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Analysis of California’s Proposition 88:

Education Funding, Real Property Parcel Tax, Initiative
Constitutional Amendment and Statute

By Lisa Snell

Executive Summary

Proposition 88 is a Constitutional Amendment and Statute initiative that according to the
California Secretary Of State's Office:*

Provides additional public school funding for kindergarten through grade 12 by imposing a
$50 tax on each real property parce; exempts certain elderly and disabled homeowners.
Funds must be used for class size reduction, textbooks, school safety, Academic Success facility
grants, and a data systemto evaluate educational program effectiveness. Provides for
reimbursement to government entities to offset anticipated decrease in other tax revenue.
Prohibits fund use for school administrative overhead. Requires school district audits and
penalties for fund misuse. Excludes funds from Proposition 98 cal culations. Summary of
estimate by Legidative Analyst and Director of Finance of fiscal impact on state and local
governments: Annual revenue of up to $500 million from a new, statewide parcel tax with the
revenue dedicated to specific K-12 education programs (such as class size reduction,
instructional materials, school safety, and facility grants).

Proposition 88 gives specia interests aloophole to avoid the two-thirds voting requirement of
Proposition 13. Since Proposition 13 only applies the two-thirds voting requirement for parcel
taxes to local initiatives, and statewide property initiatives for parcel taxes only need asimple
magjority to pass, thisinitiative works around the protections of Proposition 13 to create easy access
to property taxes. Once one statewide parcel tax is approved by asimply majority vote, increases
in the tax in the future are likely. For example, the continuing efforts to raise new cigarette taxes
and new taxes on the wealthy demonstrate how once a specific tax is successful other special
interests will try to raise new revenue through additional taxes on the same sources.



Governor Schwarzenegger has increased education spending in California by more than 17 percent
over the last two years. Local school districts have also received large increases in discretionary
funding. If local school districts feel the need to increase funding for the education programs
identified in Proposition 88, they can direct the increased funding from the new state budget.

Proposition 88 takes what traditionally has been alocal tax—the parcel tax—and starts using it for
state purposes. Decisions about property tax spending for education are best made at the local level.
If the new discretionary funds are not enough, local school districts are free to take their case to
local voters through the initiative process to pass alocal parcel tax for specific education needs
with atwo-thirds approval by local voters. The state already has enough sources of tax revenue
including income, capital gains and most of salestaxes. More than 40 percent of state general
revenue already funds education.

Furthermore, education spending in Californiais at an all-time high. Proposition 88 would offer
schools atiny increase in revenue in exchange for alarge bureaucratic administrative hassle. The
initiative has strict accountability measures that require districts to invest in audits and tracking
mechanisms for atiny amount of money. While accountability is agood thing, thisinitiative
applies the most severe penalties for the misuse of funds to the smallest revenue stream and crestes
another burdensome administrative requirement for local school districts. The initiative also
specificaly excludes all of Proposition 88 funding from being used for administrative purposes.
Therefore, school districts may have to use revnue from other funding streams to actually pay for
the monitoring costs of Proposition 88. These funds would be restricted to very narrow education
purposes. Furthermore, thisinitiative funds programs that are duplicative and unproven and that
have already received large increases in funding for the 2006-2007 school year.

The bottom lineis that Proposition 88 creates a whole new kind of statewide tax. Currently all
property taxes are local and used for local services from roads to schools. Proposition 88 would
encourage other advocacy groups to pass more and bigger statewide property tax proposals. This
proposition isin conflict with the clear intent of Proposition 13 to protect citizens from excessive
property taxes and to give local residents control over the spending of property taxes raised in their
communities.
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PROPOSITION 88

Introduction

n Californiain 2006-2007 schools will receive the largest education funding increase in the

history of the state. The California state budget for 2006-2007 provides Proposition 98 education
funding of $55.1 billion for K-12 schools and community colleges. Thisis an increase of $5.1
billion above the 2005-2006 Budget Act and represents the single largest year-to-year increase in
education funding in California’s history. Proposition 98 raises per pupil funding to $8,288 for
2006-07—an increase of $886 or 12 percent. Total funding for California’s K-12 education system
rises to $67.1 billion, for total per pupil funding from all sources of $11,264.2

Despite this massive increase in education funding in California, proponents of Proposition 88
want to increase K-12 education funding by another $500 million ayear. The money would be
raised through an unprecedented use of a $50 state parcel tax on the 10 million propertiesin the
state of California. Every parcel in the state, no matter what size, would pay $50 to fund very
specific education programs including class size reduction, school safety, and school facility
grants. Thisinitiative sets up yet another form of state-level taxation in a state whose residents
aready pay the highest state-level taxesin the nation. For example, the top income tax rate is the
highest in the nation at 10.3 percent. In addition, the sales tax of 7.25 percent also is the highest of
any state.

Proposition 88 represents a serious threat to California s property tax protections through
Proposition 13. Proposition 88 would create a statewide parcel tax—the first such statewide tax in
Californiasince 1910. Thisinitiative circumvents the requirements of Proposition 13 that local
parcel taxes can only be approved with a two-thirds mgjority vote. Proposition 13 blocks easy
access to taxpayers property taxes, but this initiative would bypass the block, making an inroad to
raising taxes by a simple mgjority vote. Since Proposition 13 only appliesto local parcel taxes
(requiring atwo-thirds mgjority vote), thisinitiative taxes property at the state level, requiring a
simple mgjority vote. Thisinitiative sets up a bad precedent and will encourage other special
interests to run ballot initiatives to raise funds through state-level parcel taxes by requiring asimple
majority vote. Clearly such legislation violates the intent of Proposition 13 to protect taxpayers
from onerous property taxes.

For this, Proposition 88 would raise less than half of the revenue generated by the California State
Lottery and would increase school funding by lessthan 1 percent. Although it is unclear how the
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money will be distributed, the initiative calls for the legislature to adopt a funding formula that
offers more resources to the neediest students including English Language Learners and studentsin
low-performing schools. Therefore, while this money will be collected in every jurisdiction, it is
likely that some districts will receive more resources than others. Consequently, this legislation
takes money that is usually alocal funding stream and divertsit to the state to redistribute to
districts that may not have raised the money locally. This means that taxpayers would likely be
funding schools from which they derive no benefit.

In addition, the initiative has strict accountability measures that require districtsto invest in audits
and tracking mechanisms for atiny amount of money. While accountability is agood thing, this
initiative applies the most severe penalties for the misuse of funds to the smallest revenue stream
and creates another burdensome administrative requirement for local school districts. These funds
would be restricted to very narrow education purposes. Additionally, the programs funded by this
initiative are duplicative and unproven and that have already received large increases in funding for
the 2006-2007 school year. To make matters worse, in appropriating funds through the state
constitution, this initiative takes discretion away from legislators to decide the priorities of
education spending in California by enshrining very specific appropriations into the state
constitution. It also takes discretion for education spending away from local schools, who best
know where their greatest needs lie.

Spending on K-12 education is up 17 percent in the last two years, yet thereis no correlation
between increased spending and better performance. In the midst of the largest education funding
increase in Californid s history, it isfiscally irresponsible for Californiato pass another
constitutional amendment that mandates more categorical education spending.
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PROPOSITION 88

Proposition 88 Overview

P

roposition 88 is a Constitutional Amendment and Statute initiative that according to the
California Secretary Of State's Office:®

Provides additional public school funding for kindergarten through grade 12 by imposing a
$50 tax on each real property parce; exempts certain elderly and disabled homeowners.
Funds must be used for class size reduction, textbooks, school safety, Academic Success
facility grants, and a data system to evaluate educational program effectiveness. Provides for
reimbursement to government entities to offset anticipated decrease in other tax revenue.
Prohibits fund use for school administrative overhead. Requires school district audits and
penalties for fund misuse. Excludes funds from Proposition 98 cal culations. Summary of
estimate by Legidative Analyst and Director of Finance of fiscal impact on state and local
governments: Annual revenue of up to $500 million from a new, statewide parcel tax with the
revenue dedicated to specific K-12 education programs (such as class size reduction,
instructional materials, school safety, and facility grants).

Thisinitiative adds a new section to the Constitution establishing an annual $50 tax on each real
property parcel. This dollar amount would not change over time, although the number of parcels

coul

d rise (for example, as the result of new subdivisions of property). For purposes of the

measure, a"parcel” is defined as any unit of real property in the state that receives a separate local
property tax bill; accordingly, most individuals and businesses currently paying property taxes
would become subject to the new parcel tax. However, the measure exempts from the new tax any
parcel owner who: (1) resides on the parcel; (2) is eligible for the state's existing homeowner's
exemption; and (3) is 65 years of age or older or is severely and permanently disabled.

A relatively small portion of the revenue generated by the proposed statewide parcel tax would be
alocated to: (1) the state general fund to offset the decrease in income tax revenues resulting from
the increased deductions related to the parcel tax; and (2) counties to offset added administrative

cost

The

S.

remaining revenues would be transferred to a new, constitutionally established Classroom

Learning and Accountability Fund, out of which will be annually allocated:

$175 million for class size reduction in K-12 education

3
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= $100 million for instructional materials
= $100 million for school safety programs

= $85 million for facility grants for certain academically successful school districts and charter
schools that have not received funding from a state general obligation bond for construction or
modernization

» $10 million for an integrated longitudinal teacher and student achievement data system.

To the extent that revenuesin the fund are more or less than the amounts allocated by the measure,
the amounts provided for each activity would be adjusted proportionately.

It is estimated that the proposed statewide parcel tax would initially raise approximately $450
million annually. Given that the dollar amount of the tax would not increase, total parcel tax
revenues would only grow slowly over time as new parcels of land were created. Approximately
$30-40 million of the tax would be transferred to the state General Fund to compensate for a
projected |oss of state income tax revenues, and approximately 0.2 percent (or about $1 million)
would be allocated for county administrative expenses. The remainder of new tax revenue would
be allocated to schools for the specified education programs. At least initialy, these revenues likely
would be somewhat |ess than that needed to meet the measure's designated funding levels; if so, the
program allocations would be adjusted downward proportionally.
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Part 3

Problems with Proposition 88

A. Undermines the Protections of Proposition 13

Currently in California property taxes represent alocal resource for local services. Local
governmentsin Californiaimpose a property tax based on the assessed value of property, so that
the amount assessed increases as the value of the property increases. Proposition 13, officially
titled the “ Peopl€’ s Initiative to Limit Property Taxation” limits how local entities may assess and
collect these taxes. Some local governments also impose atype of property tax known as a parcel
tax, where the amount owed is typically the same for each parcel of property.

Proposition 88 represents a serious threat to the taxpayer protections established in Proposition 13.
Proposition 13 was a ballot initiative to amend the constitution of the state of California.
Proposition 13 limited property taxes to 1 percent of the purchase price, with a maximum increase
of 2 percent per year for inflation. Property taxes would go up when the property was sold. In
addition to lowering property taxes, the initiative also contained less-well-publicized language
requiring a two-thirds majority in both legislative houses for future increases in all state tax rates or
amounts of revenue collected, including income tax rates. The initiative also required a two-thirds
approval for local votersto raise the parcel tax. The initiative was enacted by the voters of
Cdliforniaon June 6, 1978.

Proposition 88 gives specia interests aloophole to avoid the two-thirds voting requirement. Since
Proposition 13 only applies the two-thirds voting requirement for parcel taxes to local initiatives,
and a statewide property initiative for parcel taxes only needs a simple mgjority to pass,
Proposition 88 effectively bypasses Proposition 13's obstacles to easy accessto taxpayer dollars.
Once one statewide parcel tax is approved by asimple mgjority vote, increases in the tax in the
future are likely. For example, the continuing efforts to raise new cigarette taxes and new taxes on
the wealthy demonstrate how once a specific tax is successful other specia interests will try to
raise new revenue through additional taxes on the same sources.

Currently, the state does not impose property taxesin California. Proposition 88 takes what
traditionally has been alocal tax—the parcel tax—and startstaxing it at the state level and using it
for state purposes. Decisions about property tax spending for education are best made at the local
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level where taxpayers can see the money they pay go to the schools they use and where schools can
assess their own needs and fund them accordingly. The state already has enough sources of tax
revenue including income, capital-gains and most of sales taxes. More than 40 percent of state
general revenue aready funds education.

Local parcel tax revenue may be used for virtually any designated purpose. For example, in recent
years parcel taxes have been approved by votersin several school districts and the resulting
revenues used to fund class size reduction, school libraries, education technology, and other
education programs. In such school districts, the parcel tax revenue can be a significant source of
funding for kindergarten through grade 12 (K-12) education programs.

Citizens can aready levy alocal parcel tax—or raise general property taxes overall—on their own
for their school districts through alocal initiative process. Proposition 88 does nothing to assure
that funds raised in one community will be spent on that community’ s schools.

B. Continues the Trend of Ballot Box Budgeting

California has an ever-increasing trend of special interests using the ballot box to raise specific
taxes on classes of citizens such as the wealthy or on products such as cigarettesin order to
circumvent the normal legislative budget process. This has been seen in previous elections with the
mental health tax on the wealthy, the stem cell research bond, or the cigarette tax to fund First Five
early education programs. All of these special interest programs take potential revenue out of the
general fund and take the pressure to prioritize spending off of legislators at the state level. These
initiatives mandate restrictive spending categories that are protected through the state constitution,
making a small sector of the population pay for programs that don’t benefit them. Spending
decisions should be made through the normal legidlative process to ensure checks and balances
between interest groups and to avoid penalizing one group of taxpayers for the pet projects of a
specific interest group.

C. Continues the Trend of Inflexible Education Funding Micromanaged by
Sacramento

Local schools need maximum flexibility over their school resources. Proposition 88 would require
districts to use funds for very restrictive education purposes only. This Proposition continues the
trend of categorical funding in California, which earmarks funding for specific education
programs, and already amounts to more than one-third of total K-12 spending. Thereislittle
performance-based evidence to demonstrate the value of most categorical programs. The state has
more than 100 different categories of money for specific programs. Each has a different history, a
different funding pattern, and different people in charge. Categorical programs distribute money
without connecting the funds to the needs of individual schools. Some local school districts may
need to distribute resources to school safety or instructional materials while others may have
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different specific needs. Proposition 88 mandates what programs school districts should spend
money on.
The Little Hoover Commission explains the administrative costs of categorical programs:

Categorical programs have their own paperwork, justifying district digibility and
documenting expenditures. Teams of district personnel to fill out the paperwork are matched
by teams of state workersto check it. In addition, most school districts of any size spend money
on consultants for advice on how to maximize funding and pass audits.*

Proposition 88 would create large administrative costs including audit costs for several very
specific programs that would offer individual districts small amounts of money for each restrictive
category. The initiative requires school districts to conduct an annual independent audit showing
how they spent their Classroom Learning and Accountability Fund monies. These audits are to be
reviewed by the applicable county superintendent as well as the state superintendent and posted on
all the applicable district, county, and state Web sites. Since the initiative prohibits schools from
using Proposition 88 funds to pay these administrative costs, this legislation would actually cost
schools money that would have to be pulled from other sources to administer the funds as required.
The compliance cost of this program would hardly be worth the funding.

The initiative also calls for the creation of an “integrated longitudinal teacher and student data
system” requiring teachers and local school districts to collect and report data for the system.
While a better data system may be a pressing educational need for the state, it should be funded
through Proposition 98 funds as an operating cost of every schooal. It should be designed through
the legislative process and not as an afterthought to an ill-conceived property-tax increase.

D. Funds Duplicative Programs that Already Have Sufficient Resources

This initiative would fund specific education programs that duplicate state-level programs and
aready are well funded through Proposition 98.°

Class Size reduction—The state already provides $1.8 billion for class-size reduction for
kindergarten through grade 3 (K-3), funding school districts to reduce the size of their K-3
classrooms to no more than 20 students. In addition, the governor just completed adeal to direct
another $2.9 billion to reduce class sizes in additional grades at California's 500 lowest-performing
schools. Thereis no evidence that reduction in class size improves student achievement, and in
California class size has been reduced at great expense over the past few years with nothing to
show for it on national education achievement tests. Therefore, there seemsto be little need for an
additional $175 million for class-size reduction from Proposition 88.

Instructional materials—The state provides over $400 million annually for instructional material
purchases, or about $66 per K-12 student. Thisis sufficient to purchase one new core textbook for
most students in most grades each school year. The 2006-2007 budget also includes an additional
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$100 million block grant to purchase additional materials and a $105 million block grant to
purchase materials related to the arts and music. Therefore, there islittle need for an additional
$100 million provided by Proposition 88 to purchase materias and textbooks.

School Safety—The state provides $548 million (or about $90 per student) for after school
programs, $97 million for general school safety programs, and $17 million (or about $3 per
student) for competitive school safety grants. Thereislittle need to spend an additional $100
million in Proposition 88 funds for more schoal violence prevention, gang-risk intervention, or
after school programs.

School Facilities—The state provides funds for school facilities primarily using general obligation
bonds. In the last ten years voters have passed more than $95 billion in state and local bonds for
school construction. On the November 2006 ballot is another bond initiative, Proposition 1D, to
raise $10 billion to build more schools and modernize classrooms. |n addition, the state has
provided $9 million annually for the last several yearsto help public charter schoolsin low-income
areas cover some of their facility lease costs. The $85 million provided by thisinitiative would be
for school districts and charter schools that have not yet received any state general obligation bond
monies for school facilities. In addition, charter schools are only dligibleif they are governed by or
operated by a nonprofit public benefit corporation. If those conditions are met, then school districts
and charter schools would receive funding for each student enrolled in a school ranking in the top
50 percent based on the state's standardized test scores. It is estimated that only 1 percent of
traditional public schools would be eligible for facility grants. Thereislittle need to create awhole
new program for school facility grants that 99 percent of traditiona schoolswould be ineligible
for.

Since the majority of these programs are already well funded, school districts can spend their own
discretionary resources to increase the budget of these programsif it isalocal need. Thereis
mounting evidence that schools with the most autonomy and control over their school level budget
achieve the greatest student performance gains.

According to the Office of the Secretary of Education school districts will receive large increases
in discretionary funding in 2006-2007.° The budget contains atotal of $2.3 billion in new general
purpose funding above the levelsin 2005-2006 budget. The budget aso contains a $534 million
discretionary block grant for school districts. In addition, the budget contains several other funding
augmentations with few strings attached including $957 million in mandate reimbursements and
$350 million in economic impact aid. Taken together, these funds offer school districts billionsin
new discretionary funds for 2006-2007 that could be used at the local level to supplement the
specific programs identified in Proposition 88 including class-size reduction, more instructional
materials, or school safety programs.
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E. No Performance Requirements

The new parcel tax proposed by Proposition 88 would be permanent, whether or not it resultsin
improvements to our education programs. Class-size reduction is the case in point.

Nationwide class-size reduction has had little effect on student performance. Between 1960 and
1995, average student-teacher ratiosin U.S. schools fell by one-third. Y et student achievement
trends on both the SAT and the National Assessment of Educational Progress (NAEP) showed a
general declinein test scores and achievement even as class-size fell during that period.

More specifically, California has received little improvement for its multi-billion dollar investment
in class-size reduction. Mike Antonucci of the Education Intelligence Agency argues that
California’s class-size reduction program has had little impact on California s students
performance on the National Assessment of Education Progress, the federal government’ s national
benchmark for student achievement.

In 1998, before 4™-graders had the benefit of smaller classes, California's 4™-graders ranked
ahead of only those in Hawaii and Louisiana in reading (NAEP test). The benchmark for math
is 1996, where California's 4™-graders finished ahead of those in Mississippi and tied with
thosein Louisiana.

In 2005, California's 4™-graders beat out Mississippi in reading. Hawaii and Louisiana
passed us. The brightest picture is 4™-grade math. California finished ahead of Alabama,
Mississippi and New Mexico, and tied with Louisiana and Nevada.

What'sworse is that we have had class size reduction for so long, we can now compare the
NAEP scores of 8"-graders under the old class sizes with 8"-graders who experienced four
years of 20-student classes. They are virtually indistinguishable.”

A 2004 RAND study confirmsthat California s large-scale class-size reduction program has had
little effect on student achievement.®

In 1996, California enacted SB 1777, which provided a substantial incentive for school districts to
reduce their class sizes from an average of roughly 30 students per class to 20 or fewer. As aresult
of SB 1777, nearly $1 billion in education funds was provided to districtsin 1996-97 to reduce
classsizein grades K-3. The program currently provides more than $1.7 billion ayear to schools
for class-size reduction.

RAND researchers examined the standardized test scores over five years for pupilsin 2,892
schools across the state. Some children had spent only their second- and third-grade yearsin
smaller classes. Others had been in small classes for the first, second, and third grades. All other
factors being equal, the researchers found getting the extra year of small classesin first grade did
not result in significant test-score gains.

9
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Nevertheless, California s class-size reduction program did have consequences—unintended ones.
Qualified teachers in urban areas fled to higher-performing schools in the suburbs, where class-size
reduction meant new teaching positions opened up. Urban schools were faced with huge shortages
of classroom space and qualified teachers. As aresult, many less-experienced teachers were hired.
Since student achievement tends to be more strongly correlated with teacher quality than with
small class size, many urban students were actually worse off after the class-size reduction

program took effect.

This initiative directs the most resources to an unproven and well-funded categorical program,
class-size reduction, without any regard for the program’ s impact on student achievement.

Similarly, California s investment in school safety has shown little evidence of improving school
violence. While most schools in California have always been safe, the few truly dangerous schools
have been marked by years of violence despite investmentsin school safety programs. For
example, schoolslike Los Angeles Locke High School have years of violence. Between 2000 and
2002 Locke had: 14 sex offenses, 53 robberies, and 22 assaults, yet was not labeled "persistently
dangerous." In fact, although school safety advocates argue for more funding based on the dangers
present in California schools, the state of California has not identified even one school as
dangerous.” In other words, the multi-million dollar investment in school safety has not been
performance-based. These programs do not offer parents even minimal information to evaluate the
safety of individual schools and there has been no evidence that any of these safety programs has
actually reduced the amount of crime in schools. School safety is yet another category of restrictive
funding with no performance measurement to ensure that it actually meets the goals of making
schools sefer.
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Part 6

Conclusion

Governor Schwarzenegger has increased education spending in California by more than 17

percent over the last two years. Local school districts have also received large increasesin
discretionary funding. If local school districts feel the need to increase funding for the education
programs identified in Proposition 88, they can direct the increased funding from the new state

budget.

If the new discretionary funds are not enough, local school districts are free to take their case to
local voters through the initiative process to pass alocal parcel tax for specific education needs
with atwo-thirds approval by local voters.

Proposition 88 is such an ill-conceived plan that alarge bipartisan group of organizations oppose
it. The California School Boards Association, California State Parent Teachers Association,
California Association of School Business Officials, California Labor Federation (AFL-CIO),
National Federation of Independent Businesses, California Small Business Association, Howard
Jarvis Taxpayers Association, Small Business Action Committee, and the California Business
Properties Association are all opposed to Proposition 88.

The bottom lineis that Proposition 88 creates a whole new kind of statewide tax. Currently all
property taxes are local and used for local services from roads to schools. Proposition 88 would
encourage other advocacy groups to pass more and bigger statewide property tax proposals. This
proposition isin conflict with the clear intent of Proposition 13 to protect citizens from excessive
property taxes and to give local residents control over the spending of property taxes raised in their
communities.
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