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TAX RELIEF
GENERAL SUMMARY

Items 424-431

Summary of State Tax Relief Expenditures

* The state provides local tax relief, both as subventions to local govern-
ments and as direct payments to eligible individual taxpayers, through
eight different programs, each of which is funded under a separate item.
Table 1 summarizes, by item number and program, total state tax relief
expenditures for the current and budget years.

Table 1

Tax Relief Expenditures
Summary by Program
{amounts in millions)

Ttem Actual  Estimated Hoposed __ Change
number Tax Relief Program 977-78  1978-79 Amount  Percent
424 Senior citizens” property tax assistance.. $78.4 $70.0 $39.0 —$310 —443%
425 Senior citizens’ property tax deferral .... 12.7 100 120 20 200
426 Senior citizen renters’ tax assistance ...... 69 5.5 101.0 95.5 NA.
427 Personal property tax relief.......coivceenrs 4178 216.5 244.6 28.1 13.0
428 Homeowners’ property tax relief ......... 7590 3470 132.0 ~2150 —620
429 Open-space subventions to local govern-

ment 188 15.0 160 10 67
430 Payments to local government for sales
and property tax revenue losses...... 55 49 45 -04 -82
431 Renters’ tax relief .......ocvnsimricsnssices 126.5 135.0 148.0 13.0 9.6
Total tax relief expenditures .................. $14256 ~ $8039  $697.1  —$1068 - —133%

Of the $697.1 million budgeted for tax relief expenditures in 1979-80,
nearly $245 million, or about 35 percent of the total, will be subvened to
local governments as reimbursement for revenue losses resulting from
personal property tax relief (consisting largely of a 50-percent business
inventory exemption). Another $132 million has been requested to fund
homeowners’ property tax relief, which the Governor proposes to provide
directly to claimants as a flat $87 refundable income tax credit. Under
current law, homeowners’ tax relief is provided as a subvention to local
governments for reimbursement of revenue losses resulting from the $7,-
000 homeowners’ property tax exemption. Tax relief for renters will re-
quire $148 million (a flat $37 per renter) and is provided as a refundable
income tax credit. A total of over $150 million will go to low- and moder-
ate-income senior citizens through three different programs, which pro-
vide direct cash assistance to both homeowners and renters (in amounts
that are inversely related to income) and allow homeowners to postpone
the payment of property taxes. The remaining budgeted expenditures of
just over $20 million have been requested for subventions to local govern-
ment for property tax revenue losses resulting from enforceable open-
space restrictions under the California Land Conservation Act of 1965 (the
Williamson Act) and for sales and property tax revenue losses resulting
from the effect of specified statutory changes under Chapter 1406, Statutes
of 1972 (SB 90).
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As shown in Table 1, the $697.1 million budgeted for 1979-80 represents
a 13.3 percent decrease from the $803.9 million estimated in the current
year and a 51 percent decrease from the $1,425.6 million actually expend-
ed in 1977-78. The sharp decline over this two-year period largely reflects
three factors: (1) the effects of Proposition 13, (2) changes proposed by
the Governor in the method of paying and accounting for homeowner
property tax relief, and (3) expanded eligibility and increased assistance
payments under the senior citizen homeowner and renter programs as a
result of Chapter 569, Statutes of 1978 (AB 3802).

Effects of Proposition 13

Lower tax rates brought about by the passage of Proposition 13 have
reduced expenditures by over 50 percent for certain tax relief items. The
effects of Proposition 13 will not occur at the same time in all programs.
Proposition 13 tax rate reductions affect estimated current-year expendi-
tures for homeowners’ tax relief, personal property tax relief, open-space
subventions and payments to local governments for property tax revenue
losses. Senior citizens’ property tax assistance, which is based on prior-year
property taxes, will not be affected by Proposition 13 until the budget
year. Proposition 13 will have no direct impact on the renters’ tax relief
and senior citizen renters’ assistance programs.

Proposition 13 had the direct effect of reducing state property tax relief
costs, and had the indirect effect of reducing the number of claimants in
several of the tax relief programs. As discussed under Items 424, 425, and
426, there have been significant reductions in the number of claimants for
the senior citizen homeowners’ and renters’ assistance programs.

Proposed Changes in Homeowners’ Exemption

The $132 million budgeted for the homeowners’ exemption (Item 428)
represents a decrease of $215 million from expenditures estimated in the
current year. This decrease results from the Governor’s proposal to (1)
replace the existing $7,000 homeowners’ tax exemption with a flat $87
refundable credit administered through the personal income tax program
and (2) appropriate only that amount in the budget which results in direct
payments to homeowners whose income tax liabilities are less than the $87
credit. The portion of the proposed credit which would reduce amounts
owed for income taxes would be treated as a reduction in revenues rather
than as an expenditure. One important effect of this proposal, which is
discussed in detail under Item 428, is that it distorts the growth in the total
cost of this program from the current to the budget year. Revised Depart-
ment of Finance estimates indicate that, if expenditures‘and revenue
losses are combined, the total “cost” of homeowners’ tax relief proposed
for 1979-80 will be $374 million—$27 million (or 7.8 percent) above es-
timated current-year expenditures.

'Effects of 1978 Legisiation
Chapter 569, Statutes of 1978, will substantlally increase budget-year
expenthures for three tax relief programs.
The major provisions of Chapter 569 affecting tax rehef
o extended eligibility for renters’ tax relief to persons who receive pub-
lic assistance;
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K extended ehgrblhty for the senior citizen homeowners and renters
-assistance programs to totally disabled persons under 62; and"
o raised the income limits applicable to the senior citizen renters’ assist-
ance program from $5,000 to $12,000 and increased the amounts of
assistance provided under this program. ‘

This legislation primarily affected costs for the Senior Citizen Renters’
Assistance program (Item! 426), but also affected costs for the Renters’ Tax

Relief (Item 431) and Senlor Citizens’ Property ' Tax Ass1stance programs
(Item 424).

Reexammat:on of Tax Rehef Programs Needed

We have recommended, under Item 424, that the Leglslature reexam-
ine the justifications for, and the specific relmbursement formulas. of, all
state property tax assistance programs in view of the substantial reduc-
tions in local property taxes brought about by Proposition 13. The state’s
existing property tax relief measures were adopted during a period when
property taxes were much higher than they are today. Because Proposi-
tion 13 has reduced average property tax burdens by over 50 percent,
these measures may not have the same degree of justification as when
originally approved by the Legislature. Consequently, we believe that this
is ani appropriate time to reevaluate the state’s tax relief programs.

SENIOR CITIZENS' PROPERTY TAX ASSISTANCE

Item 424 from the General
Fund ’ _ Budget p. 1203

Requested 1979—80

‘Estimated 1978—79 ...... e ' : s

ACtUal TOTT=T8 it faninesivensiorideninsisiss s eererirssesanaien e
Requested decrease $3l 000, OOO (44 3 percent)

Total recommended reduction ...ttt el None
‘ Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS .+ page

1 “Reexamine Tax Relief Programs. Recommend that the 1352
Leglslature reevaluate all of the state’s tax relief programs
‘in hght of the lower property tax burdens under Proposrtlon
J13

~GENERAL PROGRAM STATEMENT

The Senior Citizens’ Property Tax Assistance program provides partial
reimbursement for property taxes paid by homeowners with less than
$12,000 of household income who are (1) 62 years and over or (2) totally
disabled, regardless of age. Assistance varies inversely with income and
ranges from 96 percent of the tax for homeowners with household incomes
not’ exceedmg $3000 to 4 _percent of the tax for those with incomes
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between $11,500 and $12,000. Senior citizens’ property tax assistance is
available only on that portion of taxes paid on the first $34,000 of appraised
market value after taking into account the $7,000 homeowners’ property
tax exemption. Assistance disbursed in 1979-80 will be based on taxes paid
in 1978-79.

Table 1 shows the total number of approved cla.lmants and the total
assistance they received for four fiscal years. The table also shows for all
claimants average income, average property taxes and average assistance
received. Preliminary data indicate that, in 1978-79, the average income
of the 275,000 claimants was $6,529, and the average property tax was $645.
The average assistance payment of $251 amounted to approxxmately 39
percent of the property taxes. .

Table 1
Senior Citizens’ Property Tax Assistance
1975-76 through 1978-79 ; :
Actual ‘Actual Actual  Preliminary
1975-76 1976-77 197778 ~ 1978-79

Number of claimants 300,737 293,198 325,667 274,337
Total assistance * ‘ h
(millions)...... ; $50.8 $52.1 $718 "$68.9
Per claimant averages: , : .
Household income $5,307 $5,551 $6,318 $6,529
Property taxes 438 494 579 645
Assistance: _
‘Amount ; 169 . 178 239 251
Percent of taxes... ; 38.5% 360% . . 413% 389%

®Based on Franchise Tax Board workload data and will differ somewhat from fiscal year expend.ltures
shown in the budget.

ANALYSIS AND RECOMMENDATIONS

We recommend approval,

The Governor’s Budget recommends an appropriation of $39 million in
1979-80, a decrease of 44 percent from the $70 million estimated for the
current' year. The 350,000 participants projected in the budget year,
however, represent a 27 percent increase over the 275,000 claimants es-
timated in 1978-79. The expenditure decrease primarily reflects the ef-
fects of Proposition 13, which reduced the 1978—79 property taxes of
program participants by over one-half.

The increase in participants results from program changes enacted by
Chapter 569, Statutes of 1978 (AB 3802). Chapter 569 expanded eligibility
for senior citizens’ property tax assistance to-include totally disabled per-
sons, regardless of age. It is estimated that this change will result in an
additional 75,000 claimants and increase program costs by $8 million. Aver-
age assistance in the budget year is estimated at $106 per cla1mant a
substantial decline from the $251 average in 1978-79.

Unexplamed Drop in Current-Year Partlclpatlon

The 1978 Budget Act appropriated $85 million for disbursement in the
1978-79 fiscal year. This was based on an estimated 320,000 claimants. As
of November 1978, the number of claimants was‘274,337 and total assist-
ance was estimated at $68.9 million. Although there may be some late
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claims before the end of the fiscal year which would increase- these num-
bers, preliminary data indicate participation will fall 14 percent below the
expected level and total payments wﬂl be 17 percent less than onglnally
estimated.

‘The reasons for the decline in the number of claimants are not kriown.
It has been suggested that'eligible homeowners may have been confused
by, first, the énactment and then the repeal of Chapter 24; Statutes of 1978
(SB' 1), and the resulting delay in the mailing of renewal applications.
Chapter 24 would have increased the income limit to $13,000 and thus
would have increased the number of homeowners ‘eligible for the pro-
gram. Because the implementation of Chapter 24 was contingent upon
voter rejection of Proposition 13 and approval of Proposition 8; the mailing
of applications (normally done in May) was delayed until after the Jurie
1978 election.

‘A more hkely reason for the lower-than-expected partlmpatlon in our
judgment, is the reduction in property taxes caused by Proposition 13. Not
only has Proposition 13 reduced property taxes substantially (by more
than one-half, on the average), and thus the tax burden imposed on senior
‘citizens, but it also has reduced the dollar amount of property tax assist-
ance payments to senior citizens. In anticipation of these large tax reduc-
tions and reduced assistance payments many eligible homeowners may
have elected not to participate in the program. Whatever the reason for
the current-year decline, all homeowners receive notices annually inform-
ing them of the availability of this program, and thus have an opportumty
to consider or reconsider parhapatmg

Reexammatlon of Tax Relief Programs Needed

We recommend that the Legislature reexamine the jusbf‘ cations for,
and the specific reimbursements formulas of, all state property tax assist-
ance programs, in view of the substantial reducbonsm local property taxes
brought about by Proposition 13.
~ The state’s existing property tax relief measures were adopted durmg
a period when property taxes were much higher than they are today
because Propos:tlon 13 has reduced average property tax burdens by over
50 percent. These measures may not have the same degree of justification’

_aswhen ongmally approved by the Legislature. Consequently, we believe
that. this is an appropnate time to reevaluate the state’s tax relief pro-
grams.

The impact of Proposxtlon 13 on senior citizens’ assistance prov1des a
good example of the dramatic changes which have occurred. Table 2
illustrates the net (after assistance) property taxes likely to be paid by
eligible senior citizen homeowners before and after passage of Proposition
13. Data in this table (1) reflect “typical” relationships between average
taxes and income for existing claimants and (2) assume, for illustration
purposes, a 50 percent reduction in property taxesdue to Proposition 13.
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As Table 2 1llustrates for most ehglble senior cmzen homeowners above,
approxxmately $7,000 of income, post- -Proposition 13 property taxes before
assistance payments are lower than pre-Proposition 13 taxes after assist-
ance payments, both in absolute dollars and as a percentage of income. For
example, at $8,000 of income, average pre-Proposition 13 taxes after assist-
ance were $531, while average post-Proposition 13 taxes before assistance
are $341. This table also shows that eligible homeowners at higher income
levels typically will receive a much greater dollar reduction in their taxes
under Proposition 13 than those at lower levels of income.

Given that the senior citizens’ assistance program was intended origi-
nally to address the problem of high property taxes paid by low income
homeowners, the Leglslature may now wish to reconsider the level and
distribution of assistance in light of the much lower property tax burdens
under Proposition 13.




Table 2

Senior Citizens’ 'Property ‘Tax Assistance Program -
fllustration of the impact of Proposition 13

- Pre-Proposition 13 Post-Proposition 132
Before-Assistance After-Assistance . Before-Assistance After-Assistance
Property Taxes Property Taxes Property Taxes - Property Taxes
Income - : Percent of Percent of Percent of Percent of
Level - . Amount Income - Amount Income Amount - Income Amount Income.
$54 180% $22 0.73% $271 9.0% $11: 0.4%
569 142 80 20 285 71 - 40 1.0 .
591 119 - 143 29 299 6.0 72 14
625 104 . 268 45 313 . 52 134 22
653 93 411 59 321 47 206 29
681 85 531 66 341 43 265 33
709 =79 624 69 : 355 39 312 35
737 74 678 6.8 . 369 37 339 34
765 70 719 6.5 383 3.5 360 3.3
793 6.6 761 6.3 397 33 381 32 .

* Assumes, for illustrative purposes, a 50 percent reduction in property taxes due to Proposition 13.

JAITAY XV.L / $SEL
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SENIOR CITIZEN PROPERTY TAX POSTPONEMENT
Item 425 from the General

Fund . _ , ;o Budget p. 1203
Requested 1979-80 ........occrreinrrirreeesrensnneiesnsesesssinssssssnssioens $12,000,000
Estimated 1978-79.....ccccvervrivrvnnnnnn ettt et neeaessearans 10,000,000
Actual 197T=T8 ... sssins 12,000,000

Requested increase $2,000,000 (20.0 percent) ‘

Total recommended reduction ..........cccivevereeninviirisresesiens $7,800,000
Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Payments of Postponed Taxes. Reduce Item 425 by 1356
$7,800,000 due to reduced participation.

2. Smgle Administrative Agency. Recommend leglslatlon to 1358
assign program responsibility to State Controller’s office.

SENIOR CITIZEN PROPERTY TAX POSTPONEMENT
GENERAL PROGRAM STATEMENT

The property tax postponement program allows eligible homeowners to
defer payment of all or a portion of the property taxes on their residences.
Deferred taxes are paid to local governments by the state, which puts a
lien on the property to assure that the taxes are paid when the property
is transferred. Thus, the program is essentially a loan to the eligible prop-
erty owners by the state, to be repaid when the property is sold. Interest
is charged on amounts deferred at 7 percent annually. . ‘

To be eligible for the program, persons must be 62 years of age or older,
own and occupy the property, have an equity of 20 percent of full value
and meet specified income limits. The income limits are adjusted annually
to account for changes in the cost of living. To postpone taxes ‘for the
current year, a person must have had a household incomeé of less than
$21,500 in 1977. The income limit in the budget year, which will be deter-
mined in March 1979; is estimated at $23,200. The program is jointly ad-
ministered by the State Controller’s office and the Franchise Tax Board.

Chapter 43, Statutes of 1978, extended the property tax postponement
program to include persons who are tenant-stockholders of property in
cooperative housing corporations and who occupy-as their principal resi-
dence a unit owned by the corporation. Chapter 576, Statutes of 1978,
extended the program to persons who hold a possessary interest in real
property and who occupy as their principal residence a dwelling on the
property. Both changes were initially effective for the 1978-79 fiscal year.
This Budget Bill item appropriates funds to the Controller from which
payments will be made for postponed taxes. Administrative costs of this
program are discussed in this item, although the appropriations for these
costs are included in Item 52 (State Controller) and Item 113 (Franchise
Tax Board).
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ANALYSIS AND RECOMMENDATIONS

I. PAYMENTS OF POSTPONED TAXES

The Governor’s Budget requests $12 million in the budget year for
payments to local governments for reimbursement of postponed property
taxes. Table 1 summarizes the results of the program’s first year, 1977-78,
and the preliminary results for 1978-79.

Table 1

Senior Citizens' Property Tax Postponement Program
Summary of Activity

Actual Preliminary

1977-78 1978-79*
Claims Filed 12,953 7,386
Certificates Issued : 19172 7,110
Certificates used 9,838 .. 3578
Total Appropriation 12,700,000 10,000,000
Total Amount Postponed $11,125,333 $1,773,067
Average Amount Postponed . $1,131 $495

* As of January 1979.

The $12 million proposed appropriation for 1979-80 reflects the uncer-
tainty about participation in this program in the budget year. As shown
in Table 1, approximately 9,800 persons postponed taxes in 1977-78 total-
ing $11.1 million. The $10 million appropriation for 1978-79 took into
account the expected reduction in property taxes resulting from Proposi-
tion 13 but not its potential impact on the number of participants. Because
claimants had to file by December 31, 1978 to postpone property taxes
during 1978-79, the effects of Proposition 13 on this program are beginning
to emerge.

Taxes and Participation Decline Sharply

We recommend that Item 425 be reduced by $7.8 mz]]zon due to de-
creased participation in the program.

As of January 1979, the State Controller’s ofﬁce had issued 7,110 certifi-
cates of eligibility, a decline of 42 percent from the previous year’s 12,200
approved claimants. Approximately 50 percent (3,578) of these certifi-
cates have been utilized, resulting in the postponement of $1.8 million in
taxes. Additional postponements will result as local governments com-
plete processing of the December claims. In 1977-78, 81 percent of the
12,200 approved claimants actually postponed taxes. If the ratio of actual
postponements to eligible persons is the same this year as last, approxi-
mately 5,800 of the 7,100 persons receiving certificates would postpone
taxes.

The average amount postponed to date in the current year is $495.
Because the Controller indicates that, for approximately 80 percent of
these claims, both the December and April property tax installments have
been postponed, we estimate the average amount postponed at year end
will be approximately $550. Thus, assuming 5,800 participants and an aver-
age postponement of $550, current-year program costs are unlikely to
exceed $3.2 million.

In the budget year, allowing for higher taxes and more participants, we
would estimate that an appropriation of $4.2 million should be sufficient.
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This would allow for property taxes to increase 5 percent and for participa-
tion to increase by over 20 percent. Thus, we are recommending that Item
425 be reduced by $7.8 million.

1. ADMINISTRATION

The Property Tax Postponement program is administered by the State
Controller’s Office (SCO) and the Franchise Tax Board (FTB). The FTB
is responsible for (1) distributing forms and instruction booklets, (2) de-
termining the eligibility of applicants, (3) notifying-the SCO of eligible
claimants and (4) notifying the SCO of the claimants for senior citizens’
property: tax assistance who also have postponed taxes (the assistance is
then offset against the amount postponed). The State Controller is respon-
sible for (1) issuing the certificate of eligibility to eligible persons as deter-
mined by the FTB, (2) maintaining an account for persons who have
postponed taxes, (3) applying interest charges, additional deferrals, pay-
ments from taxpayers or from the Senior Citizens’ Property Tax Assistance
program, (4) maintaining a record of each property on which liens have
been recorded and related irlformation, including the amount of the lien,
and (5) protecting the state’s interest at foreclosure sales of such proper-
‘ties through specified means.

Local governments also have responsiblities in operating this program.
Local tax collectors must determine at the time the certificate of eligibility
is accepted for property taxes if there is a lien recorded in favor of the
state. If no lien exists, the tax collector, in conjunction with the assessor
and county recorder, must place a lien on the appropriate property. Al-
- though local costs may be reimbursable under Chapter 1135, Statutes of
1977, no claims have been filed according to the Controller’s office. Table
2 summarizes the identifiable administrative costs.

Table 2
Senior Citizens’ Property Tax Postponement
Administrative Costs
Actual . Estimated  Estimated
1977-78 1978-79 1979-50

State Operations:
State Controller

Expenditures ' $160,603 ~ $338,087 $355,599
Personnel-years 33 85 84
Franchise Tax Board
- Expenditures $197,000 - $60,000 $60,000
Personnel-years 116 3.5 3.5
State Totals $357,603 $398,087 $415,599

Local Costs Unknown = Upknown  Unknown
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Program Responsibility Should be Assigned to a Single Agency .

We recommend that legislation be enacted assigning responszbzllty for
the entire program to the State Controller’s Office (§CO).

‘In the supplemental language report of the 1978 Budget Bill, the Legis-
lature requested that we examine the joint administration of this program
and offer recommendations on possible ways to 1mprove the program
administration.

In the Analysis of the 1978 Budget Bill, we indicated that the mvolve-
ment of two-state agencies in this program was unnecessary and would:

1) Compound the difficulties facing an already complex program that
~ requires eligible homeowners' to deal with local government and'
state government

“(2) Tend to result in the duphcation of some actlv1t1es and

(3) Tend to result in avoidance of responsibility and lack of accountabil-

ity for all aspects of the program.

At that time, we noted that the FTB appeared to be the appropriate

. organization to administer this program. However, both organizations
requested that any changes in the program be postponed until after the
current year to avoid reorganization problems in the first year of the
program.

The experience since that time has reinforced our judgment that re-
sponsibility for this program should be assigned to one state agency.
However, it now appears that the State Controller should be assigned
responsibility for this program, rather than the Franchise Tax Board.
While both agencies have characteristics which would quahfy them to
operate the program, the problems which are emerging in the program
are in areas where the Controller is currently involved. The €ontroller’s
office is willing to accept responsibility for this program, and the Franchise
Tax Board prefers to relinquish its responsibility.

Problems in the Postponement Program

While assigning responsibility to a single state agency would facilitate
administration of this program, there are several other problems which
need to be addressed. These include (1) adequacy of the state’s security
interest, (2) workload and (3) costs.

1. Adequacy of the State’s Security Interest. The repayment of the
state loan is secured by a lien placed on the property for which taxes have
been postponed. The lien notices are the responsibility of local govern-
ment officials (assessor, tax collector, and recorder). The Controller has
begun to review the liens to assure their accuracy and validity. In one
county, 50 percent of the liens have been defective. Statewide, the SCO
estimates that 10-12 percent of the liens may be defective. To correct
these problems, SCO staff must visit the appropriate county. The Control-
ler’s office estimates it needs approximately 2.5 personnel-years to com-
plete this task. We believe that consideration needs to be given to changes
in the system so that less errors are made at the local level. One way this
could be done would be to hold counties liable for losses to the state from
defective liens.

‘2. Workload. Participation in the current year is substantially less than
was originally expected. However, the SCO reports that existing staff is
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not adequate to administer the program properly. The workload problem
is caused, in part, by the exceptional cases rather than the typical cases.
The exceptional cases are both more numerous and more time consuming
than originally expected. These exceptional cases include the defective
lien problems discussed previously and foreclosure situations where: de-
faults by participants on prior liens require the SCO to act to protect the
state’s interests.
~ Recent legislation has extended the postponement program to new
types of property holders. The original postponement legislation allows
eligible owners with “fee” titles to postpone property taxes. Chapters 43
and 576, Statutes of 1978, have extended the program to (1) tenant stock-
holders who occupy a unit in a property which is owned by a corporation
m which the tenant-stockholder owns shares, and (2) persons who have
“possessory interests”, that is, who occupy property owned by others by
virtue of long-term leases The extension of the program to these new
types of ownership requires extensive involvement of the SCO in each
case. Because the problems in the existing fee-owner program have re-
quired the use of all available resources, the SCO has been unable to
extend the program to these new groups. There are at least 30 persons who
have apphed for postponement as tenant-stockholders. The Controller has
requested six additional positions to implement these laws.

3. Costs. Article 13, Section 8.5 of the Constitution, under which this
program is operated, provides for reimbursement to the state of any costs
in connection with postponement payments. The Legislative Counsel has
opined that costs can be defined by the Legislature. To date, the Legisla-

“ture has not specifically defined which costs are to be reimbursed. From
"an economic standpoint, the following costs can be identified:

(1) Administrative costs. These include state and local government
costs and certain costs of establishing claimant eligibility which
currently can be deducted from loan balances. v

(2) Loss of Interest. This represents a loss of investment income the
state otherwise would have earned if local reimbursements-under
the postponement. program were invested through the Pooled
Money Investment program.

(3) Loan Losses.

* Currently, the state recovers a portion of these costs through the 7
percent simple interest charged on the loans. However, since the Pooled
Money Investment Account is currently earning over 8 percent, the state
is not even recovering its lost interest. With respect to administrative
costs, these occur primarily at the time of initial utilization of the program
and at the termination of the loan. These costs could be recovered through
a one-time fixed charge for program participation. We will attempt to
develop information on the amount of fixed charges which would be
necessary to make this program self-supporting.

Additional Information Needed

Before recommending any specific solutions to these problems we need
additional information on participation, amounts postponed and the char-
acteristics of participation. Actual participation in this program will be
known in several months. In addition, it should be possible to determine
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SENIOR CITIZEN PROPERTY TAX POSTPONEMENT—Continued

the proportion of first time and repeat participants: Since the problems
and workload are primarily related to first time participants, such informa-
tion would provide a better basis for determining the need for additional
staff. Lastly, at our request, the SCO and FTB have attempted to provide
data on the characteristics of borrowers including their income, total taxes,
and amounts postponed.

'We will provide a supplemental analysis, based on this add1t10na1 infor-
mation, at the time of the leglsl_atlve hearings on this item.

‘ SENIOR CITIZEN RENTERS’ TAX ASSISTANCE
Item 426 from the General

Fund , Budget p. 1203
Requested 197980 .........oereeeinisiercrsensrssessesesesssssesssssnsssssesens $101,000,000
Estimated 1978-T9.......ccovvivirccriveninencncnresnnns resetoensirasenenenens 5,500,000
Actual 197778 ............... S bbbt saneos " 6,849,516

Requested increase $95,500,000 '
Total recommended reduction ..........ccconerninerrncrcnnniins None

GENERAL PROGRAM STATEMENT

This program provides property tax assistance in the form of a reim-
bursement to renters 62 years and over and totally disabled persons of any
age, if their total household income is less than $12,000. Assistance varies
inversely with income and assumes that all renters pay the equivalent of
$250 in property taxes. Actual assistance ranges from $240 (96 percent of
$250) for persons with less than $3,000 of total household income to $10 (4
percent of $250) for persons with income between $11,500 and $12,000.
This assistance is in addition to the $37 of assistance prov1ded all renters
by the Renters’ Tax Relief Act through the personal income tax.

ANALYSlS AND RECOMMENDATIONS

We recommend approval,

The Governor’s Budget requests $101 million for the Senior Citizen
Renters’ Tax Assistance program in 1979-80, a 17 fold increase over the
cost of the program in the current year. This increase results from Chapter
569, Statutes of 1978, which (1) expanded eligibility to include totally
disabled persons under 62 and (2) revised the reimbursement schedule by
mcreasmg the annual household income limit from $5,000 to $12,000, rais-
ing the reimbursement percentages, and increasing the statutory prop-
erty tax equivalent from $220 to $250. Table 1 displays estimates of the
increased participation.and costs associated with these new provisions.
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Table 1

Estimated Effects of Chapter 569 on
Senior Citizens Renters’ Program

© 1979-80
Amount of

Number of Assistance

Participants (millions)
Prior Law : ' 75,000 $4.4

Chapter 569:

(1) Assistance for totally disabled 275,000 40
(2) Reimbursement schedule revisions \ 250,000 52.6
Total i - 600,000 $101.0

As shown in Table 1, estimated budget-year costs associated with the
75,000 participants under prior law are $4.4 million. This amount is less
than experienced in previous years because general increases in average
household income levels would result in fewer renters qualifying under
the previous $5,000 income limit. It is estimated that Chapter 569 will add
250,000 claimants as a result of the increased income limit for persons 62
years and over, and 275,000 claimants for assistance to the totally disabled.
Average assistance in the budget year is estimated at $168 per ehgxble
claimant.

Partlcipatlon Continues to Lag Expectations

Prehrmnary data from the Franchise Tax Board indicate that actual
participation in 1978-79 will be less than originally expected and less than
the actual participation in 1977-78. Table 2 compares the actual results in
1977-78 and 1978-79 with the original estimates for those years.

Tabie 2

Senior Citizen Renters’ Tax Assistance Program
Comparison of Estimated and Actual Program Actiwty
1977-78 and 1978-79

1978-79 i Number of Claimants ~ Total Assistance
Budget Estimates - : 120000 $9,000,000
Preliminary Actuals ; 77,300 - 5,144,900
1977-78 ’ .

Budget Estimates 200,000 : 20,000,000
Actuals 91,700 6,849,516

In last year’s Analysis of the Budget Bill we noted that in 1977-78 the
actual participation of approximately 90,000 persons was substantlally less
than the preliminary estimate of 200,000 participants. The preliminary
estimate of 200,000 claimants was based on a 70 percent participation rate
applied to the estimated 285,000 senior citizen renters who were believed
to be eligible. The 1978-79 budget assumed that participation could in-

_crease by as much as 29 percent as more persons became aware of the new
program. Preliminary results show that, instead of an increase, there has
been a 16 percent decline from prior-year actual participation.

The reasons for this decline are unclear. The same phenomenon oc-
curred in the Senior Citizens’ Property Tax Assistance (homeowners)
program. Several possible explanatmns for the decline are d1scussed in the
analysis of Item 424.

4678673
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SENIOR CITIZEN RENTERS’ TAX ASSISTANCE—Continued

The unexplained trend in participation under prior law coupled with
the lack of experience under the new law makes the budget-year estimate
of 600,000 participants highly speculative. Although we believe it is possi-
ble that participation could be substantially less than the estimate, thereby
reducing actual costs substantially below the $101 million requested, the
uncertainty about program participation makes inadvisable any reduction
in this item at this time.

PERSONAL PROPERTY TAX RELIEF
Item 427 from the General |

Fund ‘ Budget p. 1203
Requested 1979-80 ......ccovveverriivnrnennncne Veeveerisnertesteressseneenesasenanist $244,600,000
EStimated 1978-T9.....ccccceuvrmurrerrerrerrrrrniorersssssnsssasaesessesensassosssssssssens 216,500,000
Actual 1977-78 .......cccocvueene reeerenreaeesaes st e s s e St a s st b s s e st aninene 417,776,829

Requested increase $28,100,000 (13.0 percent)

Total recommended reduction ... None

GENERAL PROGRAM STATEMENT

The Personal Property Tax Relief program reimburses local govern-
ments for the revenue losses resulting from the 50 percent property tax
exemption on business inventories. Local governments are also reim-
bursed under this program for revenue losses due to a 50 percent exemp-
tion of livestock head-day taxes and special provisions for assessing motion
picture films, and wine and brandy.

ANALYSIS AND RECOMMENDATIONS _

We recommend approval.

Table 1 surnmarizes actual expenditures for personal property tax relief
in the 1977-78 fiscal year and estimated expenditures for the current and
budget years. The $244.6 million budgeted for 1979-80 is a 13 percent
increase over the $216.5 million estimated for the current year. Ninety-
eight percent of personal property tax relief expenditures—about $241
million—consists of subventions to local government for revenue losses
resulting from the business inventory exemption. Chapter 173, Statutes of
1977, provided additional tax relief for livestock owners for the 1977-78 tax
year only. The act provided for a complete exemption from the head-day
tax to owners of livestock adversely affected by the drought. The exact
amount of this additional relief is not known, but it is not thought to be
a significant part of the total for the 1977-78 fiscal year.

As shown in Table 1, reimbursements for the motion picture film and
the wine and brandy exemptions are budgeted to increase 7.1 percent
above expenditures estimated for the current year. The statutory reim-
bursement formulas for these exemptions specify that the amount of the
reimbursement shall be based on the applicable tax rate and an average
of the assessed valuation prior to the original effective date of the exemp-
tion. Thus, because assessed values are fixed for reimbursement purposes
and because the tax rate should not change significantly given the one
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percent limit imposed by Propos1t10n 13, the reimbursement for these
exemptions also should not change from the current to the budget year.
However, given the substantial uncertainty about the rate at which the
value of busines‘s' inventories will grow, we do not believe a reduction in
this item is necessary. ,
’ Table 1

- Personal Property Tax Relief

Summary of Expenditures

' Actual FEistimated Proposed Peréeﬁt

; : 1977-78 - 1978-79 - 1979-80 Change
Business Inventory Exemption .....o...... $412,634204 - . $212578400 - $240,800000.  13.3%
Motion Picture Films- 3,039,199 1,400,000 - 1,500,000 11
Wine and Brandy ...........occemisersmin 29,842 - 14,000 : 15,000 7.1
Livestock Head-Day Tax Exemption 2,073,584 2,100,000 2,200,000 48

Total O : $417,776,829 - $216,092,400 $244,5‘15,000; 13.2% -

Table 2 provides a breakdown of exempt assessed values, tax rates, and
expenditures under the business inventory exemption.

Table 2

Business Inventory Exemption
Exempt Assessed Values and Expenditures

{in millions) o
Actual  Estimated Proposed - Percent:
. 1977.78  1978-79 I.WM .. Change
Exempt Assessed Values $3,643 $4,252 $4,760 12.0%
Chapter 1394, Statutes of 1978 e - 56  NA
Less Nonreunbursable Escape Assessments ™ .........u.iieeeeecers -2 -— —_ NA.
Net Reimbursable..... ; $3,615 $4,252 $4,816 133
Average Property Tax Rate : 81141 - $5.00 $5.00 —
Expenditures $4125 $212.6 $240.8 133

* Represents exemption allowed on escape assessments made under a U.S. Supreme Court decision
(Michelin Tire Corp. v. Wages) which permitted taxation of certain imported goods. Claims for reim--
bursements' have been disallowed (see text).

‘The estimate for the budget year assumes a 12 percent growth rate in
the base assessed value of business inventories. This compares to a nearly
17 percent increase for 1978-79 and reflects the expectation that the re-
cent rapid growth in the value of business inventories will decline some-
what in the coming year. Projected 'expendltures for the business
inventories exemption of $240.8 million in 1979-80 represents slightly
more than a 13 percent increase over the 1978-79 subventions of $212.6
million. This expendlture growth rate is slightly higher than the anticipat-
ed 12 percent increase in the base value of business inventories because
of the enactment of Chapter 1394, Statutes of 1978. This act defined busi-
ness inventories to include goods held by a licensed contractor but not yet
incorporated into real property. The assessed value of these. goods has
been estimated to be $56 million for the 1979-80 tax year.
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PERSONAL PROPERTY TAX RELIEF—-—Contmued
Effects of Proposition 13

Proposition 13 requires the assessed valuation of existing real/ property
to be rolled back to 1975-76 values and inflated thereafter by increases in
the Consumer Price Index up to 2 percent per year. Real property may
be reassessed at market value only in the event of a change in ownership.
Because business inventories are. personal property, they are not affected
by the provisions which roll back and restrict the growth of real property
assessed values. Thus, except for the possible influence of Proposition 13
on general economic conditions, we would expect the total assessed valua-
tion of business inventories ($8,504 million in the current year) to grow
at approximately the same rate that it has over the last several years, or
by about 11 to 12 percent annually.

The impact of Proposition 13 on the tax rate applied to business invento-
ries in 1978-79 is currently the subject of litigation. Proposition 13 provides
that the tax rate applied to real property shall be no greater than 1 percent
of market value (plus that rate required to retire voter approved mdebt-
edness).

Because the Constitution requires that the tax rate not be higher on
personal property than on real property in the same taxing jurisdiction,
the Attorney General has opined that personal property is subject to the
same 1 percent limitation as real property. The Constitution also requires,
. however, that the tax rate applicable to the unsecured roll (most of which
is personal property) shall be the prior year’s secured tax rate. Last year’s
(1977-78) secured tax rates were considerably higher than the 1 percent
limitation imposed by Proposition 13 beginning in the current year.
Therefore, the issue is whether those prior-year rates or the tax rate set
by Proposition 13 should apply to property on the unsecured roll in 1978-
79. (This will not be a problem in future years because the prior-year rate
applicable to unsecured property will clearly be subject to the 1 percent
limitation beginning in 1979-80.) Because most business inventories (63
percent) appear on the unsecured roll, the resolution of this controversy
will affect the amount of taxes paid in 1978-79 by owners of business
inventories and the state’s cost for reimbursement of the 50-percent ex-
emption.

Initially, 13 counties filed statements with the Controller for reimburse-
ment of the exemption based on the use of last year’s secured tax rate. On
the basis of the Attorney General’s opinion, however, the Controller has
refused to reimburse local governments for-amounts that exceed those
derived by using the 1 percent limitation (plus indebtedness). Followmg
that decision, 11 counties refiled claims for reimbursement using the
Proposition 13 tax rate (currently estimated to average about $4.93),
though some have filed under protest.

The relative tax burden borne by business inventories will increase in
the near future because, as was mentioned above, Proposition 13’s limit on
the growth of assessed value does not apply to business inventories. There-
fore, until an equilibrium rate of changes in ownership is reached for other
types of property, the assessed value of business inventories should grow
at a rate somewhat higher than the growth of the rest of the locally-
assessed property tax roll.
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Disallowed Reimbursements for Exempt Escape Assessments ‘

In Michelin Tire Corp. v Wages, the U.S. Supreme Court ruled that
counties are permitted to assess certain imported goods which previously
were considered exempt under the federal Constitution. Escape assess-
ments on affected property were specifically prohibited by Chapter 335,
Statutes of 1976, but this prohibition was challenged. In Schettler v.
County of Santa Clara, the state Court of Appeal held that the Legislature
could prohibit escape assessments on property affected under the Miche-
Iin decision. While this litigation was still pending, the Department of
Finance indicated that, regardless of the outcome of the litigation, claims
for reimbursement of exemptions allowed on escape assessments made as
a result of the Michelin decision would not be allowed. Accordingly, as
shown in Table 2, exempt escape assessments estimated at $28 million in
1977-78 have been excluded from reimbursable exempt assessed values of
business inventories.

HOMEOWNERS’' PROPERTY TAX RELIEF
Item 428 from the General

Fund Budget p. 1203
Requested 1979-80 .....ooceerieeeriereceeenniornenresssnesecsseneas evererrivrossas $132,000,000
Estimated 1978-T9.........ccriinernrnrnnsisererennsnesssssssessssesessnsnssesens ... 347,000,000
ACtUal 19TT=T8 ....oorrrerrrrrreririrecrsetersterenssesssssssessssssssssssesens reeeeenene 758,981,306

Requested decrease $215,000,000 (62.0 percent)

. Total recommended reduction ...........vceeeneecsrnvennnneisuennenns $20,000,000
Analysis
.+ SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Overestimate. Reduce Item 428 by $20 million to reflect 1367
revised estimate of direct refunds to homeowners.

GENERAL PROGRAM STATEMENT ‘

The homeowners’ property tax exemption is $1,750 of the assessed value
($7,000 full value) of an owner-occupied dwelling. For the current year,
this exemption will provide over 4 million homeowners with an estimated
average property tax reduction of $87. The state reimburses local govern-
ment for all revenue losses resulting from the exemption. .

Chapter 1060, Statutes of 1976, extended the homeowners’ exemption to
welfare recipients, effective with the 1976-77 fiscal year. Because this
extension was enacted after the April 15, 1976, filing deadline, only late
claims (limited to 80 percent of the exemption) could be filed for 1976-77.
Although actual data on late claims filed by welfare recipients for 1976-77
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HOMEOWNERS’ PROPERTY TAX RELIEF—Continued

are not available, it is estimated that reimbursements of about $7 million
for 40,000 to 60,000 such claims were included in the total 1977-78 reun-
bursements of $759 mllhon

Proposition 13 Reduces State Rellef Cost

Table 1 summarizes the number of claims, exempt assessed value, and
expenditures related to the Homeowners® Property Tax Exemption pro-
gram. Figures shown in this table for the budget year are based on provi-
sions of current law. As discussed below, expenditures actually budgeted
for 1979-80 assume the enactment of legislation which would change the
program from a property tax exemption to an income tax credit or rebate.
The budget request for this item represents only the money that would"
actually be refunded to homeowners whose income tax liability is less than
the proposed credit.

Table 1
Homeowners’ Property Tax Exemption
Summary of Current-Law Expenditures
Actual  Estimated FEstimated Percent
: 1977-78  1978-79  1979-80 Change
Claimants (thousands) ; - 3,890 3,967 4,050 2.1%

Exempt Assessed Value (millions) .....c.....ccoerreeeeeeererssanenes $6,787 $6,938 $7,088 22
Per Claimant Averages: . : .
Exempt assessed value $1,745 $1,749 $1,750 0.1
Tax benefit . 193 .14 .. 88 1.1
Property Tax Rate $11.08 - $5.00 $5.00 —_
State Expenditures (millions):
Current year .- $752 $347 $354 20
Adjustments * 7 — — -
Total Expenditures $’759 $347 $354 20

2 Represents reimbursements in 1977-78 for an eshmated 40,000 to 60 000 late clalms filed for 1976-77 by
welfare recipients under Chapler 1060, Statutes of 1976 (Chapter 1060 extended the homeowners’
exemption to welfare recipients).

Estimated current-year costs under this program of $347 million repre-
sent a substantial (54 percent) reduction from total reimbursements of
$759 million in 1977-78. The reduction was caused by the lower property
tax rates brought about by Proposition 13; and it was only nominally offset
by the 2 percent growth in the number of claimants. Because the home-
owners’ exemption is fixed at $1,750 of assessed value, state costs for this
program are not affected by changes in property values or the limits on
assessed value growth set by Proposition 13. They depend on the number
of homeowners and the level of tax rates applicable to owner-occupied
property. In the current year, Proposition 13 reduced tax rates by more
than one-half from the previous year. :

ANALYSIS AND RECOMMENDATIONS

The budget requests $132 million for this program in 1979-80, which is
$215 million, or 62 percent, below estimated expenditures in the current
year. This substantial reduction reflects the assumption that legislation
will be enacted to revise the program. Specifically, the Governor’s Budget
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proposes that the existing $1,750 homeowners’ property tax exemption be
replaced by an $87 income tax credit or direct rebate. The rebate would
be paid to those homeowners whose income tax liability is less than the
credit. The proposed $87 credit is about equal to the estimated statewide
average property tax benefit currently provided by the $1,750 homeown-
ers’ exemption. During the current year (1978-79), the exemption will
result in an average property tax reduction of-about $87 per homeowner,
based on an assumed statewide average homeowners’ tax rate of $5 per
$100 of assessed valuation. (The current estimate of this rate is actually .
$4.86, which represents the effective maximiim tax rate under Proposition
13 of $4, plus an allowable override for debt service averaging about $0.86.
However, because of some uncertainty as.to what the actual rate will be,
a $5 rate has been used to estimate the required reimbursement.)

Reduce ltem' to Adjust for Overestimation -~ :*

We recommend that the appropriation for Item 428 be reduced by $20
million to reflect the Department of. Fmance s revised estimate of funds
to be refunded to homeowners.

The budget request of $132 million for 1979-80 is intended to represent
that portion of the cost of the proposed income tax credit which actually
would have to be refunded to those homeowners whose state income tax
liability is less than the $87 credit. The Department of Finance indicates,
however, that since release of the budget it has revised downward the $132
million estimate by $20 million.. Accordingly, the department now esti-
mates that direct refunds under the proposed credit would be $112 mil-
lion. We recommend that the appropriation be reduced by $2O million to
reflect this revised estimate.

Our recommendation recognizes that the proposed change to an in-
come tax credit requires legislation in order to become effective. If this
legislation is not passed, the appropriation will be deficient by an estimat-
ed $242 million—the difference between our estimate of program costs
under current law ($354 million) and Finance’s revised estimate of the
cost of the proposed credit ($112 million).

The following discussion outlines some of our basic concerns regarding
the income tax credit given our general understanding of the proposal.

Proposed Credit Results in Higher Program Cost

Table 2 summarizes Départment of Finance estimates of both the Gen-
eral Fund expenditure and revenue effects of the proposed shift from a
property tax exemption to an income tax credit or rebate. In addition to
the revised figure of $112 million in direct outlays, Finance’s estimates
indicate that personal income tax revenues projected for 1979-80 have
been reduced by $262 million to reflect that portion of the proposed $87
credit which would be an offset against homeowners’ income tax liabili-
ties. As Table 2 shows, this ﬁgure includes offsetting interactions with (1)
existing income tax law provisions and (2) the tax reduction proposal
made in the budget. In effect, this $262 million income tax reduction is the
“tax expenditure” portion of the estimated total cost resulting from the
proposed homeowners’ $87 tax credit.

Although the proposed credit is about equal to the average tax relief
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provided by the existing exemption, the cost of the creth would be hlgher
than the cost of the exemption because of the indirect effect this change
would have on income tax revenues. Replacement of the exemption by a
tax credit would increase homeowners’ net property tax liability, resulting
in a corresponding increase in property tax deductions taken on income
tax returns and a consequent decrease in income tax revenues which
Finance has estimated at about $20 million. It is this $20 million revenue
decrease which effectively raises the state “cost” of the tax credlt program
from $354 million to $374 million.

It is not clear that the proposed credit is infended to increase total
benefits provided by the homeowners’ tax relief program. In any case, we
believe that all existing property tax relief programs should be reevaluat-
ed in light of the substantially lower property tax burdens brought about
by the passage of Proposﬁmn 13. In this context, it may be difficult to
justify a $20 million increase in homeowner tax rehef benefits.

Table 2
Proposed Homeowners’ Income Tax Credit
Summary of Department of Finance Estimates
Expenditure and Revenue Effects
Actusl = FEstimated  Proposed =~ Percent
. 1977-78 ~  1978-79 197950 - Change
Expenditures ‘

Shown in Budget R 0 84T . S1  —62%
Less Adjustment for Overestimate.........oovviireenen = - -20 - =
Net Expenditures $759 $347 $112 -~68%
Revenue Reductions ] o
Homeowners' Income Tax Reduction..................... _ -— 262 -
Plus Reduction Due to Higher Property Tax De- '
ductions * — —_ 20 —
Less Interaction with Tax Reduction Proposal ® — — =20 —
Net Revenue Reduction ........emcimsnnnsissivens — — $262 -
Net General Fund Impact $759 $347 $374 7.8%

® The proposed credit will cause homeowners’ income tax revenues to decrease by rmore than the $87

credit because of higher property taxes and, thus, higher itemized deductions (see text).

b The tax credit proposed for 2/ income taxpayers in the budget will decrease tax liabilities for homeown-
ers by $20 million and, consequently, will increase the number of homeowners whose income tax
liability is less than the proposed credit. This will require a corresponding increase in direct refunds
(the higher refunds are included in the budgeted appropnahon)

Constitutionality of the Proposed Change

The homeowners’ exemption is currently provided under Article XIII,
Section 3, Subdivision (k) of the State Constitution; which specifies that
$7,000 of the full value ($1,750 assessed value) of an owner-occupled dwell-
ing shall be exempt from property taxation. A constitutional issue arises
because, while an $87 tax credit is about equal to the average tax benefits
that will be derived from the homeowners’ exemption based on the aver-
age statewide tax rate, there are some homeowners for whom the applica-
ble tax rate is higher or Jower than the estimated average rate of $5. The
application of that higher or lower tax rate to the $1,750 exempt assessed '
l\:;alue will result in a higher or lower tax benefit than the $87 average

enefit.




Item 428 TAX RELIEF / 1369

Both the Attorney General and the Legislative Counsel have indicated
that the proposed income tax credit is constitutional in view of language
in the Constitution which states that the Legislature may deny the exemp-
tion if homeowners: received state ‘aid to pay all or a portion of their
property taxes. The Attorney General qualified his position with the state-
ment that any substantial reduction of the tax benefit below that con-
ferred by the exemption would be subject to the challenge that the m-heu
income tax credit subverts the exemptlon

Tax Shift

‘Regardless of the constitutionality of the proposed change, the move to
an $87 income tax credit would result in a shift in tax relief benefits to an
unknown number of taxpayers. For certain individual homeowners, the
property tax reduction currently provided by the $7,000 exemption could
be greater than the proposed $87 income tax credit. This is because,
although debt service levies allowed under Proposition 13 are estimated
to average $0.86 statewide in 1978-79, debt service levies imposed within
a significant number of taxing jurisdictions are reported to be higher than
$2. When combined with the $4 maximum rate, debt service levies of this
magnitude would result in a property tax reduction under the current
homeowners’ exemption of over $105. (In very rare cases, where debt
service levies are reported to exceed $16, the property tax reduction
under: current law would be over $350.)

Administrative Costs of the Current Program

Local Costs.  The most significant local costs associated with the admin-
istration of the existing homeowners’ exemption program are incurred by
several agencies of county government. County assessors spend a total of
about $4 million statewide to send notices to homeowners, maintain their
files of claims, and make additions and deletions to those files. County
auditors incur relatively minor costs to produce claims for reimbursement
by the state of the local tax loss resulting from the exemption. Finally, the
largest local costs associated with the administration of the exemption are
those resulting from the need to make formal corrections to the locally
assessed property tax roll on the basis of changes in claims that are filed
after the assessor has turned the roll over to the county auditor. Estimates
of this cost range from $4 million to $10 million statewide. Thus, the total
cost of administering the current homeowners’ exemption program at the
local level is estimated at §8 million to $14 million per year.

State Costs.. State costs incurred under the current program are minor.
The Board of Equalization collects records of claims from all counties. This
file is checked for duplicate claims and then given to the Franchise Tax
Board, which checks it against its own records to disqualify persons from
a renter’s credit who have already claimed a homeowners’ exemption.
Total state costs for this process are shghtly more than $40,000 per year.
Approximately $1.5 million in state income.tax revenues are saved asa
result of renters’ credits disallowed through this process. :
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Potential Impact on Administrative Costs

Local. The Governor’s Budget states that the shlft from the homeown
ers’ exemption to an income tax credit would reduce local administrative
costs by over $10 million annually. Without more specific information as
to the details of the proposed change, it is difficult to evaluate this claim.
It is likely that the $4 million to $10 million spent by local agencies to
process corrections to the tax roll after it has been filed by the assessor
would no longer be incurred. Because a tax credit presumably would be
paid after the close of the prior calendar year, there would be no need to
accommodate late claims by homeowners.

It is not clear whether the costs incurred by county assessors to register
homeowners would be saved. The proposal does not specify whether there
would be a continuing need to venfy ownership and/or residency under
the new program. If verification is still required, county assessors are the
most appropriate agency to make this check, in which case the $4 million
expenditure for this purpose would continue. (If notices to homeowners
were no longer required, this cost could be significantly reduced, but the
ability of the assessor to verify ownership would also be reduced.)

State. If verification of homeownership is not required, significant
costs could result from fraudulent claims for the tax credit. Because home-
owners would receive $87 under the proposal and renters only the $37
provided under existing law, there would be an incentive for renters to
fraudulently claim the homeowners’ tax credit. The potential for abuse is
uncertain, but the cost in terms of higher revenue losses could be substan-
tial. Higher program costs also would resuit if late claims (currently those
filed after March 1) were given the fullbenefit of the tax credit as opposed
to receiving only the 80-percent exemption allowed under the current
program. This potential revenue loss, estimated to be as high as $2 million, .
could be avoided if the proposed tax credit were prorated based on that
portion of the year during which an individual owns a home.

Although it appears that there may be very minor cost savings in the
area of claims verification currently conducted at the state level, a signifi-
cant additional cost would be incurred due to the need to send tax refund
checks to homeowners whose income tax liability is less than the $87
credit.

Impact on California’s Revenue Sharmg Allocatlon

One significant effect of a shift from the homeowners exemption to an
income tax credit would result from the manner in which the expendi-
tures for the proposed credit would be treated in the budget. As indicated
above, the bulk of the actual cost of the income tax credit is reflected in
the budget as a reduction of personal income tax revenues. Only that
portion of the total expenditures for the tax credit that will actually be
refunded to homeowners is appropriated under this item. While the re-
duction in income tax revenues is partially offset by increased local prop-
erty tax revenue, the net result of this method of accounting could be
about an $8.5 mllhon reduction in California’s revenue-sharing allocation.
In making this estimate, we have assumed that the federal revenue-shar-
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ing program will be extended beyond its current September 30, 1980,
termination date and that the allocation formula would remain the same.
State allocations under the current revenue-sharing program would not
be affected because the data that will be used to determine California’s
allocation through the end of the program have already been collected.

If the total cost of the proposed program were appropriated rather than
being accounted for as a “tax expenditure”, the result would be approxi-
mately a $2 million increase in the state’s revenue sharing allocation under
the same assumptions as above. This is due to the increase in local property
taxes resulting from the proposed elimination of the exemption.

An even more significant effect on the state’s revenue sharing allocation
could result from changes over time in the amount of intergovernmental
transfers from the state to local governments. Under present law, a reduc-
tion of state transfers below the level of transfers during the prior 24-
month period results in a dollar-for-dollar reduction of the state’s revenue
sharing allocation. A change of the homeowners’ exemption program to
an income tax credit and the elimination of the state subvention to reim-
burse local governments for the property loss from the exemption might
be considered a reduction of intergovernmental transfers by the federa]
Office of Revenue Sharing.

Creation of a “Tax Expenditure”

In addition to its potential unpact on California’s revenue sharmg alloca-
tion, the accounting procedure which would be utilized by the proposed
homeowners’ tax credit has another potential drawback. Under existing
law, the entire cost of the homeowners’ tax relief program is treated as an
expenditure and, as such, is subject to annual legislative review through
the budgetary process. However, as discussed above (and shown in Table
2), only that portion of the total cost of the proposed tax credit actually
refunded to homeowners would be appropriated in the budget. The bal-
ance of this program’s total impact on the General Fund ($262 million)
would be reflected as a reduction in income tax revenues.

A reduction of state income taxes for purposes of providing a subsidy or
benefit to selected taxpayers can generally be termed a “tax expenditure”
(as opposed to “income tax relief”), if the revenue reduction is unrelated
to income tax policy goals. The problem with such “tax expenditures”,
from a budgetary standpoint, is that they represent hidden state costs.
They often are difficult to document or estimate and are not directly
included or reviewed as part of the overa]l state spending plan.

Accordingly, we believe that, if the proposed homeowners’ tax credit is
enacted, the entirecost of the credit should be appropriated in the budget,
as is now the case for the existing renters’ income tax credit. In addition
to subJectmg the total cost of the program to budgetary review, this also
would minimize the potential reductlon in federal revenue sharing funds
discussed above.
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OPEN-SPACE PAYMENTS TO LOCAL GOVERNMENT
Item 429 from the General

Fund | ‘Budget p. 1203
Requested 1979-80 ........coocivreeverneernnrinrnsssstessesssssessssessssenenss $16,000,000
ESHMAtEd 1978-T0.......ccvriiriiistiiissnisinecresessosesssssesessssnesessassssens 15,000,000
ACHUAL JOTT=T8 ...oevierrtiertrriesrisetiressoreressosesesssssonsssssesessossnesans 18,818, 252

Requested increase $1,000,000 (6.7 percent)

Total recommended reduction ...........eemvveersiivenessrensennns $16,000,000
. . Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Eliminate funding. Reduce Item 429 by $16 million. Rec- 1373
ommend funds budgeted for open-space subventions be
eliminated.

GENERAL PROGRAM STATEMENT

The open-space subventions provide replacement revenues to cities
and counties to compensate for reduced property tax revenues on open-
space and agricultural land. _

The Constitution authorizes the Legislature to provide for the assess-
ment of land at less than market value if it is under enforceable restric-
tions.  Under the California Land Conservation Act of 1965 (the
Williamson Act) and related open-space laws, cities and counties may
enter into contracts with landowners to restrict the use of property to
open-space and agricultural use.

The Secretary of the Resources Agency, through the Department of
Conservation, administers subventions to cities and counties.

ANALYSIS AND RECOMMENDATIONS

Section 16140 of the Government Code appropriates General Fund
money for open-space subventions to counties and cities. However,
Budget Act appropriations have superseded the statutory authorization
since the subventions began in 1972.

The budget requests $16 million for the 47 counties and 20 cities which
are expected to have under contract a total of about 17 million acres
during 1979-80. The subvention for cities and counties is determined by
a formula which bases the amount of money provided for each acre of land
under contract on the type ofland and its location. For this purpose, land
is classified as “prime” or “nonprime”. “Prime” agricultural land is de-
fined as land rated as class I or I in the Soil and Conservation Service land
use capability classification, or other comparable classification..

As of the current year, school districts no longer qualify for subventions
for open space contracts because post-Proposition 13 tax rates have fallen
below limits specified by Section 16148 of the Government Code. To
account for this change, the appropriation for the current year was re-
duced by $7 million from the $22 million initially budgeted.
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Ellmmate Program Funding

. We recommend that (1) the fundmg for open-space subventions be
ebmmated by revising this item to reappropriate the $16 million to the
surplus in the General Fund, and . (2) Section 16140 of the Government
Code be repealed to eliminate the statutory appropriation,

We believe that funding for the open-space program should be eliminat-
ed for two major reasons. First, a substantial portion of the state subven-
tion is paid for land under contract that is not subject to development
pressures. Second, Proposition 13 has significantly reduced any incentive
that may have existed for an owner whose land is threatened by develop-
ment to place that land under contract.

In past years, we have criticized the open-space program as providing
a reduction in property taxes, and a state subvention, for land that was not
threatened by development and, presumably, not in need of an incentive
to remain in agricultural or open-space use. We also have questioned
whether the reduced tax liability provided by an open-space contract was
a sufficient incentive for an owner of land that was threatened by develop-
ment to place that land under contract for a 10-year period. These basic
concerns, in our judgment, continue to be valid. Moreover, the effect of
property tax reductions under Proposition 13 has been to reduce further
any incentives provided under this program. o

Land Not Threatened by Development. The Department of Conser-
vation is currently developing estimates of the amount of nonprime land
under contract in nonurban areas. We estimate that more than 75 percent
of the nonprime land is outside urban areas and not threatened by devel-
opment. Reimbursements for this nonprime land will amount to at least

- $3.4 million of the $16 million subvention request. Similarly, the bulk of the
» prime land under contract is located outside of urban areas. Because it is
- outside urban areas, most of this land presumably is not threatened by
- development. Table 1 shows, for the 1977-78 fiscal year, the breakdown

of acreage under open-space contract by countles and cities and type of
land. : ‘ .

Table 1
Actual Open-Space Acreage Under Contract in 60untles
and Cities for 1977-78

Urban Other : :
Prime Prime Nonprime : Total
: Land® Land ’ Land Acreage
Counties .......remernne 501,203 - 4276897 10,800,022 15,578,122
L6 1 1= 7.216 202 39,921 47,339
j (017 R 508,419 4,277,099 10,839,943 15,625,461

# Land that is located within three miles of a city with a population of 15,000 or more.

It is difficult to identify specifically the amount of land that is not located
in an urban area and yet might be threatened by development. At the
same time, we believe it is not in the state’s interest to provide a property
tax reduction for land which is not in danger of being converted from
agricultural or open-space use.

- Effect of Proposition 13. Proposition 13 reduces the likelihood that




1374 / TAX RELIEF v Item 430
OPEN-SPACE PAYMENTS TO LOCAL GOVERNMENT—Continued V : r;
restricted valuation of land is an effective inducement to the placement
of land under an open-space contract. A favorable differential still e:asts
between the taxes on restricted and unrestricted value, but because prop-
erty taxes have been reduced by over 50 percent under Proposition 13, the
amount and, consequently, the effectiveness of this tax differential as an
incentive to restrict the use of land also'has been reduced. Moreover,
because Proposition 13 limits the growth of the assessed value of land not
under contract (except when that land is sold), increases in property taxes
will not exert the same pressure for development as they may have prior
to Proposition 13.

For these reasons, we recommend that the subventions to local govern-
ments for open-space contracts be eliminated and that the Legislature
consider more direct methods of protecting agricultural and open-space
land that is threatened by development. Because of the continuing appro-
priation in statutory law for the subventions, this recommendation will
require rewriting the item to reappropriate the money to the surplus in
the General Fund. We also recommend that Section 16140 of the Govern-
ment Code be repealed to eliminate the continuing. appropriation.

-Our recommendation would have the effect of reducing state subven-
_tions to the approximately 70 local jurisdictions which will participate in
the open-space program by an estimated $16 million in the budget year.
In light of the limitations placed on local fiscal resources by Proposition
13, it is important to note that our purpose in makmg this recommendation
is not to generate state General Fund savings at the expense of local
government revenues. Rather, we believe that these funds should not be
expended to support what is, in our judgement, an ineffective program.
The $16 million budgeted for open space subventions would, of course,
continue to be available for other forms of local assistance. :

PAYMENTS TO LOCAL GOVERNMENTS FOR
SALES AND PROPERTY TAX REVENUE LOSS

Item 430 from the General

Fund Budget p. 1203
Requested 1979-80 ......c...ccccevmvrreecerrunnne esversseneesenetseseenaantetereaneates $4,454,500
Estimated 1978-79........cccomrnreiscionsisinsacenessesssesesisssossassosssiessens 4,885,000
ACtUal 197T=T8 ....ourerreericreierenrnerennssnsesessssssesesenssscsnssssiinieesesessnss - 5,529,835

Requested decrease $430,500 (8.8 percent) A
Total recommended reducCtion ..........ooecnnenriirinorereseioens $2,063,500

GENERAL PROGRAM STATEMENT )

"~ Chapter 1406, Statutes of 1972, as amended by Chapter 1135, Statutes of
1977, requires the state to reimburse local government for the net loss
resulting from sales or property tax exemptions enacted after January 1,
1973. The budget identifies nine statutes which have ongoing funding
requirements and therefore need annual Budget Act appropriations. All
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o\f the statutes are funded from this single budget item, which allows the
S ate Controller flexibility to cover deficits resulting from some statutes
w1th surplus funds for others.

ANALYSIS AND RECOMMENDATIONS

The budget estimates that required reimbursements in 1978—79 to local
government for property tax revenue losses under six of the statutes fund-
ed by this item will be significantly less than originally appropriated for
the current year. This is because passage of Proposition 13, by reducing the
level of property tax rates, reduced the revenue loss resultmg from the
property tax exemptions contained in these statutes. The Department of
Finance has estimated the state’s current-year savings to be $1,832,000.

The amounts budgeted for the following statutes in 1979-80 appear to
reflect the applicable revenue loss, and we recommend that they be ap-
proved

E'sh'mated ' Requested
. 1978-79 1979-80
Chapter 16, Statutes of 1973 - $35,000 $40,000

This measure increased the property tax exemption for blind veterans
residing in corporate-owned residences from $5,000 to $10,000 of assessed
value.

Estimated Requested
. - .- 1978-79 1979-80 -
Chapter 456, Statutes of 1974 $7,000 $7,000

This measure exempts the intangible value of business records, includ-
ing the information they contain or the value of their use. Title records
are an example of documents having intangible value which became ex-
empt from taxation under this statute.

Estimated Requested

] o 1978-79 .. 1979-80
Chapter 1467, Statutes of 1974 $195,000 $215,000

This statute provides that documented commercial fishing vessels (in-
cluding party boats) are to be assessed at 1 percent rather than 25 percent
of full cash value.

Estimated - - Requested

1978-79 . 1979-80
Chapter 961, Statutes of 1977 $385,000 $395,000

This statute extends disabled veterans’ property tax exemption benefits
to the unmarried surviving spouses of disabled veterans who died prior to
January 1, 1977, but who would have been eligible for the exemption
under laws in effect on that date.

Estimated - Requested
_ . 97879 197980
Chapter 878, Statutes of 1978 : ' ~ $1,600 $2,500

This statute exempts from sales taxes medical alert tags furnished by
nonprofit organizations.
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PAYMENTS TO LOCAL GOVERNMENTS FOR [
SALES AND PROPERTY TAX REVENUE LOSS—Contmued

Fstimated Requested |
1978-79 1979-80 |
Chapter 1273, Statutes of 1978 — $35,

This measure extends disabled veterans’ benefits to disabled veterans
and their unmarried surviving spouses if the veteran’s disability is the
result of a disease incurred during military service.

Estimated Requested

. 1978-79 1979-80
Chapter 1276, Statutes of 1978 i : - $125,000

This statute increases from $10,000 to $15,000 of assessed value the prop-
erty tax exemption for disabled veterans, and their surviving spouses,
whose income satisfies the criteria for the Senior Citizens’ Tax Deferral
program. ‘

Reimbursement in Excess of Revenue Loss

We recommend that Item 430 be reduced by $2,063,500 to more accu-
rately reflect actual losses to local governments in light of lower post-
Proposition 13 tax rates.

We believe that for two of the statutes the estimated revenue loss on
which the reimbursement amount is based is too high. Additional changes
should be made to more accurately reflect actual tax revenue losses to
local governments-in light of lower tax levels. The net result of these
modifications, which are discussed below, is our recommended reduction
of $2,063,500.

. Estimated Requested

. 1978-79 1979-80
Chapter 1165, Statutes of 1973 $80,000 $85,000

This statute requires that lands governed under a wildlife habitat con-
tract shall be valued on a restricted basis similar to the method of valuing
open-space lands. The statute also provides that local governments shall
be reimbursed for the actual revenue loss that results from the use of
restricted value. However, the budget request related to this statute does
not reflect the drop in applicable property tax rates as a result of Proposi-
tion 13. Therefore, we recommend that the item be reduced by $40,000
to reflect the estimated change in tax rates.

Estimated Requested
: . . . 1978-79 -1978-80
Chapter 1169, Statutes. of 1973 : $3,350,000 $3,550,000

This statute excludes from the computation of certificated aircraft as-
sessed value any time spent by the aircraft in California prior to first
revenue flight and any subsequent ground time in excess of 12 hours. The
measure does not require local governments to keep records of the actual
revenue loss resulting from the exemption. Instead, it provides that the
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a‘mount of reimbursement to each local government be determined by
taking the revenue reduction computed to result from the exemption in
1?72—73 and increasing it by 12 percent for 1974—-75 and by 6 percent for
edch subsequent year.

The dramatic reduction in property tax rates brought about by Proposi-
tion 13 has significantly reduced the local revenue loss resulting from
Chapter 1169. Because the effects of Proposition 13 could not have been
anticipated when the subvention formula was developed, this formula will
result in reimbursements that exceed the actual local revenue losses which
‘the statute intended to cover in both the current and the budget years.
For this reason, we recommend that the scheduled reimbursement be
reduced in each county by the average percent decrease in the county-
wide average property tax rate brought about by the proposition. We
estimate that this adjustment would reduce the average reimbursement
by 57 percent, for a savings of $2,023,500.

v .RENTERS’ TAX RELIEF
Item 431 from the General

Fund ‘ ' Budget p. 1203
Requested 197980 ......coveeeereeercrereeeieseseeseesssesssssssrssesssssses $148,000,000
Estimated 1978-T9.........cccvinenenenninesnneenesisnissisisissssssassssnes 135,000,000
ACHUAL 19TT-T8 ....coeeecrerirrrenee e rsesess s bes s ssssiesssessnsssssssssaes 126,471,603

Requested increase $13,000,000 (9.6 percent) :

-Total recommended reduUCHON .........cococevirinieenerrvvnennenesessaneseeni .. - None

GENERAL PROGRAM STATEMENT

The Renters’ Tax Relief program prov1des a flat $37 payment to quali-
fied renters without regard to age or income. Qualified renters include
persons who (1) are residents of California and (2) rented -and occupied
a dwelling in California as their principal residence on March 1. Married
persons are generally entitled to one credit. The renters’ credit is not
available to persons who (1) rent property that is exempt from property
taxes, (2) are claimed as a dependent for income tax purposes by persons
with whom they are living, or (3) receive the homeowners’ property tax
exemption. A partial credit is available for persons with less than 12
months’ residence. The program is administered through the Personal
Income Tax program as a refundable credit. That is, the $37 credit is
applied first to any income taxes due, with the balance refunded to the
renter. Persons with no income tax l1ab1hty must file a return to receive
the tax relief payment.

ANALYSIS AND RECOMMENDATIONS

We recommend approval,

The Governor’s Budget recommends an appropriation of $148 million
in the budget year, an increase of 9.6 percent over the current year. -
Table 1 displays information on the number of claimants and the ex-
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RENTERS’ TAX RELIEF—Continued

penditures under this program for the 1977-78 through 1979-80 fiscal
years. The large increase (14.4 percent) forecast in the budget year IJe-
flects (1) a continuation of historical growth in the renter population. (3 8
percent) and (2) expanded eligibility due to Chapter 569, Statutes of 1978
(10.6 percent) Chapter 569 allows renters who receive public assistance
to receive the full amount of the renters’ credit. Formerly, such persons
could claim only a portion of the credit based on the number of months
during which they did not receive public assistance. This change is expect-
ed to result in an additional 378,000 persons claiming renters’ tax relief
totaling $14.0 million.

Table 1

Renters’ Tax Relief Program
Summary of Claimants and Expenditures

: Actusl ~ Estimated Proposed
- Clatmants 1977-78 1978-79 1979-80
Number 3,468,000 3,561,000 4,074,000
Percent increase over prior year.............. 78% 27% 144%
Expenditures :
Amount I $126,471,603 $135,000,000 $148,000,000
Percent increase over prior year.......co..... 31% 6.7% 9.6%

FEDERAL REVENUE SHARING
Item 432 from the Federal

Revenue Sharing Fund Budget p. 1209
Requested 197980 ........ccvrieevenreernienrnierseiessssasosesnsrssisossenssisens $276,200,000
Estimated 1978-T0.......cccrreninsrensmsriessssssmssssassossesisesssssssse 276,200,000
ACtUal 19TT=T8 .....vereeeeieriiorenrsneraseesssssastonsnsaseesssssassessenssesssses 215,000,000

Requested increase—None ~
Total recommended reduction ............ennresnneesseseressencnns None

ANALYSIS AND RECOMMENDATIONS
We recommend approval,

The State and Local Fiscal Assistance Act of 1972 (general revenue
sharing) was enacted on October 20, 1972.

The act was designed to give financial aid to state and local govern-
ments. The allocation of general revenue sharing funds among the recipi-
ent governments for each entitlement period is made according to
statutory formulas using data such as population, general tax effort, and
income tax collections. :

The State and Local Fiscal Assistance Amendment of 1976 extended the
program to September 30, 1980. No substantive changes were made to the
allocation formulas. The new law, however, requires recipient govern-
ments to hold public hearings on proposed uses of the funds. :

Table 1 gives a breakdown of (1) the total federal revenue sharing funds






