
 

 

LAFCO MEETING: June 5, 2013 

TO:    LAFCO 

FROM:  Neelima Palacherla, Executive Officer 
   Dunia Noel, Analyst    

SUBJECT: EL CAMINO HEALTHCARE DISTRICT   

8.1 LEGISLATIVE COUNSEL’S OPINION REGARDING APPLICABILITY OF GANN 
APPROPRIATIONS LIMIT TO HEALTH CARE DISTRICTS 

Recommendation 

Accept report and provide direction to staff, as necessary 

Discussion 

LAFCO Counsel has reviewed the Legislative Counsel’s opinion on the applicability of 
the Gann Appropriations limit (GAL) to healthcare districts and based on that opinion 
has concluded that the El Camino Healthcare District is subject to limits on its 
appropriations of certain sources of revenue. Please see attached memo (Attachment A) 
from LAFCO Legal Counsel.  

As next steps in addressing this issue, LAFCO may consider seeking an AG opinion on 
the matter in order to have more resolution of the issue, as discussed by the Commission 
at its April 3, 2013 meeting.  

Additionally, since the El Camino Healthcare District regularly exceeds and will 
continue to exceed its GAL limit, it may be appropriate for the District to consider (1) 
amending its GAL to better reflect the revenues its receives, (2) using its revenue for 
other expenditures (such as paying off debt) that are exempt from the GAL, and that 
would provide more direct benefit to the district’s residents or (3) returning excess funds 
to its tax payers. 

8.2 UPDATE ON EL CAMINO HEALTHCARE DISTRICT’S IMPLEMENTATION OF THE 
RECOMMENDATIONS IN LAFCO’S AUDIT AND SERVICE REVIEW OF THE 
DISTRICT 

For Information Only 

On May 7, 2013, the El Camino Healthcare District submitted its response (Attachment 
B) to LAFCO recommendations related to the Audit and Service Review of the District. 
No action will be taken on this item at this time. LAFCO staff will review this 
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information and prepare a report for the Commission’s consideration at the August 7, 
2013 LAFCO meeting. 

ATTACHMENTS 

Attachment A: Memo From Mala Subramanian, LAFCO Legal Counsel, dated April 15, 
2013 regarding Legislative Counsel Bureau Opinion Regarding 
Application of Gann Limit to Health Care Districts 

Attachment B: El Camino Healthcare District’s Response to LAFCO Requests Related 
to 2012 Audit and Service Review  
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M E M O R A N D U M 

TO: LOCAL AGENCY FORMATION COMMISSION OF SANTA CLARA 
COUNTY  

  

FROM: MALA SUBRAMANIAN, GENERAL COUNSEL 

DATE WRITTEN: APRIL 15, 2013 

RE:  LEGISLATIVE COUNSEL BUREAU OPINION REGARDING 
APPLICATION OF GANN LIMIT TO HEALTH CARE DISTRICTS 

 
Background 

On March 14, 2013, the Legislative Counsel Bureau  (“Bureau”) drafted an opinion titled “Gann 
Limit: Health Care District - # 1301612” (“Opinion”) regarding whether a health care district, 
organized under the Local Health Care District Law, is subject to the spending limitation 
imposed by article XIIIB of the California Constitution.  This Opinion was prompted by requests 
to clarify whether article XIIIB applies to health care districts in California; at present, some 
California health care districts in California set appropriation limits for themselves in accordance 
with article XIIIB while others assert that health care districts are not subject to article XIIIB.  
You have asked for further analysis of the Bureau’s Opinion and how the Opinion applies to the 
El Camino Hospital District (“District”). 

Analysis 

1. The Gann Limit And Special Districts 

In November 1979, California voters passed Proposition 4, which created article XIII B of the 
California Constitution, and imposed a limit on most state and local government expenditures 
from tax sources.  This limit is often called the “Gann Limit.”  The Gann Limit is calculated 
annually according to a formula based on the amount of revenue from the proceeds of taxes that 
the state or local government entity appropriated in the prior fiscal year, adjusted for change in 
population and the cost of living; when the Gann Limit is exceeded, the surplus must be returned 
to the taxpayers within two years.  (Cal. Const., art. XIIIB, §§ 1-3.) 

A “local government entity” is defined for purposes of the Gann Limit as including special 
districts in California.  (Cal. Const., art. XIIIB, § 8, subds. (b)-(d); Gov. Code, § 7901, subd. (e).)  
The uncertainty about health care districts arises from the fact that the creation of a health care 
district is specifically authorized under the Local Health Care District Law.  (See Health & Saf. 
Code, § 32000 et seq.)  It has been unclear if, under article XIIIB and the implementation of 
article XIIIB in the Government Code, health care districts are distinct from the other special 
districts in the state that are subject to appropriation limits. 

The Bureau’s Opinion states a health care district is considered a special district that is subject to 
the Gann Limit.  The Bureau explains that appropriation limits apply to health care districts 
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because the Local Health Care District Law “authorizes the creation of a type of special district 
known as a local health care district.”  (Ops. Cal. Legis. Counsel, No. 1301612 (March 14, 2013) 
p. 2.)  Unfortunately, the Bureau offers no additional explanation or support for how it came to 
its conclusion.  

For those health care districts that have been operating under the assumption that the Gann Limit 
does not apply to health care districts, there may be significant issues with now calculating a 
Gann Limit for those districts and ensuring their appropriations are kept below that limit.  As we 
understand it, El Camino Hospital District currently calculates a Gann Limit for its annual 
appropriations.  Therefore, the Bureau’s Opinion should have a minimal impact, if any, on the 
District’s future calculations of its appropriation limit. 

2. Determining Appropriations Subject To The Gann Limit  

Because the Bureau concludes that health care districts are considered special districts subject to 
the Gann Limit, the second half of the Opinion describes as noted below what types of revenue 
collected by health care districts are subject to appropriation limits. 

 a. Gann Limit Exemptions 

Special districts are exempt from the Gann Limit in two circumstances: 1) If the special district 
existed on January 1, 1978 and did not as part of the 1977-1978 fiscal year levy an ad valorem 
tax on property in excess of 12 ½ cents per $100 of assessed value, or 2) If the special district is 
completely funded by revenues other than the proceeds of taxes.  (Cal. Const., art. XIIIB, § 9, 
subd. (c); Gov. Code, § 7901, subd. (e).)  As we understand it, neither of these exemptions are 
applicable to the District; therefore, the Gann Limit applies to the District. 

 b. Determining Appropriations Subject To Gann Limit 

If the Gann Limit applies to a special district, then, according to the Bureau, the following 
sources of revenue are subject to the appropriations limit for that special district: 

• Revenue from an ad valorem property tax collected by the county and distributed to the 
special district; revenue earned by the investment of tax revenues; and revenue from state 
subventions .  (Cal. Const., art. XIIIB, § 8, subd. (b).) 

• Revenue from a special tax levied for a specific purpose by the special district.  (Ops. 
Cal. Legis. Counsel, No. 1301612 (March 14, 2013) p. 7.) 

• Revenue from any excessive regulatory license fees and user charges or fees.  (Cal. 
Const., art. XIIIB, § 8, subd. (c).) 

The total amount of revenue from these sources must be less than the determined appropriation 
limit for the special district in that fiscal year.   

There are also some revenues sources or uses that are not subject to a special district’s Gann 
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Limit.  A special district’s appropriation of revenue from the following specific sources or for the 
following reasons is not subject to the Gann Limit: 

• The appropriation of revenue to pay the principal and interest of certain types of 
indebtedness.  (Cal. Const., art. XIIIB, § 8, subd. (g), § 9, subd. (a).) 

• The appropriation of revenue earned from a special assessment.  (Ops. Cal. Legis. 
Counsel, No. 1301612 (March 14, 2013) p. 8.) 

• Subventions from the state to reimburse the special district for the costs of a state-
mandated new program or increased level of service.  (Cal. Const., art. XIIIB, § 6.) 

Conclusion 

According to the Bureau, health care districts are special districts under article XIIIB of the 
California Constitution, and therefore, El Camino Hospital District is subject to limits on its 
appropriations of certain sources of revenue.  The District already limits its appropriations 
according to its Gann Limit, which as of July 11, 2012, was calculated at $21.2 million.  (Harvey 
M. Rose Associates, LLC, “Audit and Service Review of the El Camino Hospital District,” July 
11, 2012, p. 6-2.)  Assuming that the District complies with the requirements of article XIIIB in 
determining which appropriations are subject to the Gann Limit, the Bureau’s Opinion should 
not affect the District. 
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