
November 17,201 I

ERIC GARCETTr·iijUn\;~' fj~ ilkJ,_'"'-"-t---+-~...:..v
COUNCILMEMBER it~~N\l·:_~·-;:,t~ _

PRESIDENT, Los ANGELES CITY COUNCI~ut)\_ = cP l3-=--~--~-------
City Administrative Office
200 N. Main Street, Suite 150
Los Angeles, CA 900 I 2

Dear Mr. Santana;

In order to create jobs, the City of Los Angeles must take swift and drastic action to attract new businesses to the
city and keep businesses already Located in the city. As part of that effort, over the past decade, I have worked to
reform the City's gross receipts tax.

On November 7, 201 J, I requested for an anaLysisby the Office of Economic Analysis (OEA) on how best to
eliminate the gross receipts tax. At the November 9 Jobs and Business Development Committee meeting, I
requested the OEA to specifically analyze the following:

I. CAO/CLA Alternative Recommendations # I and 2 (CAO and CLA Report dated I 1/07/ I I, C.F. 09-19 14-
S8) which includes permanentLy extending the business tax holiday and freezing the tax base for all existing
businesses in the city to their current gross receipts LeveL.

2. The Business Tax Advisory Committee (BTAC)'s four-year phase-out plan and speclfic recommendations
on alternatives to this timeLine.

Because business tax bills are sent annually on February I, we need this OEA analysis completed soon if the City
CounciL wants to act on these proposals prior to this time. 1request that the OEA perform the analysis of the
CAO/CLA ALternative Recommendations # rand 2 first and within 30 days. This analysis must be finished by the
end of January 20 12.The phase-out plan can be completed after the first part is finished.

Currently, the City's gross receipts tax rate is approximately 9.5 times higher than the average for the rest of LA
C;~unty, which is driving businesses out of the city ..The City's gross receipts tax generates approximately $420
million annually, making it the fourth Largest revenue stream for the City's General Fund. Given the significance of
this revenue to the City's budget and the services the city provides, it is important to carefully anaLyze the
economic impact of its elimination.

~,

The City of Lo~;'AngeLesis facing an unemployment" rate of 14.8%and is in one of the worst economic downturns in
its history. t have been working with my colleagues on the City Council to adopt policies that attract new
businesses to Los Angeles and create jobs. To do that, the City CounciL must have access to information and
analyses necessary to make informed decisions. I created the Office of Economic Analysis for this purpose, and
look forward to its thorough review. _. -

SincereLy,

LC;~
ERIC GARCETTI
President, Los Angeles City Council
Councilmember, I 3th District.

City Hall Office. ZOON. Spring Sr. Room 475 • Los Angeles CA 90012 • Z13,473.7013 • Fax 213.613.0819

District Offices • Hollywood 5500 Hollywood Blvd., 4th Flr. • Los Angeles CA 90028 • 3Z3.957.4500 • Fax 323.957.6841

Glassell Park • 3750 Verdugo Road • Los Angeles CA 90065 • 32.3.478.9002 • Fax 323.478.1Z96
e-mail: councilrnember. garcetti@[acity.org • www.lacity.orgrcouncll/cd 13



ERIC GARCETTI
COU NCILMEMBER

PRESIDENT, Los ANGELES CITY COUNCIL

CC: Madeleine Rackley,Office of the Chief Administrative Officer
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WHAT IF? :i.lbrnIHGd tn, j BY) ~Committee

a proposal- b; - - - (,ollnCj! File No: at-~t?tJ0Y
Daniel Wiseman i,!!r.1 No»_~~l:.- __ .~__
March 10, 2012 U[-'!}LItv> ~=1vft/( 2;.,

What if a proposal from the NC Stakeholders could save the City enough money to more that
pay for the cost of 100 NCs at $ 50,000 a year, each? Would the City make the deal?

This week, we heard of a proposal to decrease the NC's annual allocation from $ 40,500 to
$ 25,000 a year ... presumably, as a cost cutting or cost cutting-across-the-board measure.
Such a cut would save $ 15,500 for 95 NCs; savi ng a total of $ 1,427.500 ina l.§.J!
billion budget is small potatoes. indeed.

But the work done by the thousands of NC Stakeholders (ranging from Community
Clean-ups, to Green Space creation, to Community Events, to analysis and advice on the City's
Budget, etc.i-etc., etc .... ) is FREE and is the BEST BARGAIN IN THE CITY. It is
worth far more than the original $50,000 per NC for 95 NCs = $ 4,950,000 ... and we want that
$ 50,000 back.

What's more ... the allocation for the NCs was originally and is still placed into a Special Fund.
According to the City Charter, Sec. 911. Appropriation: "The Mayor and (City) Council shall
appropriate funds for the Department of Neighborhood Empowerment and for the startup and
functioning of neighborhood councils for the first two years after theeffective date of this Article.
The Mayor and ffii!y) Council shall thereafter appropriate funds for the
department and neighborhood councils at least one year in advance of each
subsequent fiscal year." Accordingly, Ordinance No. 173184 (Chapter 117, Department of
Neighborhood Empowerment Fund, Sec. 5.517) was created and approved on April 14, 2000.
It states, 'There is hereby created and established within the Treasury of the City of Los
Angeles a special fund to be known as the Department of Neighborhood Empowerment
Fund (the "Fund") fort the deposit and disbursement of funds appropriated to the Department of
Neighborhood Empowerment (the "Department") for the operations of the Department and for
the startup and functioning of neighborhood councils."

Originally, the Mayor intended that funds taken from the General Fund and put into the Special
Fund for the NCs would be protected from manipulation during the fiscal year and, more
important, negotiated and set aside a year in advance so as to be (at least partiallyl
protected .from short-term budget considerations .

• s

This document outlines a rationale and a proposal to save the City much more that is necessary
to fund the NC's operations.

If the deal were accepted, the City budget would be much easier to balance and the NCs would
be much happier and much more able to fulfill their goals.



The City~s GENERAL FUND REVENUE, the basics

The annual budget of the City of Los Angeles is over $ 7 billion. It is proposed, each Spring,
and starts to operate on July 1st, each year. Even so, the BUDGET PROPOSAL is just a
"guess" of the full year's experience. Each year, the Mayor and City Council work during the
entire Budget Year to make the Proposed Budget into a zero-sum reality ... that is to make sure
that we don't overspend our revenues (income).

For the last six years, it has been necessary to decrease "actual" costs, by
1. decreasing services,
2. decreasing employees,
3. decreasing and deferring salaries (renegotiated salaries, furloughs, etc.),
4. increasing efficiencies,
5.' cutting out "waste, fraud & abuse,"
6.. deferring maintenance and
7.. employing a series of financial devices

(applying "end-of-year roll-overs", etc.)
in order to balance the budget. Reality sets in when we look at the actual Cash Flow (real
dollars moving into the City's hands and being spent for its expenses) and that will form another
section of this document.

This section focuses on the General Fund; an amount which has remained "constant" at
approximately $ 4.3 billion,each year, for the last 5 years. /.,

'1
General Fund REVENUES have REMAINED UNCHANGED over the past 5 years
(This_l!1eal"isJ!I.,lt ALL DEFICITS_~r~ue to EXCESSIVE PROPOSED EXPENSES.)
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REALITY CHECK - CASH FLOW & TAX REVENUE ANTICIPATION NOTES



This very complex graph takes some time and effort to understand. It shows the CASH
BALANCE (BLUE LINE), our City's "Check Book Balance," which started at $ 266,399,000
on July 1, 201 o and wandered all over until it ended at $ 242,966,000 on June 30, 2011.

The chart shows how the City must pay about $ 1.05million in salaries, every two weeks
(RED BARS) to its employees; about $ 3 billion of the $ 4.3 billion General Fund, annually.
When Employee Benefits are added, the City spends over 85% of its General
Funds on Employee Compensation. Those salary obligations are contracted, with
progressive increases which are almost impossible to renegotiate or change.

The chart shows that the largest incomes (Property Taxes, Business Taxes and the DWP
Power Transfer Revenue) (GREEN BARS,. RED checkered BARS and PURPLE checkered
BARS) which pay the City's expenses do not arrive until December or later and that creates
a $ 409 million in deficit (dark BLUE LINE) which builds from July 1 to December 31.

The chartshows how the TRAN (RED LINE). a $ 1.20 billion "Iine-of-credit," this year,
supplies the funds (up to $ 450 million) to keep our Cash Balance (LIGHT BLUE LINE)
positive (above zero). But the TRAN has to be paid back (BLUE squares BARS) with
interest, before the end of the year.

The City of Los Angeles has become more and more dependent upon the TRAN to pay its
Emplo ee Sa.laries and Pension Plan Expenses.

RELE.NTLESS INCREASE in the total TRAN
& TRAN as a PERCENT of GENERAL FUND

1.500

~
1.200

B 0.900
, '0.'

~

0.600

[D, 0,.3.00
.'
0.000 _Im~~~~~~~~~~~~~

TRAN as PerCent of Genl Fund t==] TRAN PRINCIPLE

"•

The pattern of dependency on the TRAN is being repeated, again, this year.
This pattern needs to be changed.
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~ ALL OTHER REVENUES
m=I EMPLOVEE's BASE SALARIES
_ DENTAL & HEALTH INSURANCE SUBSIDV
c::::::J SERVICES, EQUIPMENT & SUPPLIES & FV2

LEASE. PAVMENTS
c::::::::J INTER-FUND BILLINGS & TRANSFERS

......nd •••ALLOCATIONS "0 OTHER FUNDS
c::::::::J INCREASES I DECREASES. in BALANCE SH'

(sic)
~ LACERS & FIRE-POLICEPENSI.ON c:ONTRI
-- RUNNING CASH BALANCE "before" using T
-- RUNNING CASH BALANCE ·'..f'ter" using TR
-- CUMULATIVE USE of TRAN to the GENL FU

PROPER,TV TAX, VEHICLE LICENSE FEE (VLF) & SALES TAX
ReplaceD'lent:
LICENSES., PERMITS, FEES & FINES
UTILITIES us,e~~s T,AXES (elac:t:r'ilCtgas; & telephone)
SALES TAX
BUSINESS TAX
TRANSFER from HARBOR & AIRPORTS
D'INP PO'INER TRANS,FER
TRANSIENT OCCUPANCY TAX
POCUMENTARV TRAN,SFER TAX
PARKII'IG USER' .. TAX
INTEi'I!EST INCOME
PARKING FINESr AL~OCATIONS from OTHER FUN'DS (not TRAN),

The Gity used a total of $ 450 million of TRAN funds to provide enough money to pay its bills
before the Property Taxes arrived and allowed the City to make the first of 4-5 repayments of
the LACERS & FIRE-POLICE PENSION PLAN contributions. The last of these
payments will NOT BE PAID UNTIL JULY-AUGUST 2012 (next fiscal yeart
For several years, the NCBAs have been proposinq that. ..



If employed, these two measures could decrease the TRAN from $ 1.204
billion to less than $ 700,000 and save the City between $ 5 and $10
million. The TRAN would then provide the City with an adequate "line of
credit" but the City would no longer be dependent upon the TRAN. But,
the devil is in the details, and administering a large and complex
"institution," like the City of Los Angeles, is a devilishly difficult task.

1. The DWP pay at least 90% of its expected DWP Power Transfer obllqation (at least $ 250
million in July ... and ...

2. Business Taxes be advanced to the previous fall or even to July ($ 420 million) to prevent
these deficits from occurring and to eliminate the need for the City to borrow the $ 1.2
billion TRAN loan.

We wonder why the City has not yet taken measures to assure an adequate income, every
month of the year, to meet its expenses. We question the wisdom of charging our two
Pension Plans more than they earn for "early payments" from the TRAN, each year.

CONVERSION to a PERFORMANCE-BASED BUDGETING PROCESS

On October 4, 2011, The Controller published and, at the Mayor's Community Budget Day
(October 29, 2011), the Mayor endorsed replacing the past-input-based or line-item-based
Budgeting process with the following Performance-Based Budgeting principles. A Council File
(#11-1702-S 1, Englander et al) has been proposed to "phase-in" (not prioritize) the Planning
and Street Lighting Departments, first. Implementing these concepts would be a major, positive
change in the City's Budgeting Process and would be a tremendous stimulus to create and

.' .
reinforce attitudes of Public Service, at all levels, in our City.

The matter was discussed (intensely), at the March 5, 2012 Budget & Finance Meeting. Council
~ember Mitchell Englander (CD12) suggested a 5-point method to amplify and simplify the
i,;!plement Performance-Based Budgeting which considered:
1'. Personnel & Administration (Staffing, MOU adherence and Employee Morale)

2. Technology (measuring Internal & External Technological Goals, Hardware & Software
specifications and Interoperability of data formats between Departments)

3. Cus-tomer Service (measuring effectiveness of Employee Training, Oversight and Public
participation)

4. Financial Managemient (comparing Risk Management, Revenue Col'lectionand Capital
Planning to the defined and expected Workloads)

5. City Services Provided (measuring the weH-defined Workloads, Programs and
Projects with allowances for unexpected variances)

The MOTION calls for the CAO to start making specific progress reports within 30-45 days and
for full implementation throughout all of the City's Departments and Bureaus within two years.
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PLANNING
$25,393,267

PERSONNEL*
$41,267,436

D.O.N.E.
$1,832,164
MAYOR

$22,752,477
MATION TECH. AGENCY*

$78,379,548
HOUSING

$52,146,171
GENERAL SERVICES*

$228,012,024

,

FY2011-2012 ALLOCATIONS of the $ 4.3 billion ~.A. City
GENERAL fUND for the 3a BUDGETARY DEPTs and two PENSION PLANS

(Departments marked with a •* • star serve and are reimbursed by other Departments.)
PW - Board of Public Works

$15,212,179
PW - CONTRACTS ADMINISTR

$28,486,926
PW - ENGINEERING Bureau

$71,567,612
PW - SANITATION Bureau

$221,352,636
PW - STREET LIGHTING Br $23,908,283

_~_~--~-~~---~1-PW - STREET SERVICES
=-~ $146,019,376

TRANSPORTATION
$127,917,673
ZOO

$18,283,477
LIBRARY FUND

$95,648,178
RECREATION & PARKS FUND

$179,586,089
AGING '

$3,792,602
ANIMAL SERVICES

$19,919,848
BUILDING & SAFETY

$68,943,603
_ CITY ADMINISTRATION OFFICE (C.

$11,580,492
CITY ATTORNEY

$94,950,894
CITY CLERK
$8,603,838

COMMUNITY DEVELOPMENT
$26,619,693

CONTROLLER
$13,791,344

CONVENTION CENTER
$24,264,518

COUNCIL (15 MEMBERS)
$18,881,782

POLICE
$1,167,771,840 '\ »> -----------______.

/ <,.:
(

--~

,
.'

FIRE
$472,597,193

FINANCE & TREASURER
$37,644,214

ETHICS COMMISSION
$2,031,383

EMPLOYEE RELATIONS BOARD
, $421,616.'

EMERGENCY MANAGEMENT
$1,600,598

EI Pueblo de Los Angeles
$1,517,194

DISABILITY
$1,608,668

CULTURAL AFFAIRS
$7,421,341



1. Charles Swenson, CPA, PhD - report dated Aug 3, 2011
(Professor & Leventhal Research Fellow at the Marshall School of Business, USC)

"Gross Receipts Tax" vs. a REALLY FAIR BUSINESS INCOME TAX
by

Daniel Wiseman
March 23, 2012

On Wednesday, March 28, 2012, at 2:30 pm, the Business Tax Advisory Committee (BTAC) will
meet to consider (CF 09-1914-S8) the recommendations contained in four documents:

2. Power Point Presentation of BTAC Recommendations dated February 29, 2012

3. Miguel Santana, CAO, City of Los Angeles - report dated November 7,2011

4. Blue Sky Consulting, Chris Weare PhD.
(Research Associate Professor, School of Policy, Planning & Development, USC)

A HISTORY of L.A. CITY BUSINESS TAX REFORM

On July 31, 2009, City Council Members Janice Hahn (CD15), Eric Garcetti (CD13), Bill
Rosendahl (CD11), Dennis Zine (CD03) proposed (CF #09-1914) a number of Business Tax Rate
adjustments reduction exploration of elimination of the "City Gross Receipts Tax."

On March 2, 2011, the City Council (CF #09-1914-56) contracted with Charlf!s Swenson, CPA,
PhD, to analyze modifying the "Gross Receipts Tax" in ways which would be "more supportive
of the existing and potentially new businesses in the City." Dr. Swenson thought that the
"Gross Receipts Tax" could be eliminated and might be replaced by an improved business
environment. Dr. Swenson's full report is on the Office of Finance website (Iacity.org/finance).
His recommendations were quickly and publicly supported by the L.A. Chamber of Commerce
and V.I.C.A.

The;first criticism of Dr. Swenson's report and proponents of this approach is creation of the
terin "Gross Receipts Tax" used in an effort to "villainize" the City's Business Tax.

.On August 10, 2011, the City Council approved CF #09-1914-56 which quoted Dr. Swenson to
say that " ... the indirect revenue projections will not be realized until five years after elimination
of the tax,.." They asked for and received a four-year phase in plan from the BTAC.,.'
The CAO reviewed the proposal to eliminate the Business Tax and FLATLY OPPOSED IT
stating that unreplaced loss of the Business Tax could remove 10% ($ 424 million) of the City's
General Fund ($ 4.38 billion). The danger posed by such action would threaten the financial
solvency of the City. He said that "'0 .the greatest relief in the early years would be to taxpayers
(businesses) currently paying ... the highest rates and those (businesses) most likely to
leave •.." (move their businesses out of the City). He pointed out that the Business Tax is
applied and collected, here, in Los Angeles and is not depende t upon County or State actions.

Date: "3!J& (rL--
b Ott d ",n Committee

Su rrn e ~\U~ S~
Council File NO:~

\
Item No.' _ ...........--r-.....",..-----

~OiJ,.filA C/
DeputY:~l~::"':-------



Proponents of the proposal use phrases like businesses are the "job creators" and the primary
drivers of the City's economic success. It reminded me of split between the 1% of the wealthy
(which owns 24% of the assets) vs. the 99% of the population who do the work. It reminded me
of the rhetoric from the radical right in Washington, D.C. I would remind tbem that his "job
creators" are "profit makers" first ...lonq before ... they create any new jobs. The argument that
eliminating the Business Tax would increase business, increase jobs and increase City
Revenue from Sales Taxes and other sources is the same old, flawed and forgotten "trickle
down" theory. In the recent economic downturn, our City's businesses, like businesses
everywhere, downsized their companies (fired thousands of employees) in an attempt to
preserve their profits. Many of those workers (over 16% of Los Angeles' workforce) are still out
of wprk. We can not depend on tax breaks or even on the hope of economic recovery to create
new jobs.

In the last 90 days, there has been a flurry of Council Files recommending special Business Tax
Treatment for the following industries:

1. 03/21/2012 - Radio & Television Broadcasting - CF #09~1914-S13
2. 0210812012 -lnternet~Based Businesses - CF #09~1914-S12
3. 12/09/2011 - Car Dealerships - CF #09~1914-S11

...and ... extension of a two-year exemption for "new" Businesses which earn $ 500,000 or less.

Our City does not need to proliferate laws which serve "special interests" ... we need fairness
for all.

Using the arguments propounded by Dr. Swenson, the BTAC (Power Point) report of February
15, 2012, continues to recommend that the City eliminate the '~Gross Receipts Tax" and
suggests that will result in increased jobs, sales, Property Values and other City revenue
sources.

Chris Weare, PhD., U.S.C. faculty of the Blue Sky Consulting Firm has been quoted in the Daily
News (March 24, 2012) that" ... eliminating the business tax would lead to a net reduction in
revenues of nearly $ 400 million a year ... " On March 28, 2012, Dr. Weare will testify that the City
Council Jobs and Business Development Committee.

THE PROPOSAL OF THE NEIGHBORHOOD COUNCIL BUDGET ADVOCATES

Contrary to t~~ above persiflage ("sound & fury"), there IS much that is unfair about our City's
Business Tax and there is much that could be done to reform it into a respectable and more
valuable part of the City's Income. The Business Tax is 10% ($ 424 million) of our $ 4.3 billion
General Fund. Therefore, it is not easily eliminated without severe and immediate dire
consequences. .',

•
Companies which bill and collect for a total product or service but sub-contract services (who
ask other companies to perform some of the services included in their business products
andlor services) must pay a tax on the sub-contracted work, too. That is a taxation of the
business's expenses and a "double taxation" when the SUb-contracting company is taxed.
Small and "new" companies need some consideration so that Business Taxes do not over-tax



their ability to get established and to grow.

For several years, Budget Advocates and others have proposed CONVERTING THE
BUSINESS TAX FROM A "Gross Revenue Tax" TO A DIRECT INCOME TAX. Small
and large businesses could use their federal I.R.S. Tax Forms (Schedule C or other Federal
Business Tax report) data to report Adjusted Gross Income or Net Income Before Taxes. The
amount of tax due each year would be known on April1Sth

• Just like Federal and State Taxes,
estimates would be necessary and payments are due, even for those requesting Federal Tax
Reporting extensions. Using these values could remove the unfairness of the "pass
throuqh'Ydouble taxation and would identify the "new" and "small" companies needing special
(decreased) taxation.

This would move the due dates for Business Tax Payments from February to April or May.
Better still, if we used a 4 - 5 year phase-in, 20-25% of Business Taxpayers could defer their
payments to July 31st• The first phase would contain the lowest income businesses, followed
by higher and higher income businesses.

If the Business Tax was collected in July, it could decrease and eventually cancel the need for
the Tax Revenue Anticipation Notes (TRAN). It could convert the TRAN into a realistic "line of
credit" instead of a threat (a 27% encumbrance of the General Fund against) to the solvency of
the City. The decrease would bring additional benefits in decreases in loan debt. If completely
eliminated, the $ 20 million interest on the TRAN loan would be eliminated, too.

RELENTLESS INCREASE in the total TRAN
& TRAN as a PERCENT of GENERAL FUND
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