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LETTER OF TRANSMITTAL

StatE CAPITOL
Sacramento, February 20, 1968

TeE HONORABLE GEORGE MILLER, JR., Chairman
and Members of the Joint Legislative Budget Committee
- State Capitol, Sacramento

GENTLEMEN : In accordance with the provisions of Government Code,
Sections 9140-9143, and Joint Rule No. 37 of the Senate and Assembly
creating the Joint Legislative Budget Committee, defining its duties
and providing authority to employ a Legislative Analyst, I submit an
analysis of the Budget Bill of the State of California for the fiscal year
July 1, 1968, to June 30, 1969.

The duty of the committee in this respect is set forth in Joint Rule
No. 37 as follows:

““It shall be the duty of the committee to ascertain facts and make
recommendations to the Legislature and to the houses thereof con-
cerning the State Budget, the revenues and expenditures of the state,
and of the organization and functions of the state, its departments,
subdivisions and agencies, with a view of reducing the cost of the
state government, and securing greater efficiency and economy.’’

I should like to express my gratitude to the staff of the State Depart-
ment of Finance and the other agencies of state government for their
generous assistance in furnishing information necessary for this report.

Respectfully submitted,
A, Avrax Posrt
Legislative Analyst
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PRELIMINARY STATEMENT ON THE FORM AND CONTENT
OF THE ANALYSIS OF THE BUDGET BILL

This Analysis of the Budget Bill is comprised of several major parts.

First, it contains a summary and general description of the budgeted
expenditures, particularly those of the General Fund but also distin-
guishing between bond funds, federal funds, and special funds. It
analyzes the problem of balancing the budget and the surplus and cash
flow situations. It describes the programs in which the greafest growth
in expenditures has taken place as well as the general trend in expendi-
tures. It makes comparisons with other states, both on a per capita basis
in general and in respect to certain major programs such as education
and welfare. Finally, this section contains a comprehensive deseription
of the state’s bonded debt and the General Fund debt service obliga-
tions. This expenditure section covers pages IX to XXXIT of the Analysis.

Second, this report includes a description and analysis of the revenue
estimates prepared by the Department of Finance including a summary
of national and state economic conditions and other economic data which
are used in developing revenue estimates. The section contains com-
parisons with prior years and with other states, and includes recent
data on the collections under the new tax increase. Although it uses
much of the same data as that employed by the Department of Finance
in making revenue estimates, our Analysis contains an independent
evaluation. This portion of the Analysis covers pages XXXII to XLVII.

Third and finally, the report contains an item-by-item analysis of
each of the items of appropriation in the Budget Bill. These appropri-
ation items refleet only that portion of the amounts budgeted for the
individual state programs which require specific appropriations in the
Budget Bill for the 1968-69 fiscal year. In this respect it should be
noted that the Budget Bill contains only 38 percent of the total state
expenditure program, the other continuing appropriations being pro-
vided for by statute or Constitution. Nevertheless this item-by-item
analysis of the Budget Bill will largely constitute a program analysis
of California state government including review of the on-going pro-
gram and the amounts proposed by the Governor for the coming fiseal
year. Because so large a part of the state budget is not included in the
Budget Bill we have broadened those sections which deal with such
important subjects as education, welfare, capital outlay, to include
general preliminary statements reflecting consideration of total program
expenditures ineluding those which are outside the Budget Bill and
including major fiseal issues which we believe must be of concern to
the Legislature in determining the proper total level of expenditure.
The Analysis will, as required by law, contain our recommendations,
primarily directed to efficiencies and economies, although the recom-
mendations will also include proposed improvements in organization
and management. Some of the recommendations contained in this analy-
sis would require changes in the statutes or even the Constitution, both
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of which are, of course, within the power of the Legislature to either
change or initiate change.

Recommendations for reductions in expenditures total $14.4 million,
offset by recommendations for increases totalling $3.9 million in areas
where we believe that additional expenditures will produce actual
economies or efficiencies. .



Expenditure Summary

SUMMARY AND GENERAL DESCRIPTION
OF STATE EXPENDITURES

Total state expenditures including bond funds are proposed at $5,-
699,536,034 for 1968-69. In addition, the state will also spend or sub-
vene an estimated $2,353,646,662 in federal grants-in-aid and $471,858,-
399 in federal reimbursements and special projects. This indicates an
overall expenditure level of $8,525,041,095.

The expenditures from bond funds and federal funds are summarized
for 1966-67, 196768, and 1968-69 as follows:

196667 1967-68  1968-69

Bond Fund Expenditures: )
* State Construction Program and
State Higher Education Con- :
struction Program Funds__ $126,801,451 - $246,370,625 $25,743,742
California Water Resources De-
velopment Bond Fund_..___ 343,030,417 291,414,903 137,780,381
Central Valley Water Project -
: Construction Fund _—____ 10,307,326 76,076,144 266,356,714
* State Beach, Park, Recreational .
and = Historical Facilities '
Fund 34,063,505 35,958,625 35,150,874
Total, Bonds o ___ $514,292,699 $649,820,297 $465,031,711
Expenditures of Federal Funds:
Grants-in-Aid, Reimbursements :
and Special Projects._____ 2,434,953,029 2,671,003,882 2,825,505,061

Under standard state accounting procedures these expenditures from
"bonds and federal funds are not included in budget totals. The inclusion
here is for information only to show the overall impact of state ex-
penditures and they will not be included in' the sections on budget
expenchtures and totals which follow.

ELEMENTS OF THE BUDGET

Ordinarily budget expenditures are reported as excluding bond
funds. Thus, reduced by the $465 million in bonds, the total of expendi-
tures is $5, 234 504,323. This is an increase of $564 139,614, or 12.1 per-
cent, from 1967—68 and is $1,089,897,5671, or 26.3 percent above the
budget total for 1966-67. A breakdown of these amounts by totals and
into functional eategories is shown for the latest three fiscal years as
follows:

v 1966-67 196768 196869
State Operations _______ $1,326,288,824 $1,431,480,835 $1,607,962,521
Local Assistance —_—______ 2,409,135,398  2,695,534,523  3,144,749,950
Capital Outlay ——_____.__ 409,187,530 543,349,351 . 481,791,852
Total Bxpenditures ——__ $4,144,606,752 $4,670,364,709 $5,234,504,328

The trend of growth in expenditures becomes more clearly ev1dent
from the following illustration which shows the amounts and percent-
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age changes that occur in these categories, first, in the two years be-
tween 1966-67 and 1968-69, and again between 1967-68 and 1968--69.

Changes in Amount and Percent Between

1966—67 and 196869 196768 and 1968-69

Amount Percent Amount Percent
‘State Operations__ $281,678,697 21.3 $176,481,686 123
Local Assistance_- 735,614,552 30.5 449,215 427 16.7
Capital Outlay ___ 72,604,322 17.8 —61,567,499 . —11.3
Total Expenditure $1,089,897,571 26.3 $564,139,614 121

This comparison shows that the local assistance category, with an
increase of 30.5 percent between 1966-67 and 1968-69 and of 16.7
percent from 1967-68 and 1968-69 is by far the fastest growing cate-
gory in the state budget. If local tax relief were to be measured by the
increased amount of state money subvened to local government, this
trend could be called a significant tax relief program. But this in itself
is not a good measure of local tax relief.

The large decrease shown for capital outlay expenditures between
1967-68 and 1968-69 is not representative of the aectual situation in
this budget category. It has been the praectice in construeting the budget
to include in the expenditure totals for the middle year in certain
special fund budgets, namely that of the Division of Highways, large
fund balances in addition to expenditures, falsely assuming that these
balances will be spent. This balloons the current year figures above
what is reasonably expected to be expended and thus presents a mis-
leading impression as to the actual situation. There is no justification
for the Department of Finance adding these fund balances to the ex-
penditure level and a proper budgeting procedure would separate them.

This practice is illustrated in the following example which shows the
cyele as it occurred in the 1966-67 special funds category of eapital
outlay expenditures, taken from three different budget documents.

1966-67 Capital Qutlay Expenditures—Special Funds

Millions
As proposed in 1966-67 Budget Document $334.8
As reestimated for 1966-67 in 1967—68 Budget Document 488.6
Actual for 1966-67 as shown in 1968-69 Budget Document _____________ 360.7

The above comparison, showing the large difference between the
middle-year estimate and the proposed and actual amounts in this
budget category, illustrates this practice. As indicated, the state high-
way program for which funds are continuously appropriated under
Section 183 of the Streets and Highways Code is the major factor.

SUMMARY OF GENERAL FUND EXPENDITURES

The budget proposes $3,898,079,623 in General Fund expenditures
for 1968-69. This represents an increase of $569,810,193, or 17.1 per-
cent, from the $3,328,269,430 estimated total for 1967—68 In 1966-67
“the total was $3, 017 197 433 indicating an extraordinary gain in Gen-
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eral Fund expenditures of $880,882,190 in only two years. The totals
and a breakdown by budget categories are shown below:

1966-67 1967-68 1968-69
State Operations ________ $1,061,521,349 $1,125,988,666 $1,268,524,392
Local Assistance _________ 1,907,160,245 2,162,761,620 2,539,152,511
Capital Outlay —___ e 48,515,839 89,519,144 90,402,220
Total - ___ $3,017,197,433 - $3,328,269,430 $3,898,079,623

It is again evident that the local assistance category is where the
largest part of growth is taking place in General Fund expenditures.
The more than doubling of capital outlay expenditures between 1967-68
and 1968-69 reflects provisions of the 1967 tax legislation which re-
served $90 million for this purpose. Part of these expenditures, how-
ever, $21.4 million as budgeted in 1968-69, are for programs which
were in prior budget documents classified in the local assistance cate-
gory by the Department of Finance. The work involves construction
of juvenile homes and camps, flood control projects, riverbank pro-
tection, and beach erosion control, (see Items 364-367 of the Budget
Bill). This is merely an arbitrary shift in category made in this budget
for the years 1966-67, 1967-68, and 1968-69 and the real expansion
in capital outlay is therefore, less than the amount reserved by the
tax legislation.

The major part of the rapid growth in General Fund expenditures
"can be accounted for in a relatively small number of programs. The
most significant program changes are summarized below showing the
estimated 1967-68 expenditure level and the proposed amount for
196869, as well as the amount and percent of increase or decrease be-

tween the two years.
. In Millions

Amount of Percent
increase increase
or or

: ) Egpenditures decrease décrease
Program - 196768 1968-69
State Operations
Youth and Adult Corrections._ $123.5 $127.7 $4.2 3.4%
Higher Education
University of California_____ 243.4 280.0 36.6 15.0
State Colleges —____________ 197.0 224.3 27.8 18.9
Scholarship Commission ___._ 5.6 8.9 33 58.9
Franchise Tax Board ________ 13.2 16.1 2.9 22.0
Mental Hygiene _—_____ . __ 192.3 194.5 2.2 11
Bond Interest and Redemption 67.8 76.2 8.4 124
Salary Increase _—__._____.___ ©(44.9)1 57.3 57.3 27.6
Other - __ 283.2 283.5 0.3 —
Total $1,126.0 $1,268.5 $142.5 12,79
Local Assistance - .
Youth and Adult Corrections._ 7.9 113 3.6 46.7
- Bdueation 1,375.7 1,445.0 69.3 5.0
Health and Welfare
Mental Health Services ____ 23.9 275 3.6 15.1
Public Health—Hogpital Con-

struetion . _._______ 22.9 0.0 —22.9 —100.0

XTI
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In Millions )
Amount of Percent
increase increase
or or

] EBaxpenditures .decrease decrease
Program : - 1967-68 1968-69
Social Welfare — Public As-
sistance Programs _____ 409.4 456.0 46.6 114
‘Medical Assistance —________ 254.0 336.0 62.0 -22.6
Tax Relief )
Property Tax Relief _______ 0.0 194.1 194.1 .
Senior Citizens Property Tax
Assistance - ________ . 0.0 220 22.0 —
Other 49.2 47.3 —1.9 —3.9
Total $2,162.8 $2,639.2 $376.4 1749%
Qapital Outlay ___ . _______ 89.5 90.4 50.9 128.9
Over-all Total —____.________ $3,328.3 $3,898.1 $569.8 1719%

1 The 196768 salary increase is distributed among the separate programs.

These programs as listed account for practically the entire inerease
in General Fund expenditure between 1967-68 and 1968-69, The re-
maining increases and decreases in other programs not listed therefore
largely offset each other. The summary shows the elements of the large
increase in local assistance to be for tax relief, health and welfare, and
education. The major increases in state operations are for higher educa-
tion and salary increases, although it should be noted that the program
for higher education was reduced to an unusual degree last year and
much of this inerease is simply a reinstatement of what was represented
at that time to be a one-year retrenchment. It is also noteworthy that the
mental hygiene and corrections programs are growing at a much higher
rate in the local assistance category than in state operations.

GENERAL FUND FINANCIAL PICTURE

The state’s budget problem for 1968-69 centers as is usual in the
General Fund. This is because expenditures from that fund have
regularly increased at a rate about half again as fast as the General
Fund tax base produces increased revenues. In the years 1963-64
through 1965-66 this dilemma was resolved largely with one-time tax
adjustments each year. In 1966-67 the state placed most revenues on an
accrual basis, and as a result of this it was possible for additional taxes
to. be postponed until 1968-69. Major tax legislation passed in 1967
raising about $1 billion in added General Fund revenue has made it
possible for the state to show a prospective cash surplus, as well as a
larger surplus on the accrual basis, at the end of 1967-68. However, for
1968-69, a tight budget situation again faces the General Fund, with
attendant problems of controlling expenditures to the extent that they
can be financed from inecome. _

The General Fund ended the 1966-67 fiscal year with borrowings
from other funds totaling $194 million. But on the accrual basis, after
paying all obligations and in effect offsetting savings in education and
other programs against increased costs in Medi-Cal and other pro-
grams, the year ended with an acerued free surplus of $9.5 million plus

X
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$46.9 million in committed reserves. Thus the state General Fund began

1967-68 with a carry-forward debt from 1966-67 of $194 million and an .
acerued free surplus of $9.5 million. In addition, there was $35.5 mil-

lion in cash in the treasury at June 30, 1967, most of it reserved for the

impending debt service payment which was due July 1, 1967 on state

general obligation bonds. :

Accrual Position of General Fund

On an accrual basis the state General Fund thus started 1967-68 with
resources of $56.4 million, of which $46.9 million consisted of committed
reserves (carryover balances from prior years appropriations) and $9.5
million consisted of free surplus. Income for 1967-68 is estimated by the
Department of Finance at $3,515.8 million and outgo at $3,328.4 mil-
lion. This indicates a current surplus of $187.5 million, to which can be
added the $56.4 million of prior-year resources to form an end-of-year
resources balance of $243.9 million. This is shown in the following
schedule.

) Millions
Carryover of prior year resources $56.4
1967-68 Income 3,515.8
Total '$3,5672.2
Expenditures 3,328.3
Ending resources (June 30, 1968) 243.9
Committed reserves 12.2
Reserve for working capital 194.0
Free surplus (June 30, 1968) - 8377

Of the $243.9 million shown, $12.2 million represents committed re-
serves to be carried into the following year, and the remaining $231.7
million represents surplus. However, out of this latter total the Depart-
ment of Finance has reserved $194 million as a ‘‘Reserve for Working
Capital,’’ leaving free surplus at $37.7 million as of June 30, 1968. This
reserve is similar in concept to the ‘‘Reserve for Cash Liquidity’’ which
was proposed in the 1966-67 Budget but not acecepted by the Legis-
lature.

Under these provisions the state will, during 1967-68, pay off the
$194 million in borrowings earried forward from 1966—67 plus the ad-
ditional intrayear borrowings made during 1967-68. The 196768 fiscal
year will thus end with no General Fund borrowings. As will be ex-
plained in a later section, should these surplus income accruals be
utilized to support additional expenditures in 196768, as was done in
196667, the state will end the year at June 30, 1968, in a net borrowed
cash position to the extent these are used.

Assuming a carryover of resources from the prior year as shown
above of $243.9 million, most of which has been restricted by the De-
partment of Finance, the 196869 fiscal year budget problem ean be out-
lined as follows.

“Revenue to the General Fund is estimated in the Governor’s Budget
document to total $3,863.6 million. To this, $6.2 million in other income’
can be added for a total of $3,869.8 million. This other income category

xtir
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is  eomprised of three proposed separate transfers into the General
Fund from other funds as follows:

‘ Millions
Department of Employment Contingent Fund $2.7
Motor Vehicle Fund 2.8
‘Water Resources Revolving Fund . _ s T
Total 4 6.2

Expenditure as. proposed for 1968-69 at $3,898.1 million includes
special reserved amounts of $216.1 million for property tax relief and
senior citizens property tax assistance. There is also provision for $90.4
million of General Fund capital outlay. It is necessary to pass imple-
menting legislation in the 1968 session in order to place the greater
part of the property tax relief proposals into effect.

AB 272, Chapter 1209 of the 1967 session, specified that the $155
million- reserved for general property tax rellef during 1968-69 must
be appropriated by June 15, 1968, or the state sales tax rate will auto-
matically drop from 4.0 percent to 3.5 percent on July 1, 1968. This
rate reduction would result in a $193 million General Fund revenue
loss during 1968-69. This is $38 million more than the savings which
would result from not enacting the property tax relief and would
result in a reduction of General Fund surplus.

The estimated General Fund condition for 1968-69 on an acerual
basis and relative to the budget proposals and estimates as prepared
by the Department of Finance, including the the proposal to continue
the $194 million reserve for working capital, is shown in the following
statement :

) Millions

Carryover of prior-year resources : $243.9
Income : : 3,869.8
Total $4,113.7
Expenditures . 3,898.1
Ending Resources (June 30, 1969) $215.6
Reserve for working capital . y 194.0
Committed reserves 123
Free Surplus (June 30, 1969) _ N $9.3

Should the reserve for working capital as proposed by the Depart-
ment of Finance in the amount of $194 million not be set up, the
acerual surplus would total $208.3 million instead of $9.3 million as
shown at June 30, 1969. This should be considered in relation to its
effect on the cash posmon of the General Fund which will be explained

in the following section.

Cash Position of General Fund .

In order to determine the cash position of the General Fund in
1968-69 it is necessary to begin the analysis with the situation at the
end of 1966—67. At June 30, 1967, as shown by the Controller, there was
a borrowed balance of $194 million owed by the General Fund which
was carried into 1967-68 and is expected to be paid off” durmg that
year. There was also a restricted reserve of $35.5 million in cash set

X1y
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aside by the Controller in the State Treasury—most of it obligated for
the July 1, 1967 payment of bond debt service. Had this reserve not
been set up it would have been necessary to immediately borrow the
necessary funds on July 1 in order to pay this obligation, in effect
placing borrowings practically on an hourly basis. This apparently will
be the case at the beginning of 1968-69 as no such provision has been
made to meet this obligation at the end of 1967-68.

Total cash disbursements in the General Fund during 1967-68 are
estimated in the Governor’s Budget to total $4,334.6 million and total
receipts to amount to $4,300.1 million. In 1968-69 the estimate for
cash disbursements and also for cash receipts are equal at $4,655.2 mil-
lion. There is sufficient short-term borrowing capacity available in all
months of both years so that no cash flow problem is anticipated even
if outgo were to be significantly increased above that budgeted. The
totals indicated above on a disbursement and receipts basis should not
be confused with budget estimates. These amounts in both cases are
larger than eash income or expenditure totals because duphcatmg and
other transactions are included such as the payment of veterans’ bond
debt service which is advanced from the General Fund and is counted
as a disbursement when paid. It is also, however, counted as a receipt
when the General Fund is relmbursed for this payment. The cash
receipts and disbursements basis, while not representing budget totals,
is a useful and valid means of showing the cash position of the General
Fund, as well as the eash surplus implications. This is done below
indicating the estimated cash position, which can be compared to the
acerual position, shown in the prev10us section, on June 30, 1968 and
June 30, 1969.

Millions
Restricted cash surplus June 30, 1967__ $35.5
Cash Receipts during 1967-68 4,300.1
Total - $4,335.6
Cash Disbursements during 1967-68 _. 4,334.6
Cash in Treasury June 30, 1968 __. $1.0
Cash Receipts during 1968-69 4,655.2

_ Total 3 $4,656.2
Cash Disbursements during 1968-69 4,655.2
Cash in Treasury June 30, 1969 $1.0

. This treasury cash balance of $1 million estimated at the end of
1967-68 and 1968-69 should not be considered as a free surplus amount.
This is probably the minimum amount that the treasury should have
on hand in till money and for other needs in order to faecilitate state
transactions. .

Relating the anticipated cash situation in the treasury at the end of
1967-68 and 1968-69 to the much larger balances as shown on. an
acerual basis, it is evident that if these aceruals, such as the ‘‘Reserve
for Working Capital,’’ are utilized to support expendltures above the
levels budgeted the General Fund will end the fiscal year in a borrowed
position. This would be similar to the situation at the end of 1966-67.
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" Also to be considered is the fact that borrowings carried over in one
year will at least double at the end of the following year, thus com-
pounding the problem, if no upward adjustment is made in taxes or
expenditures are not reduced. The need for new taxes could by this
means be postponed as was the case in 196667, but the alternative
appears to be the creation, when the limit of income aceruals is reached,’
of another situation such as was faced in 1967. This possibly could
result in another cash-flow problem under certain circumstances, but
this would probably be only secondary as the celhng on accrued income
would ordinarily be reached before the maximum monthly borrowing
capacity is exhausted.

Appraisal of General Fund Condition

Changes in budget accounting practices have an effect on the esti-
mates of surplus. The two major adjustments cited previously increase
the surplus balance which has been offset against the increased expendi--
tures proposed in the budget. The actions are as follows:

1. The budget shifts $21.4 million of local assistance expenditures,
already General Fund supported, to capital outlay. This action in
effect reduces by this amount the additional funds required to meet the
$90 million reserved in 1967 tax legislation for General Fund cap1ta1
outlay: This action raises a question of legislative intent.

2. Budgeting practices are changed. No provision is made to re-
serve funds at the end of 1967-68 to pay July 1, 1968 bond debt service
obligations. This in effect utilizes most of the $35.5 million which the
Controller reserved mainly for this purpose at June 30, 1967 instead.
of offsetting it with a similar reserve at June 30, 1968. This will require
immediate borrowings by the General Flund on July 1, 1968 in order to
pay this obligation, whereas funds had been set aside to meet the July

1, 1967 payment.

" In essence these adjustments result in one- time inereases in ‘resources
for expenditure available to the General Fund.

The preceding sections analyzing General Fund acerual and cash
condition are based on estimates and other data as proposed in the Gov-
ernor’s Budget. There are certain other factors to be considered that
may significantly change the situation.

In this respect the $336 million in state funds proposed for 1968 69
expenditure in the medical assistance program appears to be no more
than a very tentative approximation of the amount that might be re-
quired. The proposed amount is $66 million less than that derived after
applying caseload and cost factors to the program elements and we
have reservations as to the accuracy of these caseload estimates. The
reduction is predicated on the effect of certain anticipated administra-
tive controls, final decisions, the impaet of the Soeial Security amend-
ments of 1967, and other items. No separate estimates are shown as to
the anticipated effect of these individual changes. The tentative nature
of the $66 million lump sum reduction is demonstrated by the further
statement that specific proposals to effect this reduction will be sub-
mitted to the Legislature between 30 and 60 days after submission
of the Governor’s Budget. We believe that both the 1967-68 and 1968-
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69 Medi-Cal expenditure estimates are not accurate as stated in the
budget and will need to be revised.

The medical assistance program expenditures are therefore likely to
be significantly changed. This would have a direct effect on the General
Fund condition. Additional reporting on this will be made later as our
studies are completed.

Not included in the expenditure totals is a recommendation, page
1111 of the budget document, made by the Governor that additional
funds in the amount of $910,500 should be made available for salary
inicreases to instructional classes of the state colleges. This would bring
the recommended salary increase to 7.5 percent instead of 6.8 percent
which is provided for in the budget. In addition to raising the budgeted
expenditure total, the proposal will, if approved, reduce General Fund
surplus by $910,500 from that shown in the budget. This would sub-
stantially delete the cash balance of $1 million in the treasury as esti-
mated for June 30, 1969 and reduce the acerual free surplus to $8.4
million,

A savings of about $40 million was made in sehool apportionments in
1966—-67. The budget has been adjusted to reflect estimated savings of
$60 million each year for both 1967-68 and 1968-69. The stated basis
for the reductions is estimates made in connection with 1967 tax legis-
lation anticipating $60 million less in apportionment expenditures,
largely owing to equalization aid adjustments, areawide tax adjust-
ments, and local property reassessment in both years.

Additional savings are estimated by the Department of Finance in
school apportionments totaling $4 million in 1967-68 and $14 million
in 1968-69. These are anticipated on the basis of a reduced rate of
public school attendance, unification savings, improved property assess-
ment practices throughout the state, and a continuing saving in the
county school service fund. These savings as well as the $60 million
above are all anticipated in the budget. If they do not materialize to
the extent anticipated they will adversely affect the General Fund sur-
plus.’

These assumed savings are speculative. With such large sums involved
an adverse result could have serious budget implications. One problem
is that, in some cases, there has been insufficient time, sinece changes in
tax and assessment factors have been introduced, to properly evaluate
the effect these will have on state school expenditures. More will be
known after the first principal apportionment is made in February
1968.

The budget reflects $25 million in proposed savings in the social wel-
fare local assistance programs of which $10 million will be General
Fund savings. The stated basis for this savings is changes to be devel-
oped in the reevaluation process and through legislative changes to be
proposed. Therefore these savings should be considered a tentative pro-
posal. In addition, recent changes in the federal Social Security Act
may significantly affect federal-state-local cost relationships.

In addition to these niajor areas of possible changes in state expendi-
tures and surplus, the Department of Finance and other agencies can,
by making special efforts, reduce, slow down, or otherwise alter the
expenditure level. There is a continuing opportunity to follow through
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on these efforts in the individual agencies, and make savings which
are in addition to the $7.5 million in estimated unidentifiable savings
shown at the end of the State Operations section of Schedule 3 on page
A-42 of the budget.

The General Fund surplus situation is also directly related to the
amount of income the state obtains. The precise total of collections will
not be known until after the fiscal year ends. Therefore, the expendi-
ture commitment made by the Legislature and the Governor this year
must rely on estimates which are subject to significant adjustment. For
instance, the estimate of revenue to the General Fund for 1966-67 was
reduced by $51 million between January 1967 and May 1967—long
after the budget had been passed for the year. Further consideration
of the revenue estimates for 1967-68 and 1968-69 is given in a later
section.

INTERSTATE COMPARISONS IN STATE AND LOCAL
EXPENDITURE PROGRAMS

There are large differences among the states in economic capacity,
tax effort and other factors which lead to widely varying levels of serv-
ices provided to their respective citizens. This is illustrated by total
state-local general expenditures per capita in fiscal year 1965-66 which
ranged from a high of $922.64 in Alaska to a low of $267.78 in South
Carolina, a ratio of more than 3% to 1. For public education, the range
was from $275.98 in Alaska to $117.82 in Mississippi, a ratio of more
than 2% to 1. Other examples include public welfare in which the highest
per capita outlay in Oklahoma was five times the lowest in Virginia, and
public health, in which New York, the highest was four times South
Dakota, the lowest Even when the average of the highest five states
and the lowest five states is taken in the various expenditure categories,
the disparities are great. These are shown in Table 1.

. Table 1

Average per Capita Expenditure of the Five Highest and Lowest States
on Selected Items for the Fiscal Year 1965-66*

Health

Public and
EBapenditures Education welfare hospital
Five Highest States ___.___ $688.63 $255.73 $57.92 $44.70
Five Lowest States ____.___ 310.13 122,60 17.33 16.02
1 Source: Developed from data in U.S. Department of Commerce, Bureau of the Census, Governmental Finances

in 1965--66.

On the tax side, the five highest states raise twice as much revenue
per capita from their own sources as the five lowest states. In 1965-66,
the five top states in terms of per capita revenue collections (Alaska,
Nevada, California, Wyoming and Hawaii) collected an average $646.15
per capita against $310.16 per capita in the five bottom states (South
Carolina, North Carolina, Arkansas, Mississippi and Tennessee). Be-
cause of the wide ranging disparities between states it is more appropri-
ate to compare California with the other major industrial states.

In this respect we have developed comparisons of combined state and
local expenditures in the most significant program categories for Cali-
fornia and nine other major industrial states. This is shown in Table 2.
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The expenditure totals include funds collected by the state and local
governments from their own sources as well as funds received from the
federal government to be expended through the various grant-in-aid and
other programs.

Although the data are essentially comparable for public expenditures
in these program areas, there are certain private expenditures which
are more significant in the programs of some states than in others,
especially in higher education. Therefore, while the data may provide a .
good index of public effort, this is not necessarily the case for total
state effort in all programs.

Table 2 provides three different types of expenditure figures: (1) The
total state and local budget expenditures, (2) the expenditures per
capita, (8) the percent of the total expenditures devoted to the particu-
lar function by the state. The use of one expenditure figure alone may
be misleading. For example, California spends $941.3 million for higher
education while Indiana spends $245.3 million. On this basis alone one
might assume that Indiana extends comparatively little effort in the
area of higher education in comparison to California. However, the
expenditures per capita by each of the states is very similar, $49.75 in
California and $49.87 in Indiana, indicating that there is near parity
in support. However, in terms of the relative percentage of the total
expenditures devoted to higher education in each state, Indiana must
place a higher portion of total expenditures into its higher education
programs (13 percent as compared to California at 8.5 percent) in
order to maintain the approximate equality on a per-capita basis. This
results in proportionately less being available to support other pro-
grams in Indiana and emphasizes that for comparative purposes these
statistical measures should be employed as part of a complex of com-
parisons.

California’s total state-local expenditures at $11,036.3 million in
1965-66 were the highest for any state. The per capita expenditures at
$583.37 were also the highest with Pennsylvania at the bottom of the
range with $360.65 per capita.

The most significant variations are in the individual program cate-
gories. In the total education eategory California had the highest per
capita expenditures at $219.10 but, as a percentage of total expenditures
the rate at 37.6 percent for California was exceeded by six other states.

An especially interesting comparison is presented for the higher edu-
cation component. At $49.75 per capita California is exceeded by only
Michigan and Indiana, but as a percent of total expenditures four
states are higher. The per capita and percentage amounts are generally
lower for the eastern (mainly New England) states where privately
financed higher education is much more important relatively than in
other parts of the country.

.One of the most significant differences among the states is evident
for public welfare expenditures. The per capita amounts vary between
$15.77 for Indiana and $59.65 for California. Public welfare expendi-
tures in Massachusetts at 11.5 percent of total state-local expenditures
made it the only state exceeding the 10.2 percent expended for this



Table 2

Interstate Comparisons of State and Local Expenditures by Program Amount,
Per Capital Amount and Percent of State Total for Fiscal 1965-66

(Amounts in millions)

California New York Pennsylvania Tlinois Michigan New Jersey Ohio Connecticut Massachusetts  Indiana
$11,036.3 $9,678.8 $4,177.1 $4,090.9 $3,744.7 $2,595.8 $3,769.4 $1,220.8 $2,314.6 $1,888.4
: . 583.37 530.11 360.65 381.53 447.18 876.30 365.78 427,74 429.97 383.98

Education~—totall_.___.._. 4,145.1 3,466.5 1,750.6 1,739.6 1,728.4 1,016.4 1,613.7 433.8 7.7 961.6
Per capita 219,10 189.85 151.15 162.24 206.40 147.35 156.59 150.87 133.32 195.53
Percent of total__._..... 37.6% 35.8% "41.9% 42.5% 46.2% 39.2% 42.8% 35.3% 31.0% 50.8%

Local 