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Standby Charges in California were established in 1949 with the Uniform Standby Charge Procedures Act?,
which “...authorizes any local agency that provides water or sewer services to impose a standby charge in
connection with the provision of that service. A standby charge is essentially an assessment that is charged to
unimproved properties to ensure that adequate water or sewer service will be available for that parcel when
needed. Standby charges normally appear on property tax bills, although they may be billed directly by the local
agency?.”

“‘Normally standby charges are assessed on undeveloped properties that currently are not using the services.
These standby charges provide equity between existing ratepayers and future customers by spreading the cost
to maintain water and sewer systems to owners of unimproved property who may eventually develop. However,
standby charges may also be imposed on developed properties as well to finance water and sewer service
expansions, recycling projects and conservation programs®.”

“The charge may be imposed on an area, frontage, or parcel basis, or a combination of these. The formula will
be established by an engineer and be specified in original documents on file at the agency*.”

Proposition 13 was passed by the California voters in 1978, which reduced “...property tax rates on homes,
businesses and farms by about 57%?°.” “Proposition 13 also specified that any local tax imposed to pay for specific
governmental programs — a "special tax" — must be approved by two-thirds of the voters. Since that time, many
local governments have relied increasingly upon other revenue tools to finance local services, most notably:
assessments, property-related fees, and a variety of small general-purpose taxes (such as hotel, business
license, and utility user taxes)®.”

In 1996, Proposition 218 was passed by California voters. “In general, the intent of Proposition 218 is to ensure
that all taxes and most charges on property owners are subject to voter approval. In addition, Proposition 218
seeks to curb some perceived abuses in the use of assessments and property-related fees, specifically the use
of these revenue-raising tools to pay for general governmental services rather than property-related services.”
If enough voters within a certain area vote against a standby charge being levied, they can exempt themselves
from that charge being added to their tax bill. However, a water district may then require the residents in that
area to pay standby charges, including retroactively, if new facilities are required to be built to support them.

A good example of a utility district capitalizing on the ability to collect the Standby Charge is Eastern Municipal
Water District in Perris, California. This agency, which services about one million people in an area of over 500
square miles, approved assessment of a Standby Charge for its potable water facilities in 1966 with the Water
"Standby" Availability program and for its sanitary sewer facilities in 1968 with the Sewage and Waste Service
(Sewer) "Standby" programé.

! Source: California Legislature — Chapter 12.4. Uniform Standby Charge Procedures Act

2 Source: California Tax Data — What is a Standby Charge?

3 Source: California Tax Data — What is a Standby Charge?

4 Source: California Tax Data — What is a Standby Charge?

5 Source: California Tax Data — What is Proposition 13?

6 Source: Legislative Analyst's Office — Understanding Proposition 218

7 Source: Legislative Analyst’s Office — Understanding Proposition 218

8 Source: EMWD — “Standby” Tax Assessment/Fee
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The annual assessment and collection of these charges requires transparent, defensible, and repeatable
processes that combine information from different sources and apply both spatial and data rules to them. As the
California Uniform Standby Charge Procedures Act did not specify how these assessments should be made,
some agencies have opted to use simple flat-fee assessment methods that trade potential revenues for a more
defensible stance, i.e., they err on the side of caution rather than risk protracted litigation by their constituents.

Other agencies, like EMWD, have chosen to apply more sophisticated methods that they feel they can defend,
which produce higher revenues to fund infrastructure development. EMWD, which has been using GIS since the
1990s, generates different “zones of benefit” that generally assess diminishing fees the farther away parcels are
from EMWD’s water or sewer main lines. These zones are augmented by additional overlays that include
improvement districts, special exemptions, and a differentiation between irrigable and non-irrigable land. These
are then overlaid with assessor parcels to identify which zone or zones they fall within, and the whole process
results in individualized assessment for each affected property.

This elaborate process had been in place for two decades, and while it resulted in valuable funding for
infrastructure, it was labor intensive, prone to adjustments particularly because of the data from the assessor’s
office, and caused organizational stresses related to the need to feed the assessments back to the county
assessor in time for its legislated deadlines for issuing its own annual property tax assessments. EMWD
contracted NSGIS (NorthSouth GIS LLC, a Tepa Company) and its subcontractor Avineon Inc. to overhaul the
process with modern geospatial and data transformation technologies from Esri Inc and Safe Software Inc®.

The system has increased this agency’s ability to ensure data quality while at the same time reducing staff time
requirements by 30% or more. Higher quality leads to fewer disputes by constituents, and the dashboard and
guery tools configured for the system accelerate research and issue resolution.

As a result of the successful overhaul and creation of the new system, EMWD shared at the 2022 Esri
International User Conference that it was able to collect $5,900,000 in the 2021-2022 Fiscal Year.

While the Standby Charge can be assessed by densely urban agencies, this funding mechanism has particular
significance for agencies in areas experiencing rapid growth because the availability of infrastructure makes
development possible but also because development places particular pressures on infrastructure. The methods
that agencies choose to assess these fees influence the amount that can be reasonably and fairly collected, with
data management and GIS-based automations being central to these methods.

March 2023

For more information, please contact NSGIS at (310) 606-2783 or info@nsgis.com or visit www.nsgis.com.

% Source: Esri— 2022 International User Conference
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California Government Code, Chapter 12.4, Uniform Standby Charge Procedures Act

GOVERNMENT CODE - GOV
TITLE 5. LOCAL AGENCIES [50001 - 57607] ( Title 5 added by Stats. 1949, Ch. 81.)
DIVISION 2. CITIES, COUNTIES, AND OTHER AGENCIES [53000 - 55821] ( Division 2 added by Stats. 1949, Ch. 81.)
PART 1. POWERS AND DUTIES COMMON TO CITIES, COUNTIES, AND OTHER AGENCIES [53000 - 54999.7] (
Part 1 added by Stats. 1949, Ch. 81.)

CHAPTER 12.4. Uniform Standby Charge Procedures Act [54984 - 54984.9] ( Chapter 12.4 added by Stats. 1988, Ch.
834, Sec. 1. )

54984, This chapter shall be known as the Uniform Standby Charge Procedures Act.
(Added by Stats. 1988, Ch. 834, Sec. 1.)

54984.1. The procedures set forth in this chapter shall be available to any local agency authorized by law to provide
water, sewer, or water and sewer service, and authorized to fix, levy, or collect any standby or availability charge or
assessment in connection with the provision of that service, Any local agency electing to utilize the standby charge
procedures set forth in this chapter shall, in connection with the procedures for fixing and levying of these charges
for the year in which the election is made, be governed by the provisions of this chapter alone. Nothing in this
chapter shall affect the standby charge procedures authorized or provided for otherwise, if the local agency elects
to use those procedures. Any charges imposed under this chapter are deemed to be assessments and, if imposed
upon public entities, are subject to Chapter 13.7 (commencing with Section 54999).

(Added by Stats. 1988, Ch. 834, Sec. 1.)

54984.2, Any local agency which is authorized by law to provide water, sewer, or water and sewer service, and
which is providing either or both of those services within its jurisdiction, may fix, before either (a) August 10 of any
given year with respect to local agencies the taxes or assessments of which are collected for the local agency by
the county or (b) the start of the fiscal year with respect to local agencies the taxes or assessments of which are
collected by the local agency, a water or sewer standby charge, or both, on land within the jurisdiction of the local
agency to which water, sewer, or water and sewer services are made available for any purpose by the agency,
whether the water or sewer services are actually used or not, The governing body of the agency which fixes the
charge may establish schedules varying the charge according to land uses, benefit derived or to be derived from
the use or availability of facilities to provide water, sewer, or water and sewer service, or the degree of availability
or quantity of the use of the water, sewer, or water and sewer services to the affected lands, and may restrict the
assessment to one or more improvement districts or zones of benefit established within the jurisdiction of the
agency. The charge may be imposed on an area, frontage, or parcel basis, or a combination thereof,

(Added by Stats. 1988, Ch. 834, Sec. 1.)

54984,3. The governing body of the local agency shall adopt a resolution to initiate proceedings to fix a standby
charge. The resolution shall contain all of the following:

(a) A statement that the report of a qualified engineer is on file with the agency and that a standby charge is
proposed based upon the report. The report shall include all of the following:

(1) A description of the charge and the method by which it will be imposed.
(2) A compilation of the amount of the charge proposed for each parcel subject to the charge.

(3) A statement of the methodology and rationale followed in determining the degree of benefit conferred by the
service for which the charge is made.
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(4) The other factors listed in Section 54984.2.

(b) A description of the lands upon which the charge is to be imposed. Assessor parcel numbers shall constitute
sufficient description for this purpose.

(c) The amount of the charge for each of the lands so described.

(d) The date, time, and place upon which the governing body will hold a public protest hearing regarding the
imposition of the charge, and notice that the governing body will hear and consider all objections or protests, if any,
to the proposed charges.

(Added by Stats. 1988, Ch. 834, Sec. 1.)

54984,4. (a) The local agency shall comply with the notice, protest, and hearing procedures in Section 53753.

(b) In the absence of a majority protest, as defined in subdivision (e) of Section 53753, the governing body of the
local agency may determine to fix the charge.

(Amended by Stats. 2007, Ch. 27, Sec. 5. Effective January 1, 2008.)

54984.7. If the procedures set forth in this chapter at the time a charge was established were followed, the
governing body may, by resolution, continue a charge pursuant to Section 54984.2 in successive years at the same
rate. If new, increased, or extended assessments are proposed, the governing body shall comply with the notice,
protest, and hearing procedures in Section 53753,

(Amended by Stats. 2007, Ch. 27, Sec. 8. Effective January 1, 2008.)

54984.8. After the making of a final determination pursuant to Sections 54984.4 and 54984.7, the local agency
shall cause the charge to be collected at the same time, and in the same manner, as is available to it under
applicable law.

(Amended by Stats. 2007, Ch. 27, Sec. S. Effective January 1, 2008.)

54984,9. (a) A local agency may, by resolution or ordinance, provide that charges that have become delinquent,
together with interest and penalties thereon, are a lien on the property when a certificate is filed in the office of the
county recorder pursuant to subdivision (b), which lien has the force, effect, and priority of a judgment lien.

(b) A lien under this section attaches when the district files for recordation in the office of the county recorder a
certificate specifying the amount of the delinquent charges together with interest and penalties thereon; the name
of the owner of record of the property which is subject to the charges; and the assessor’s parcel number and legal
description of the property. Within 30 days of receipt of payment of all amounts due, including recordation fees paid
by the district, the district shall file for recordation a release of the lien.

(Added by Stats. 1988, Ch. 834, Sec. 1.)
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What is a Standby Charge?

What is a Standby Charge?

Background:

The Uniform Standby Charge Procedures Act authorizes any local agency that
provides water or sewer services to impose a standby charge in connection with the
provision of that service. A standby charge is essentially an assessment that is
charged to unimproved properties to ensure that adequate water or sewer service
will be available for that parcel when needed. Standby charges normally appear on
property tax bills, although they may be billed directly by the local agency.

California

What Properties are Subject to a Standby Charge?

Normally standby charges are assessed on undeveloped properties that currently are
not using the services. These standby charges provide equity between existing
ratepayers and future customers by spreading the cost to maintain water and sewer
systems to owners of unimproved property who may eventually develop. However,
standby charges may also be imposed on developed properties as well to finance water
and sewer service expansions, recycling projects and conservation programs.

Any local LSl that Who Authorizes the Standby Charge?

pro vides water or Standby charges must be authorized each year for collection on the county property tax
bills and are subject to public notice and hearing requirements. For ongoing standby
sewer service ma 1% charges, if more than 40% of property owners protest, the charge must be put on hold

until the following year, or put out to a vote of affected property owners.
impose a standby

charge on all or part of Special Requirements for New or Increased Charges
Prior to imposing a new standby charge, or increasing the amount or the properties

the properties within affected by an existing charge, the agency is required to give written notice to all
affected property owners prior to the public hearing and include a ballot for voting. A
the district.” majority vote of the affected property owners is required to approve the standby charge

or the rate increase.

Alternatively, the agency may put the vote out to the electorate residing in that area at
its option. In that case, a two-thirds vote is required to apply the charge.

How is the Annual Charge Determined?

The charge may be imposed on an area, frontage, or parcel basis, or a combination of
these. The formula will be established by an engineer and be specified in original
documents on file at the agency.

How Long Will the Charge Continue?
As long as it continues to be authorized each year, standby charges normally are
assessed every year on unimproved properties. Once the property is developed, the
charge will cease, and normal service rates will apply. Or, if developed properties are
assessed a standby charge to finance growth or special projects, the standby charge
normally continues until the project is fully funded.

www.californiataxdata.com

100 Pacifica, Suite 470
Irvine, California 92618

Tel 949-789-0660 /" California Tax Data

The Leader in Property Tax
Fax 949-788-0280 Disclosure Since 1956
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What is Proposition 13?

California

Prior to Proposition 13,
local agencies
independently

established their tax
rates and the total
property tax rate was
the composite of the
individual rates, with

few limitations.

www.californiataxdata.com

100 Pacifica, Suite 470
Irvine, California 92618
Tel 949-789-0660
Fax 949-788-0280
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What is Proposition 137

Background
On June 6", 1978, nearly two-thirds of California’s voters passed Proposition 13,
reducing property tax rates on homes, businesses and farms by about 57%.

The Environment Prior to Proposition 13

Prior to Proposition 13, the property tax rate throughout California averaged a little
less than 3% of market value. Additionally, there were no limits on increases for
the tax rate or on individual ad valorem charges. (“Ad valorem” refers to taxes
based on the assessed value of property. ) Some properties were reassessed 50%
to 100% in just one year and their owners’ property tax bills increased accordingly.

Proposition 13 Tax Reform

Under Proposition 13 tax reform, property tax value was rolled back and frozen at the
1976 assessed value level. Property tax increases on any given property were limited
to no more than 2% per year as long as the property was not sold. Once sold, the
property was reassessed at 1% of the sale price, and the 2% yearly cap became
applicable to future years. This allowed property owners to finally be able to estimate
the amount of future property taxes, and determine the maximum amount taxes could
increase as long as he or she owned the property.

Specific Features of Proposition 13

Proposition 13 initiated sweeping changes to the California property tax system.
The primary changes are explained below.

1. One Percent Rate Cap. Proposition 13 capped, with limited exceptions, ad
valorem property tax rates at one percent of full cash value at the time of
acquisition. Prior to Proposition 13, local jurisdictions independently established
their tax rates and the total property tax rate was the composite of the
individual rates, with few limitations.

2. Assessment Rollback. Proposition 13 rolled back property values for tax
purposes to their 1976 level.

3. Responsibility for Allocating Property Tax Transferred to State.
Proposition 13 gave state lawmakers responsibility for allocating property tax
revenues among local jurisdictions. Prior to Proposition 13, jurisdictions
established their tax rates independently and property tax revenues depended
solely on the rate levied and the assessed value of the land within the agency’s
boundaries.

4. Reassessment Upon Change of Ownership. Proposition 13 replaced the
practice of annually reassessing property at market value with a system based on
cost at acquisition. Prior to Proposition 13, if homes in a neighborhood sold for
higher prices, neighboring properties might have been reassessed based on the
newly increased area values. Under Prop. 13, the property is assessed for tax
purposes only when it changes ownership. As long as the property is not sold,
future increases in assessed value are limited to an annual inflation factor of no
more than 2%.

5. Vote Requirement for State Taxes. Proposition 13 requires any measure
enacted for the purpose of increasing state revenues to be approved by a two-
thirds vote of each house of the legislature.

6. Voter Approval for Local “Special” Taxes. Proposition 13 requires taxes
raised by local governments for a designated or special purpose to be approved by
two-thirds of the voters.

/' California Tax Data

The Leader in Pruere‘rf]f Tax
Disclosure Since 1956
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EMWD “Standby” Tax Assessment/Fee

emwd:

EMWD Infrastructure Availability
Charge/Assessment

Formerly referred to as EMWD Standby
Charge/Infrastructure Assessment

An EMWD Infrastructure Availability Charge/Assessment — formerly referred to as
"EMWD STDBY-COMBINED CHARGE" on property tax bills —is assessed annually for
the purpose of collecting revenue to fund shared costs for necessary infrastructure

and infrastructure maintenance.

Infrastructure Availability Charge: iacharge@emwd.org | 951-928-3777, ext 4429

How long will the EMWD Infrastructure Availability A
Charge/Assessment remain on tax bills?

The assessment for necessary infrastructure and infrastructure maintenance remains
indefinitely on a property's tax bill to equitably distribute the cost of EMWD facilities in
relation to benefits received by property owners. This ensures that adequate water
and/or sewer service will always be available for parcels when needed. Agencies
across the state of California who provide water and/or sewer services ufilize the
Uniform Standby Charge Procedures Act to levy an infrastructure availability charge
in connection with the provision of that service, or future potential service.

Who is charged an Infrastructure Availability A
Charge/Assessment?

All properties that have been annexed into or become a part of EMWD's service
area are subject to assessments for necessary infrastructure and infrastructure
maintenance because there is an implied benefit of having the opportunity to
establish water and/or sewer services immediately, or at a later date, which
increases the property value. All property owners benefit from water and/or
wastewater service availability, regardless of whether they are already connected
to the system or not, because all properties within EMWD's service area are

March 2, 2023 © NorthSouth GIS LLC Page 8 of 18
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considered more valuable by having facilities connected or available to connect
versus not having them available at all.

What are Infrastructure Availability Charges/Assessments A
used for?

EMWD uses the funds to construct, expand, or improve infrastructure within EMWD's
Capital Improvement Project plan and for maintenance of water and sewer facilities
within its service area boundaries. The purpose of the assessment is to equitably
share the cost of having water and/or sewer available to all properties within
EMWD's service area boundaries.

How are Infrastructure Availability Charges/Assessments A
calculated?

Charges are based on a property's determined benefit zone relative to existing
facilities which means that properties closest to EMWD facilities pay proportionately
more than properties located farther away from EMWD facilities. Benefit zones are
adjusted based on facility availability.

How often is the Infrastructure Availability A
Charges/Assessments applied?

EMWD conducts an annual assessment process fo update applicable charges to be
placed on property tax bills on all properties within its service area boundaries. A

public hearing is held in July at the Board of Directors meeting.

When did EMWD begin to implement Infrastructure A
Availability Charges/Assessments?

EMWD's Board of Directors approved the program for water service availability in
1966. EMWD's wastewater/sewer service availability program began in 1948.
What is the “MWD STANDBY EAST” charge? A

These assessments were initiated by The Metropolitan Water District of Southern
Cdlifornia (MWD) in 1995. The MWD Standby East charges are collected on property

March 2, 2023 © NorthSouth GIS LLC Page 9 of 18
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tax bills by MWD, not EMWD. These charges fund MWD's infrastructure which
provide a benefit to the property.
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Esri 2022 International User Conference Presentation:
GIS Based Solutions for Managing Infrastructure Availability Tax Assessments

D

e

EASTERN

MUNICIPAL
WATER
DISTRICT

GIS Based Solutions for Managing
Infrastructure Availability Tax Assessments

Andy Regalado — EMWD Enterprise GIS Manager

Clayton Gordon— EMWD Mapping Administrator

Mark Salcido— EMWD Information Technology Project Advisor
Cassandra Gray- NSGIS Project Manager

7/14/2022
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Since Year 2000

Service Area

Population

93%

member agencies

of The Metropolitan
Water District of
Southern California
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AR ARAREL:

Taxable Parcels

256,264
out of Z
262,839 @

2 | emwd.org

A\l\
emwd
Project Goals
* The District previous Standby Charge Assessment Application was over 20 years old
* The old system was tabular based and resource intensive. The data that was utilized to derive the
taxation totals was spatial in nature. A GIS solution was chosen as the replacement
* EMWD entered a collaboration with NSGIS and Avineon to begin the software replacement
MNsGis 0
e b GOALS AVINEON.
GIS centric
Transparent
automated
accurate results
approach
Quality Control Public facing Leverage
reporting interface current GIS
methods self-service investment
A\l\
3 | emwd.org emwd
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What is an EMWD Standby Charge?
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* Water agencies utilize the Uniform Standby Charge
Procedures Act (54984) to levy a standby or

availability assessment related to the water or sewer

service.

* Ensures that adequate water or sewer service will
always be available for parcels when needed

* Remains indefinitely on a property’s tax bill to
equitably distribute the cost of facilities in relation to
benefits received by property owners

* The charges are added to the Property Tax bills
annually and processed via the County’s tax collection
process

* Afeelabeled on a property tax bill as “EMWD
INFRASTRUCTURE AVAILABILITY”

4 | emwd.org

0843740 EMWD INF OIST 22
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66-4341-FC MURRIETA FIRE PROTECTION
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S4L0Y
51000
$40.08
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22
emwd

What are the “Standby” fees used for?

2021-2022 FY Fees Collected

e $5.9 Million

Fees are used to:
* Operate and maintain water and
sewer facilities

* Construct, expand, or improve
Capital Improvement Projects

5 | emwd.org

22
emwd
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Legacy Standby Charge Application

* Legacy Standby Application has been in place since before 2000
* This system utilized static maps for reference purposes only; all charges then calculated manually
— New system uses GIS data to calculate charges automatically
* EMWD relies on County parcel data to track changes in:
— Property Ownership
— Taxability (e.g., Exemptions, Conservation easements)
— Property Size

Example of 10.5-acre parcel showing 3 applicable charges in current system
4B STANDBY - View - 31 rows displayed

File Updater
Tax Year oltpprod [—Search Options | APN Range 1 ADN(s)

2919_2020 j APN | 423-0s0-047- |429-050-047-1 thru 423-050-047-1
3 Vi
i i | Prevea| <| >| Newps| > | Files
— -

ROW_NBR | APN NBR FUND ACRES AMOUNT ZONE | FLAGS (asn,csn, £fzsn, fsn)
y 429-050-047-1 | 685401 10.51 2.00| 1 [ wo—- 071573,1222793
‘ 96157 429-050-047-1 7 6854497 10.51 21.02 1 | NO——- I
» 96157 7429-050-047—1 6859287 10.51 63.06 | 1 ' NO-——- [
I =NanEnT s s
6 | emwd.org

New Standby Tax Application: STARS

* Simplified Data Delivery
— Provide instant access to Standby data for both staff and customers.
— Simplify charge calculations and make on the fly adjustments to rates and boundaries.
— Utilize Esri based technology for enterprise compatibility and longterm maintenance.
L

2NN\ P B
ey Standby Tax Reporting System (STARS) .

Standby Tax Administration

Process, Report, Administer, Visualize

1 435

22D
emwd
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Charge Complexities and Quality Control Considerations
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8 | emwd.org

Rate Per Acre > One Acre: Zone 1 Zone 2 Zone 3
100% 50% 25%

Rate Per Acre < One Acre: Zone 1 Zone 2 Zone 3
50% 25% 12.5%

Other Charge Complexities: Improvement District Areas,
Exemptions, Irrigable/Nonlrrigable land

QC Considerations:

* Ensure that all parcel acreages are sensible.

* Review spatial location for parcels to verify that they are
within improvement district boundaries.

* Verify that correct zone classifications have been applied
to each parcel.

2
emwd

Zones of Benefit
0 Exempt
O 1 Buffer 1320'
. 2
3 Low Value

N 2D
o emwd
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STARS Architecture

ArcGIS Enterprise and ArcGIS Pro
Microsoft SQL Server
— Data Storage and Spatial Views

. Safe Software FME Server and Desktop
ita and Automating Workflows

[ Internal Standby Tax Application

( I

L]
Standby Tax

Dashboard

Standby Tax Admin
Viewer

Bulk Data
Processing

[FRa

Datatsess Disgran;

% {5 doo.AL STARS_ MASTER_ASSESSMENT M
= B3 g0 ALSTARS N v

{

s MAS
i () deaSTAIS MAS

WANY_UST VA

10 | emwd.org

( Standoy Tax
{ Public Viewer

2
emwd

Project Benefits & Lessons Learned

Project Benefits

Accurate account of charges at an acreage level
Considerable amount of time savings for
internal staff processing

Charge boundaries are visualized in GIS-centric
format, allowing for data quick analysis

Allows for website integration which will enable
customers access to boundaries and charge
transparency

RECORDER_MAP_TYPE
BOOK

PAGE
MAP_BOOK_PAGE
COUNTY_CODE
LOT_TYPE
Lessons Learned o

Dynamic vs. Static Rendering
Attention to project spec details

Data Cleanup

— BLOCK

AE_FROM

TAX_RATE_AREA
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Return on Investment

* Quality & Reliability

— Districtis focused on responsible technology build outs.
— Heavy focus has been on quality control to ensure the system is
defendable and reliable.
* Efficiency
— Reduction in Labor
— 30% reduction in annual labor thus far.
— Increased efficiencies in workflow processes: data loading, data
analysis, and fee calculation processing.
» GIS focus is ondata quality . Reliability
— Not fully being realized yet. As the software matures within the
next 2-3 years this number will increase.

— Utilize leading technologies to deliver an exceptional and satisfying
customer experience with EMWD.

* Service

— Customer based self-service web application will be stood up.
12 | d /":"‘A\"’d
emwd.org
emw

Next Steps

¢ Enhance dashboards

— Provide staticKey Performance Indicators in lieu of
dynamic to improve performance

— Growth Based data At a Glance (This Year vs. Last Year)
— Refund Measures

* Implement quality control
— Leverage coded automation to minimize ‘human error’

* Develop “self-service” public facing web portal for
EMWD customers
— Research property rates for current or planned homes
— View parcel locations in respect to Standby boundaries
— Calculate past and future annual charges
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Introduction

Proposition 218 significantly changes local government finance. This constitutional initiative--approved by the
state's voters in November 1996--applies to each of California's nearly 7,000 cities, counties, special districts,
schools, community college districts, redevelopment agencies, and regional organizations.

The purpose of this guide is to help the Legislature, local officials, and other parties understand Proposition 218,
including the actions local governments must take to implement it. The guide includes five chapters:

= How Proposition 218 Changes Local Finance and Governance.
= Understanding the Vocabulary of Proposition 218.

= Are Existing Revenues Affected by Proposition 218?

» What Must a Local Government do to Raise New Revenues?

» May Residents Overturn Local Taxes, Assessments, and Fees?

Finally, the appendix to this guide summarizes major areas of uncertainty pertaining to Proposition 218 (some of
which the Legislature may wish to address), and includes the text of Proposition 218 (now Article XIII C and D
of the California Constitution).
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Chapter 1

How Proposition 218 Changes
Local Finance and Governance

Nearly two decades ago, Proposition 13 sharply constrained local governments' ability to raise property taxes,
the mainstay of local government finance. Proposition 13 also specified that any local tax imposed to pay for
specific governmental programs--a "special tax"--must be approved by two-thirds of the voters.

Since that time, many local governments have relied increasingly upon other revenue tools to finance local
services, most notably: assessments, property-related fees, and a variety of small general purpose taxes (such
as hotel, business license, and utility user taxes). It is the use of these local revenue tools that is the focus of
Proposition 218.

In general, the intent of Proposition 218 is to ensure that all taxes and most charges on property owners are
subject to voter approval. In addition, Proposition 218 seeks to curb some perceived abuses in the use of
assessments and property-related fees, specifically the use of these revenue-raising tools to pay for general
governmental services rather than property-related services.

In this chapter, we provide an overview and perspective on the impact of Proposition 218 on local finance and
governance.

Proposition 218 Changes Local Government Finance

Proposition 218 makes several important changes regarding local government finance. Figure 1 summarizes our
observations regarding their fiscal impact.

+ The measumr's fiscal impactcannotbe fully a scer@ined until the
uncertinty regarding sorme of its provizsions are resalved.

+ In thelong term, local government revenues are likely o be some-
whatlower and come from differantsources.

Some Uncertainty Regarding Proposition 218's Provisions

Proposition 218's requirements span a large spectrum, including local initiatives, water standby charges, legal
standards of proof, election procedures, and the calculation and use of sewer assessment revenues. Although
the measure is quite detailed in many respects, some important provisions are not completely clear.

In this guide, we provide our interpretation of the measure's requirements. This interpretation is based on our
extensive review of the measure, as well as consultations with the measure's drafters, local government
officials, and legal counsel. In some cases, however, we are not able to fully ascertain the meaning or scope of a
Proposition 218 requirement. We believe our uncertainty--frequently shared by other analysts of the measure--
will be resolved only when the Legislature enacts implementing statutes or court rulings become available.

Accordingly, throughout this guide we discuss Proposition 218 as we understand it. Where other parties have
different opinions or the measure's requirements are not clear, we provide this information. Finally, we provide
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in Appendix I a summary of the areas in which clarifying legislative or judicial action may be necessary.

Most Local Revenues Are Not Affected

California local governments raise more than $50 billion annually from taxes, assessments, and fees. As Figure 2
shows, most of these local revenues are not affected directly by Proposition 218. Instead, Proposition 218's
provisions apply to a relatively small subset of local government revenues.

Which Local Revenues Are Affected by
Proposition 2187

Affecwd Hot Directly Aflected

Mew and some recenty imposed operty miss.

"genearal” wases.

' Timber maes .
Accescments

Al new arincreased a ssessments. ! Most exizting assessments.

Some existing assessments. :

Frioperty-rela ted fees, [(Fees | Fees thatare potproperty-related.
imposed a5 an “incident of property | Gaz and electic fees.

ownership” notincluding qas, elec- | Developer fees .
tric, or developar fees ) {

Given the relatively small number and dollar value of local revenue sources that are affected by Proposition 218,
we think it is highly unlikely that the measure could cause more than a 5 percent annual decrease in aggregate
local government own-source revenues.

Impact on Certain Local Governments May Be Substantial

The actual impact of Proposition 218 on local public services may be greater than our 5 percent estimate would
suggest, however, for a variety of reasons. First, some governments are highly reliant upon the types of
assessments and fees that would be restricted by this measure. These local governments--typically, small, newly
incorporated cities, and library, fire, and park and recreation special districts--may sustain revenue reductions of
much more than 5 percent. Some special districts also lack the authority to propose taxes to replace the lost
assessment and fee revenues.

Second, many local governments have limited flexibility to reduce programs when revenues decline. Most major
county programs, for example, are subject to state and federal mandates and spending requirements. As a
result, relatively small revenue losses can trigger significant reductions to the few programs over which the local
government has control.

Finally, many local governments will experience both revenue reductions and cost increases to comply with
Proposition 218. For example, some local governments will lose part of their assessment and fee revenues, and
have to pay:

= Assessments charges to other local governments.
= Increased election, property-owner notification, and administrative costs.

These increased costs will increase the fiscal impact of this measure on local government programs.
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Fiscal Impact Begins in 1997

The fiscal impact of Proposition 218 will begin almost immediately. Within eight months of Proposition 218's
passage, local governments will need to reduce or eliminate certain existing assessments and fees to meet the
measure's requirements. (These requirements are discussed in Chapter Three.) We estimate that these actions
will reduce local government revenues by at least $100 million in 1997-98.

Proposition 218 also requires local governments to place before the voters certain existing assessments and
taxes. Unless the voters ratify these assessments and taxes, local governments will experience additional
revenues losses, potentially exceeding $100 million annually.

Longer Term: Different Revenue Sources, Probably Less Money

Proposition 218 restricts local governments' ability to impose assessments and property-related fees--and
requires elections to approve many local government revenue raising methods. Because of this, it is likely that
over the long term local governments will raise fewer revenues from assessments, property-related fees, and
some taxes.

Unless these reduced local revenues are replaced with other revenues, local government spending for local
public services will decrease accordingly. What other revenues could offset these revenue reductions? It is likely
that local governments will pursue one or more of the following sources of potential replacement revenues:

= Redevelopment revenues.

= Developer exactions.

= General taxes imposed on particular groups (such as business license, hotel occupancy, and sporting or
entertainment admission taxes).

= Special taxes imposed on properties within small, discrete areas.

» Intergovernmental transfers.

= Non-property related fees.

Limited Ability to Raise Replacement Revenues. Local governments' ability to expand these six other
revenue sources is not great. Various legal and practical restrictions limit a major expansion of redevelopment or
developer exactions, for example. In addition, many local government observers believe that existing hotel and
business taxes are already high and not all parts of the state have major entertainment or sporting centers. (We
include these taxes on the above list because these taxes are not paid directly by most voters. Thus, the
likelihood of their being approved by a majority of voters may be higher than other general taxes.)

Similarly, while local governments in California have had difficulty securing the requisite two-thirds vote to
impose special taxes, it is likely that some additional special taxes will be approved. Special taxes probably are
more likely to be adopted in small, discrete areas of a community where the commonality of interest is high,
however, rather than on a community-wide basis. Thus, the likelihood of generating significant revenues from
special taxes is not great.

Additional major revenues from the state or federal government also do not appear likely, given the fiscal
limitations faced by both these level of governments. (Please see our November 1996 publication, California's
Fiscal Outlook, for our projections of the state's fiscal condition.)

This leaves the last revenue source on our list: non-property related fees. Ultimately, the ability of local
government to expand this revenue source turns on how the term "property-related" fee is defined by the
Legislature or courts. If the definition of a property-related fee is broad, then local government's ability to
replace revenues lost by Proposition 218 is limited. Conversely, if this definition is narrow, then local government
will have greater opportunities to replace lost revenues with expanded non property-related fees. (Even then,
however, the state Constitution and statutes do not permit local government to charge fees in excess of costs.)

All in all, our review indicates that most local governments will have some ability to raise revenues to replace
some of the funding lost by Proposition 218. This ability, however, is limited. Accordingly, we expect that in the
long term, local governments will raise somewhat less revenues than they would have otherwise--and local
government revenues will come from somewhat different sources. These revenue reductions will result in lower
payments by people and businesses to government--and decreased spending for local public services.

Proposition 218 Changes Local Governance
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In addition to changing local finance, Proposition 218 changes the governance roles and responsibilities of local
residents and property owners, local government, and potentially, the state. While the full ramifications of these
changes will not be known for years to come, some elements are already apparent.

Increased Role for Local Residents And Property Owners

Prior to Proposition 218, the local resident and property owner's role in approving most new local government
revenue-raising measures was minimal. Local governments typically raised new funds by imposing new or
increased assessments or fees, or in the case of charter cities, general-purpose taxes on utility use, business
licences, and hotel occupancy. In most cases, California residents or property owners could object to these taxes
or charges at a public hearing or during a statutory protest procedure, but these taxes or charges were not
placed on the ballot. In short, locally elected governing bodies held most of the power over local revenue
raising.

Proposition 218 shifts most of this power over taxation from locally elected governing boards to residents and
property owners. In order to fulfill this considerable responsibility, local residents and property owners will need
greater information on local government finances and responsibilities. Even with this information, however, the
task of local residents and property owners will be difficult, given the frequently confusing manner in which
program responsibilities are shared between state and local government, and among local governments.

Local Government Remains Responsible for Expenditures

Local government's powers, in contrast, become significantly constrained. While locally elected governing boards
continue to be fully responsible for decision-making regarding the expenditure of public funds, they now have
very little authority to raise funds without a vote of the residents or property owners. In addition,

Proposition 218 limits local government's authority to call an election to raise revenues. Specifically, except in
cases of emergency, local governments now may hold elections on general taxes only once every two years
(consolidated with an election for members of the governing board.) Moreover, Proposition 218 limits the
amount of an assessment or property-related fee that may be put before the property owners for a vote.

State Government Role May Expand

Proposition 218 may also alter the state's role and responsibilities regarding local government in several
important ways. First, the Legislature will be asked to play a large role in interpreting Proposition 218's
requirements, and helping set the rules regarding local government finance. In some cases, local governments
are likely to ask for urgency legislation to enact these measures because the deadline for compliance with some
Proposition 218 provisions is July 1, 1997.

Second, the Legislature will probably receive requests for fiscal assistance from local governments. These
requests are likely to begin in the spring of 1997, as the fiscal consequences of the assessment and fee
restrictions become apparent. Local governments are likely to turn to the state because it has more fiscal
flexibility than local government. For example, the Legislature may raise taxes at any time with a two-thirds
vote of its members.

Finally, any effort to restructure state-local program responsibilities is now more complicated. Specifically, the
Legislature will have less flexibility to realign programs in a manner that increases local government
responsibility without providing a direct subvention of state funds. This is because local governments have little
or no flexibility to adjust their own revenues.

Chapter 2

Understanding the Vocabulary of Proposition 218

Any discussion of Proposition 218 requires an explanation of several local government finance words and terms.
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This chapter explains the vocabulary.

What Is a Tax?

Taxes are government's most flexible revenue raising tool. A tax is a charge on an individual or business that
pays for governmental services or facilities that benefit the public broadly. There need not be any direct
relationship between how much tax a person pays and how much service he or she receives from government.
Example of taxes include the property tax, sales tax, business licence tax, hotel occupancy tax, and utility users
tax.

Special Tax Versus General Tax

A tax is called a "special" tax if its revenues are used for specific purposes and a "general" tax if its revenues
may be used for any governmental purpose. This distinction is important because it determines whether a tax
must be approved by a majority vote of the electorate (general tax)--or a two-thirds vote (special tax).

What Is an Assessment?

An assessment is a charge levied on property to pay for a public improvement or service that benefits property.
Assessments are usually collected on the regular property tax bill. They are different, however, from the regular
1 percent property tax and property tax debt overrides in that assessment rates are not based on the value of
the property. Assessments are also different from another charge that sometimes is placed on the property tax
bill, parcel taxes. Unlike parcel taxes, assessments typically were not voter approved prior to Proposition 218. In
addition, assessment rates were linked to the cost of providing a service or improvement, whereas parcel taxes
could be set at any amount. Typical assessments include those for flood control improvements, streets, and
lighting and landscaping.

What Is a Fee?

A fee is a charge imposed on an individual or business for a service or facility provided directly to an individual
or business. Local governments charge fees for a wide range of purposes, from park entry fees to building plan
check fees. The amount of the fee may not exceed the cost of government to provide the service.

A New Term: "Property-Related Fee"

Proposition 218 restricts property-related fees, defined as fees imposed "as an incident of property ownership."
At this time, there is no consensus as to which fees meet this definition. The drafters of Proposition 218 indicate
that it was their intent to include most fees commonly collected on monthly bills to property owners, such as
those for water delivery, garbage service, sewer service, and storm water management fees. Other analysts of
Proposition 218 contend that fees that vary by level of service (for example, a fee for metered water usage)
should not be considered a property-related fee, because it is based on service usage, rather than property
ownership. Because Proposition 218 does not restrict nonproperty-related fees, the definition of this term will be
an important and sensitive issue for the Legislature and courts.

Overlapping Terms

While the terms tax, assessment, and fee are each legally distinct, in practice they overlap. For example,
communities in California may finance streets from taxes, assessments, and/or fees. In addition, local
government officials sometimes call a charge one term, when it was legally adopted as another. As a result, the
work of sorting out whether a particular charge must comply with Proposition 218's requirements for a tax,
assessment, or fee will not always be easy.
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Chapter 3

Are Existing Revenues Affected by
Proposition 218?
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Local governments must bring their existing taxes, assessments and property-related fees into conformity with
Proposition 218. The deadline for each of these actions is:

» July 1, 1997--for assessment and property-related fees.
= November 6, 1998--for taxes.

Below, we discuss Proposition 218's requirements regarding existing taxes, assessments, and fees. (The
requirements for new or increased revenue raising tools is the topic of the next chapter.) After each section, we
answer some common questions regarding Proposition 218's requirements.

Requirements for Existing Taxes

Proposition 218 does not affect existing special taxes or most general taxes. Proposition 218 affects only those
general taxes that were imposed in 1995 or 1996 without a vote of the people.

In order to continue such a tax, Proposition 218 requires the governing body to place the tax before the voters
by November 6, 1998. Unless the governing body unanimously votes to declare the election an emergency, the
tax election must be consolidated with a regularly scheduled election for members of the governing body. The
local government may continue an existing tax if it is approved by a majority vote.

G uastlons

Are generz) 1axes imp osed hefore 1905 withopt 3 vote pf the
people, safe from challenges?

Mo Cur review indicates that general law cities and counties that
impozed generaltaxes in the eady 1990s, without = vote of the people,
continueto be vulnerable to a ¢ hallenge that they did not place their fax
on the ballbtas mquired by Foposition B2 1n 1995 the Galifornia Supreme
Gourt reversad earlier lower court decisions and found Froposition 62
to be constitutio nal

Are Mello-Rops taxes affected?

Mo, Mallo-R ooz taxesars notatfected by Proposition 248, Mello:Foos
taxes—usually imposed on new subdivigions o pay forinfAstnic tue—:are
specialtaxes andaleady mquie a two-thindsvote. There are 3 very limite d
nurnberof cases, however, wher 3 bealgovemment has uzed Mellb -Roos
lzw toimpose an assassmantwithouta two -thirds vote, Wea belisve local
gowernments must bring these assessments into compliance with
Froposition 2 18's assessments provisions (discussed balow].

Requirements for Existing Assessments

Local governments must review all existing assessments, including standby-charges (which the measure defines
as assessments). Figure 3 (see next page) shows the actions local governments must take to bring their existing
assessments into compliance with Proposition 218.
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Actions Required for Existing Assessments

Examina All
Assessments
Exempt List Action List
Mo Further IE‘.Jal-:_ul.am:.n
Action Required Reqguiremant
Election
Requirement
Impose
Aszessment

The Examination Requirement:
Many Assessments Will Qualify for Exempt List

Local government must examine each assessment to determine whether it meets one of the conditions for
placement on the "exempt list." These conditions are:

= The assessment was previously approved by voters--or by all the property owners at the time the
assessment was created.

= All of the assessment proceeds are pledged to bond repayment.

= All the assessment proceeds are used to pay for sidewalks, streets, sewers, water, flood control, drainage
systems, or "vector control" (such as mosquito control).

Our review indicates that more than half of all existing assessments are likely to be exempt. Generally, this is
because the assessment's funds are used for one of the approved purposes or are pledged to bond repayment--
or the assessment was agreed to by a land developer, the sole property owner at the time the assessment was
established.

If an assessment is not exempt, then the local government must eliminate the assessment or bring it into
compliance with Proposition 218's assessment calculation and election requirements (described below). Our
review indicates that the types of assessments that are not likely to satisfy any of the conditions for exemption
are: fire, lighting and landscaping, and park and recreation assessments.

The Calculation Requirement: One of
Proposition 218's Most Significant Changes

Local governments must recalculate all existing assessments that do not qualify for the exempt list. Our review
indicates that in many cases, Proposition 218's provisions regarding the calculation of assessments will result in
local governments lowering the amount they collect in assessments from property owners, or eliminating the
assessment. We identify the specific calculation provisions below.

First: Determine If a Project or Service Provides Special Benefits. The local government must determine
whether property owners would receive a "special benefit" from the project or service to be financed by the
assessment. Proposition 218 defines a special benefit as a particular benefit to land and buildings, not a general
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benefit to the public or a general increase in property values. If a project or service would not provide such a
special benefit, Proposition 218 states that it may not be financed by an assessment. Our review indicates that
local governments will find it difficult to demonstrate that some existing assessments for ambulance, library,
police, business improvement, and other services satisfy this tightened definition of special benefit. As a
consequence, some existing assessments may need to be eliminated.

Second: Estimate the Amount of Special Benefit. Local government must use a professional engineer's
report to estimate the amount of special benefit landowners would receive from the project or service, as well as
the amount of "general benefit." This step is needed because Proposition 218 allows local government to recoup
from assessments only the proportionate share of cost to provide the special benefit. That is, if special benefits
represent 50 percent of total benefits, local government may use assessments to recoup half the project or
service's costs. Local governments must use other revenues to pay for any remaining costs. This limitation on
the use of assessments represents a major change from the law prior to Proposition 218, when local
governments could recoup from assessments the costs of providing both general and special benefits.

Third: Set Assessment Charges Proportionally. Finally, the local government must set individual
assessment charges so that no property owner pays more than his or her proportional share of the total cost.
This may require the local government to set assessment rates on a parcel-by-parcel basis. Properties owned by
schools and other governmental agencies--previously exempt from some assessment charges--now must pay
assessments.

Election Requirement: All Property-Owners

Vote on Assessments

Local governments must mail information regarding assessments to all property owners. (Prior to

Proposition 218, large communities could publish assessment information, rather than mail it to every property
owner.) Each assessment notice must contain a mail-in ballot for the property owner to indicate his or her
approval or disapproval of the assessment.

After mailing the notices, the local government must hold a public hearing. At the conclusion of the hearing, the
local government must tabulate the ballots, weighing them in proportion to the amount of the assessment each
property owner would pay. (For example, if homeowner Jones would pay twice as much assessment as
homeowner Smith, homeowner Jones' vote would "count" twice as much as homeowner Smith's vote.) The
assessment may be imposed only if 50 percent or more of the weighted ballots support the assessment.
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G uestlons
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Requirements for Existing Fees

T his i niot adde==zad in the measure, T hus, itwould require clanfication.

Understanding Proposition 218

As with assessments, local governments must complete a multi-step review of all fees. Figure 4 summarizes the
process.
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Actions Required for Existing Fees

Examine All
Fees
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Examination Requirement:
Identifying Property-Related Fees

Local government must begin by examining all existing fees to determine whether they are "property-related"”
fees, imposed as an "incident of property ownership." (We discuss this term and the controversy surrounding it
in Chapter Two). As Figure 4 shows, if a fee is not property-related, then the local government need not take
any further action regarding the fee. Conversely, if the fee is property-related, then the local government must
make sure that the fee complies with Proposition 218's restrictions on use of fee revenues and the rate
calculation requirements. The deadline for these actions is July 1, 1997.

New Restrictions on Use of Fees

Proposition 218 specifies that no property-related fee may be:

= Levied to pay for a general governmental service, such as police or fire service.
= Imposed for a service not used by, or immediately available to, the property owner.
= Used to finance programs unrelated to the property-related service.

In order to comply with these restrictions, local governments will need to eliminate or reduce some existing
fees. For example, some small cities currently charge property owners fees for ambulance or fire service.
Proposition 218 does not permit governments to impose property-related fees for these purposes.

Similarly, some cities collect "franchise fees" or "in-lieu property taxes" from their water departments and
deposit these revenues into their general funds. The cost of these franchise fees and taxes is passed onto local
residents in terms of higher water fees. If water fees are considered property-related fees, then Proposition 218
would forbid this diversion of fee revenues. (Some local government observers believe that this diversion of fee
revenues was impermissible prior to Proposition 218, as well.)

Possible Local Government Response to Fee Restrictions. In some cases, it may be possible for a local
government to restructure a property-related fee so that it would no longer be considered a fee imposed "as an
incident of property ownership." For example, a mandatory per parcel garbage collection fee may be considered
a property-related fee, while an optional garbage collection service charge may not. Similarly, some local
governments may be able to show that their franchise fee or in-lieu property tax represents their water
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department's reasonable share of central administrative expenses. If so, then Proposition 218 would not prohibit
this transfer of revenues from the water department. Finally, some local governments may elect to privatize
certain functions formally financed by property-related fees. Proposition 218 imposes no limit on private fees.

Fee Rate Calculation Requirement

After complying with Proposition 218's restrictions on the use of property-related fees, the local government
must make sure that its property-related fees comply with the measure's calculation requirements. Specifically,
local governments must make sure that no property owner's fee is greater than the proportionate cost to
provide the property-related service to his or her parcel. Like assessments, this requirement may result in local
governments setting property-related fee rates on a block-by-block, or parcel-by-parcel basis.

This fee rate calculation requirement--sometimes called the "proportionality" requirement--will make it difficult
for local government to continue certain programs, such as those that offer reduced rates to low-income
residents. This is because local governments typically finance these lower rates by charging higher rates to other
property-owners. If these fees are considered property-related fees, the higher rates would not be permitted by
Proposition 218. In order to continue these programs in the future, therefore, the local government would need
to offset the cost of the program with other revenues, such as general tax revenues.

Guestion

Ars regulatory fees—sueh 55 rent control, slarm, and weed
abkatement feces—considered property-related fees?

Thisis notclear. Generally, we intepet Foposition 2182 mn "poperty -
relzted fees" a= including all fees thata propery -owner has no feasble
waytoavoid. T hatis, = fee is property -relted ifland could notbe cwned
and used without payving the fee. Accondingly, we do notconsider fees
for optional activities, such as the registration of alarm systems or the
reroval of weeds from neglected pancels, 1o be propery-relatad. Rent
control administ@Atve fees are a closer call. Genemally, we think these
fees would be considered prope ry -related if there were no practical way
that the owner ¢ould avoid the fee, shont of selling the propery or
fu nd=a mentally ¢ hanging its use. G learly, the definition of propery -rzlated

_Adeeswillbeasenzitive andimporantizsueforthe Legizbture and courts.

Chapter 4

What Must a Local Government Do to
Raise New Revenues?

In order to raise a new tax, assessment, or property-related fee, or to increase an existing one, local
governments must comply with many of the same provisions discussed in the previous chapter. In general,
these requirements are that local governments may use assessments and property-related fees only to finance
projects and services that directly benefit property--and that most revenue-raising measures be approved in an
election. Figure 5 summarizes the vote required in these elections.
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New or Increased Taxes, Assessment, and Fees
What Vote is Needed?
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This chapter explains the steps local government must take to raise a new tax, assessment or property-related
fee, or to increase an existing one.

Requirements for New Taxes

In order to impose or increase a tax, local government must comply with the following provisions:

= All general taxes must be approved by a majority vote of the people. (A 1986 statutory initiative--
Proposition 62-- previously imposed this vote requirement on general law cities and counties.
Proposition 218 expands this requirement to include charter cities, such as Los Angeles, Oakland, and San
Francisco.)

= Elections for general taxes must be consolidated with a regularly scheduled election for members of the
local governing body. (In an emergency, this provision may be waived by a unanimous vote of the
governing body.)

= Any tax imposed for a specific purpose is a "special tax,"even if its funds are placed into the community's
general fund. (Prior to Proposition 218, all taxes placed into a community's general fund were commonly
considered general taxes, requiring only a majority vote.)

Requirements for New Assessments

All new or increased assessments must follow the assessment calculation and election requirements discussed in
the previous chapter. There are no exceptions to this requirement.

As a practical matter, this requirement will mean that programs that benefit people, rather than specific
properties--such as libraries, mosquito abatement, recreation programs, police protection, and some business
improvement programs--must be financed by general or special taxes or by other nonassessment revenues.
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G uestlons
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Requirements for New Fees

To impose a new or increased property-related fee, local government must comply with the fee restriction and
fee rate calculation requirements discussed in the last chapter.

Local governments must also:

= Mail information regarding the proposed fee to every property owner.

= Hold a hearing at least 45 days after the mailing.

= Reject the proposed fee if written protests are presented by a majority of the affected property owners.

= Hold an election on any property-related fee, other than a fee for water, sewer, or refuse collection.
(Figure 5 shows the vote required in these elections.)

As a practical matter, local governments will find it much more difficult--and expensive--to impose or increase
property-related fees. In some cases, local governments are probably more likely to try to raise revenues
through non property-related fees or taxes.

Guestion

Lould g local gevernment impose a charge on property
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Chapter 5

May Residents Overturn Local Taxes,
Assessments, and Fees?
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Proposition 218 expands California residents' power to challenge local revenue raising measures.

Greater Initiative Powers

Prior to Proposition 218, the extent to which local residents could use an initiative to challenge local government
revenue raising methods was not certain. In a 1995 case, Rossi v. Brown, the California Supreme Court ruled
that people had the power to use the initiative to repeal a minor tax. There have been no court rulings, however,
addressing the question of whether an initiative may be used to repeal a more substantial revenue source.

Proposition 218 eliminates any ambiguity regarding the power of local residents to use the initiative by stating
that residents of California shall have the power to repeal or reduce any local tax, assessment, or fee. In
addition, the measure forbids the Legislature and local governments from imposing a signature requirement for
local initiatives that is higher than that applicable to statewide statutory initiatives. As a consequence of these
provisions, the only limits on local residents' ability to overturn local revenue raising measures appear to be
those in the federal constitution, such as the federal debt impairment clause.

Question

Lould a lecal inftiative or lawsuit eliminate a revenue stream
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Thizguestion has evohkedeonsidembleco ntrovesy. Generally, many
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the Legislature o place 3 time limiton lozalinitiatives or mhe other action
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Shift of Burden of Proof

Prior to Proposition 218's passage, the courts allowed local governments significant flexibility in determining fee
and assessment amounts. A business or resident challenging the validity of a fee or assessment carried the
"burden of proof" to show the court that the fee or assessment was illegal. Proposition 218 changed this legal
standard by shifting the burden of proof to local governments. Now local governments must prove that any
disputed fee or assessment charge is legal.

Appendix I:

Areas in Which Legislative or Judicial
Clarification May Be Needed

As we discuss throughout this guide, while Proposition 218 is quite detailed in many respects, some important
provisions are not completely clear. This appendix summarizes the major questions regarding Proposition 218
that must be resolved so that local governments can begin implementation.

Because Proposition 218 sets a July 1, 1997 deadline for local governments to bring existing fees and
assessments into conformity with the measure's requirements, legislative or judicial clarification on questions
related to assessments and fees is needed as soon as possible.

Property-Related Fees

= What is included in the definition of a property-related fee?
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= Are water charges that are based on metered use of water property-related fees?

= Are regulatory fees, such as rent control administrative fees, property-related fees?

= Are lease payments and other such charges on government-owned assets property-related fees?

= How precisely must local government allocate shares of costs for a property-related service? Can local
government set general fee rate categories, or must local government determine the actual cost of service
to every parcel?

Assessments

» What is a "special benefit" and how can it be distinguished from a "general benefit?"

» Existing assessments used exclusively for sidewalks, streets, sewers, water, flood control, drainage
systems, and vector control are exempt from the measure's calculation and election requirements. How
broadly should these exemptions be interpreted?

» How precisely must local government allocate shares of costs for an assessment? Can local government
set general assessment rate categories, or must local government determine the actual cost of service to
every parcel?

= If an existing assessment is increased by a formula that was set forth at the time the existing assessment
was imposed, must the assessment comply with the measure's calculation and election requirements?
Similarly, need the measure go through these processes again if a future assessment is increased by a
formula set forth at the time the new assessment was imposed?

= How should the existing statutory assessment approval process be reconciled with Proposition 218's
assessment approval process?

= Some assessments are annually re-imposed by local government. Must a local government annually
repeat the calculation and election procedures required by Proposition 2187

» If an assessment that is annually re-imposed by local government is currently eligible for the exempt list,
must it comply with Proposition 218's calculation and election procedures when it is re-imposed next year?

Elections

= What procedures should govern the assessment and fee elections?

= Who may vote on referendums to repeal assessments, fees, or taxes?

= How will a local government determine whether a renter is eligible to vote?

Who gets to vote when a parcel is owned by multiple parties, or by a governmental entity?

Taxes

» Are Mello-Roos taxes affected in any way? Similarly, how should assessments imposed under Mello-Roos
law be treated?

» [s the measure's requirement that certain existing taxes be ratified by the voters an unconstitutional
referendum on taxes?

Debt

» Could a local initiative jeopardize a revenue stream pledged to the payment of existing (or future) debt?

Appendix II:

Text of Proposition 218

This initiative measure adds Articles XIII C and D to the California Constitution.
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RIGHT TO VOTE ON TAXES ACT

SECTION 1. TITLE.

This act shall be known and may be cited as the "Right to Vote on Taxes Act."

SECTION 2. FINDINGS AND DECLARATIONS.

The people of the State of California hereby find and declare that Proposition 13 was intended to provide
effective tax relief and to require voter approval of tax increases. However, local governments have subjected
taxpayers to excessive tax, assessment, fee and charge increases that not only frustrate the purposes of voter
approval for tax increases, but also threaten the economic security of all Californians and the California economy
itself. This measure protects taxpayers by limiting the methods by which local governments exact revenue from
taxpayers without their consent.

SECTION 3. VOTER APPROVAL FOR LOCAL TAX LEVIES.

Article XIII C is added to the California Constitution to read:

ARTICLE XIII C

SECTION 1. Definitions. As used in this article:
(a) "General tax" means any tax imposed for general governmental purposes.

(b) "Local government" means any county, city, city and county, including a charter city or county, any special
district, or any other local or regional governmental entity.

(c) ""Special district" means an agency of the state, formed pursuant to general law or a special act, for the local
performance of governmental or proprietary functions with limited geographic boundaries including, but not
limited to, school districts and redevelopment agencies.

(d) ""Special tax" means any tax imposed for specific purposes, including a tax imposed for specific purposes,
which is placed into a general fund.

SEC. 2. Local Government Tax Limitation. Notwithstanding any other provision of this Constitution:

(a) All taxes imposed by any local government shall be deemed to be either general taxes or special taxes.
Special purpose districts or agencies, including school districts, shall have no power to levy general taxes.

(b) No local government may impose, extend, or increase any general tax unless and until that tax is submitted
to the electorate and approved by a majority vote. A general tax shall not be deemed to have been increased if
it is imposed at a rate not higher than the maximum rate so approved. The election required by this subdivision
shall be consolidated with a regularly scheduled general election for members of the governing body of the local
government, except in cases of emergency declared by a unanimous vote of the governing body.

(c) Any general tax imposed, extended, or increased, without voter approval, by any local government on or
after January 1, 1995, and prior to the effective date of this article, shall continue to be imposed only if
approved by a majority vote of the voters voting in an election on the issue of the imposition, which election
shall be held within two years of the effective date of this article and in compliance with subdivision (b).

(d) No local government may impose, extend, or increase any special tax unless and until that tax is submitted
to the electorate and approved by a two-thirds vote. A special tax shall not be deemed to have been increased if
it is imposed at a rate not higher than the maximum rate so approved.

SEC. 3. Initiative Power for Local Taxes, Assessments, Fees and Charges. Notwithstanding any other provision of
this Constitution, including, but not limited to, Sections 8 and 9 of Article II, the initiative power shall not be
prohibited or otherwise limited in matters of reducing or repealing any local tax, assessment, fee or charge. The
power of initiative to affect local taxes, assessments, fees and charges shall be applicable to all local
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governments and neither the Legislature nor any local government charter shall impose a signature requirement
higher than that applicable to statewide statutory initiatives.

SECTION 4. ASSESSMENT AND PROPERTY RELATED FEE REFORM.

Article XIII D is added to the California Constitution to read:

ARTICLE XIII D

SECTION 1. Application. Notwithstanding any other provision of law, the provisions of this article shall apply to
all assessments, fees and charges, whether imposed pursuant to state statute or local government charter
authority. Nothing in this article or Article XIII C shall be construed to:

(a) Provide any new authority to any agency to impose a tax, assessment, fee, or charge.

(b) Affect existing laws relating to the imposition of fees or charges as a condition of property development.
(c) Affect existing laws relating to the imposition of timber yield taxes.

SEC. 2. Definitions. As used in this article:

(a) "Agency" means any local government as defined in subdivision (b) of Section 1 of Article XIII C.

(b) "Assessment" means any levy or charge upon real property by an agency for a special benefit conferred
upon the real property. "Assessment” includes, but is not limited to, "special assessment," "benefit
assessment,"” "maintenance assessment" and "'special assessment tax."

(c) ""Capital cost" means the cost of acquisition, installation, construction, reconstruction, or replacement of a
permanent public improvement by an agency.

(d) "District" means an area determined by an agency to contain all parcels which will receive a special benefit
from a proposed public improvement or property-related service.

(e) "Fee" or "charge" means any levy other than an ad valorem tax, a special tax, or an assessment, imposed
by an agency upon a parcel or upon a person as an incident of property ownership, including a user fee or
charge for a property related service.

(f) "Maintenance and operation expenses" means the cost of rent, repair, replacement, rehabilitation, fuel,
power, electrical current, care, and supervision necessary to properly operate and maintain a permanent public
improvement.

(g) "Property ownership" shall be deemed to include tenancies of real property where tenants are directly liable
to pay the assessment, fee, or charge in question.

(h) "Property-related service" means a public service having a direct relationship to property ownership.

(i) "Special benefit" means a particular and distinct benefit over and above general benefits conferred on real
property located in the district or to the public at large. General enhancement of property value does not
constitute "special benefit."

SEC. 3. Property Taxes, Assessments, Fees and Charges Limited. (a) No tax, assessment, fee, or charge shall be
assessed by any agency upon any parcel of property or upon any person as an incident of property ownership
except:

(1) The ad valorem property tax imposed pursuant to Article XIII and Article XIII A.
(2) Any special tax receiving a two-thirds vote pursuant to Section 4 of Article XIII A.
(3) Assessments as provided by this article.

(4) Fees or charges for property related services as provided by this article.
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(b) For purposes of this article, fees for the provision of electrical or gas service shall not be deemed charges or
fees imposed as an incident of property ownership.

SEC. 4. Procedures and Requirements for All Assessments. (a) An agency which proposes to levy an assessment
shall identify all parcels which will have a special benefit conferred upon them and upon which an assessment
will be imposed. The proportionate special benefit derived by each identified parcel shall be determined in
relationship to the entirety of the capital cost of a public improvement, the maintenance and operation expenses
of a public improvement, or the cost of the property related service being provided. No assessment shall be
imposed on any parcel which exceeds the reasonable cost of the proportional special benefit conferred on that
parcel. Only special benefits are assessable, and an agency shall separate the general benefits from the special
benefits conferred on a parcel. Parcels within a district that are owned or used by any agency, the State of
California or the United States shall not be exempt from assessment unless the agency can demonstrate by
clear and convincing evidence that those publicly owned parcels in fact receive no special benefit.

(b) All assessments shall be supported by a detailed engineer's report prepared by a registered professional
engineer certified by the State of California.

(c) The amount of the proposed assessment for each identified parcel shall be calculated and the record owner
of each parcel shall be given written notice by mail of the proposed assessment, the total amount thereof
chargeable to the entire district, the amount chargeable to the owner's particular parcel, the duration of the
payments, the reason for the assessment and the basis upon which the amount of the proposed assessment
was calculated, together with the date, time, and location of a public hearing on the proposed assessment. Each
notice shall also include, in a conspicuous place thereon, a summary of the procedures applicable to the
completion, return, and tabulation of the ballots required pursuant to subdivision (d), including a disclosure
statement that the existence of a majority protest, as defined in subdivision (e), will result in the assessment
not being imposed.

(d) Each notice mailed to owners of identified parcels within the district pursuant to subdivision (c) shall contain
a ballot which includes the agency's address for receipt of the ballot once completed by any owner receiving the
notice whereby the owner may indicate his or her name, reasonable identification of the parcel, and his or her
support or opposition to the proposed assessment.

(e) The agency shall conduct a public hearing upon the proposed assessment not less than 45 days after mailing
the notice of the proposed assessment to record owners of each identified parcel. At the public hearing, the
agency shall consider all protests against the proposed assessment and tabulate the ballots. The agency shall
not impose an assessment if there is a majority protest. A majority protest exists if, upon the conclusion of the
hearing, ballots submitted in opposition to the assessment exceed the ballots submitted in favor of the
assessment. In tabulating the ballots, the ballots shall be weighted according to the proportional financial
obligation of the affected property.

(f) In any legal action contesting the validity of any assessment, the burden shall be on the agency to
demonstrate that the property or properties in question receive a special benefit over and above the benefits
conferred on the public at large and that the amount of any contested assessment is proportional to, and no
greater than, the benefits conferred on the property or properties in question.

(g) Because only special benefits are assessable, electors residing within the district who do not own property
within the district shall not be deemed under this Constitution to have been deprived of the right to vote for any
assessment. If a court determines that the Constitution of the United States or other federal law requires
otherwise, the assessment shall not be imposed unless approved by a two-thirds vote of the electorate in the
district in addition to being approved by the property owners as required by subdivision (e).

SEC. 5. Effective Date. Pursuant to subdivision (a) of Section 10 of Article II, the provisions of this article shall
become effective the day after the election unless otherwise provided. Beginning July 1, 1997, all existing, new,
or increased assessments shall comply with this article. Notwithstanding the foregoing, the following
assessments existing on the effective date of this article shall be exempt from the procedures and approval
process set forth in Section 4:

(a) Any assessment imposed exclusively to finance the capital costs or maintenance and operation expenses for
sidewalks, streets, sewers, water, flood control, drainage systems or vector control. Subsequent increases in
such assessments shall be subject to the procedures and approval process set forth in Section 4.

(b) Any assessment imposed pursuant to a petition signed by the persons owning all of the parcels subject to
the assessment at the time the assessment is initially imposed. Subsequent increases in such assessments shall
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be subject to the procedures and approval process set forth in Section 4.

(c) Any assessment the proceeds of which are exclusively used to repay bonded indebtedness of which the
failure to pay would violate the Contract Impairment Clause of the Constitution of the United States.

(d) Any assessment which previously received majority voter approval from the voters voting in an election on
the issue of the assessment. Subsequent increases in those assessments shall be subject to the procedures and
approval process set forth in Section 4.

SEC. 6. Property Related Fees and Charges. (a) Procedures for New or Increased Fees and Charges. An agency
shall follow the procedures pursuant to this section in imposing or increasing any fee or charge as defined
pursuant to this article, including, but not limited to, the following:

(1) The parcels upon which a fee or charge is proposed for imposition shall be identified. The amount of the fee
or charge proposed to be imposed upon each parcel shall be calculated. The agency shall provide written notice
by mail of the proposed fee or charge to the record owner of each identified parcel upon which the fee or charge
is proposed for imposition, the amount of the fee or charge proposed to be imposed upon each, the basis upon
which the amount of the proposed fee or charge was calculated, the reason for the fee or charge, together with
the date, time, and location of a public hearing on the proposed fee or charge.

(2) The agency shall conduct a public hearing upon the proposed fee or charge not less than 45 days after
mailing the notice of the proposed fee or charge to the record owners of each identified parcel upon which the
fee or charge is proposed for imposition. At the public hearing, the agency shall consider all protests against the
proposed fee or charge. If written protests against the proposed fee or charge are presented by a majority of
owners of the identified parcels, the agency shall not impose the fee or charge.

(b) Requirements for Existing, New or Increased Fees and Charges. A fee or charge shall not be extended,
imposed, or increased by any agency unless it meets all of the following requirements:

(1) Revenues derived from the fee or charge shall not exceed the funds required to provide the property related
service.

(2) Revenues derived from the fee or charge shall not be used for any purpose other than that for which the fee
or charge was imposed.

(3) The amount of a fee or charge imposed upon any parcel or person as an incident of property ownership shall
not exceed the proportional cost of the service attributable to the parcel.

(4) No fee or charge may be imposed for a service unless that service is actually used by, or immediately
available to, the owner of the property in question. Fees or charges based on potential or future use of a service
are not permitted. Standby charges, whether characterized as charges or assessments, shall be classified as
assessments and shall not be imposed without compliance with Section 4.

(5) No fee or charge may be imposed for general governmental services including, but not limited to, police,
fire, ambulance or library services, where the service is available to the public at large in substantially the same
manner as it is to property owners. Reliance by an agency on any parcel map, including, but not limited to, an
assessor's parcel map, may be considered a significant factor in determining whether a fee or charge is imposed
as an incident of property ownership for purposes of this article. In any legal action contesting the validity of a
fee or charge, the burden shall be on the agency to demonstrate compliance with this article.

(c) Voter Approval for New or Increased Fees and Charges. Except for fees or charges for sewer, water, and
refuse collection services, no property related fee or charge shall be imposed or increased unless and until that
fee or charge is submitted and approved by a majority vote of the property owners of the property subject to
the fee or charge or, at the option of the agency, by a two-thirds vote of the electorate residing in the affected
area. The election shall be conducted not less than 45 days after the public hearing. An agency may adopt
procedures similar to those for increases in assessments in the conduct of elections under this subdivision.

(d) Beginning July 1, 1997, all fees or charges shall comply with this section.

SECTION 5. LIBERAL CONSTRUCTION.

The provisions of this act shall be liberally construed to effectuate its purposes of limiting local government
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revenue and enhancing taxpayer consent.

SECTION 6. SEVERABILITY.

If any provision of this act, or part thereof, is for any reason held to be invalid or unconstitutional, the remaining
sections shall not be affected, but shall remain in full force and effect, and to this end the provisions of this act
are severable.

This report was prepared by Marianne O'Malley
Under the supervision of Mac Taylor.
To request publications call (916) 445-2375.
This report and others are available on the LAO's World
Wide Web site at http://www.lao.ca.gov.
The Legislative Analyst's Office is located at
925 L Street, Suite 1000, Sacramento, CA 95814.

Note: Understanding Proposition 218 was published in December 1996, less than one month after the state's
voters approved Proposition 218. The report was written as a layperson's guide to Proposition 218 and has not
been updated since 1996.

If you have questions about local finance or Proposition 218, you may wish to consult an attorney or review
other online publications. For example, the sponsors of Proposition 218 (the Howard Jarvis Taxpayers
Association) and the California League of Cities offer materials regarding Proposition 218 on their websites. The
League of Cities' primary document regarding Proposition 218 is called "Proposition 218: Implementation Guide.
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