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INTRODUCTION




PI"OPOSiﬁOI'I 88, the "Classroom leaming and Accountability Act”
on the November 7 ballot, embodies the timewomn trope from the education
bureaucracy: Increased government spending on public education will improve
the system and produce better results. The inifiative would impose a statewide
parcel tax on every property owner in California, and funnel the revenue info
programs in five different areas of education. State Superintendent of Public
Instruction Jack O'Connell, one of the main supporters of Prop. 88, argues, ‘I
think people still want to invest in public education, they want to invest in the
future, and they want to invest in programs that work.”!

O'Connell's sentiments may be correct, but the key quesfion is whether
Prop. 88 will ensure effective invesiment. Overall, government spending on
education in California is running at record levels. The recently approved 2006-
2007 state budget allocates $55.1 billion to education — by far the largest part
of the budget. That amount represents a 17-percent increase over state education
spending just two years earlier. If local and federal tax dollars are added to state
funding, then $11,264 is spent per pupil per year in California, an increase of
more than $2,000 over perpupil annual spending in 2002-2003.

To pay for all of this government spending, California levies some of the
highest taxes in America. For example, the state has the nation’s highest top
income fax rafe and one of the highest sales tax rates.

Given the massive hikes in education spending and the high taxes already
imposed on Californians, will the money raised by Prop. 88's new stafewide
parcel tax make a difference in the performance of California’s schools and
studentse And is the tax itself equitable?



OVERVIEW OF PROP. 88




Should PI'OP. 88 pPass, it will impose a $50 statewide parcel
tax on every property owner, effective July T, 2007. It would be the first such
tax in California since 1910 and the only statewide property tax of any kind in
California (property taxes are currently levied af the local level). The estimated
revenue for the state of California would be approximately $450 million annu-
ally, which would be used to increase spending for specific areas of California’s
K-12 education system.

The proposition calls for a regressive flat tax on all property holders in
the state. Parcels would be defined broadly as “any unit of real property in
the State that receives a separate fax bill for ad valorem property faxes.”?
In addition fo traditional homes and businesses, this definition would include
possessory inferests such as boat slips and weeklong time-share ownership.
The only exemptions from the parcel tax would go fo seniors and severely
and permanently disabled persons who currently reside on their property and
already qualify for a homeowner's exemption.
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Prop. 88 centers on the shaky premise that increased government spending
is necessary to improve student achievement. It is intended to augment, not
replace, current education spending. The money raised from Prop. 88 would
be directed to a Classroom Leaming and Accountability Fund within the state
Treasury. The legislature would then distribute the money to school districts
statewide on a per-student basis. The breakdown of the distribution would be
as follows, assuming sufficient funds:

e $175 million for classsize reduction

« $100 million for textbooks and

instructional materials

. $100 million for the safety and

security of students and teachers
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« $85 million for academic success
facility grants

« $10 million to create and sustain an

"integrated longitudinal teacher and

oupil achievement data system”

The proposition would set aside no more than two-fenths of 1 percent
of collected revenues each year to distribute to counties to defray the costs of
implementing the legislation. School districts would be held accountable for
expenditures through a yearly independent audit that would be reviewed by the
county superintendent and the superintendent of public instruction. This attempt
at accountability is, however, limited. Prop. 88 does not require empirical
evidence that increased government spending raises student performance, a
key claim of its backers.



FISCAL PROBLEMS




Prop. 88 is an extremely flawed piece of legislation.
It sefs dangerous fiscal precedents, it is poorly conceived,
and itis unlikely to achieve its goal of improving California
education. From a purely fiscal perspective, Prop. 88
poses the following problems:
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It Is Regressive

Prop. 88 assesses a flat $50 tax on every parcel in the state of California. It is
therefore a regressive tax, putting a disproportionate burden on lower-income
people. Because the amount is fixed, individuals whose properties have less
value would see a larger percentage increase in their yearly property tax than
individuals whose properties have a higher value. For example, the owner of
a small apartment who paid a yearly property tax of $500 would see a tax
increase of 10 percent. A millionaire with a large home who paid a yearly fax
of $5,000, on the other hand, would face an increase of only one percent.

The fixed-rate increase would create greater difficulties for low-income
individuals, and would go almost unnoticed by big businesses and wealthy
landowners. Millionaires and large businesses would be charged the same
amount as sfruggling homeowners and small family businesses. This is an
unfair system of taxation that would place an undue burden on low-income
Californians who are already facing high taxes.

It Undermines Proposition 13

In 1978, Californians passed Prop. 13 fo shield property owners from egre-
gious tax increases and fo protfect retirees and others with fixed incomes from
being forced to sell their properties due fo rising fax rafes. Through Prop. 13,
California voters put a cap on property taxes at one percent of the value of the
property at fime of purchase, plus limited increases to account for inflation. To
alter property taxes, counties must achieve a twothirds majority vote. Prop. 88
aftacks the protections for property owners established by Prop. 13.

Prop. 88 also sets a dangerous precedent by creating an additional
property fax. Should it pass, it would be only a matter of time before new faxes

10



Fiscal Problems

were added that could easily erase the security provided by Prop. 13. levying
a statewide property fax, particularly a regressive one, threatens to reverse the
hard-won achievements of Prop. 13. Most important, because Prop. 88 is a
statewide proposal, it circumvents the twothirds maijority vote rule implemented
in Prop. 13, and requires instead only a simple majority to pass.

It Shifts Power to the State Level

Property taxes have traditionally been levied at the local level, and Prop. 88
would sef another dangerous precedent by shifting the power of raising revenue
away from local governments to the state of California. This would deprive
local communities of a voice in the distribution of their residents’ money — and
communities that paid the parcel tax might not see their tox dollars reinvested in
their own school systems, but instead distributed across the state. Communities
would also lose a voice in the allocation of funds because only specific areas
of education are eligible to receive Prop. 88 funding.

It Creates Significant Record-keeping Problems
for Counties

Prop. 88 exempits senior citizens and severely and permanently disabled persons
who live on their property and are eligible for homeowner's exemptions. County
assessors frack those who receive a homeowner’s exemption, but their records
do not include all those who are eligible. Similarly, assessors do not have
records of the age of property owners, and would therefore have fo create a
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new application form that would require significant documentation.® Even if
they already had a homeowner's exemption, individuals would have to apply
separately for a parcel tax exemption, and would have to provide paperwork to
prove their age or disability. This would be time-consuming for individuals, and
create extra paperwork and bureaucracy for county governments.

The exemptions could also creafe complications for own-yourown and
cooperative developments, where a single tax bill is often issued for owners to
divide among themselves. In this case, if one of the owners were eligible for
exemption, it is unclear how the parcel tax would be handled. This, too, would
create additional work for county governments.

It Includes Possessory Interests and Time-shares in lts
Taxable Parcels

Prop. 88 defines a “parcel” as any property that receives a separate tax bill.
This definition would include possessory inferests such as boat slips or fairground
concessionaire stations. Because no minimum value of properties o be taxed
is set, some owners might see their tax bills double. For example, according to
the president of the California Assessors’ Association, more than 5,000 boat
slip owners in Los Angeles receive tax bills of $50. Should Prop. 88 pass these
individuals would have a bill of $100 — an increase of 100 percent.
Time-shares would pose another potential problem. In some counties each
time-share owner is given a separate property tax bill, which would mean that
each one-week shareholder would be responsible for the $50 parcel tax. In this
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case, an individual unit could generate up to $2,600, and a time-share owner
would pay the extra $50 for only one week of ownership. Other counties,
however, bill the time-share association as a single unit. In these counties, each
time-share would generate a total of $50.4

It Sets Aside Insufficient Funds for Counties to Implement
lts Requirements

The problems presented above would create significant challenges for county
assessors. Yet Prop. 88 sets aside only 0.02 percent of its revenue (or an
estimated $1 million) for all of California’s 58 counties — a litfle more than
$17,200 per county per year. This amount would not begin to cover the costs
of creating new forms, fracking and recording new data, and providing the
infrastructure necessary to work out individual problems. Counties would have
fo cut info their own budgets to supplement this amount.

It Would Last Indefinitely

There is no trial period or end date for the increased property fax, so taxpayers
would continue to pay the parcel tax indefinitely. With the precedent of under-
mining Prop. 13 set, the amount could climb in the future. Even if there are no
tangible improvements in California’s education system, taxpayers would be
responsible for the additional $50 per year.

13
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PI"OP. 88 rcpresents an attack on the rights and profections of property
owners in the sfafe of California. It sefs a dangerous precedent by undermin-
ing Prop. 13 and raising property taxes for Californians already burdened by
high tax rafes. It is poorly conceived and creates record-keeping nightmares
for county assessors. And it unnecessarily fransfers revenue-raising power from
local governments to the state Legislature. In addition to all its fiscal problems,
the proposition will not achieve its lofty goal. California’s education system will
not improve as a result of Prop. 88.

State Superintendent O'Connell admits that Prop. 88 is not a panacea,
but says: “Will it helpe Will it make o difference in students’ educational
opportunitiese The answer is definitely yes.”> However, a careful examination
of where Prop. 88 sends its new tax dollars demonstrates that O'Connell’s
confidence is severely misploced.

First, not all disfricts would benefit from added revenues generated by the
new parcel tax. The funds would be allocated to districts according to a formula
fo be defermined by the sfate Legislature based on the needs of individual dis-
fricts. Thus, there is no guarantee a particular school would see any new funds.

The state legislative Analyst's Office (LAO) notes that much of the
money would flow to districts that have more students with lower incomes,
disabilities, or poor English-language skills.¢ Further, of the $85 million a year
allocated to facilities grants, the LAO estimates that only 40 regular public
schools, serving less than one percent of regular public school students, would
receive grant money.”

More important than Prop. 88's distribution shortcomings is the initiative's
decision to funnel dollars only into cerfain education programs, some of very
dubious worth. Worse, this added funding is not conditional on any reforms of
the current, woefully imperfect public education system.

15



No Bang for the New Tax Buck

Class-Size Reduction

Nowhere in California has so much spending been so misguided as in the effort
fo reduce the number of students in the classroom. Under the state’s classsize
reduction program, class sizes in grades K-3 have been lowered to 20 students.
In 2006-07, nearly $1.8 billion will be spent on this program — one of the
priciest earmarked programs in the stafe education budget. Prop. 88 would
pump in $175 million a year in additional funds for class-size reduction, even
though the program has yet to live up to its silverbullet image as the key to
improving student achievement.

California’s class-size reduction law was enacted in July 1996. From 1996-
1997 to 2006-2007, the state will have spent about $16 billion on reducing
class sizes. The program remains popular with lawmakers of both parties,
education officials, and parents. Considering its popularity, it is no surprise that
Prop. 88 allocates the biggest chunk of new tax revenues to the program, and
parades this potential added funding front and center.

Support for the program stems from the belief that smaller classes mean more
individualized atfention and insfruction for students, less disruption in the classroom,
and better leaming. The ultimate goal of the program, says the state Department
of Education, is fo “increase student achievement, parficularly in reading and
mathematics.”® Yet, under these criteria, the program has come up short.

Unlike most state education programs, the class-size reduction program has
an affached research component. A consortium of fop research organizations,
including RAND, the American Insfitutes of Research, WestEd, Policy Analysis for
California Education, and EdSource, analyzed data relating to the program and
issued its capstone report in 2002. Its conclusions were not encouraging.”

After the full implementation of classsize reduction in 2001, the consor-
fium tracked achievement gains in cohorts of students that were exposed to
different amounts of classsize reduction from kindergarten to the third grade.
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The consortium found that whether using statewide average fest scores or more
refined schooHevel analysis, there was no association between the total number
of years a student had been in reduced-size classes and differences in aca-
demic achievement.'©

In its schooHevel analysis, the consortium compared a group of schools
where successive cohorts of students all had reduced-size classes in grades 1-3
with a second group of schools where cohorts of students had different exposures
fo reducedsize classes. The consortium found that math test scores increased for
both groups over time and that the increases were almost exactly the same.!!
According to the consortium, the increase in scores for the students in reduced-size
closses “cannot be explained by [classsize reduction, or CSR,] at all.”?

Further, “the results were similar when we examined reading and language
scores and when we focused the analysis on schools with high percentages of
minority students.”'® The report also stated, “we did not find greater effects among
disadvantaged students.”'* The report subheading says it all: “New schooHevel
analysis finds no relationship between CSR exposure and student achievement.”'>

Acknowledging the popularity of reduced class sizes, the consortium
observed that “the lack of clear relationship between CSR and student
achievement will be disappointing.”'® This disappointment has not changed in
the years since the consortium issued ifs report. California Secretary of Education
Alan Bersin recently noted, “The research is clear that classsize reduction, in
and of itself, does not improve student achievement.”'” Given the expense of the
current program and the lack of clear empirical support for ifs effectiveness, the
last thing that seems prudent would be to raise new tax dollars and pour them,
as Prop. 88 would do, info a still unproven program.

One possible reason the classsize reduction program has failed o have
a positive impact is the effect the program has had on the quality of feachers in

17



No Bang for the New Tax Buck

the classroom. Class-size reduction requires the hiring of more teachers, which
changes the composition of the state’s teaching corps. In 1995-19906, the year
before the class-size reduction law was passed, most schools, including those
in disadvantaged neighborhoods, had fully credentialed teachers. After the en-
actment of class-size reduction, more teachers with emergency credentials were
hired and distributed unevenly in schools. According to the consortium report,
by 2000-2001, more than one in five K-3 teachers were not fully credentioled
in large urban schools with high percentages of low-income, non-English-speak-
ing, or minority students. '®

Further, the disparity among experienced teachers between schools with
high- and low-income students increased after classsize reduction was imple-
mented. This development is unsurprising considering the natural tendency of
more experienced feachers to use their seniority fo leave disadvantaged schools
for new teaching openings created by class-size reduction in higherincome
schools. RAND researcher Brian Stecher, one of the authors of the consortium
report, recently commented on the impact of classsize reduction on feacher
quality: “You needed to pay attention to where the teachers were going to come
from to reduce class size. If you couldn't supply well-qualified teachers, then the
potential benefits of the change might not be realized.”'? Yet, despite this reality,
Prop. 88 does not contain separate, directed funding for increasing the number
of high-quality teachers in California.

It is important fo nofe that Prop. 88 funding is nof restricted fo the exisfing
K-3 class-size reduction program. In its analysis, the LAO says tax dollars from
the initiative can be used for any classsize reduction effort. “For example,
the funds would be sufficient to reduce the average class size of fourth grade
classrooms by about four students (reducing it from a sfatewide average of
about 29 students to 25 students).”?° Yet if Prop. 88 funds were used fo reduce



Education Problems

class sizes in other grades, as the LAO suggests, the impact would be even less
than that of the money spent on K-3. The limited evidence from Tennessee that
exists on the efficacy of classsize reduction suggests that student performance
increases only if class sizes are reduced to about 15 students, significantly
fewer than the 20-student limit in California’s K-3 program, and far short of the
25 students indicated in the LAO's fourth-grade example.

State Superintendent Jack O'Connell may tout “programs that work,” but
there is no conclusive, quantitative evidence that classsize reduction has resulted
in higher student achievement in California. Prop. 88 ignores this lack of proof
and funnels more tax dollars info this program. That is a sfrange way fo “invest”
in the welfare of California studentfs.

Instructional Materials

Though there is litfle evidence that reducing class sizes improves student
performance, there is a strong link between classroom achievement, and
textbooks and instructional materials aligned with the state’s rigorous academic
content standards. Under Prop. 88, $100 million a year in new tax money
would go to buying new standards-aligned textbooks and materials approved
by the state Board of Education. Although such an expenditure would likely be
more effective than spending more money on classsize reduction, the question
is whether schools are spending existing textbook funds wisely and whether a
new fax should be the source of increased funding.

The state currently spends more than $400 million a year to buy instructional
materials, which works out to about $66 per student. According to the LAO,
this amount is enough fo purchase one new core textbook for most students in
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most grades every school year. Yet, state Superintendent O'Connell and Reed
Hastings, former president of the state Board of Education and a principal
mover behind Prop. 88, contend in their ballof statement in favor of the initiative
that “Students in one+hird of California classrooms don't have a textbook to
take home — and many don't even have a textbook to use in class.”?" Though
this may be true, and anecdotal evidence from teachers, parents, and students
seems fo bear it out, the point remains that if the state is currently allocating
enough money for every student to have a new textbook, the lack of such
materials at individual schools may be more a failure of local district priorities
and decision-making than inadequate funding by the stafe.

EdSource, a nonpartisan educational research organization, recently
surveyed principals at high- and low-performing schools in California. According
fo its report, “Those more likely to be from high-performing schools more often said
their districts ensure that the school has upto-date instructional materials . . . and
enough instructional materials for all students. "2 EdSource also surveyed teachers:
"The same was frue for teachers who fended to confirm these perceptions,
reporting that every student in their classroom has a copy of the current version
of the textbook in language arts and math and that the principal ensures that
the teachers have adequate classroom materials.”?® The implication is that the
lack of instructional materials in poor-performing schools may stem from bad
discrefionary decision-making on the part of local district officials and school
principals about spending the dollars currently available to them. If this is the
case, then the solution is not more fextbook spending, as Prop. 88 advocates,
but better spending decisions by local officials.

Even if one were fo accept the premise that more spending on instructional
materials is warranted, it sfill does not justify a new tax to pay for it. As noted,
California will spend nearly $1.8 billion this year on a classsize reduction
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program that for 10 years has failed to generate significant improvement in
student achievement. If such programs were eliminated or at least downsized,
more money would be available for programs such as instructional materials
that do have a positive impact on student achievement.

School Safety

No one disputes that students need a safe learning environment in order to excel
in the classroom. The question is how to achieve that environment. Many schools
have shown that simply by increasing student academic achievement, they have
seen a dramatic decline in student behavior and safety problems. Also, as in the
area of instructional materials, even if more money for school safety is warranted,
it is not clear that a new tax on Californians should pay for it.

The state currently spends nearly $665 million a year on afterschool and
safety programs. Prop. 88 would allocate an additional $100 million for such
programs. In ifs research on high-poverty, high-performing public schools, both
regular and charter, the Pacific Research Institute (PRI} has found that principals
at such schools report few safety and discipline problems.?* Despite the fact
that many of these schools are in high-crime, often gang-infested areas, such as
Inglewood, Pacoima, or Oakland, it turns out that higher achievement is linked
fo better student behavior and less crime.

A chicken-and-egg problem thus presents ifself: Do schools perform poorly
because of bad student behavior and school crime, or does poor academic
achievement spur bad behavior and poor school safety? The high-poverty, high-
performing schools studied by PRI argue for the latter, which calls into question
the spending priorities of Prop. 88.
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Again, even if more money for school safety programs were needed, the
$100 million a year allocated by Prop. 88 for such programs is a tiny fraction
of the money spent by the state on ineffective programs. Changing the sfafe’s
spending priorities, not adding a new tax, would be the best and most eco-
nomical way to pay for more safety programs.

Facility-Related Grants

Prop. 88 proposes $85 million in annual facility grants to both charter and
regular public schools that have not received any facility funding from state
general obligation bonds. While such schools may be in need of added facili-
fies funding, it should be noted that some of these schools may have benefited
from the many local bonds passed in recent years. And the November ballot
includes a huge state general obligation bond for education facilities.

From 1998 to 2005, a hefty $31.7 billion in local school bonds was
approved. The approval process has also been made easier by voter approval
of a stafe initiative, pushed by Prop. 88 financier Reed Hastings, that lowered the
passage requirement for a local bond from a twothirds maijority to 55 percent.
Some of the schools that have so far not received state general obligation bond
money may have received some of this local bond money, or may more easily
receive local money in the future because of the lowered vote requirement.

Proposition 1d on the November ballot would provide $10.4 billion
in additional sfate general obligation bond money for education facilities.
If approved, some of this money may go to the schools that have not received
such state funds in the past. It is instructive that the former head consultant to the
Prop. 88 campaign has advised Reed Hastings to drop active financial support
for the initiative in favor of more active backing of Prop. 1d.%°
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Finally, it is always possible to fund facilities from the state budget on a
"pay-asyou-go” basis. Given the misspending of current state education dollars,
it would not be difficult to redirect $85 million from existing funds to facilities for
schools targeted by Prop. 88.

Data System

The last bit of money raised by the new parcel tax under Prop. 88 would go to
the establishment of a data system that would collect and maintain longitudinal
student- and teacherlevel data. This system would allow the state to measure
student and teacher performance over time, a laudable goal and much needed
in order fo ensure better accountability. However, the $10 million per year pro-
vided by Prop. 88 fo fund this data system is a microscopic drop in the current
state education budget. A new statewide parcel tax, with all its downsides, is
not the way to pay for such a system. Redirection of current spending should be
the route for future funding on this item.

23



CONCLUSION:

FISCALLY AND EDUCATIONALLY FLAWED




Prop. 88 is extremely flawed both fiscally and
educationally. On the fiscal side, a statewide parcel tax
is regressive, would damage the protfections instituted
by Prop. 13, would create a bureaucratic and funding
nightmare for local governments, and would unfairly
tax ordinary people such as time-share owners. On the
education side, the initiative would funnel money into
programs that have not been demonstrated to improve
student achievement and that could be funded by
redirecting current funds from ineffective programs.

The LAO has pointed out, “Research and experience
suggest that how we spend available education resources
is at least as important as how much we spend on
education.”? It is clear that Prop. 88 would spend ifs
new fax dollars badly, by simply putting more money info
ineffective programs and by not requiring any reforms of the
current system. The result would be litfle, if any, improvement
in the academic performance of California’s children.

Prop. 88 supporter Jack O'Connell says, “People will
vote it up or down on its merits.”?” I he gets his wish, then
the proposition’s lack of merit, as laid out in this paper,
bodes ill for its chances.
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