o ’ 5,1!&‘

infrastructure needs have made it difficult for many :

L. . 1Hotel 1Dealership 1Costco

cities to fund services B g 5

e Taxes are an essential revenue source, but there are Officers 5 Oficers O Offioacs

others Property tax limitations and uses have led to i 1 i
the “fiscalization of land use”
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FIGURE 3

Total Local Government General Revenue
Share of national GDP, fiscal years 1977-2017
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Source: Urban-Brookings Tax Policy Center. “State and Local Finance Initiative Data Query System"
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Local Municipal Services

Road Repair Water and Sewer

Parks and Rec

Planning & Development Library Admin Services
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More Than Just Numbers

‘ cITY oF

Revenues and expenditures = sources and uses for a GROVER BEACH

budget

CALIFORNIA

Budgets are more than numbers as they tell story of

linking priorities to resources

Today’s session will explain how local government is
funded and what funding is used for

Broader policy discussion on service need and merits
outside session scope

Councils set expectations and approve budgets
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Local Government Revenue

/
Sources
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~= Property Taxes

Key source of funding for local governments that exists
in several forms

Local Schools Special Local ~ County Services
o Annual tax on assessed property value, Real estate receive about Districts Cities  (General Fund)

. 61% 6% 10% 23%
transfer tax, Rental income tax, Land value tax -

Four types of property subject to taxes
o Land, Land improvements, Personal property,
Intangible property
Revenue generated from property taxes varies
significantly across California and the nation
One of the largest revenue sources in most local Source: San Luis Obispo County
governments yet most funding goes to schools
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Local Governments’ 1 Percent Tax Revenue Varies Widely

Per-Resident Property Tax Revenue For Counties, Cities, and Special Districts

Property Tax Revenue Per Resident 2

[l overstoo0
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[[] s400- 3550

D Less than $400

How High Are Property Taxes in Your State?

Property Taxes Paid as a Percentage of Owner-Occupied Housing Value, 2019

WA
0.84%
#27

0.91%
#23

0.56%
CA #42
0.70%
#34

AK
0.98%
#21

D
0.65%
#35

ut
0.56%

0.60%
#39

0.74%
#33

0.51%
#47

co
0.52%
#46

#31

™
0.63% #36

Ms
063% 037%
2y e

NH
1.89%
#3
i l
1.30%

PA
1.43%
#11

0.78% #28
NC
0.78% #32
0.53%
#44
GA
0.87%
#25
FL
0.86%
#26

ME
1.20%
#16

#14
>

MA
1.08%
#18

RI
1.37%
#12

cT
173%
#5

NJ
2.13%
#1

DE
0.59%
#41

MD
1.01%
#20

DC
0.58%
(#42)

Total Property Taxes Paid as a Percentage
of Owner-Occupied Housing Value
Note: The figures in this table are mean effective property tax rates on owner-occupied
housing (total real taxes paid/total home value). As a result, the data exclude property l . . . . .
taxes paid by businesses, renters, and others. D.C!s rank does not affect states’ ranks, but

the figure in parentheses indicates where it would rank if included. Lower

Higher
Sources: U.S. Census Bureau, "2019 American Community Survey"; Tax Foundation
calculations.
4 Reflects LAO ssﬁmates for per- resldent combined Iotal property tax revenue for the county and the cities and special districts within the county. TAX FO ON @TaxFou ndation
exclud assume all debts are paid with property tax revenue from the

1 percent tax.
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~= Property Taxes Over Time

e Decline in property tax revenue following the r_ii::r:Government Revenue
passage of Proposition 13 in 1978 Dropped Immediately After Proposition 13
e Inresponse, the State Legislature passed the ,ggcvae’nﬁgv(%”gﬂﬁg; 2’;”5’;’4_’?2”5@’,%3"‘
Community Facilities District Act in 1982 670 Proposition 13 Approved (1978
e As aresult, localities could create special - o e
“Mello-Roos” districts and impose a parcel 50 //\/
tax that is not based on property value ::/V‘ P
e This method has been one tool to offset lost ol
revenue and/or produce new revenue 10

1960 1970 1980 1990 2000 2010
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~~= Sales Taxes

e Another important revenue source for local
governments which also varies across the state
e The state sales tax rate is 7.25% though cities and
counties can increase it within their jurisdiction _
o Total sales tax rates in cities range from ¥ /=
7.25% 10 10.75%
o Legislation needed to go above 9.25%
e Sales tax applies to many consumer goods and
services, while others are exempt
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How High are Sales Taxes in Your State?
Combined State & Average Local Sales Tax Rates, July 2023

\

7.60% 2 6.60%
i , #30

MD
6.00%

1.81% #38
#46 - be
o 6.00%

H e (#38)

4.44%
#45 '
Combined State & Average

) - ) . Local Sales Tax Rates
Notes: City, county and municipal rates vary. These rates are weighted by population to

compute an average local tax rate. The sales taxes in Hawaii, New Mexico and South Dakota

have broad bases that include many business-to-business services. D.C''s rank does not affect

states' ranks, but the figure in parentheses indicates where it would rank if included.

Sources: Sales Tax Clearinghouse; Tax Foundation calculations; State Revenue Department Lower Higher
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State Sales Taxes

I State Sales Tax Rate [ Avg. Local Sales Tax Rate 1 Max State + Local Sales Tax Rate

Tennessee 1
Louisiana 1
Arkansas | 1
Washington 1
Alabama 1
Oklahoma 1
lllinois 1
Kansas 1
California 1
New York 1
Arizona 1
Missouri 1
Nevada 1
Texas
New Mexico 1 |
Colorado | 1
Minnesota 1
South Carolina 1
Georgia 1
Ohio 3 |
Utah R 1
Florida ) 1
Mississippi |
Indiana
Rhode Island
North Carolina |
North Dakota 1
lowa
Nebraska |
New Jersey 1
West Virginia 1
South Dakota 1
Connecticut
Pennsylvania 1
Massachusetts
Vermont 1
Idaho 1
D.C.
Kentucky
Maryland
Michigan
Virginia |
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Sales Taxes

e Hotel Taxes
e Cannabis Taxes
e Franchise Fees THIS CERTIFICATE MUST BE POSTED AT PLACE OF BUSINESS
. o — rTrEs P i P A T e T xr*“‘-]
. i CITY OF LOS ANGELES TAX REGISTRATION CERTIFICATE
() S e rV | Ce C h a rg e S 1 THIS CERTIFICATE IS Ggoo UNTIL gusnenoso OR cm:scsi::sn e i
I ACCOUNT NO. FUND/CLASS DESCRIPTION STARTED | STATUS
P P p y U F 0002716684-0001-2 L188 Contractor 12/3/2013 Active I
roperty Use Fees ]
e Permits and Licenses '
................ AUTO5-DIGIT 90036
- R
[ Other Fees and F|nes $  LOS ANGELES CA 90036-4238 |
v ‘
:
5455 WILSHIRE BLVD #1110
LOS ANGELES, CA 90036-4238 = i
Oediven B Cosusauad 2 |
ISSUED FOR TAX COMPLIANCE PURPOSES ONLY DIRECTOR OF FINANCE
____NOT A LICENSE, PERMIT, OR LAND USE AUTHORIZATION B Soe ; e il
Ry e Dhisild S er e e
PE PPERDINE HOREE G HEY THE OFFICE OF FINANCE IN WRITING OF ANY cnm;mméw::rpo:s c::::fum of Finance, P.O. Box 53200, Los Angeles CA 90053-0200
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~= Intergovernmental Transfers

e Some revenue for municipalities that comes from the
state and federal government [ Eana || =T

o Community Development Block Grants

o Housing Programs

o (Gas Tax
e Declining amount over time until COVID pandemic T3
CARES Act and ARPA funds provided direct one-time AMERICAN RESCUE PLAN
funding to local governments ACT OF 2021
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Ebb and Flow in Local

= Government Funding
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~= Ebb and Flow in Local Government Funding

e While property tax, charges/ fees, sales tax, and transfers are the
primary revenue sources of government funding, the revenue
composition fluctuates over time but remains fairly stable

e Prop 13 initially significantly reduced property tax revenue for
local government but has been [partially] offset by other revenue
and by rising property values

e Federal funding has recently increased with support/relief related
to the pandemic, but had been declining

e Unfunded mandates from State (e.g. organic food waste)
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STATE AND LOCAL GOVERNMENT REVENUE
2019-2021

$4,000B

W Federal grants-in-aid _ | |
m State and Local Government revenues from own sources

$3,500B
$3,000B
$2,500B
$2,000B
$1,500B

Dollars

$1,000B

$500B
$0B

2019 Q1 Q2 Q3 Q4 2020Q1 Q2 Q3 Q4 2021 Q1 Q2 Q3

Note: State and local revenue from own sources is defined as total current receipts minus federal grants in aid

Source: Bureau of Economic Analysis EconoFact econofact.org
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FIGURE 2
Breakdown of Local Government General Revenue
by category, fiscal years 1977-2017
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Pl Source: Urban-Brookings Tax Policy Center. “State and Local Finance Initiative Data Query System”
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Rapid Rise in Revenue Collections In Recent Months
Rolling 12-Month Total Collections from Income, Sales, and Corporation Taxes
In Billions

$200 During the 12 month period

ending in September 2021, tax

collections grew at anannual T
$160 rate of 30%, the fastest rate in at

least four decades.
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Figure 2

LAO Revenue Outlook
Total Revenue Excluding Federal Cost Recovery (In Billions)

$280 -

260 4

240 4

220

200 4

180 -

160

The shaded area shows how far revenues could deviate from our
main forecast. Outcomes beyond the shaded area are possible,
but revenues most likely will fall in the shaded area.

2021-22 2022-23 2023-24 2024-25 2025-26 2026-27

-
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2027-28

Figure 4

State Faces Serious Budget Problem in 2024-25,
and Significant Operating Deficits in Future Years
(In Billions)

2024-25 2025-26 2026-27 2027-28

m Budget Problem & Operating Deficits
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=~ Questions?
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<~ 10 Minute Break!
Stretch & Hydrate
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<~ Funding Options
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=

Exploring Funding Options

e Taxes, charges, fees, and transfers serve as reliable
revenue sources for local governments
e However, additional funding is often needed in response
to various situations:
o Decreasing revenue o Legislative changes
o Disasters/unforeseen events © Rising costs
o New projects and initiatives
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///
V/‘
° ° website of the United States Government Accessibility Languages Contact
Fu n d I n g O ptl o n s $ U.S. DEPARTMENT OF THE TREASURY
P S peC i a | .taXi n g d i S.tri C.ts ABOUT TREASURY POLICY ISSUES DATA ssr:wcssi ) ' Q_ SEARCH
. B O n d m e a S u re S HOME > POLICY ISSUES ~ COVID19 ECONOMIC RELIEF
e (Grants Covid-19 Economic Relief ( movrmmenmerer )
O State' federal’ Other E BEWARE COVID-19 SCAMS %
] Fed era | payme nts Assistance for American Assistance for Small (__covio-1s screemne rooL )
Families & Workers Businesses ( PERSONAL FiNANCE )
o CARES Act ( J
O ARPA fu nd ing ( RECEIVE UPDATES )
r‘@:

o HUD programs
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Taxes (Revenue Measures)

General tax is any tax levied to fund general government purposes and which goes into the
local government entity's general fund. General taxes imposed by local governments must
be approved by voters and, moreover, they must be put before voters during regularly
scheduled general elections. General taxes require approval from a simple majority of
voters—50 percent + one vote.

Special tax is any tax levied for a specific purpose. Special taxes imposed by local

governments require a two-thirds (66.67 percent) supermajority vote at the ballot box for
approval.

Source: https://ballotpedia.org/Laws_governing_local_ballot_measures_in_California#General_and_special_taxes
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~= Types of Taxes

Taxes that appear before voters include:

e Parcel taxes: a type of property tax based on units of property rather than assessed value

e Sales taxes: a percentage of the sale of goods and services

e Business taxes: a percentage of profits, a business license fee, a levy based on the size of a commercial or
retail facility, or any other tax levied on businesses

e Transient Occupancy Tax (TOT): a percentage of hotel, motel, and other short-term lodging charges

e Utility taxes: a fee imposed on water, electric, sewer, or other public utilities

e Vehicle registration fees: a fee imposed on vehicle registration that surpasses the cost of processing and
administering the registration

Source:https://ballotpedia.org/Laws_governing_local_ballot_measures_in_California#General_and_special_taxes
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~= Municipal Bonds

Municipal Bonds

A bond is a loan. There are many types of municipal bonds, but they have only one purpose - to borrow
money. It involves a promise to pay money, with interest, on a specified date.
e General Obligation Bonds

o State general obligation bonds enjoy the “full faith and credit” of California. “Full faith and credit”
expresses the commitment of the issuer to repay the bonds from all legally available funds. GO
bonds issued by local governments, such as schools, are often only payable from the local
issuer’s property taxes.

e Revenue Bonds

o To repay investors, revenue bonds rely on monies derived from the sale of commodities (such as
water) or from the use of facilities (such as airports).
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Exploring Funding Options

TAX- Parcel or Special G.0. BOND
TAX- | F fi
Genera {earmarked) (w/tax) ee / fine / rent
City / County By ool et Two-thirds voter approval Toesnirds etk Moa\ig:ir:?n()f e
approval PP approval goar d* 9
. . Majority of the
Special ; Two-thirds voter ?
District n/a Two-thirds voter approval approval gg:radrglng
: Majority of the
| 0,
K-14 School e Two-thirds voter approval 55% votcit; governing
(parcel tax) approval board*
For any law that will increase the taxes of any Statewide Nigiorite ofcacts
State taxpayer, two-thirds of each house of the Legislature | majority voter ho dse y
- or approval of majority of statewide voters. approval
*  Additional procedures apply for property related fees.
**  Per Proposition 39 (2000), maximum tax rate limits and other conditions apply for a 55% threshold school bond or threshold is two-thirds.

Source: Institute for Local Government: https://www.ca-ilg.org/sites/main/files/file-attachments/basics_of_municipal_revenue_2016.pdf
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~= Ballot Measure Results

|Passing and Failing Measures by Type November 2022|

School Bond 55% ? 28
Sales Tax -general | 13

Parcel Tax-special [ ECHI 18 —

Lodging Occup Tax -general 6 Fail
Cannabis Tax -general 2
Business Ops Tax -general
Sales Tax -special

Utility User & Transfer -general
Parcel Tax -init. special
General Oblig Bond 2/3
Property Transfer Tax -general
Sales Tax-init.special 7J2

Lodging Occup Tax special J]Z
Vehicle Registr Tax special 1}1
Property Transfer -init.special ]2
Busn Ops Tax -init.special |1
Busn Ops Tax -special \ 1

@ PEPPERDINE . Cannabis Tax-special |1

School of Public Policy

_ ' School Bond 2/3 |1
Davenport Institute for %

PUbIIC En ag%ment and :‘ C;::eei: :ttva';?r‘]er:lri}:)er::jludri;;’;dp::)d\;li’;ogpne\;:i‘;i requires 2/3 approval, an"initiative special tax" requires majority approval. .
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-= Upcoming Nov 2024 Statewide Initiatives

e ACA1
o Lowers voter threshold for infrastructure and affordable housing bonds in local governments from
2/3 to 55% similar to schools
e ACA13
o Requires statewide initiatives that increase voter approval requirements (e.g. increase threshold to
2/3) to also pass by the same threshold
e Taxpayer Protection and Government Accountability Act
o  Sponsored by California Business Roundtable
o Requires all local government taxes and fees be approved by 2/3 vote and invalidates measures
approved since January 2022 with lower threshold
o California Supreme Court decision in June on constitutionality of measure
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<~ Local Government Fund Types
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= Local Government Fund Types

e Enterprise Funds
o  Self-supporting funds with revenue
required to be used for specific uses
o Examples: Water, wastewater,
parking
e Capital Project Funds
o Dedicated for funding capital
projects
o Examples: Streets, utilities, parks,
public Facilities
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= Local Government Fund Types

Special Revenue Funds

o Funds accounting for dedicated revenues often
from grants

o Examples: Housing, Community Development,
Environmental Programs
Internal Service Funds

o Funds for services that support other services
or organizational needs
m Examples: Information Technology,

Equipment Replacement, General Liability
Insurance
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= General Fund

e Primary fund for most governmental services

public safety functions

e Examples:
o Police
o Fire
o Parks and Recreation
o  Administration (City Mgr, HR, Finance)
o Economic Development

o Streets and Park Maintenance
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= Budget Example

City of Grover Beach FY 2023-24 All Funds Revenues City of Grover Beach FY 2023-24 All Funds Expenditures

Transfers In
2,901,417
8%

Charges for
Current Services
$6,565,626

18%
*Use of Reserves

$6,125,137
17%
Other Agencies
$4,654,874
13% Use of Money and Enterprise Funds
Property $5,576,742
$467,600 16%
1%

Licenses,Fines

Special Revenue
Fund
$1,457,107
4%

*Includes Measure K-14 bonds that were issued in prior years
and used to fund current street projects.
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= Budget Example

Police $7.21 M|38.1%
Non-Departmental* 4.61 M|24.4%
Public Works 1.55 M| 8.2%
Capital Improvement Plan 149 M| 7.9%
City Manager's Office 145 M| 7.7%
Community Development 1.24 M| 6.5%
Administrative Services A1 M| 3.7%
Parks and Recreation 57 M| 3.0%
Transfers Out A M| 0.5%
TOTAL EXPENDITURES $18.93 M| 100%

@ PEPPERDINE
—_— School of Public Policy

Davenport Institute for

Sales Tax $6.14 M| 32%
Property Tax 5.61 M| 30%
Cannabis Tax 1.33 M 7%
Transient Occupancy Tax 9 M 5%
Franchise Fees 74 M 4%
Charges for Current Services 98 M 5%
Other .98 M 5%
ARPA (one-time) O3 M 5%
Transfers In 74 M 4%
Licenses & Permits 39 M 2%
Use of Money and Property 34 M 2%
Other Taxes 3 M 2%
Use of Reserves -44 M| 2%
TOTAL REVENUES $18.93 M| 100%

Public Engagement and “
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= Budget Example

What Los Angeles Spends on Policing, _|
Compared to Everything Else

Police EjWec:cihpl

Tax and Revenue Anticipation Notes $1,302,296,587

(municipal bonds)

Human Resources Benefits $743,564,377
Fire $691,009,340
Wastewater $597,021942

Capital Improvements $453549190

(includes highways, street lighting, flood contral)

Sanitation $317126,500

General Services $268975,421

(includes real estate services,
building maintenance, parking, mail)

Note: Total city budget is $10.71 billion. This chart focuses on the larger buckets of spending; other items include cultural affairs and
| transportation. Importantly, education spending in Los Angeles largely falls to the state.

Source: LA City Open Budget
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= S0, How Much Do City Services Cost?

Approximate Amounts

California
City Water TV & Internet Gas & Electricity Cell Phone
$79.17  $100.00 $150.00 $190.00 $240.00
XYZli\c. 1 l DatJ: 27/07/2011
1000 Stre DD MM YYYY
City, P
A1A1AT

ORDER $ [1,196.99 |

One Thausand One Hundred Fourty Six Dollars an 99“00 =

1000 3t Bt NOMe

/

0000S k23 L23=L SEE7w
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~—— Questions?

PEPPERDINE
School of Public Policy

Davenport Institute for

Public Engagement and
Civic Leadership Davenport Institute 46




Thank Youl!
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